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OVERVIEW OF U.S. INTERNATIONAL
COMPETITIVENESS

The Aerospace Industry

THURSDAY, MARCH 19, 1981

HousE oF REPRESENTATIVES,
CoMMITTEE ON FOREIGN AFFAIRS,
SUBCOMMITTEE ON INTERNATIONAL
Economic PoLicy AND TRADE,
Washington, D.C.

The subcommittee met at 3:30 p.m. in room 2255, Rayburn House
Office Building, Hon. Jonathan B. Bingham (chairman of the sub-
committee) presiding.

Mr. BingHAM. The Subcommittee on International Economic
Policy and Trade meets today to review the competitive position of
the U.S. commercial aircraft industry in international trade and
possible implications for U.S. international economic policy. Over
the coming months, the snbcommittee hopes to look at other key
sectors of the economy in the same manner.

We begin with the commercial aircraft sector for perhaps obvious
reasons. It is traditionally one of our strongest export sectors, re-
sponsible for more than a million American jobs; but it also ap-
pears to be facing formidable problems in international markets.
This subcommittee, under the Fenwick amendment and other pro-
visions of the Export Adininistration Act of 1979, is formally con-
sulted on commercial aircraft sales where there are major foreign
policy considerations. We are responsible as well, of course, for the
export licensing process which is a factor in all of our high-technol-
ogy exports, including aircraft.

We are pleased to have with us this afternoon representatives of
the Aerospace Industries Association—Mr. Karl G. Harr, president
of that association—and three executive branch agencies most di-
rectly involved in our export policies—Mr. Paul O’Day, Acting
Under Secretary, Office of International Trade Administration, De-
partment of Commerce; Dr. Stephen Piper, Coordinator, Aerospace
Trade Policy, Office of the U.S. Trade Representative; and Mr.
Harry Kopp, Deputy Assistant Secretary, Bureau of Economic and
Business Affairs, Department of State.

Gentlemen, I hope that it will be possible for you, in view of the
hour and the fact that there is another hearing ir progrees which .
the Chair would like to attend, to summarize your statements.
They will be incorporated in the record in full, but it would be ap-
preciated if you would summarize them for us.

1)
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Our first witness will be Under Secretary Paul O’Day.

STATEMENT OF PAUL T. O'DAY, ACTING UNDER SECRETARY,
OFT'ICE OF INTERNATIONAL TRADE ADMINISTRATION, DE.-
PARTMENT OF COMMERCE

Mr. O'Day. Thank you, Mr. Chairman. My statement is some-
what long and technical. I am delighted to summarize it, as you
have requested.

The three sectors of the industry I would like to focus on include
large civil aircraft, general aviation, and helicopters. The most im-
portant of these three, of course, is the large civil aircraft portion
of the industry, which accounted for §11.1 billion in shipments in
1980, and over 50 percent of that number was produced for export.

MARKET FORECAST

Our current forecast is that that market is leveling off, particu-
larly on the domestic side. We expect exports in 1981 will continue
to grow, as much as 18 percent in units, over 1980. The foreign pro-
ducers’ share of the market worldwide, however, is increasing and
we expect that that will continue to happen in 1981 and through
the rest of the decade. For the period 1981 through 1984, our ana-
lysts in Commerce project a market for about 2,000 large trans-
ports and about half of those will be widebodies. We expect that,
the airbus consortium could take as mwuch as one-third of that
market during that 5-year period. For the last half of the decade
we expect an additional market for 2,500 large transports and,
again, about 1.000 widebodies, and the airbus consortium during
that period could take as much as 50 percent of the market. We do
know they have plans to increase their production to as many as 8
to 10 aircraft per month by about mid-decade.

For the narrow-bodied transports, we have a wide lead there and
we expect that will be maintained for some years; but about mid-
decade, with the arrival of the Airbus consortium and the Japa-
nese, the picture, we feel, will begin to change, although it is too
early to project what percentage of the market they might obtain
over the last half of the decade.

General aviation includes commuter aircraft, multiengine busi-
ness aircraft, and single-engine aircraft. On the commuter front,
we expect about 1,000 aircraft to be demanded in the world market
over the first half of the 1980’s. That will be a very competitive en-
vironment. The United States has only one craft in production at
the moment that will me:t that market. Many others are on the
drawingboard, but also our foreign competitors have craft that will
in many cases reach the market before ours. So, although there
will be quite an expansion in that area, we expect many of our pro-
ducers will come to the market after foreigners have put their craft
up for sale.

In the business aircraft area, with deregulation adding incentive
for more corporations to provide their own travel to cities not cov-
ered by main airlines, and the general increase in business activity
for the decade, we expect that will be a brisk market throughout
the 1980's.
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Finally, in the single-engine aircraft area, we are a little less
sure of our projections here. We saw a sharp decline of 36 percent
in 1980. We see a further decline in 1981, and with uncertainties
regarding fuel costs in particular, it is not clear at the moment just
what the market might be out beyond that time through the rest of
the decade.

Helicopters are clearly the fastest growing area in the market.
We have a shipment base in 1980 of about $1 billion. That should
grow to about $10 billion worldwide in 1990. We expect that about
mid-decade the number of civil helicopters will surpass the number
of military helicopters, and by the end of the decade they will be
produced at about a 3-to-1 ratio over the military.

FOREIGN CONTENT

With regard to foreign content, which I know is an issue that
this subcommittee is concerned with, about 7.5 percent of our large
transports last year was foreign content. That number may begin
to rise as we see more military and civil shared production agree-
ments and also offset requirements rising.

The smaller turboprop, executive, and commuter aircraft had
even a larger share of foreign content, about 25 percent. That is
not a one-way street, however. In the airbus, for example, the U.S.
content of that craft is upward of 30 percent at the moment. That
may decline somewhat as the consortium looks for more local
sources of supply; but so long as the engines are procured substan-
tially from U.S. manufacturers, we will have a healthy share of
that craft.

Mr. Chairman, I will stop at that point and just rely on my state-
ment for the record. Part of that statement is our recently pub-
lished Aerospace Outlook, prepared by Randolph F. Myers of the
Commerce Department, who is our senior aerospace analyst; it con-
tains great detail on every aspact of the industry in regard to pro-
jections for 1981, and some projections out as far ahead as 1984.

Thank you, Mr. Chairman.

Mr. BingHAM. Thank you very much, Mr. O’Day.

[Mr. O’'Day’s prepared statement follows:]

PREPARED STATEMENT OF PAUL T. O’'DAY, ACTING UNDER SECRETARY, OFFICE OF
INTERNATIONAL TRADE ADMINISTRATION, DEPARTMENT OF COMMERCE

Mr. Chairman and members of the Subcommittee: I appreciate this opportunity to
testify before the Subcommittee on the competitive position of the U.S. aerospace
industry. To coordinate my remarks with those of my colleagues from the Office of
the United States Trade Representative and the Department of State, 1 will focus
my testimony on the current status of each major sector of the U.S. civil aerospace
industry, and the near and niddle-term outlook for each of these sectors.

The major sectors of the aerospace industry covered in the following sections in-
clude large civilian aircraft, general aviation, and helicopters.

LARGE CIVILIAN AIRCRAFT

Large transports (31 place ard over) comprise the largest portion of the U.S. aero-
space industry’s shipments. In 1980, 384 units were produced by U.S. manufactur-
ers, a 2 percent increase over 1979. In value, these shipments rose 32 percent, from
$8.4 million in 1979 to $11.1 billion in 1980.

Over 50 percent of the U.S. production of large civilian aircraft is manufactured
for export. In 1980, exports accounted for 237 ($6.7 billion) of the 384. units produced.
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This substantial market it. currently leveling off, after a decade of healthy growth,
due primarily to the continuing rise in fuel costs, combined with sluggish perform-
ance in most major international economies. As an indication of the current unused
capacity in this part of the airline industry, an estimated equivalent of 21 empty
widebodies flew the Atlantic each day in the Summer of 1980. As a result of the
reduction in long-range passenger travel, a substantial number of new and used
widebody aircraft are available on the open market for the first time since their
introduction in the early 1970's.

Outlook

In 1981, U.S. producers of large civilian aircraft anticipate a leveling off in ship-
ments. Domestic shipments will fall sharply, but exports in 1981 are expected to rise
l18 percent in units and 20 percent in value over 1980 (280 and $8 billion, respective-
y).

Foreign shares of the aerospace market are expected to continue to increase in
the 1980's. Europe’s widebodied Airbus started 1981 with an order backleg of 167
units compared to 51 units in June 1978, but Boeing still led the widebodied backlog
with 209 units. The Airbus aircraft can be expected to continue to expand its
market share at the expense of the U.S. aircraft manufacturers.

There is a potential market from 1981 through 1984 for 2,000 large transports—
1,000 of which are expected to be widebodied types. European Airbus can be expect-
ed to capture about one-third of this market if present trends continue.

Fram 1985 through 1989, there is a potential world market for 2,500 large trans-
ports with 1,000 of these being widebodied types. During this five year period, the
European Airbus could capture as much as 50 percent cf the market for widebodied
types.

For narrowbodied transpo:.., the U.S. producers should dominate this market
during the first years of the decade. After 1984, however, the forecast becomes much
less clear, primarily because the Airbus consortium and the Japanese will be enter-
ing the market.

GENERAL AVIATION AIRCRAFT

The General aviation sector includes nonmilitary and nonairline manufacturers
in three categories—commuter aircraft, multiengine business aircraft (including tur-
bojets and turboprops), and single-engine aircraft. U.S. manufacturers of these prod-
ucts in 1980 ship approxim: .ely 11,800 units valued at $2.5 billion, a 30 percent
decrease in units from 1979.

The U.S. commuter aircraft market has received a major stimulus from the dereg-
ulation of the U.S. airline industry. Routes to one-third of the cities served by major
airlines ten years ago have been discontinued as a direct result of airline deregula-
tion; major airlines now serve fewer than 400 of the Nation's 15,000 airports.

This development has sharply increased the demand for more feederline, or com-
muter, aircratt. At present, the U.S. industry produces only one aircraft that meets
the needs of this market~-Swearingen Merlin 4A. However, a number of U.S. corn-
muter aircraft designs are in the pfanning stage. Swearingen is considering produc-
tion of a 30-passenger unit, as are Ahrens Aircraft of Puerto Rico and Beech Air-
craft. Gulfstream American is redesigning its Gulfstream 1 to accommodate 31 pas-
sengers, and Commuter Aircraft Corporation is establishing a manufacturirg facili-
ty for a 44-passenger commuter aircraft. Also, Fairchild lngustries is undertaking a
50/50 joint venture with Saab of Sweden to develop a 36 passenger aircraft for first
delivery in late 1982.

Foreign producers are also preparing to serve this growing market. The British
are moving ahead with 19-seat and 30-seat aircraft for introduction in 1981. Canadi-
an-built 20- and 50-passenger aircraft are already in service in the United States,
and the Canadians have a 32-passenger aircraft in the design stage. The Brazilians
have delivered 200 18-passenger Bandeirantes worldwide and have a 30-passenger
unit expected to be available in 1983. Shor. Brothers of Northern Ireiand already
has 50 of its 30-passenger SD3-30 commuters in operation.

Outlook

Forecasts indicate a world requirement for 1980-1985 of as_many as 1,000 com-
‘muter aircraft. Competition will be aggressive, with many U.S. manufacturers en-
tering the market after foreign producers establish a substantial foothold.

US. turbine-powered business aircraft demand is gowing as sales decline in the

iston-powered singie- and multiengine segments of the small aircraft industry.
q‘hrough the 1970', business-related aircraft purchases accounted for 90 percent of
the turbojet (multiengine, 2,200 -11,400 pounds of thrust per engine) market and 80
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percent of the turboprop (multiengine, propeller-driven, 500-1,000 shaft horsepower
per engine) market.

Shipments of U.S. manufactured business turbojet aircraft increased 16 percent in
1980 to 26 units from 282 in 1979. Dollar shipments rose 50 percent in 1980 to $815
million from $542 million in 1979—again of 35 percent in 1972 constant dollars.
Prices of U.S. manufactured business turbojets range from $1.5 million to 9.7 mil-
lion, with an average price of $2.5 million.

Shipments of turboprop business aircraft increased 25 percent in 1980 to 795 units
with a value of $847 million, from 637 with a value of $550 miilion in 1979, a value
increase of 54 pecrcent. U.S. manufactured business turboprops have an average
price of §1 million and range from $700,000 to $1.8 million.

Foreign competitiors have identified the large U.S. market for turbine aircraft
and have begun to penetrate our market. In 1980, imports of business turbojets and
turboprops totalled 157 aircraft with a value of $340 million—22 percent of the U.S.
market. France exported 47 business-type aircraft to the United States in 1980
valued at $142 million, and the United Kingdom shipped 21, valued at $38 million.
Most of the remainder of our imports were shipped from Israel and Japan.

In 1980, exports accounted for 26 percent of total U.S. dollar shipments of busi-
ness turbojets and turboprops (110 business turbojets and 245 turboprops for a total
value of about $425 million).

Outlook

Since deregulation of the U.S. airline industry, business aircraft have become
more attractive fcr rapid business travel to cities where airlines are abandoning
routes. As a result, the demand for business aircraft should continue to be brisk in
the early 1980's as airlines discontinue service on additional uneconomical routes
and as manufacturers improve operating efficiency and fuel consumption.

The General Aviation Manufacturers Association (GAMA) forecasts shipments of
turbojet business aircraft to increase 14 percent in 1981 to 370 units (326 in 1980)
with a value of $1.1 billion. GAMA also expects U.S. turboprop shipments to rise 14
percent in 1981 to 910 units (795 in 1980) with a value of $1 billion.

Foreign penetration of the U.S. business aircraft market will continue to increase
in the early 1980’s. The HS 125, British Aerospace’'s most popular jet already ac-
counts for one-third of the world’s medium-size business jet market. (Half of the HS
125's produced are shipped to the U.S. market.) Also, Canadair expects to deliver 58
of their newly certified, $7 million Challenger business jets to the United States in
1981, following initial shipments of seven in 1980.

Shipments of single-engine aircraft—primarily privately-owned—have been affect-
ed by high fuel costs and interest rates. Shipments declined 35 percent in 1980, from
13,044 aircraft in 1979 to 8,500, Single-engine shipment values decreased from $553
million in 1979 to $442 million in 1980.

Single-engine aircraft are used heavily in agricult.:ral applications, and this
market was affected by negative economic and climatic factors in 1980. Total ship-
ments of agricultural aircraft dropped from 593 aircraft valued at $35 million in
1979 to 357 valued at $25 million in 1980—a real decline of 36 percent when calcu-
lated in 1972 constant dollars. U.S. exports of agricultural aircraft also declined 37
percent in units in 1980 from 297 aircraft in 1979 to 188.

Outlook

General economic uncertainty and high operating costs, particularly for fuel, will
continue to deter purchases of small aircraft. Single-engine aircraft shipments are
projected to decline again in 1981 to 8,200 units—compared to 8,500 in 1980—while
total value is expected to increase shghtly to $467 million. These aircraft will com-
fms«. approximately 70 percent of total general aviation (nonmilitary and nonair-

ne) shipments and 14 percent of total value.

The 1981 market for new agricultural aircraft will remain almost unchanged from
é}ég 19%{) level with projected shipments increasing slightly to 380 aircraft valued at

million.

HEUCOPI’ERS

Helicopter operations are the fastest owing segment of the world air transporta-
tion system. From an estimated U.S. 1980 shipment base of about $1 billion, demand
for this equipment is projected to reach $10 billicn by the end of the decade.

Although a major portion of the irowth in this market has been due to military
sales, our current estimate is that the number of civil helicopters in the free world
will equal the total of military helicopters by 1985. By 1990, the civil helicopter fleet
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is expected to double compared to 1980 to a total of 26,000 units; military units are
expected to increase by only 25 percent to total 23,000 by the ernd of the decade.

n the United States, the value of civil helicopter exports increased in 1980 by 44
percent to $300 million (unit exports rose from 459 to 525). The leading purchasers
of U.S. manufactured helicopters in 1980 were Canada, Mexico, and the United
Kingdom—reflecting, in part, the sharply increased market tor helicopters in
energy-related commercial operations.

U.S. imports of civil helicopters also increased in 1980, to 207 units, up from 91 in
1979. Most of these helicopters were imported from France (Aerospatiale). Imports
are expected to continue to grow—for example, Aerospatiale currently holds a $215
million contract for 90 military helicopters with the U.S. Coast Guard, with deliv-
eries scheduled in 1982.

During the 1980’s a number of technical im})rovements in helicopter performance
will enhance the utility and acceptability of helicopters for business flying. Im-
proved avionics, reduced noise and vibration, and significant improvements in
speed—ui) to 300 miles per hour—will contribute to the expansion of the helicopter
market. In addition, rotary wing safety factors have been substantially improved,
due, in part, to greater emphasis on twin-engine helicopters with single-engine oper-
ational capability. :

Outlook

U.S. producers are expected to ship 1,500 helicopters valued at $921 millior in
1981, an increase of 27 percent. The production of civil helicopters should surpass
military craft by three-to-one in the late 1980's. The U.S. civil fleet now accounts for
35 percent of production but the U.S. civil and military helicopter fleets should be
equal in size by 1985.

The demand for twin-engine helicopters will grow progressively stronger in the
1980’s. Although single-engine production currently exceeds twin-engine production
by four-to-one, they could be equal by 1985.

The actual magnitude of the future success of civil helicopters rests heavily upon
the level of offshore oil drilling and exploration and the practicality of intercity
heliports. Although heliports offer a convenient means of city-center transportation,
factors such as high fue consumgtion (250 percent greater than fixed-wing seat-mile
costs) and noise restrictions will have to be overcome.

FOREIGN CONTENT

Reported values of U.S. aerospace shipments and exports mask a rapidly incress-
ing foreign content. Large transports shipped during 1980—384 units valued at $11.1
billion—had an estimated 7.5 percent foreign content. in 1980, shipments of man
smaller turboprop executive and commuter aircraft—800 units valued at $560 mil-
lion—had an estimated 25 percent foreign content.

Foreign content of U.S. aerospace shipments will soon show substantial increases
as military and civil shared production programs reach higher levels. Additionally,
U.S. commitments to foreign buyers in negotiating sales of military products in-
volve, on occasion, high “offset” values, some reportedly as high as 125 percent, as
on the sale of long range patrol aircraft to Canada.

One of the fastest growing import categories has been aircraft parts. Imports of
non-engine components rose 27 percent in 1978 to $368 million; 1n 1979, they in-
cr_ell. 54 percent to $566 million; and in 1980, an additionai 66 percent to $938
million.

Parts imports for civil aircraft will continue their rise as Boeing 767 aircraft de-
liveries—with Japanese and Italian risked share con‘ents—reach about 100 units in
1983. In addition, an increase in imports of Rolls Royce engines can be expected for
the Boeing 757 orders that have specified this power source. Aircraft engine and
angine parts imports totaled $1.1 billion in 1980, driven upward primarily oy Rolls
Royce engines for Lockheed L-1011's and for executive and military aircraft. For
1980, engine shipments from the United Kingdom reached 381 units with a value of
$436 million. During the sae period, imorts from Canada of PT-6 and other tur-
?_ine engines for general aviation aircraft were 2,026 units with a value of $234 mil-

ion.

Importantly, this is not a one-way flow. U.S. content in foreign-produced aircraft
is also significant. For example, current estimates for the U.S. content in European
Airbus production totals about 33 percent, due primarily to the fact that the air-
craft's engines have significant 1J.S.-origin components.

In summary, Mr. Chairman, the U.S. civil aerospace market in the 1980’s will be
characterized by volatility and change. The complete effe:ts from the continued rise
in fuel prices, combined with the overall sluggishness of major international econo-
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mies remain undetermined. To some extent, the near term downward revision of
growth rates for the civilian aerospace industry will be offset by an increase in ex-
penditures for military equipment in the early 1980’s. Thus, the overall levels of do-
mettic employment and value of shipments for the combined civil/military aero-
space sector will probably remain at or slightly above current levels.

In the middle and longer term, however, our forecast must be cautious. The world
market will grow, but it is unclear whether the 1).S. aerospace industry will main-
tain its across-the-board competitive lead.

Finally, Mr. Chairman, the Department of Commerce has recently published a
comprehensive forecast for the U.S. aerospace industry, authored by Randolph
Myers, Jr., Commerce's senior aerospace analyst. | would like to submit a copy of
Mr. Myers’ outlook as part of this testimony.!

Mr. BincHAM. We will hear from Dr. Piper next.

STATEMENT OF W. STEPHEN PIPER, COORDINATOR, AEROSPACE
TRADE POLICY, OFFICE OF THE U.S. TRADE REPRELSENTATIVE

Mr. Piper. Mr. Chairman, members of the subcommittee, it is a
privilege to appear before you this afternoon to discuss vhe current
and future competitive position of the U.S. civil aircraft industry in
the international marketplace, as well as several factors which in-
hibit U.S. aircraft export sales. Because of my familiarity with the
subject under discussion this aiternoon, Ambassador Brock has
asked that I appear in his place. He has also asked that I express
to you his strong endorsement of your subcommittee’s concern with
assessing the impact of various U.S. Government policies and pro-
grams on the export performance of U.S. companies.

The export earnings of our industrial products will have far
greater importance in the American economy in the decade ahead
than in the past decade. In many areas, the technological lead of
American industry is being effectively challenged by our trading
partners. Particularly in the face of this challenge, we should not
impose restraints on export sales of American products except
under the most limited of circumstances and where the benefits of
such actions are defined and outweigh the disadvantages.

Mr. Chairman, my prepared statement submitted for the record
responds to your request ior data and analysis regarding the com-
petitive situation confroniing U.S. civil aircraft manufacturers, and
there are literally thousands and thousands of such companies all
across America, many of them classified as small businesses, that
ﬁrle dependent upon export of civil aircraft for their long-term via-

ility.

In the time available this afternoon, I should like to draw some
conclusions from the material presented in the written testimony
and to discuss the implications for U.S. Government policy regard-
ing export licensing and controls that derive from the competitive
situation our manufacturers face.

U.S. COMPETITIVE EDGE SLIPPING

As to the competitive situation, we have become accustomed to
seeing U.S.-manufactured aircraft, large and small, win the major
sales competitions around the world largely due to their economic
and technological advantages and the quality of service support
provided by our manufacturers. Encouraged by the size of the U.S.

! See app. 1.
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domestic market—about 45 percent of the world’s demand for air-
line aircraft and two-thirds of the demand for general aviation air-
craft—U.S. manufacturers have competed intensely with each
other to provide a full range of civil aircraft sizes and types.

The strength and diversity of their production base, attuned to
the requirements of a mutifaceted market, have aided U.S. aero-
space efforts to compete effectively in export markets. The broad
customer base and product support availability built up around the
world over the years have, in turn, time and again, facilitated addi-
tional sales to new and repeat customers. However, restraints on
U.S. exports have already jeopardized the preeminent position of
our industry in more than one geographic region. Many foreign
customers have found that they can no !v:iger depend upon Ameri-
can manufacturers to supply their civil aircraft requirements or
their military aircraft requirements. They take offense when we
tell them that we do not want to sell them one product or another,
and they seek to make their purchases elsewhere.

But even more important than the loss of the immediate sales is
the fact that by hindering, delaying, or preventing a sale of U.S.
products, we aid our foreign competition in establishing a customer
base for follow-on sales in carrying the cost of providing regionally
available technical support. A business relationship developed for
one aircraft model often leads tc a relationship for related aircraft
and other goods. Thus, we do not just lose a sale; we jeopardize our
historic market position, and not just in one country but in a
region.

FOREIGN GOVERNMENT SUBSIDIZATION

Our manufacturers largely face great difficulties in meeting for-
eign competition. They must put at risk $1 billion or more for a
new, large commercial passenger aircraft and another $1 billion or
more for an engine. Even programs for small aircraft involve hun-
dreds of millions of dollars of risk investment. But the foreign com-
petition usually does not have to bear these risks; they have gov-
ernment assistance, whether loan guarantees or direct budget ap-
propriations, or both, for the development, production, marketing,
and product improvement of aircraft.

Indeed, foreign gevernments have established policies to develop
an:¢ support a civil aircraft industry and they fund their companies
tc proauce commercial products. The world market penetration of
the European Airbus has been staggering. In January, Airbus re-
ported that 460 orders and options had been placed, bringing its
share of the widebodied jet aircraft market orders and opticns, to-
gether, which was only 3 percent in 1976, to more than 38 percent
today. The success of this program was made possible only by con-
tinued massive government funding beginning in the initial stages
of design and development and carrying through now to the mar-
keting of the aircraft. This support will continue into the 1980’s as
Airbus develops new-generation aircraft.

In Japan, the Ministry of International Trade and Industry in
moving rapidly and systematically to assist the Japanese industry
in developing a new-genaration aircraft in the 120-to-150-passenger
range for which the demand is projected to be worth §72 billion
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over the next decade, and an engine to power that aircraft. Japan
has made the industrial policy decision to establish a competitive
civil aircraft industry and they are now implementing that deci-
sion. In the United Kingdom, Rolls Royce, a state-owned enterprise,
owes its existence in the world market largely to government sup-
poris.

As to other aircraft programs, the foreign-government-supported
competition is not limited to large passenger aircraft. Our manu-
facturers of commuter-size aircraft, in developing new 20-to-50-seat
aircraft, face, among others, Sweden’s support of Saab’s joint devel-
opment with Fairchild of a turboprop aircraft with a capacity of 30
to 34 seats for airline service in 1984, the United Kingdom’s sup-
port of the new 36-passenger Shorts 360 being developed by the
government-owned Short Brothers Ltd. of Northern Ireland for air-
line service beginning next year, French and Italian government
support of a joint effort to develop a 44-to-50-seat commuter air-
craft targeted for 1985 introduction, and also Canadian Govern-
ment guarantees of commercial loans to deHavilland of Canada to
develop the new 32-seat Dash-8, a head-to-head competitor in the
U.S. market witl: the Brasilia, produced by the government-estab-
lished Embraer of Brazil.

As to the Agreement on Trade in Civil Aircraft, having identified
a number of specific aircraft and engine programs that are direct
beneficiaries of government funding, guarantees and other support,
it is pertinent to ask, what are we doing, what can we do to assure
reasonable competitive opportunity for private-enterprise manufac-
turers that do not operate on government largess and support?

As you are aware, substantial problems have arisen in the past
year regarding reform of the export credit arrangement; other con-
gressional committees are holding hearings on these problems and
on what action the United States might take. This administration
wiil continue to press our trading partners to eliminate the subsidy
element in export financing in order that such might become a
neutral component in the competitiveness equation.

GATT AGREEMENT ON TRADE IN CIVIL AIRCRAFT

In 1978 the United States, with the support of our. civil aircraft
industry, took the lead in developing a sectoral agreement for air-
craft as a component of the Tokyo Round of Multilateral Trade Ne-
gotiations. The only industrial sector agreement of its kind, the
GATT Agreement on Trade in Civil Aircraft sets forth a frame-
work to promote a more free and fair trade environment for civil
aerospace products.

The preamble of the agreement sets forth the general policy ob-
jective of establishing an international framework governing the
conduct of trade in civil aircraft. Specific objectives include the op-
eration of civil aircraft activities on a commercially corpetitive
basis and the elimination of adverse efiects on trade resulting from
government support of civil aircraft development, production and
marketing.

The implementation of this framework notwithstanding, Ameri-
can manufacturers are still somewhat disadvantaged in interna-
tional markets, not only because of the policies of foreign govern-
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ments but also, and more importantly germane to these hearings,
because of impediments that our Government imposes for various
foreign policy and national security reasons.

Developing an effective trade policy for the aerospace industry
requires diligent efforts on two fronts: not only must we continue
to monitor other nations' adherence to the multilateral framework
but also we must work to eliminate those disincentives to trade
which are largely self-impocsed.

DISINCENTIVES TO U.S. EXPORTERS

Last September, a report to the Congress on export promotion
functions and potential export disincentives highlighted a number
of impediments facing the U.S. exporter, ranging {from export con-
trols for foreign policy and national security purposes to codes of
conduct, including the Foreign Corrupt Practices Act, antiboycott
regulations and antitrust laws. The report has provided a catalyst
for review of U.S. Government policies and, as need be, alteration
of current U.S. Government practices that have undermined the
ability of the U.S. manufacturer to sell overseas and which have
raised questions as to the reliability of the U.S. manufacturer as a
supplier.

Desirous of making an effective U.S. trade policy not merely
rhetoric but a reality, Ambasss r Brock has initiated, through the
Trade Policy Committee, an .. ‘ragency work program to review
the domestic disincentives to trade.

With respect to export control policy. a policy which has contrib-
uted to market losses for the aircraft industry in more than one
key geographic region, the Comm>rce Department will lead an
analysis of the costs and benefits of our export controls policy. In
additicn, Commerce will be coordinating the development of an ad-
ministration position on the proposal to establish an independent
Office of Export Controls.

I should emphasize that we have consulted and shall continue to
consvlt closely with the private sector and the Congress as we de-
velop our views and proposals on these disincentives. We recognize
that we must put our own house in order by working to mitigate
the deleterious impact of various U.S. Government practices. In
conjunction with our efforts on the international front, we expect
that such activities will improve the ability of the U.S. manufactur-
er to challenge effectively the foreign competition in an increasing-
ly competitive international market and, once again, establish the
reliability of the U.S. aircraft manufacturer as a supplier.

I would conclude by reemphasizing that foreign competition
exists and will fill market gaps we elect not to pursue; we should
not impose restraints on exports in the face of available substitute
suppliers except under the most limited circumstances. A sale lost
now has a ripple effect for 15 to 20 years and may well cause many
more future sales to be lost. Finally, U.S. Government policies and
programs that have the effect of establishing foreign competition
and costing American jobs should be the subject of the closest scru-
tiny.

We must also work to eliminate subsidized export credits; export
financing should be on a market basis with Government guaran-
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tees as necessary; and we must continue to monitor adherence to
the Agreement on Trade in Civil Aircraft and then adapt the
agreement to changing circumstances as necessary.

Thank you again, Mr. Chairman, for the coportunity to arpeai
before your subcommittee.

[Mr. Piper’s prepared statement follows:]

PrREPARED STATEMENT OF W. STEPHEN PipPER, COORDINATOR, AEROSPACE TRADE
PoLicy, OFFICE OF THE U.S. TRADE REPRESENTATIVE

Mr. Chairman, Members of the Committee, it i3 a privilege to
appear before you this afternoon to discuss the curreat and
future competitiveness of the U.S. civil aircraft industry in
the international marketplace, as well 23 several factors which

have appeared to inhibit U.S. aircraft export sales.

Because of my familiarity with the subject under discussion this
afternoon, Ambassador Brock has asked that I appear in his place.
Ye has also asked that I express to you his strong endorsement of
your Committee's concern with assessing the impact of various U.S.
Government policies and programs on the export performance of U.S.
companies. The export earnings of our industrial products will
hav2 far greater importance in the American economy in the decade
ahead than in the past decade. In many areas the technological
lead of American industry is being effectively challenged by our
trading partners. Particularly in the face of this challenge w;
should not impose restraints on export sales of American products,
except under the most limited of circumstances, and where the

benefits of such actions are defined and outweigh the disadvantages.
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In 1978, with the support of the U.S. aircraft industry, I began,
as the chief U.5. negotiator, to develop a sectoral agreement for
aircraft as a component of the Tokyo Round of Multilateral Trade
Negotiations. The only industrial sector agreement of its kind,
the GATT Agreement on Trade in Civil Aircraft sets forth a multi-
lateral framework to promote a more free and fair trade environ-
ment for civil aerospace products. The implementation of this
framework notwithstanding, American manufacturers are still
somewhat disadvantaged in international markets, not only because
of the policies of foreign governments, but more importzntly--and
what is particularly germane to these hearings--because of impedi-
ments that our Government imposes for various foreign policy and

national security reasons.

Outline of Testimony

In the course of our discussion this afternoon, principal attention
-should be focussed on the implications for U.S. Goverament policy
regarding export licensing and controls that arise from our con-
sideration of the effect of these practices on the compétitiveness

of our civil aerospace industry.

But first, it will be useful to establish a reference base regarding
our industry ~nd the international competitive situation. Thus,

this testimony is broken into three sections:
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1. Overview of the U.S. Civil Aircraft Industry
2. A Data Base or Foreign Competitive Programs

3. Implications of Foreign Competition for U.S. Policy

overview of the U.S. Aerospace Industry

The following facts regarding the composition of the U.S.
aerospace industry, its role in the American economy, and the
importance of foreign trade in its long-term viability are

pertinent:

o Civil aircraft sales represent an impértant and

increasing proportion of the industry's sales.

() In terms of the dollar value of sales, civil aircraft,
engines, and parts totaled $17.2 billion in 1980;
the value of comparable military items was $14.8

billion.

0 Aerospace exports in 1980 were valued at $14.57 billion,
an increase of 24 percent from 1979, and accounted for
slightly more than 10 percent of all U.S. exports of

manufactures.

12-426 O - 83 - 2
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o Civil aerospace exports, accounting for 73 pervcent

of sales, were valued at $12.58 billion, an increase

of 29 percent, from 1979.

of exports are:

Summary data on the value

EXPORTS BY PRODUCT SECTOR

Value of As Percent
Exports in  Percent of all Civil Exports As
Millions of 1Increase Aerospace Percent of
Dollacrs From 1579 Exports Sales
Cormexcial transport
aircraft $ 6,173 248 49% 608
General aviation
aircraft 139 14% 6% 32n
Belicopters 285 38y 28 458
Other aircraft,
including used
aircraft %43 69% (1} N/A
Turbine engines 468 45% 4% N/A
Other engines 45 ESE] 1% N/A
Parts, accessories,
and squipmant 4,323 348 4% N/A
TOTAL: $12,578 29% 100% 738

See the tables in Annex A for additicnal data.

0 Civil exports accounted for

industry's exports in 1980.

o In last September's Fortune

leading exporters, 7 of the

85 percent of the

ranking of America's S0

top 10 were either totally

or predominantly involved in aerospace production.

(See Annex B).
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Currently 1.2 million persons are employed in the
producticn of airframes, engines, aircraft components,
and other aerospacé producta. Within this group a large
percentage of employees are involved in high technology
work, thus erabling U.S. aerospace manufacturers to

remain on the cutting edge of a competitive industry.

The private R & D activities of the aerospace industry
have resulted in major technological innovations which
have benefited not only the commercial sector, but

have also had military spinoffs.

The industry is composed of many small companies, as
well as the well-known large ones. For example, some
4,200 companies (of which 3,500, located in 44 states
are classified as small businesses) assist in the
production of the 4% million parts of a single $70
million 747. Two weeks ago, the House Banking Com-
mittee heard an executive from one of these small
businesses testify that his 400 employees generate
$25 million in annual sales, all to the U.S.

aerospace industry.
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2 The health of his business and the decision as to
whether it invests another $8 million in new equipment,
as well as the health of a major airframe manufacturer
and the decision as to whether it invests $1 billion or
more in a new model, depend significantly upon the

success of U.S. aerospace exports.

The Competitive Situation

We have become accustomed to seeing U.S. manufactured aircraft--large
and small--win the major sales competitions around the world largely
because of their economic and technological advantages ard because
of the quality of service support provided by our manufacturers.
Encouraged by the size of the U.S. domestic market (about 45 percent
of the non-Sovie* world demand for passenger aircraft and two-thirds
of the demand for general aviation aircraft), U.S. manufacturers
rave competed intensely with each other to provide a full range of
2ivil aircraft sizes and types. The strength and diversity of

their production base, attuned to the requirements of a multi-
faceted market, have aided U.S. aerospace efforts to compete
effectively in export markets. The U.S. industry has an out-
standing reputation for customer service and has built up

extensive product support facilities world-wide. The broad

customer base and product support availability have in turn

facilitated additional sales to new and repeat customers,
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A300/A310 Announced Orders and Options
Decernber 31, 1980

140
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] A310 Pollow-On Orders -
e d
110 [y
- AJ00 ANG Total
Fim Orders 212 (1 (@ (N
Flemn Options Cl{h “ (8 112(28)
60! — —— ——
Totsl 280 138 18 (42)
Alrplanee
80} L)U-:m‘::--no:u g
40
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While the Europeans have led most major developments in the jet
era, our production capacity and technology and our market orien-
tation have resulted in U.S. market dominance. From 1954 to 1978,
the Europeans produced 10 different jet transports (a total of
1,008 aircraft--versus 5,218 for U.S. manufacturers), but never
more than 2B0 of one type. All nine programs preceding the Air-
bus were economic failures, largely paid for with government funds.

However, with the introduction of the 4-nation Airbus Industrie
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consortium, the Europeans for the first time have competitive
aircraft-—-both the current A300 model and the new A310, a

head-to~head competitor with Boeing's new generation 767.

A300/A310 World Market Penetration
December 31, 1980

rToul Orders and Options to January 19, 1981: 48ﬂ

QO Firm units Firm A300/A310 Orders (Totak: 286) -
(] siik Route Units Major Alrbus Ssies Effort

The Europeans, until now, have not been successful in cracking
world markets (most of their sales have been mandated procurements

by national airlines) and in establishing competitive support bases.
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Here again Airbus is different. Airbus is generating a

worldwide pattern of sales (see figure) and developing prospects
for major reorders. Thus Airbus (with U.S. engines and avionics
and with substantial European government support) is positioning
itself to obtain a sizable market position in the 1980s. W%hile
the U.S. share of the commercial jet aircraft in airline service
is 89 percent, the Airbus share of the wide~bodied market, which

was 3 percent in 1976, was 38 percent in 1979.

Our companies, of course, maintain close watch on aircraft sales,
and I believe that at least one of them will be submitting data to
you on Airbus sales. (Indeed Boeing provided us.with coples of two
figures illustrating Airbus' market penetration.) We would just
note that Airbus has had phenomenal success since the first orders
in 1971 by France alone. At present, 1l European airlines have 52
A3008 in service with orders and options placed for an additional
59 A3ods and 75 A310s. Since the first order in the Middle East
region, Iran Air in 1977, Airbus gained orders in five countries
in just 3 years for 29 A300s and 30 A310s. The first orders in
the Asia and Pacific region were in Korea and India in 1975; now
airlines in 10 countries have in service or on order (including

options) a total of 92.



Market Opportunities

The decade ahead is one of unparalled challenge and opportunity

for aircraft manufacturers--with the price of oil being a major

catalyst for increased sales. Several thousand aircraft, built

whe.. jet fuel cost 10-12 cents a gallon, must now be retired for
economic reasons as fuel cocts have increasad from 12 percent of
a typical airline's total operating cost to 31 percent. Oil

exploration, itself, is a major stimulus for the burgeoning civil

helicopter market.

New wings, airframe modifications, improved materials tec..nology
(in particular lighter weight, greater strength matarials), znd
new generations of engines--turboprop and turbofan--are resulting
in substantial fuel savings and noise reductions for all aircraft
types. These improvements are stimulating the replacement market,
in addition to which there has heen a reasonably strong patcern

of demand growth--a pattern that is projected to continue.

To illustrate the fuel efficiency improvements being made, one
might aote that Boeing's forthcoming 767 (with 210 seats) will
provide 42 percent more seats and burn 7 percent less fuel than
the familiar 707. The passenger capacity of the Douglas DC-9-80,
introduced last fall, is 85 percent greater than the original
Series 10 model, and the fuel consumption per passenger is 25

percent less.
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Whereas sales of commercial jet aircraft in the 1970s totaled
$42 billion, sales in this decade are likely to be on the order
of $120-130 billion.

In addition to orders for current generation aircraft, (Boeing
737 and 747, Douglas DC-9 (especially the DC-9-80) anu DC-10,
Lockheed 1-1011, Airbus A300, and Fokker F-28) and aircraft ia
development (Bo2ing 757 and 7€7, Airbus A310 and British Aero-
space BAe 146), there is'currently a major competition underway
for new, fuel-efficient aircraft in the 120-150 seat category.
The demandl for such aircraft will be great, as these wiil be
the successor aircraft to the 1,609 Boeing 727s, 669 Boeing 737s,
and 863 Douglas DC-98, and several hundred BAC 1-11s (163),
Tridents (86) , and Caravelles (129) in service at the end of
last year. The value of the replacement market alone ig $72

billion. A census of jet aircraft in airline service is at Annex C.

While major focus is on the new 120-150 seat aircraft, one can
expect to see further derivatives of the 747, 1L-1011, and A300 in ’

the next teveral years.

I am advised that the three U.S. civil airframe manufacturers
are studying various programs, investing their own resources,
for offering a replacement to the existing 727, 737, and DC-9

fleets.
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In Europe. The Airbus consortium is receiving major government
funding to study possible aircraft designs--which are commonly
referred to as the SA-1 and SA-2 (SA for single-aisle, as opposed
to the twin-aisle layout of a wide-bodied aircraft). Announcement
of such a program could well come this year. A 150-160 seat SA~2
is likely to be the first of these programs. The Dutch Government

-is supporting Fokker's evaluation of an F-29 twinjet transport.

In Japan. MITI is moving rapidly and systematically to assist

the Japanese industry in taking advantage of this market oppor?
tunity for a new generation aircraft they designate as the Y-XX.
This is a part of Japan's explicit plan to enter the civil aircraft

sector--it is an integral part of Japan's industrial policy.

The new 120-150 seat aircraft market is imminent, and the
competition for it strong. Last month Delta announced its
intention to select a new 150-seat aircraft sometime next year
‘and to order $5 billion worth of such aircraft. Last week U.S.
Air announced its intent to order 20 re-engined, stretched
Boeing 737-300 aircraft (worth $360 million), should Boeing

launch such an aircraft program.

The demand for commuter services and for commuter aircraft
represents the greatest growth potential in the present air

transport market. Many manufacturers anticipate a worldwide
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market for 1,000 aircraft in the 20-40 seat range through 1990,
with nearly half of this market being in the United States.
Foreign manufacturers are moving rapidly to penetrate all
segments of the U.S. commuter aircraft market. In late 1979
Embraer of Brazil and deHavilland of Canada each announced new
30-seat aircraft powered by two new-design FT7 Pratt & Whitney
of Canada turboprop engines. Both plan first flights in 1983,
with deliveries beginning in 1984. The Embraer model, called
the Brasilia, will complement the two l8-seat Bandeirante models
now in service. The new deHavilland aircraft, designated the
Dash 8, is designed for markets for which its 50-seat Dash 7 is
too large and its 19-seat Twin Otter is too small. British
Aerospace, Fokker, and Israel Aircraft Industries are making
major new efforts to sell their F-27 (50 seats), BAe 748 (50
seats), and Arava 101B (18-20 seats), respectively, in the U.S.
market. Short Brothers is lengthening the fuselage of its 30-seat
SD3-30 to produce, by 1582, a 36~-seat SD 36(C, with a ¥een eye on
the U.S. market. The scattergram on the next page illustrates
the diversity and indicates the focus of commuter aircraft

developmental efforts.

The demand for twin-engine business aircraft--both turboprop
and turbofan-—has remained strong in the past several years of

inflation and recessicn. The growth pattern is expected to
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continue, as businesses increasingly are attracted by the fuel
efficiency improvements of the new models and the time efficiency
of having direct point-to-point air service available, when so
many of the airline flight schedules are being impacted by
compatitive pressures focussed on the non-business traveler.

Foreign Governmen” Support of Civil Aircraft Production

An important dimension of the competitive situation that U.S.
manufacturers face--whether they produce general and business
aviation aircraft, helicopters, commuter-size aircraft, or large
passenger jet aircraft--is that almost all of the foreign manu-
facturers are government-owned or government-supported companies,
receiving regular government funding for the development .nd

production of civil aircraft.

Airbus Consortium. The most prominent government funding program

for the development and production of a specific civil aircraft

project is the Airbus:

° A Airktus Industrie is owned by the British (20 percent)
French (37.9 percent), German (37.9 percent), and

- §

Spanish (4.1 percent) governments.
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o These governments, as well as the Belgian and Dutch
governments, fund their industries (also government-
owned) to produce components for the Airbus A300 and

A310 aircraft.

o Evidence of the magnitude of such funding is provided
by French Senate reports (the other partner governments
are also providing funding in proportion to their

ownership share):

-~ French funding in 1980 of 173 million French
francs ($41 milliion) for product improvements in
the A300

-- French funding in 1980 of 450 million French
francs ($107 million) for continuing development

of the A310, which is a portion of the total pro-
jected French Government share of 2.3 billion
French francs ($548 million). (By contrast, Boeing
has had to rely on its own resources and private
borrowings to raise the $1 billion needed to launch
the 767, a head-to-head competitor with the A310.
At the same time, when its net worth was on the
order of $1 billion, Boeing was also faced with
funding an $800 million investment in the 757
program.)

Last December government budget action empowered the West German
aircraf+ industry to schedule new production lots in the current
2300 program and to order long-lead-time components. The
government's guaranteed funding for the program was increased

by DM 850 million ($396 million) to an eventual total of DM 2.85
billien ($1.3 billion).
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The French Government has pledged 100 millioh French francs

($24 million) to support project studies for naw generation

SA-1 and SA-2 seat aircraft. It is also providing major funding
for the CFM-56 engine, which is a likely engine candidate for
such an aircrafti. (The CFM-56 is a 50-50 joint GE-SNECMA pro-
ject. In the 1971-1979 period the French Government provided
funding o£:1.985_ billion French francs ($473 million) to assist
SNECMA's development of the engine. Funding in 1980 was another
318 million French francs ($76 million).)

MITI's Aircraft Program. Japan has made the industrial policy

decision to establish a civil aircraft industry, one that is to
be competitive in world markets, and Japan is impliementing that

decision.

In 1973 MITI organized the Civil Transport Development Corporation
{CDTC) --a consortium of Fuji Heavy Industries (FHI), Kawasaki
Heavy Industr:l'es (KHI), and Mitsubishi Heavy Industries {MHI)-~to
undertake the Y-X project, the Japanese share of the Boeing 767.
In 1977 CTDC signed a provisional agreement with Boeing to develop
and psoduce fuselage, wing rib, and other 767 components. (The
final agreement fcr CTDC to become a risk sharing partner was

signed September 22, 1978.)
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In 1975 Ishikawajima-Harima Heavy Industries (IHI), Kawasaki
Heavy Induétries, and Mitsubishi Hea.v'_r Industries organized an
association for the study of aircraft turslins eigire technology.
MITI is now supporting these companies in a 50--50 project with
Rolls—Royce (owned by the British government) to develop and
produce the RJ-500 commercial jet engine in the 10-13-ton thrust
range. This engine could power a 130-150 seat aircraft, and its
development is being escalated in order to have the engine avail-
able for the Boeing 737-300, should Boeing proceed with such a
project for 1984/85 deliveries.

MITI funded a Japanese industry study last year of the.120-150

seat civil transport world market for the 1980s and the 1990s and
an examination of possible partners in development and production
of an aircraft to serve this market. This project is designated

the Y-XX.

Japanese Funding lLevels. MITI is also providing the major share

of funds needed to ‘develop and produce new aircraft, and in so
doing is relieving industrial giants such as Fuji, Mitsubishi,
and Kawasaki of much of the economic risk in launching civil

aircraft programs. Japanese FY 81 (which begins April 1, 1981)

appropriations for civil aircraft and engine projects are:
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-—- 353 million yen ($1.7 million) for the next phase of

the Y-XX medium range passenger aircraft development program.
This sum represents 75 percent of the total FY 81 Y-XX
program cost of 468 million yen ($2.3 million) for

preparatory design work on the new aircraft.

== 2,040 million yen ($9.9 million) for development of
subassemblies for the Boeing 767. This is 50 percent of
the sum required by the Japanese CTDC for its 17 percent

share of the airframes.

-~ 4,722 million yen ($22.8 million) for the continued
development of the RJ-500 commercial jet turbofan engine.
This appropriation will cover two-thirds of Japan‘s FY 8l
share of the program, and will be spent on detailed design
of engines for ground tests, analysis of developmental data,
and the supply of materials and tools for eight prototype

engines.

-~ 3,820 million yen ($18.4 million), authorized in FY 81,
to be appropriated in FY 82, to cover two-thirds the cost of
Japan's one-half share in the manufacture of eight prototype

RJ-500 engines.

12-426 O - 83 -~ 3
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-= 1,910 million yen ($9.2 million) to the National Aerospace
Laboratory for éontinued regsearch and development of the high
by-pass ratio turbofan, 10,000-15,000 pound thrust FJR engine,

suitable for subsonic commerical or military aircraft.

~=- 413 million yen ($2.0 million) to cover deficits
remaining from the ¥S-11l turboprop program; ¥S-1l pro-

duction was terminated in 1973.

-- 4,385 million yen ($21.2 million) for the development

of a fan jet STOL (short take-off and landing) aircraft.

Jet Engines. The substantial French and Japanese government
fundings currently being made available for the CFM-56 and RJ~500
commercial turbofan engines have already been noted. These engines
presently are the leading contenders to power a new generation 150-
seat aircr#ft and the potential Boeing 737-300 derivative of the

present 737.

Since such engines sell for §2.3 million each, and each sale
entails substantial follow-on sales of spare and raplacement
parts over the life of the engine, it is indeed worth focussing
on engine sales as a separate item. A year ago, when Air New

Zealand announced its purchase of five 747s, the value of the
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associated engine competition was $100 million. The engine
competition for Saudia's 11 new A306-600s last December was

valued at $200 million.

Rolls-Royce {(a state-owned U.K. enterprise) has had very limited
success in the large jet engine market. Government supports,
especially loan guarantees, have been essential to its continued
participation in the market--with the RB~-211 for present Boeing
and Lockheed wide-bodied aircraft and the future Boeing 757.
During 1979, Rolls-Royce receive 31 million pounds ($71 million)
in working capital by selling additional shares to the United

Kingdom's National Enterprise Board.

On the other hand, Pratt & Whitney has invested somewhat more
than a billion dollars of its own capital in developing a new
37,000 pound thrust engine, designated the PwW20237, for Boeing's
new 757. West Germany's MTU has an 1l percent share of this

development, for which it receives German government funding.

Other Aircraft Programs. Our manufacturers of commuter-size

aircraft face foreign government-supported competition in

developing new 20-50 seat aircraft:
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Sweden is supporting Saab's joint development with
Fairchild of the Saab-Fairchild 340 turboprop aircraft
with a capacity of 30-34 seats for airline service in

1984.

The United Kingdom is supporting the new 36-passenger
Shorts 360, being developed by the government-owned
Short Brothers LTD. of Northern Ireland for airline

service beginning next year.

The 35-passenger CN235 (C for CASA of Spain and N for
Nurtanio of Indonesia) has the support of the Indonesia
and Spanish gqovernments. (Both CASA and Nurtanio are

government—-owned companies.)

Aerospatiale of France and Aeritalia of Italy are
jointly developing a 44-50 seat commuter aircraft

térgetted for 1985 introduction.

The Canadian government has provided guarantees for
commercial loans to deHavilland >f Canada to develop
the new 32-seat Dash 8, a head~to-~head competitor in
the U.S. market with the Brasilia, produced by Embraer
of Brasil. Both aircraft are scheduled for 1984 entry

into airline service.
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The Japanese and West German governments are supporting development
of the MBB/Kawasaki BK 117 twin-turboshaft multi-purpose helicopter

(6-7 passenger) .

This listing, admittedly not complete, of government funding
support for specific civil aircraft programs has focussed on
development and prcduction subsidies. International practices
in terms of subsidizing the financing costs of civil aircraft
purchases have recently been the subject of hearings before
other committees, and so I have not attempted to address those

issues here.

The Agreement on Trade in Civil Aircraft

Having identified a number of specific aircraft and engine

programs that are direct beneficiaries of government funding,
quarantees and other support, it is pertinent to ask what we are
doing, what we can do, to assure reasonable competitive opportunity
for private enterprise manufacturers that do not operate on

government largess and support.

The first answer is that we needed to establish as strong an
internationally agreed standard as we could for competitive
practices. This we did in 1978 and 1979 in the Tokyo Round of
Multilateral Trade Negotiations with the negotiation of the

Agreement on Trade in Civil Aircraft and the Subsidies Code.
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The preamble of the Aircraft Agreement sets forth the general
policy objective of establishing an international framework
governing the conduct of trade in civil aircraft. Specific
objectives include the operation of civil aircraft activities
on a commercially competitive basis, and the elimination of
adverse effects on trade resulting from governmental support

of civil aircraft development, production, and marketing.

We sought, first, to establish "commercial competi:ion" as the
basis or standard on which the civil aircraft industry, world-
wide, should operate and, second, to focus attention on non-
tariff disciplines. Although in the end our view prevéiled,
it should be noted that there was reluctance to have "fair and
equal competitive opportunities"” for civil aircraft companies
as an expressed objective in the preamble. Indeed, at one
point in the negotiations some delegations suggested, in an
attempt to sanction subsidies, instead the phrasing: "the
provision of fair and equal competition between domestic and
imported products." Further they arqued that subsidies should
be provided "only to the extent that would be required for their
companies to produce aircraft technically and economically

competitive with U.S. produced aircraft."
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(2 more detaiied discussion of the Agreement is provided
in my testimony of October 31, 1979, before the House
Subcommittee on Transportation, Aviation and Communication
of the Committee on Science and Technology.)

The Agreement on Trade in Civil Aircraft recognizes that
governmental involvement in and support of civil aircraft pro-
gtaﬁs is a widespread phenomenom. The Agreement does not seek

to terminate these existing government-industry relationships.
Indeed, on the question of governmental funding of specific
programs, neither the Aircraft Agreement nor the GATT Subsidies
Code prohibits governments from supporting development of national
industries, although both provide that governments, in support of
the development, production, and marketing of civil aircraft,
shall seek to avoid adverse impacts on the trade interests of
others. The Aircraft Agreement, though, goes further to provide,
explicitly in an atfempt to establish commercial competition as the
operating basis, that the pricing of civil aircraft shall include
recoupment of governmental supports, so that programs benefiting
from subsidies in their development and manufacture, not have a

price advantage over those developed with private, commercial-risk

funds.

The negotiators of both the Aircraft Agreement and the Subsidies

Code recognized that export credit subsidies could distort fair
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competition, and so provided for the prohibition of export
subsidies. The Subsidies Code explicitly defines the grant by
governments of export credits at rates below those which they
actually have to pay for funds as a prohibited export subsidy.
However, because this standard for officially supported export
credits was more severe than that then existing in the Arrange-
went on Guidelines for Officially Supported Export Credits and
the Aircraft Standstill Understanding, both being associated
with the OECD, the Subsidies Code provides that an export credit
practice in conformity with the Arrangement on Export Cradits or
the Aircraft Standstill would not be considered a part of the
illustrative list of prohibited export subsidiés annexed to the
Code.

As you are aware, substantial problems have arisen in the past
year regarding reform of the export credit arrangement, and other
Congressional commlétees are presently holding hearings on these
problems and on what actions the United States might take. The
purpose in my raising the subject here is simply to note that
international competition cannot be fair, if some competitors
receive subsidized export credits and others do not. Such sub-
sidies need to be eliminated. The only role governme¢nts should
have in export credit financing is to provide guarantees where

they are needed to enable export sales to go forward. Not all
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exports can be sold on a cash basis, and for many markets, our
private financial institutions cannot provide the long-term
financing required without a government guarantee to cover the

political risk.

Foreign Competitiveness and the Impact of Fxport Restraints

The foregoing discussion has established:
c the strength and breadth of foreign competition,

o the fact that foreign governments are making
substantial monetary commitments to develop and
promote specific civil aircraft mecdels,

\

o the relative disadvantage of private-enterprise
companies competing head-on with state enterprises,
when a billion or more dollars can be at risk in a

single program.

The relative lack of success of foreign competition in the
commercial aircraft field, prior to the Airbus, in part because
of a lack of an estabiished customer support base, has been noted.
But now the Europeans have that established base, and so a toehold
for making further market penetrations and for launching new

aircraft programs.



Operational and maintenance considerations dictate that airlines
not mix directly competitive types of aircraft or engines in
their fleets. An initial order of an aircraft (or engine) type,
whether for a few or for many aircraft, establishes an airline's
fleet composition for an aircraft or engine type for a decade or
more. Thus marketing strategies focus on obtaining a collection
of relatively large orders to mount the hurdle of launching a
new type, and then a series of smaller orders by airlines in a
region and around the world, in order to establish a customer
base for follow-on sales and to carry the cost of providing

regionally available technical support.

Sales, customer support, and the airline tendency to share
maintenance resources within a region work together to beget
more sales. Proof of this pattern was offered again last year

in the Middle East.

Boeing and Douglas owve much of their success to the development
of families of aircraft, even to the extent that some airlines

are known as Boeing customers, others as Douglas customers. Not
until the Airbus did the Europeans seriously attempt a family
concept~—-they now appreciate that a good working relationship
with a manufacturer has proven, time and again, to be the greatest
assistance to sales of future aircraft models and are conducting
their product development and marketing programs with the fact in

mind.
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In many cases, Airbus has earned its market acceptance because

it worked hard and well with a fine product, one that fit a gap

in the spectrum of aircraft types, to establish itself in the
world market. Unfortunately in other cases, one or another U.S.
policy has hindered, delayed, or prevented a sale of U.S. products.
The effect then is to encourage or compel consideration of com-
petitive foreign aircraft and to promote sales that our competitors
have proven only too eager to make. The consequence is that our
foreign competitors then not only have the immediate sale, but
also an established toehold (i.e., customer base) to assist their
further sales; the U.S. manufacturer finds himself, not the firm
with an established customer base, but the odd-man out, now having

to seek sales against an entrenched customer.

There is more competition among aircraft types than is generally
recognized. Quite different types of aircraft can be and are used
on similar route structures, and route structures can be adjusted
to fit fleet procurement decisions. Also each sale of a present
generation aircraft such as the 727, 737, or DC-9 that is delayed
or not made enhances the market available for launching of a new
gereration replacement aircraft--whether the F-29, SA-1, SA-Z, or
Y-XX. By increasing the potential market for a new aircraft, we
facilitate our competitor's accumulation of the critical order
mass needed to launch such new aircraft programs, and establish

our own foreign competition.



40

The recent experience with delays and uncertainties regarding

the issuance of export licenses has caused some airlines to insist
that the U.S. manufacturer, not they, bear the burden of obtaining
the license. With the lead-time of up to 2 years involved in pro-
ducing a large commercial aircraft vo customer specifications,
substantial, nonrecoverable expenditures are committed well before
a license arplication is timely. If a license is then delayed
beyond the aircraft completion date, substantial expense ensues
from storage costs and, inventory financing charges. The latter
alone are, at today's prime rate, for example, on the order of

$9,000 per day for a single 727.

Delays in issuing export licenses and outright denials or
resrtictions on sales in some markets have, as noted above, had
the effect of encouraging foreign sales. And in the case of
general aviation aircraft and helicopter export sales have led
in a number of instances to the subsequent establishment of
licensed production or co-production facilities. 1In such cases,
where our companies do not have an established marketing presence,
they find themselves disadvantaged, or disqualified, in the com-
petition to establish a imanufacturing relationship. Then both
the U.S. manufacturer and his component suppliers have lost
significant sales opportunities, and now have to compete against

additional non-U.S. production.
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U.S. Export Trade Policy

Carving out an effective trade policy for the aerospace industry
requices diligent efforts on two fronts--not only must we con-
tinue to monitor other nations' adherence to the multilateral
framework we have so carefully designed, we must work to elimi-
nate those disincentives to trade which are largely self-impoued.
Our efforts to achieve a freer and fairer international trading
environment for aerospace goods azre being matched on the domestic
front with an ambitious work program to mitigate and eliminate

a number of domestic disincentives to export trade.

Last September, a Report to the Congress on Export Promotion
Functions and Potential Export Disincentives highlighted a

number of impediments facing the U.S. exporter ranging from
export controls for foreign policy and national security purposes
to codes of conduct including the Foreign Corrupt Practices Act,
antiboycott regulations, and antitrust laws. In assembling these
disincentives the report has provided a catalyst for review and,
as need be, alteration of the current USG practices which have

undermined the ability of the U.S. manufacturer to sell overseas.

Desirous of making an effective U.S. trade policy not merely
rhetoric, but a reality, Ambassador Brock has, through the

Trade Policy Committee, undertaken an interageacy work program
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to review the domestic disincentives to trade. With respect to
export control policy, a policy which has contributed to market
losses for the aircraft industry in more than one key geographic
region, the Commerce Department will lead an analysis of the
costs and benefits of such policy. Commerce will, in addition,
be coordinating the development of an Administration position
on a Congressional proposal to establish an independent office

of export controls.

The USTR is embarked on a pregram to define the Administration
position on an issue which has become extremely important to the
private sector, the Foreign Corrupt Practices Act. while we do
not question the appropriateness or the objectives of FCPA, cur-
rent ambiguities in the law have transformed it into an export

disincentive. Those ambiguities are currently being reviewed.

Liberalizing existing tax provisions on overseas earned income is
another issue of importance to the private sector; we are coor-
dinating a work program with both the Treasury Department and
Commerce to develop a position on the issue. Similar efforts are
underway on consolidation/liberalization of the dual antiboycott
statutes, antitrust issues, strategies for efficient use of Exim-
bank resources, and the development of a USG position for the
resumption of the OECD negotiations on export credits. I should
emphasize that we have consulted and will continue to consult
closely with the private sector and the Congress as we develop

our views and proposals on these disincentives.
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In the Office of the United States Trade Representative we
recognize that we must put our own house in order by working

to mitigate the deleterious impact of various USG practices.

In conjunction with our efforts on the international front, we
expect that such activities will improve the ability of the U.S.
manufacturer to challenge effectively the foreign competition in

an increasingly competitive international market.

conclusion

I would conclude by reemphasizing what I said at the outset:

o foreign competition erists, and will fill market

gaps we elect not to pursue

(o} we should not impose restraints on exports, in the
face of available substitute suppliers, except under

the most limited circumstances

(o} a sale lost now has a ripple effect for 15-20 years,

and may well cause many more future sales to be lost

o USG policies and programs that have the effect of
establishing foreign competition and costing American

jobs should be the subject of the close scrutiny.



We must also:

o work vigorously to make finincing a neutral element

in aircraft sales competitions
o - work to eliminate subsidized export credits
[ continue to monitor adherence to the Agreement on

Trade in Civil RAircraft, and then adapt the Agreement

to changing circumstances, as necessary.
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ANNEX B -
THE 50 LEADING EXPORTERS

ExPoRtE

FORTUNE 508 AS PEACENT OF

EXPORTS SALES  ANNK SALES

1978 COMPANY - PRODICTS 5000} ($000) % RN
1 Dosleg (Sesttie) 3967900 813100 X 448.% 1
1 Cesena! fhertric (Faiteid, Conn.) Gamrlmo |Quipment, Jircralt enpines 277,10 22,480,800 124 26
3 Caterpiltar Tractor (Peoria, X.) - Congtruction squipment, engines 2498900 T3 W M 4
4 MeDonnell Dengiss (St Louis) Areraft 1,788,428 S5785sh 4 .M 3
$ €l ¢u Pont de % {Wiming Osl.} Lhemicals, Sers, plstics 1,764,000 12571800 18 1403 2
§  Ushed Tachmalogies (Hartio Areratt engines, hebcoptars 1407257 908338 26 1545 17
1  Weysrmemst (Tacome, Wash.) Pulp, logr: kenber; wood products 976000 44622853 T 211 10
$  Loskheod (Durdenk, Cali.) Mrcraft ond refatad suppon services $58,000 4000000 &2 s z
] Elocwi (PESDUIGH) Genersting squipment, drense sysems 879,00 7332000 37 1200 X
10 Raytheon (Lexingion, Mess.) Elsctronic squipment THO0 7T 92 1988 12
11 Nesthrep (Los Angeles) Alreraft and rvistd SUDpOn serviam TOLETT 1582477 /4 M0 2
12 Usion Cardide (New Yo) Chemicals, plastics -, 02,000 9978500 25 858 4
13 Archor-Ounisis-Midiand {Oecatr, W.) Soybean meah and o, whest, tom B8 22708 153 1458 8
14 - Sipnal Companies M Hie, Calf) Trucks, engines, chamicals 544,700 Qe 78 12 u
13 itwell \. & . »d i rial aquip 538,000 8,488,100 48 3.2 «
18 Paillp Mermis (New York) Tobaceo products £21,23¢ 6,144,081 49 L4 1
17 Ocxidental Petraisun (Los Angeies) Agry and chemical products, coal 499,000 95548 52 %
18 Kalser Alominum & Chemical (Oakdand, LM}  Auminum 498,800 2926500 13 1898 14
19 Textrea (Providence) Melicoptars, chain saws, metal products 489,000 3392974 100 144 9
20  Oeerw (Moline, M.) farm squipment - 400,000 4.933,.04 60 [ Bz I <}
21 R4 Seyneids lnduniries (Winston-Salem, i c ) Tobacco products 478000 713,10 XN 867 @
22 (MC (Chicaga) Indystrial and term aquipment 44238 LW 2 1AW 7
23 Istarnetions! Haevester (Chicago) Farm squoment, tucky 447000 8392042 27 533 8
2¢  Oreset indevetes (Oukas) O-field d industriel equinment 235,500 1457400 9 120 25
25 Meassals (3 Lous) Herdicides, tsxtls Sbers, speciaity chemicsis 408,400 s 4 58 4

26 American Meters (Southheld, Mich.} Asormotie vehicies and party 343,288 311708 19 1ot ¥
27 Universel Lasl Tobar» (Richmond, Va.) Tobacso 202.78 970,974 22 %098 s
28 Willlame Compunies (Tuisa) Posphaw products. Jenitzer 298,000 1850013 182 %00 8
29 Atied Chamical {Morristown, N.J.) Fibers, piastics, chenvicais 24000 450355 8 Lt 4
X Oaas (Toledo) Malor-vehicls components 20998 2761138 120 1084
31 imametionsi Paper (New York) Pulp and paper products . 253,000  4,605000 68 818 &
32  Kensecetl Copper (Stamivrd, Comn, ) Nonferrous metals, AbrsLives, resistam matenals N0 2408 QO N8 28
33 Coloness (New York) N Fiers, chemicsls 278,000 3,148,000 107 8.34 N
34 Dery-Wamer (Chicage) N Coofing systems, avtomotive parts 268,000 717,400 124 .08 X
35  Combustion Engineering (Stamiord, Comn.) Ot-Seid an¢ industriai squipment 250,901 TRL04 121 9.9 M
38 Wermer Communications (New York) Movies, records, video games 3368 1548077 19 537 W
37 TRW [Ceveand) ) Truck, auto, and aireraht para, od-Seid equioment 251,700 450,01 & 52 4
38 Herris (Meidoume, Pa.) Communications ecuipment 247,900 982111 290 .24 [}
N Bendix (SouthGeid, Mich.) Anomoti parts, arospacs producty 245,200 A28 M 840 &
0 Cowming Engine (Columbus, Md.) Engines and engine componenty 244,000 1770834 192 [t W B4
1 8L Jea Misernis (New York) Cou, ised 242,493 1148105 28 ne "
2 lowistens-Pacific (Portand, Ore.) Puip, lumber, wood produc 235,000 1.201910 20 1.1y 13
3 lsternelT Misersiz & Chemical (Northbrook, M.} Potash, phosphaty, industral minenls 5900 . 147400 217 1600 1§
4 Cosuns Alrenft (Wichita) Airprafy 233,000 29311 01 un ?
3 Telesyne (Los Angeiss) striad and nginesy 9.6 2,705,600 128 349 W7
& Wiita Consalidated Indusirins (C Home applisnces, steel-mil machinery 225900 2010136 1M 1124 0B
7 ©tmersea Biactric (SU Louss) ECTONC COMPONaMS neNT B0 W0 LX) B ]
8 Geld Kist iAtlants) Pasnuts, soydean products, poultry ns.5m 1.6539.08 200 13 28
?  Metsrnia [Schaumburp, W) Eiectronic componants a1.5 2,713,798 128 [ I |
3 Waher Kidda (CHion, N.J.) HydrauBic crangs, Sr-protection sysams 00,141 2,284,148 155 20 X

TOTALS NN 24388 M
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ANNEX C
Census of Canmercial Jet Aircraft

Alrcraft in Airline Service (Aircraft on Order) by Regiom

Manufacturer/ Narth and Middle East Asia and Wurld
Model South America Eurcpe and Africa Australia Total
Aerospatiale

Caraveile 19 96 12 2 129

Concarde — 14 -— -— 14
Airlms Industrie

A300 20 (9) 52 (33) 11(19)* 35(29) 118 (90)

A310 —_— (61) (18) —_ (79)

707 ' 29 1 114 65 509

720 9 27 30 6 72

727 1,280(96) 174 (7) 80 (9) 75 (4) 1,609(116)

737 312(47) 173 (49) 101(14) 83(23) 663(133)

747 170 (9 113 (26) 46(10 130(29) 459 (74)

757 (90) (19) — 3) (112)

167 (125) 49 — (32) {161}
Bitish Rercspace

BAC1-11 57 88 (3) 4 14 163 (3)

Trident — 54 — 32 86

Bhe 146 (S) — -— -— (5)
Dassault

Mercure — 10 —_— _— 10
Fokker

28 16 (3) 32 25 52 (7) 125 (10)
Lockheed

L~1011 113(21) 26 (7 24(11) 31 194 (39)
McDonnell Douglas

DC-8 227 77 19 54 nm

c-9 477(73) 296 (24) 1 79(14) 863(111)

DC-10 177(19) 89 (4) 10 52 (4) _ 328 21)
TOTALS -- in service 3,096 1,432 487 710 5,725

— on oxder 497 237 81 145 960

Percent of World
Total (in service and
on order cambined) 54% 25% 8% 13% 100%

* Drawn from "world airliner census Nc. 18" in Flight International.
December 27, 1980. Data as of December 1, 1980.
bl Includes Saudia Crder for A300-600.
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Mr. Bingaam. Thank you, Mr. Piper. We will hear next from Mr.
Kopp.

STATEMENT OF HARRY KOFPP, DEPUTY ASSISTANT SECRETARY,
BUREAU OF ECONOMIC AND BUSINESS AFFAIRS, DEPARTMENT
Or STATE

Mr. Kopp. Thank you, Mr. Chairman. I understand the pressures
on you and I will try to be brief and summarize my statement. I
am very pleased to be here to testify on the competitiveness of the
U.S. aircraft industry, which for the past several years has been
facing a serious challenge from abroad.

Since 1976 our share of the commercial jet fleet outside the Com-
munist countries has fallen from 90 percent to about 70 percert,
with the European Airbus taking up the bulk of this difference.
The Airbus has found a niche in the market and is selling well in
Europe and in the Middle East. We expect that trend will coutinue.
In the future, the Airbus is going to move into the long-haul
market and compete with us for intercontinental sales; and a
decade away, in the 1990’s, is the specter of Japanese competition
both in engines and perhaps in airframes as well, as Dr. Piper has
explained.

U.S. POLICIES IMPACT ON INDUSTRY

Against this background of increasing competition from Europe
and Japan and from such less likely sources as Brazil and Indone-
sia, I think it is appropriate to examine the impact of various U.S.
Government policies on the ability of our civil aircraft industry to
continue to export.

Particularly in the Middle East, U.S. Government policies have
had an impact on the competitive position of our industry. Al-
though jet aircraft sales in the Middle East as a whole were nearly
$2 billion last year, U.S. suppliers claimed only 13 percent of that
market, which is really a dismal showing compared to the way we
perform in the rest of the world. The Airbus captured 87 percent of
the Middle East market. This represents a loss of perhaps 40,000 to
90,000 jobs in the United States and lost export earnings of perhaps
$1.3 billion. These losses in the Middle East were due, in our view,
not to technical problems, not to any lack of sales effort on the
part of our industry, and not really to the quality of the competi-
tion, although, admittedly, the competition is strong, but to other
considerations—problems of export finance, questions of U.S.
export controls applied for foreign policy reasons, to the political
support given to Airbus exports by European governments, and to
a lesser extent to some of the confusion created in the region by
the provisions of the Foreign Corrupt Practices Act.

These problems are not all soluble, to be sure, but they need to
be addressed, and I expect the current situation can be improved.

'FINANCING

With regard to financing, the Airbus normally is sold with much
better export financing sales than the Export-Import Bank ordinar-
ily will offer. Airbus is financed with 85 percent government-
backed credits, usually at a rate of 7.95 percent and 10-year terms.
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The Eximbank has not been able, with very rare exceptions, to
meet that kind of competition. Export financing for an item as ex-
pensive as heavy aircraft is a major consideration in purchasing de-
cisions.

FOREIGN POLICY EXPORT CONTROLS

Foreign policy controls in the Middle East have also had quite a
negative impact on U.S. sales. During 1979 and 1980 we have re-
ceived applications for, and failed to approve, although not denied,
licenses for sales of more than $500 million in U.S. aircraft. That
has probably had scme additional effect that is not so readily visi-
ble. We suspect that additional licenses have not been sought be-
cause the prospect of approval was so slender.

FOREIGN CORRUPT PRACTICES ACT

The provisions of the Foreign Corrupt Practices Act have per-
haps also been an inhibiting factor. Many companies, including
some aircraft corporations, are uncertain as to what kind of activi-
ty is open to prosecution under that act. Corporations that employ
good counsel, as most corporations do, have conservative counsel;
they are advised to eschew all sorts of activities that might conceiv-
ably lead to prosecution.

The ambiguities of that act have been a problem. There has been
concern generally in the Middle East among Middle Eastern pri-
vate and government officials about section 911/913 of the L.R.S.
Code on taxation of foreign earnings, regarded by many Middle
Eastern officials as a sign of U.S. official disinterest in exporting
and dealing abroad. This is also a problem, although I think much
less so in the civil aircraft field than in other types of transactions.

LACK OF GOVERNMENT INDUCEMENTS

As Dr. Piper mentioned, in the area of Government inducements
to the industry, the manufacturer, production and research and de-
velopment as well as to exports, the United States is generally
behind the Europeans and the Japanese, although we do have some
programs in the defense area that compensate for our lack of pro-
grams in the civil area.

All of these problems affect the competitiveness of our industry,
which is certainly not what it used to be. We can no longer take for
granted Amerian domination of the world market for civil aircraft;
this is an area in which increasingly we will face competition from
Europe, 10 years from now, very serious competition from Japan,
and we need to address problems of our industry, those problems
created by Government in particular today, before those problems
become acute and undermine the strength of our position around
the world. Thank you. ‘

[Mr. Kopp’s prepared statement follows:]
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PrePARED STATEMENT OF HarRRY Korp, DEPUTY ASSISTANT SECRETARY, BUREAU CF
Economic AND BUSINESS AFFAIRS, DEPARTMENT OF STATE

I am pleased to have this opportunity to appear before the
Zubcommittee in order to testify on the question of the inter-
national competitiveness of the aircraft industry. The Sub-
committee's interest in this subject is timely because of the
importance of the industry to the domestic economy and the seri-
ous effect of foreign policy export controls and other disin-
centives on civil aircraft exports, particularly in the Middle
East.

For the last several years, the U.S. aircraft industry has
been under serious challenge. In 1976, about 90% of the free
world's commercial jets were U.S.-built. With the introduction
nf the Airbus, however, our share began to decline, and today
we can claim only about 70%. The Airbus--the A-300 and A-310--
i8 a good plane brought to market at the right time to threaten
our lead. It combined payload, range and economy attractively
for shorter and incermediate hops, finding a niche in the market
where U.S. manufacturers had no exact competitor aircraft in
production to meet it at that time. The airbus has sold ex-
tremely well in Europe and the Middle East and has made inroads
elsewhere.

The outlook is for increasing competition from Airbus

and others. Airbus has planned a new generation of single aisle
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and twin aisle carriers, the SA-1 and SA-2 for short hauls, the
TA-9, an improvement on the 300 series, and the TA-1ll long-
haul plane to compete for the intercontinental market. Japan
hopes to enter the market with engines and perhaps air-frames.
In the future, competition from such unlikely sources as Brazil
and even Indonesia, for commuter-type aircraft, should not be
discounted. Moreover, the challenge to U.S. firms is in our
own domestic market as well as abroad. At the same time, the
industry appears to be becoming increasingly internationalized,
with joint ventures and component supply networks criss-crossing
national borders. For example, although we regard the European
Airbus as a rompetitor, approximately one-third of the value

of each Airbus sold is in U.S. components, with jet engines the
most important of these.

I will leave details concerning the industry and its
prospects to other Administration witnesges. It is against this
background, however, that the impact of government policy on
the industry should be assessed.

Losses in the Middle East

In no other area in the world were the successes of- the
competition so spectacular, and our own sales performance so
dismal as in the Middle East last year. .Jet aircraft sales
in the region climbed to $1,977 million, of which U.S. suppliers
won only $259 million or 13%, as compared to U.S. sales of
over $1.5 billion the year before. Airbus, in contrast, selling
$1.7 billion, captured 87% of the Middle Eastern market. Using

a Department of Comwerce formula that $1 billion in exports



b4

gained or lost equals 49,000 jobs, the drop from 1979 to 1980
of $1.3 billion, if not made up in sales elsewhere, equates to
50,000 jobs lost for only one year.

In an excellent report received just this month, our Regional
Civil Air Attache in Tunis notes that the enormous decline in
U.S. fortunes was not likely due to technical considerations, a
lack of effort on part of our manufacturers, nor even to the
quality of the Airbus. Rather, pivotal factors most mentioned
by his contacts were:

(1) Financing

(2) Political considerations, including foreign
policy controls

(3) High-levs! political support for Airbus

{4) The U.S. Foreign Corrupt Practices Act

Financing

Export-Import Bank financing has played a crucial part in
U.S. aircraft sales in the past two and a half years, typically
accounting for about 40% of the bank's direct loan portfolio.
Nevertheless, the industry on average has received a lower per-
cent of direct credit cover as a portion of total export value
than other U.S. capital goods exﬁorts, 44% last year as against
63% for non-aircraft purchases. Today, Europeans do better by
Airbus, with terms we have not been able to meet. Airbus
offers 85% of export value, repayable in francs, marks, and
dollars at a composit rate of 7.95% over 10 years. Normally,
EximBank cannot come close to this; although in several highly
competitive cases, it has offered 75-10-15 coverage, with the
supplier and the purchaser covering the 10% and 15% respectively.
In such deals, EximBank's interest rate today typically would

be 9.25% at 10 year term. In other cases when competition is
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less direct or not verified, EximBank support has been of
necessity much lower and irn some cases has consisted of guaran-
tees only, with no direct credits.

It would be in the long-term interest of all industrialized
countries to bring the export financing price war under control,
and indeed, in an ideal world, financing costs would be determined
by market forces alone. In this regard, we are continuing
efforts with other industrial nations to work out better ground
rules tc limit credit competition but with little success so
far. In the meantime, our aircraft industry is faced with the
very real problem of how to meet the superior Euroupean government-
backed credit terms.

Foreign Policy Controls

The impact of foreign policy controls has been particularly
strony in the Middle East. South African sales have also been
affected, and to some extent sales to Chile, with tie denial
until recently of Export-Import Bank facilities. Our anti-
boycott legislation does not appear to have directly influenced
sales so far. Nor have munition controls had a noticeable
effect. -

The requirement for a validated license under the Export
Administration Act of 1979 affects aircraft exports primarily
in two areas: exports to police and military entities in
South Africa and exports to the four countries determined to
have repeatedly provided support for acts of international
terrorism ~ Iraq, Libya, Syria and the People's Democratic
Republic of Yemen. For South Africa, we have denied applica-
tions to sell about $2 million in aircraft to the p.ulice and

military. Sales to civilian end users have been routinely approved.
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Restrictions on aircraft sales to the four countries
designated as repeated supporters of terrorist acts has re-
sulted in our failure to approve licenses for sales of mcre
than $500 miliion. Additional licenses may not have been
sought because the prospect of approval was so ~lender. When-
ever the U.S. Government withholds a license, the reliability
of the United States as a commercial supplier can come under
question. The Arab Air Carriers Organization passed a resolu-
tion last year decrying the denial of aircraft to some of its
members. U.S. aircraft manufacturers have told us that their
customers are now demanding penalty clauses in sales contracts
in case of export license denial.

FCPA, Other Disincentives

The U.S. Foreign Corrupt Practices Act appears to have
been a complicating factor in sales in the Middle East. There
are complaints that FCPA has caused fears and misunderstandings
that lead to confused negotiations. A contact is reported
commenting in regard to » loss to Airbus that "only Americans
are naive and innocent."

There is also concern in the Middle East about section
911/915 of our tax code and the difficulty that this causes
in recruitment of U.S. technicians. This problem, however,
doeq not appear to figure heavily in the case of aircraft
sales.

Government Inducements to Aircraft Industry/Sales

All industrialized countries, including our own, provide

government inducements to aircraft manufacture and sales, but
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on balance, our industry clearly trails. European government
inducements typically consist of developmental grants, low or
no interest development loans and yuarantees, highly favorable
export financing terms, marketing subsidies, and currency
exchange subsidies. Japan provides a similar but perhaps less
comprehensive range of inducements. We have, of course, pro-
vided Export-Import Bank support, and for defense ends, a number
of supports in facilities and R&D assistance. An important dif-
ference separating our industry from most others ig that most
foreign firms are nationalized or have at least some equity
participation by governments.

As the Subcommittee is aware, a separate code, the Agree-
ment on Trade in Civil Aircraft, was negotiated during the re-
cently completed Tokyo Round of trade hegotiations. This has
been signed by the U.S., the European Community, Austria,

Romania,
Canada, Japan, Norway,/Sweden and Switzerland and is in force.
Article VI of the Agreement states that signatories "should
seek to avoid adverse effects of trade in civil aircraft in
the sense of Articles 8.3 and 8.4 of the Agreement on Subsidies
and Countervailing Duties,”™ i.e., that injury to another sig-
natory's domestic industry or serious prejudice to the interest
of another signatory should be avoided. Displacement of
ancther country's exports in a third country could fall under
the concept of "serious prejudice". Article 11, however,
recognizes that subsidies are widely used as important in-
struments for the promotion of social and economic policy
objectives, and the right of signatories to use such subsidies

is not restricted. What is left unclear and yet to be sorted
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out is where legitimate economic and social ocbjectives end
and injury and prejudice begin. ‘Tyere is room for wide dif-
ference in interpretation, and substantial burden of proof
will rest on the complaintant in cases brought up under the
Agreement.

In this testimony, I have restricted myself largely to a
description of the situation our aircraft industry faces, with
reference to the impact of govermment policy. I have deliberately
avoided speculating on what policy is likely to be, or ought
to be, in the future. Given the emergence of strong competition
from the Airbus, the U.S. Government can no longer take for
granted American dominance of the world market for civil air-
craft. A healthy export sectour continues to be a major foreign
policy goal of the United States and an important element in

maintaining our influence in the world.

Mr. BingHAM. Thank you very much.
Mr. Harr.

STATEMENT OF KARL G. HARR, JR,, PRESIDENT, AEROSPACE
INDUSTRIES ASSOCIATION OF AMERICA, INC. (AIA)

Mr. Harr. Thank you, Mr. Chairman. I have with me Mr.
George Prill, my assistant for commercial aircraft matters, who is
one of the principal architects, from the private sector side, of the
Agreement on Trade in Civil Aircraft. He is an expert in the mat-
ters we are addressing today.

I am most pleased to have heard these three distinguished gov-
ernment witnesses say very much the same things I would like to
say and would like to have you believe, but let me run through my
fairly short statement before we get to questions. Answers to some
of the more specific and complex questions you posed in your invi-
tation will be submitted for the record.!

STRONG AND COMPETITIVE INDUSTRY

To put some of the things I will be saying in proper perspective,
it is important to remember that the aerospace industry is a strong
and competitive sector of the economy. While profits as a percent
of sales were down from 5 percent in 1979 to 4.4 percent in 1980,
we continued to show strong growth in sales, backlog and exports.
Sales in 1980 are expected to reach a record $50.5 billion, up from

' See app. 2.
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$45 billion a year ago, slightly over half of which are now commer-
cial, as opposed to military, sales.

Another positive indicator last year was the industry’s overall
backlog, which exceeded $97 billion, up from $75 billion at the end
of 1979. While some of this increase in backlog can be accounted
for by inflation and stretched out deliveries, it also includes new
orders. Unfilied domestic and foreign orders for commercial trans-
port aircraft, however, numbered 762 as of September 30, 1980,
compared with 828 at the end of 1979. The decrcase reflects a
healthy rate ~f shipments, coupled with a decline in firm orders.

Turning now to an area of direct interest to this subcommittee,
aerospace exports increased nearly 25 percent in 1980 over the pre-
vious year, growing from §$11.7 billion to $14.6 billion. While im-
ports also increased substantially, the aerospace industry’s net
positive contribution to the Nation’s balance of trade continued to
be high, up from $10.1 billion to $11.3 billion. Rounding out this
profile, I can report that our industry employed 1.203 million
people at the end of 1980, the highest figure recorded for the indus-
try since 1969.

CHANGING COMPETITIVE ENVIRONMENT

However, there are clouds on the horizon. We are a strong, inno-
vative industry, but we are also fragile. If there is one message 1
would like to leave with you today, it is that it is becoming increas-
ingly apparent to all of us that we are living in a different world—
economically, socially, and politically—than that which we have
known for the past 20 years. Today we see a number of new varia-
bles which seriously threaten U.S. supremacy in the aerospace
field. To quickly tick off some of the factors which have changed,
let me start with accelerating fuel prices.

FUEL COSTS

Fuel costs to the Nation’s airlines have risen from 18 percent of
operating costs in 1975 to 31 percent in 1980. This has forced air-
lines to raise fares, which in turn has had a negative impact on
passenger traffic and thus on airline profits and their ability to
purchase new equipment,

The only way to break this vicious circle, from a competitive
standpoint, is to build the optimal fuel-efficient aircraft, a task re-
quiring many billions of research dollars. Because it has become
axiomatic that ncw and in the future airlines will have no choice
except to buy the most fuel-efficient aircraft available, regardless
of country of manufacture, the competitive equation has been
changed. Now, more than ever, the United States requires a con-
tinuing commitment, both public and private, to basic aeronautical
research. The manufactures, of course, have already committed bil-
}ioris to three new airplane programs aimed, in part at conserving
uel. : : o o - i

DECLINING U.S. PRODUCTIVITY GROWTH

A second complicating factor which was not so apparent 20 years
ago is a sharply declining rate of overall 1J.S. productivity growth.
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Although the U.S. aerospace industry has been more effective than
average in this respect, since 1975 overall U.S. productivity has
grown only 8.9 percent, while productivity in Germany has in-
creased 22 percent, in France 24 percent, in Italy 24 percent, in the
United Kingdom 6 percent, and in Japan 28 percent. In fact, in-
creasing our productivity growt}h: rate is perhaps the one thing the
United States can do to improve its position in world markets inde-
pendently from other, noncontrollable world-market factors. Thus,
the aerospace industry shares with many other U S. industries a
profound hope for the success of steps being recommended by the
present administration designed to aid in reequipping American in-
dustry to meet foreign competition.

GOVERNMENT-IMPOSED IMPEDIMENTS

The attitude of the Government in the past 10 years or more, I
might add, has been somewhat less than helpful. The U.S. Govern-
ment, in fact, has contributed many formidable negative factors to
the U.S. competitive situation. It is our view, for instance, that sub-
stantial cuts in the Export-Import Bank may yield something less
than impressive budget savings, while at the same time undermin-
ing the big-ticket, high-technology industries which contribute so
much to the Nation’s balance of trade.

Another Government-imposed impediment to iree trade of high-
technology goods derives from political export controls. In the case
of proposed sales to several Middle East countries, for example, it
has been our finding that the stated criteria for withholding of
export licenses have not been fulfilled and that millions of dollars
in aircraft sales have been lost. To state it most simply, Mr. Chair-
man, we question the application of a standard whereby the U.S.
Government refuses its manufacturers the right to export to such
countries, while continuing to allow the purchase of commodities,
namely oil, from countries subject to such foreign policy controls.
There has been no demonstrated advantage to doing this, and the
disadvantages are many.

STRENGTHENING OF FOREIGN COMPETITION

All other factors aside, the sheer growth in manufacturing and
marketing muscle of our European competitors is the biggest single
element in the competitive quandary in which we find ourselves
today. The U.S. aerospace industry has long had a lion’s share of
world markets, but continuation of this state of affairs is no longer
by any means certain. Maintaining our share will be difficult in
light of the factors I have mentioned, but particularly so in the
face of our strong, competent, and well- financed competition.

The strength of the foreign competition we face is evidenced in
the trend in Airbus sales. Airbus claims to have increased its share
of the widebodied-jet market from 3 percent to 38 percent between
1976 and 1979. As of December 1 of last year, 38 of the world’s air-
lines had placed orders for the Airbus and 114 of the aircraft were
in service. On the order books were 292 firm orders and 157 op-
tions, for a total of 449 A300-A310 transports. Planes in service,
firm orders, and options total 563 airplanes. The Airbus backlog, in
fact, constitutes one-third of the total backlog of all American, Eu-
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ropean, and Japanese manufacturers. The fact that airlines tend to
stick with their choice of aircraft through at least one generation
means that orders lost now are likely to stay lost for 20 years or
more.

Although these industries are increasingly formidable cpponents
technologically, the U.S. aerospace industry can continue to com-
pete readily with them in terms of quality of product. The peculiar
advantage they enjoy over us is in terms of marketing. Many for-
eign aerospace companies and airlines are wholly or in large part
government owned and not only the economies but also the nation-
al prestige of their parent countries have been directly tied to the
success of these aeronautical industries. Their governments provide
impressive incentives to aid them in foreign sales, including highly
aggressive financing terms.

PRESENT DEFICIENCIES LEAD TO LONG-TERM INDUSTRY DECLINE

Inevitably, these sets of economic factors and governmental atti-
tudes will take their toll. In fact, as the above-cited figures demon-
strate, they already have. Furthermore, between now and 1996 the
estimated world civil transport market will be in the neighborhood
of $130 billion, with potential rotorcraft sales estimated at an addi-
tional $25 billion. Since it is no longer economically feasible to
build an aircraft for anything less than worldwide sales, the United
States will have to capture a major portion of that market to sur-
vive in anything like its present form.

In short, today we do not look to the future with the same kind
of optimism with which we have always greeted it in the past. We
are having to run at full speed just to maintain our position. Now
that our overa!! business has tilted toward the commercial end of
the spectrum, we find outselves competing with highly competent,
nationally supported companies to sell a relatively small number of
highly priced items ir. a common world marketplace.

The stakes are inordinately high for the industry and for the
nation. Every sale consummated or lost usually determines the
course of decades of business. Thus, any deficiency in our technol-
ogy (such as failure to market the most fuel-efficient aircraft possi-
ble); any failure to provide competitive, dependable financing or
other marketing terms; any deficiency in our relative productivity;
any significant gap between our export promotion programs and
those of other countries or any denial or serious shortage of one of
several critical materials can spell long-term economic disaster for
us.

In conclusion, let me repeat that we are strong and capable.
However, as an industry, and as a nation, unless we maintain our
technological superiority, improve the trading environment, get a
fair shake in government support of exports comparable to that ex-
tended by our competitors and eliminate unnecessary export disin-
centives, we may find today’s delicate balance has been tipped and
the U.S. aerospace industry is ending up going the way of others
who have sold the day to profit the hour.

Thank you, Mr. Chairman.

[The following charts were supplied as part of Mr. Harr’s state-
ment:]

12-426 0 - 83 - 5
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CHART A: AEROSPACE INDUSTRY SALES
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TABLE 111
CI7IL ATRCRAFT SHIPMENTS
Calendar Years 1968-1981

NUMBER OF AIRCRATT SHIPPED ’ YALUE (M11110ns of Dollsrs)
Yesr T T T Tonmercial " Commercial
TOTAL Transport  Hellcopters ‘G::'::" TOTAL Transport  Helicopters A&:::::l
e e Mircraty v on Afrcraft
1968 14,922 702 522 13,698 34,267 $ 3,789 3 57 $ 421
1969 13,505 514 534 12,457 3,598 2,939 75 584
1970 8,076 i 482 7.28) 3,546 3,158 49 339
1971 8,158 223 469 7,466 2,984 2,594 69 32
1972 10,576 227 575 9.774 3,8 2,660 90 558
1973 14,709 294 me 13,645 4,665 3,718 121 82
1974 15,326 33 28 14,166 5,091 3,993 189 909
1975 15,251 318 864 14 072 5,086 31,779 274 1,033
1976 16,445 238 757 15.450 4,706 3,192 28% 1,229
1977 17,943 185 BA8 16,910 4,691 2.889 251 1,551
1978 18.965 244 904 17.817 6,482 4,332 328 1,822
1979 18,462 388 019 17,055 10,758 8,144 403 2,211
1980 Ep; 13,691 415 1,272 12,004 13,283 10,317 640 2,326
1981 (e 13,14 384 1,33 12,000 13,245 9,9%0 735 2,560

Source: Aerospace Industries Association and Genersl Avistion Manufacturers Association.
p% Preliminary.
£} fatimate.

TABLE 1V
AEROSPACE TNDUSTRY BACKLOG
Calendar Years 1968-1980
{Mi1110ny of Dollars)

. s Tas o
GRANR Tota} Totat Alrcraft, Engines, 4 Space Other

Year ToTAL U, Other & Parts IncTuding Aerospace Yon-Aerospace *
emCOvTTRNt (SIS € BovY. T TOfher Propulston vSIBoV'E Other U3 Gov't.  Obher

1063 $30,749 $16,34 $14,406 $8,1% $12,409 $ 5,083 $ 1,851 $ 983 $ 1,576 $ 697

1969 29,297 13,298 13,999 7.089 12,099 4,338 2,001 880 1,163 x4
1970 24,704 12.882 11,823 5,913 9,800 4,522 1,986 805 827 852
1971 24,579 13,997 10,582 6.221 8,059 4,780 2,232 1,042 1,314 9
1972 26,922 15,322 11,600 7,027 8,605 5,272 2,018 9712 1,816 1.212
1973 29,661 16,695 12,966 7,815 8,550 5,670 1,819 1,078 2,242 2,487
1974 35,516 20,889 14,627 9,789 9,602 6,643 1,926 1,665 2,997 2,894
1975 35,038 22,168 12,870 10,751 8,141 6.415 1,983 2,088 3,340 2,320
1976 39,702 24,141 15,561 11,950 8.929 6,286 2,046 1,496 4,248 2.747
1977 45,309 26,119 19,190 12,471 12,592 6,743 2,761 3,47 4,49 2,805
1978 57,160 30,223 26,937 14,0897 18,972 7,587 4,029 3,668 4,289 3,748
1879
ist qtr 63,598 32,38 31,213 15,495 23,61% 1.057 5,096 3,814 5,299 3,222
2nd qtr 67,706 33.3% 34,370 15,900 26,668 6,69 4,958 4,193 6,357 2,934
Ird qtr 68,892 32.962 35,930 15,480 28,432 6,399 $,220 4,024 6,462 2,875
4th qtr 75,009 36.174 38,835 17.576 30,458 1.210 5.5830 4,806 6,572 2,80)
1980
lst qte  #4 54¢ 35 .066 49 480 16.731 37,298 7.946 §.433 5,188 6,322 5,628
nd qtr  R9,21) 36,036 53,175 7,072 40,759 7,975 5,806 5,664 6,658 5,277
Ird q Qg 94,150 40,260 53,900 19,200 42,500 8,200 5,950 5,450 7,300 5,550
4th qle) 97,300 42,150 55,150 20,550 43,550 4,300 6,100 5,600 7.600 5,600

Source: Bureau of the Census, Current Indu- tria) Reports. MQ-37D; AlA e<timates

Non-aircraft, non-miss-le, and non wpace vehicle products and services produced by establistments whose principal
husiness is the develoyment and/or manufacture of serospace products.
(e) Estimate.

Aerospace Research Center
December 17, 1980
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TABLE ¥
CIVIL TRANSPORT AIRCRAFT BACKLOG
a3 of December 31, 1975 - 1979, and September 30, 1980

- ——— e -4 b oo b e e ee e i b s = o b ——— e "

TRANSPORT AIRCTAFT ON ORDER

Dec. 31, Dec. 31, Uac. 31, Dec. 31, Dec. 31,  Sept. 30,
1975" 19767 19717" 1978" 19787 19%

TOTALS (Domestic & Foreign)

No. of Atrcraft on Order . M %2 us g2 828 72
Value (M1111ons of Doltars) 15,022 $3,568 $6,182 $13,098 $21,322 $21,496

Company and Model

 Bosing 130 155 22 426 611 570,
B-707 9 5 4 1 - -
8-727 60 126 157 198 212 151
B-737 29 22 3% 111 159 167
B-747 32 22 45 89 106 85
8757 - - - - 40 2
8-767 - - - 30 94 128
Lockhesd 73 ) 18 ') 5 s
L-J011 32 F1] 18 4 56 4
L~100-30 12 1 - - - 4

McOonnel! Douglas : uz 62 1] 156 161 m
ne-9 65 47 55 101 108 112
DC-10 52 HA 30 55 53

TOTAL_FOREIGN_ORDERS

No. of Aircraft on Order 201 109 165 04 43¢ 429

Percent af Total Order 69.1% 45.0% 47.8% 48.9% 52.74 56.3%

Yalue (Mt111ons of Dollars) $3,906 $2,09€ $3,785 $7,100 $11,048 $12,944
Company and Mode!

Boging 82 % %5 194 2 u
8-707 9 5 ‘ 1 - -
B-727 20 13 3 51 74 63
B-7% 28 12 16 7 127 13
8-74 25 20 I 65 88 19
B-757 - - . . 19 19
8767 - . - . a 2

Lockheed 30 1 1 u 33 X
L-1011 20 16 1 Y] 33 9
(-100-30 10 1 - - 8

#cDonnel) Douglas ) 2 59 9 91 15
0¢-9 w0 0 " 58 5 51
0C-10 9 12 18 3 13 ]

Source: Company reports to AlA.
r  Data revised for 1975-1979 to exclude onticns previously included.

Aerospace Research Centor
December 17, 1980
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Serfes 02-01
AERQSPACE EXPORTS AND IMPORTS
Calendar Years 1975-1980
(N1115ons of Dollars)
TABLE VI - EXPORTS OF AEROSPACE PRODUCTS
1975 1976 1977 1978 1979 1980(p)

GRAND TOTAL $7.792 $7.843 $7,581 $10,001 $11,747 $14,570
TOTAL CIVIL 5,324 5,677 5,049 6,018 9,772 12,578
Complete Afrcraft 3,203 321 2,747 3,625 6,177 1740
Transports 2.397 2,468 1.936 2,558 4,998 6,173
General Aviation N2 362 389 496 650 739
Helicopters 163 nl 108 156 207 285
Other, Including Used 389 268 317 415 ki 543
Mrcraft Engtnes a1 25 pxi] m 35 513
Jo . & Gas Turbine 186 213 186 231 323 468
Internal Combustion 45 L} n 46 52 45
Parts, Accessories &

T T — 1,3% 2,22 2,069 2,6 3,220 4,325
TOTAL MILITARY 2,468 2,166 2,532 3,983 1,978 1,992
Complete Afrcraft 1,306 967 1,186 2,243 818 761
Transports 235 151 317 232 162 216
Helicopters 123 102 84 82 61 65
Fighters & Bombers 905 513 686 1,707 494 319
Other, Inciuding Used 4 201 99 222 121 161
Afrcraft Engines o4 1 76 64 74 n
Jet & Gas Turbine 83 S8 64 59 61 59
Internal Combustion 2 8 7 2 6 3
Missile Turbine 9 5 5 3 7 9
ot ecessortes. b 7 649 832 1,068 "92 451
Rockets , Guided Missiles

ard Tarts 27 a 438 608 sn 639

TABLE VI] - IMPORTS OF AEROSPACE PRODUCTS
-

GRAND TOTAL $ a7 $ 576 $ 731 $§ 943 $1,624 $3,246(p)
Miditary Afrcraft 12 64 50 5 2 s
Civil Alrcraft 80 91 260 287 510 921
Transports 5 8 100 58 200 255
Gereral Aviation L1 67 109 147 260 469
Helicopters 7 4 18 o] 22 52
Other, Including Used 13 12 kX 54 28 145
Aircraft Engines 29 145 131 283 328 696
Jet & Gas Turdine 228 144 129 281 324 680
Interna) Combustion 1 1 2 2 4 16
Parts, Accessories &
fouipment iz a6 20 %8 184 1,624

Source: U. S. Department of Commerce; AIA estimates.
{p) Preliminary.
*  Effective 1980, import data include two new commodity groupings: non-military afrcraft parts,
and aserospace products previously exporied from the U.S, Deducting these two groupi for

c” 'mnw with data of previous years results in a2 preliminary 1980 net total of $2,844
nillfon,

Aerospace Research Center
December 17. 1980
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TACLE ¥TI1 - AEROSPACE BALANCE OF TRADE: VYALUES IN CURRENT AND 1968 CONSTANT DOLLARS

NET BALANCE OF TRADE: Current  $7.048  $1.267  $5.8%0  $9.088  $10.123

$11,324(p)
Constant 4,575 440 3.992 4,919 $.082 5,169
AEROSPACE EXPORTS: Current 1.792 7,043 7,581 10,001 11,74 14,570
Constant 5,060 4,843 4,418 §,431 5,862 '
AEROSPACE IMPORTS: Current ™ 876 ™ 943 1,624 3,246
Cons tant 48 s 2 512 810 1,482

Source: U.$. Department of Commmrce: AIA estimites.
(p) Prelimima-y.

CHARTE: AEROSPACE EXPORTS, IMPORTS, AND TRADE BALANCE
{blllicns of current dollers)

18 :

12

10

F [-J ®

~N

~

»

< mrom‘sl EXPORTS —
E~]

| |civiLian ExPoRTs

AEROSPACE BALANCE OF TRADE
{(EXPORTS MINUS IMPORTS)

68 6 70 7T T2 3% WM W® ® T 13 ™ wf
SOURCE: DEPARTMENT OF COMMERCE DATA; AiA FORECASTS

' Aeraspace Research Center
Oecember 17, 1980
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Mr. BincHaM. Thank you very much, Mr. Harr.
We thank you, gentiemen.

LONG PERIOD OF AMERICAN MaARKET DOMINATION

While I certainly believe the American aircraft industry is to be
complimented enormously for its achievements over the years, I
can’t help but wonder why it has taken so long for this foreign
competition to catch up with our industry? It is 35 years since the
end of World War 1l during which time we have been dominant in
this market. We held that position in spite of the existence of the
very disincentives which are now commonly cited as disincentives
for American exports. Inevit~bly, | suppose. foreign competition is
catching up, but why has it teken them so long to catch up?

Mr. HARR. There are many answers, Mr. Chairman.

The whole history of the aerospace industry here and abroad is
pretty much a post-World War II history. The position we found
ourselves in as a nation following World War Il was extremely ad-
vantageous to the development of our industry. We had an un2am-
aged economic base and we had the great advantage—as Dr. Piper
pointed out—of constituting a tremendous domestic market which
gave a potential volume sale of a product justifying the develop-
ment cost of it. They were highly fragmented to a conciderable
extent in Europe and they stayed fragmented for a considerable
period of time.

I do not want to get too heavily into the possible relationship be-
tween our military and space programs to our commercial aircraft
development, boecause that proposition is usually overstated and in-
correctly utilized, but there is no question it has had some bearing
on our technical skills and our plants.

We had a brain drain from Europe 10 or 15 years ago. Young
Englishmen, Dutchmen, and Germans were coming to the United
States to work, which aided us and depleted the European supply.
They searched for a long time, in vain, for the kind of successes
they have had lately, for the formula which has presently brought
them to this position. It is not an easy thing for the Germans,
French, and British to get together on a vorking basis over a long
period of time; but their appetite was enormous, an appetite dictat-
ed by the growing market, dictated by the fact that the aircraft in-
dustry. to a degree not found in every industry, has national pres-
tige ..ertones; it has national security overtones in terms of the
training of the young people in the skills. Their appetite was enor-
mous in a number of ways, including the development of now some
highly competitive products that closed the gap.

1don’t want to dwell on the negative side, but some of the things
that are hitting us pretty hard are fairly recent. The export control
policies on a foreign policy basis are recent. Some of the interest
rates on required financing are fairly recent. Some of the negatives
hit us and some of the positives hit them and came together.

- Mr. O'Day. Mr. Harr, I expect, is too modest to. mention one
factor that is clear to us in the Commerce Department about this
" industry in the past few decades; that is, that it is the one industry
“‘that stands out with regard to reinvesting its profits in R&D and in
product development. It is clear that the industry sought the oppor-
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tunities: they took the risks, did the investing necessary and took
the market.

Mr. HARR. I have to say thank you very much, but I also have to
say that that is something that has turned a little negative right
now, too.

Mr. BinsHAM. That does not explain, Mr. O'Day, why it took the
other counirics so long to become competitive.

NEAR PROHIBITIVE ENTRY COSTS

Mr. Kopp. The entry costs in this industry are enormous; it is not
an easy thing to get into. You need a very large market to begin.
You have to have the prospect of a lot of orders before you begin to
build the aircraft.

The inability of European companies, particularly across borders,
to get together had a lot to do with the delay in the development of
European entry, particularly in the medium-range and long-haul
aircrat. The first venture in this area, the Concorde, was by no
means a cominercial success. The Japanese entry now is a major
decision for them; it will absorb a great deal of capital; it will have
quite an impact on the Japanese capital markets. It is a difficult
industry because it requires a lot of land and a lot of resources that
are scarce in Japan. They appear to be committed now to entry in
that industry, using technology that they will require from western
manufacturers, engine technology—Rolls-Royce, some airframe
technology from American manufacturers. I think we will see them
as very major factors in the world market 7, 8, 10 years from now.

FRAGMENTED COMPETITION

Mr. Piper. Mr. Chairman, if I might join my colleagues in taking
a crack at your question, I would emphasize the market competi-
tion aspect. I think the Europeans did not have the practice that
we have had of free market competition. They early on developed
technically capable aircraft. They were the first to introduce com-
mercial jet transports, the four-engine variety, the two-engine vari-
ety, and the supersonic variety, but they were accustomed in a
fragmented sense to building an aircraft principally to meet the re-
quirements of their national airline and they didn’t have an incli-
nation, a sensitivity, to the competitive factors in the marketplace.

The success of our companies has hinged very largely on their
ability and their record of building a family of aircraft. The Airbus
is the 10th commercial jet transport produced for sale in Europe; it
is the only one for which there have been more than 280 orders; it
is the only one that has sold very extensively at all. We have tried
come of them here in the United States but they have not evolved
to meet market requirements of the national airline, they have not
had the flexibility or the competitivensss to satisfy the broad spec-
trum of market requirements.

Airbus was a concerted—I like to say almiost political—effort to
- put together a competitive program, and they brought in some
American marketing leadership. They now know the importance of
establishing a customer base. They didn’t have that experience
before; they didn’t have worldwide sales. They do now. I think that
is why Airbus is different.
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Mr. BingHaM. Thank you very much. I will come back with fur-
ther questions.

In the meantime, I recognize Mr. Lagomarsino.

Mr. LacoMarsiNo. Thank you, Mr. Chairman. I want to say, gen-
tlemen, I very much appreciate the testimony by all of you.

Several of you did refer to the rule of the Government in a nega-
tive way. I would agree with that; I think that has been one of the
major problems.

I am pleased by the positive tone that I hear from all three of
the Government witnesses as well as from Mr. Harr, in what you
have had to say. That does not mean that we can solve all the
problems just by having a better relationship, but it certainly
means a way by which we can start to do that. We can talk about
the problems in a friendly, cooperative way, looking at it in view of
what our own real national interests are, not only economically,
which is the primary concern of this subcommittee, but also from a
national security view as well.

EXPANDING MILITARY SALES

Mr. Harr, you did not say much about military sales. I under-
stand why, because again, that is not the purpose of this hearing,
but could you tell me how increasing military orders, as I am quite
sure will happen here very soon, will affect what you have been
saying here this zfternoon, how that will affect the overall health
of the industry?

Mr. Harr. You are referring to the proposition to increase our
own domestic weapons systems?

Mr. Lacomarsino. Correct.

Mr. HArr. We are confident that if that is programed as we
think it should be, and as it is intended to be, it will not impinge
on the capacity of the commercial transport industry to take full
advantage of what market opportunities it has. I will admit the sit-
uatioln is delicate and it will have to be programed extremely cau-
tiously.

As you know, some of your colleagues are conducting hearings
now cn the capacity of the United States to expand its defense in-
dustrial base, surge, or whatever, and focusing on some of the po-
tential bottlenecks in such expansion, but as of the moment we do
not think that is any problem in terms of impinging on dcmestic
commercial capability. The main production lines are set up and
designed pretty much for the immediate future. I will not pretend
that I am an expert, but I don’t hear that from my members.

Mr. Lacomarsino. You think we can do it?

Mr. HARR. I think we can do it.

Mr. LacomagrsiNo. Is competition among U.S. aircraft manufac-
turers counterproductive in seeking overscas sales?

Mr. Hagrr. I don’t think so. Going back to Dr. Piper’s point,
which I wish 1 had made, I think one of the basic answers to
America’s superiority when it was more clear was the fierce domes-
tic competition between the two or three principal producers of
each kind of aircraft, whether it was commercial or military. When
that competition became as finely honed as it did, and as fierc> as
it did, the product that came out of the other end was a pretty



71

competitive bird, whether it was a commercial! transport or mili-
tary airplane. I think the competition is a saving grace of our kind
of system. They worked Saturdays and Sundays, whereas if they
worked for the Government in building an airplane they might
have gone home Saturdays and Sundays.

Mr. LacoM:irsino. It might come out looking like a camel, too.

TRYING TO REACH AN INTERNATIONAL CODE OF CONDUCT

Mr. Korp, looking at the Foreign Corrupt Practices Act, have we
negotiated at all with our allies overseas to try to come to some
sort of code of conduct that would apply universally?

Mr. Korp. We have negntiated. We have not succeeded in reach-
ing an agreement that is really satisfactory. I expect negotiations
will continue, but I am by no means optimistic that we can reach a
satisfactory agreement on the sort of rules internationally that we
apply to ourselves. I just don’t think other countries will go that
far.

Mr. LAcoMAESINO. Without mezaning to put words in your mouth,
do our friendly allies say something like, “If you want to shoot
yourself in the foot, go ahead; be our guest’?

Mr. Korpr. No, actually they don’t have to. They might have been
pushed to that point. The less developed countries, who have a very
strong interest in this subject, have generally been very uncomfort-
able with the U.S. opposition, and our inability to push our ideas
across on the less developed countries created a situation in which
we dori’t have to have a confrontation with our friendly allies, if
you follow my meaning. I don't think the prospects for successful
negotiation are very great, although we will keep trying.

Mr. LagomarsiNo. | think it is important to keep trying, because
ooviously some of the things some of our companies were accused
of are things I think we all agree should not be permitted or toler-
ated or sanctioned. On the othier hand, in trying to do away with
those kinds of practices it is obvious, to me anyway, that we have
gone too far or at least the perception is that we have gone too far.

As one of you was saying earlier, conservative lawyers, and I
don’t know any other kind, when they are advising their clients,
always say, ‘“when i doubt, dor’t.” A lot of people, unless they are
certainly very financially able, are just not going to take the
chance. at least until they see how somebody else fares doing the
same thing.

Mr. Korr. We will go as far as we can internationally to get
agreement on curbing illicit payments and bribery, but I do not
know that we can reach the kind of agreemeni that really has
teeth, that is powerful.

Mr. LAaGgoMARsINO. Just one more guestion, Mr. Chairman, if
might.

DECLINE OF SALES IN MIDDLE EAST

Is there any specific reason why our sales fell so dramatically in
the Middle East last year?

Mr. Hagrr. That is quite a little history, Mr. Lagomarsino; that is
a case where we did hurt ourselves quite demonstrably, quite quan-
tifiably, in terms of sales by not granting export licenses to a
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number of applicants, which had ripple effects far beyond their
orders. Whether we did it maliciously or with outraged right-
eousness, it does not matter; there was resentrment. Some of it had
connections with the political overtones in the Middle East that in-
duced other people not to apply for licenses. The term of art is that
America is an ‘“unreliable supplier.” That is death when that gets
to an airline because an airline competes with its competitor by
having the best equipment in place the soonest. When a good buyer
is coming down the line and gets in line for delivery positions, and
if those delivery positions are shaken up, the temptation to go else-
where is enormous in order to stay alive. So it has ripple effects.

Mr. LacomARrsiNO. Would anybody else care to comment?

Mr. Kopp. I could not refer to a specific problem. There are lots
of problems that came together last year, including the quality of
the competition, which has improved a good deal, the financing
problem and the perception of the United States as an unreliable
suppler. There may have been, on the part of some buyers, political
disinclination to buy American products, highly visible, big-ticket
products. All of these things came together at once. It is a trend
that is not irreversible, but it was a blow.

Mr. LacoMARsiNo. Dr. Piper.

Mr. Piper. I think I might note that one airline had expressed
preference for U.S. aircraft and its government reversed the deci-
sion. It is very difficult to imply or say this was the factor.

I think what is more pertinent for our examination now is that a
combination of factors, as Mr. Kopp pointed out, was at play and it
is important now to look immediately at the consequences. France
has a role, an ownership role, in some of the airlines in the region.
There are a number of factors at play. It will be difficult to get
back into that market, but U.S. companies remain hopeful.

Mr. LacoMaRrsiNo. Mr. O'Day.

Mr. O’'Day. Just a comment, if I may, on one of the points you
1aised, and that is the Foreign Corrupt Practices Act. That was an-
other factor. We have with the Justice Department a task force un-
derway that will send a report to the President in another month,
focusing on the vagaries of the act.

As you said, the advice that goes to corporations is not to move
because there is uncertainty with regard to the legal standards
they have to come up to. That is a serious problc.n, not only with
regard to large companies, it is also a much more serious problem
with regard to smaller companies that don’t have the sophisticated
legal talent to take them through the complicated route to a sale.
At least in that area we hope to have some progress quite quickly
and perhaps we can see our way through to at least removing the
uncertainties without changing our standards with regard to over-
all conduct.

Mr. LacoMARsiNo. Thank you.

Thank you, Mr. Chairman.

Mr. BiINGHAM. Mrs. Fenwick.

PROSPECTS OF COMSULTING FEES
Mrs. FENwick. Thank you, Mr. Chairman.
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It is often said that one man’s bribe is another man’s consultant
fee. I saw a report in the paper at the time some of our problems
were revealed in the press. The chancellor of the Exchequer was
asked what was done in England about this. Those who work in
some countries where these fees are common know that they can
indeed be a problem. His answer was, “We have no such problem.”
He explained that a consultant fee, once reported, is entirely legal.
The only question comes with the size, as compared to the contract.
I don’t know why we don’t approach things in that simpler
manner.

I don’t see what we can expect when someone goes into a country
where he doesn’t know anybody ard hopes to do business. He
might find someone in charge of handling that kind of business. If
that is the custom of the country, why do we not declare any pay-
ment to our Treasury Department or Internal Revenue Service as a
consultant’s fee? Would that be damaging, difficult?

Mr. Harr. There is a whole range of scenarios, Mrs. Fenwick.
There is uncertainty within the range. The range varies primarily
with the customs of the host country or the purchasing country.

Mrs. FENwicK. Could they not all be termed “consultant’s fees”?
I don’t understand why we get so uptight about these things when
other people seem to be able to handle them in a legal, open,
proper way.

Mr. HARR. Against my better judgment, Mrs. Fenwick, may I
turn to Mr. Prill here?

Mrs. FENwicK. I see him laughing, so I am sure it is something
we would all like to hear.

STATEMENT OF GEORGE PRILL, ASSISTANT FOR COMMERCIAL

AIRCRAFT MATTERS, AEROSPACE INDUSTRIES ASSOCIATION,
INC.

Mr. PriLL. | am not at all clear on that, but the problem with the
consultant-fee approach you mentioned is that most companies do
use consultants in the United States; that is standard practice. The
Foreign Corrupt Practices Act refers to knowing or having reason
to know. If you are running a marketing organization and have
consultants in the field, most people feel, or their legal people do,
that the marketing director has a reason to know what that
consultant is doing. Therefore, there is a very, very real concern
that we can even use consultants.

Mrs. FENwick. Why don’t we clean it up in the law and simply
say that consultants’ fees are lega! when they are properly report-
ed according to law?

Mr. PriLL. Does the record show applause?

Mr. Korp. I understand that an amendment along those lines is
under consideration by some Mem2ers of the Senate and that such
an amendment might be submitted in the near future.

Mrs. FENwick. I have been thinking abcut it for a long time,
ever since I read that in the paper. We shouid have a lawful and
proper system for dealing with a common and widespread situa-
tion, and require our companies to live up to that law.
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AIRCRAFT FINANCING

Now, the second thing I wanted to ask you abcut is this: |
thought that we 1 ad a trade agreement with our allies as to the
interest that would be charged for loans, and the terms of the loans
and everything else, including subsiriies, for example, that are paid
to the companies. There is an agreement on all that, is there not?

Mr. Piper. There is an undersianding, yes, Mrs. Fenwick. The
difficulty with it is that it does not provide very effective discipline.
The participants in the OECD have arrangements on export credits
which cover most products except civil aircraft. Civil aircraft are
governed by an understanding which dates to 1975. Generally, it
provides that official export credit institutions, in our case the
Export-Import Bank, shall not grant export credits in excess of 90
percent of the transaction in question for a term more than 10
years, at an interest rate that is a little vague in that understand-
ing, but it is generally taken to be not more favorable than a 7.5
or 8.0-percent interest rate than prevailing.

The Treasury of the United States has not been able to raise
money, nor have the private institutions, at 7.5 or 8 percent for
some years.

Mrs. FENwicK. Have the foreign companies been able to raise
money?

Mr. Pirer. As Mr. Kopp pointed out in his statement, the Euro-
peans offer export credit financing on the order of 7.95 percent.
The actual practice today for aircraft financing is on the order of
9% percent when in dollars. In Europe, when you ask what the
Airbus competition is doing, it is a little bit more difficult, because
that comes in either an all-dollar package on the order of 9% per-
cent or a package of 40 percent D-marks/40 percent French francs/
20 percent in U.S. dollars. The British share of the financing is not
in pounds sterling, but in dollars.

Mrs. FeEnwick. I see they still use American engines in the
Airbus?

Mr. PireR. Yes, engines, avionics, a number of other components.

EXPORT LICENSING

Mrs. FENwICK. | have some questions as to which countries will
be sold equipment that could be used militarily. This is a problem,
it seems to me, that we should face as a very high policy matter.
We know that in the case of one country, C-130’s were used in a
military way very detrimental to their neighbor. There is a section
in the law requiring that Congress be notified when equipment

“worth $7 million, which is military in nature or could be used for
military purposes. is to be sold to any of the countries labeled as
“terroristic’’ by the State Department. Now, what is your opinion
of that? What should we do about jets sold to countries which are
unfriendly?

I want to be specific. We know that the ambassador has told us
of some events, and further, according to the report in February
1980, when we were seeking bases for facilities in the Persian Gulf
region, the President of Iraq said that no foreign troops, armed
forces, or facilities should be present in any Arab country in any
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form or on any pretext or excuse. In other words, foreign presence
should be rejected by Arab States.

However, just recently, on March 13, last week, in Baghdad, the
Defense Minister of Iraq said, “In a hot spot like the Middle East it
is probably unacceptable that there should not be good coordina-
tion with our friend, the Soviet Union.” Are we now planning to
send large, commodious jet planes to be coordinated with the Soviet
Union? I can understand how it must be for you, trying to sell to a
variety of countries ordinary civilian aircraft, but what do we do
with the problem of terrorism in the world?

We know perfectly well that terrorists are trained and sent
around the world. We know that people are assassinated. Iraqis
were arrested in Vienna once with a whole suitcase full of explo-
sives. The same thing happened in West Berlin, but it was luckily
discovered in time. Now, this is clearly a country with big and
rather aggressive ideas. 1 wonder if it is wise for us to sell them
equipment? I know you will say, “Somebody else will if we don’t.”

SALES TO IRAQ

Mr. Korp. Let me try to answer that very difficult question, Mrs.
Fenwick.

The administration has before it a number of requests for export
licenses for aircraft to Iraq from a number of American companies.
These applications have been before us, some of them for well over
a year, others for 9 or 10 months, something like that, without de-
cision. During this period we have been in constant contact with
Iraq. That Government is not uncommunicatively hostile.

Mrs. FENwick. They have not recognized us yet.

Mr. Kopp. We have an interest section in Baghdad. As | say, our
relationship is not one of complete hostility. The political situation
in Iraq is not set; it is moving, changing all the time. Iraq is en-
gaged in a war with Iran, the outcome of which is unknown. The
planes in question are civilian; they are not warplanes; they are for
civilian use. The Iraqis have now a fleet that consists entirely of
Boeing aircraft. When the war broke out with Iran, they moved
that fleet out of Iraq and stationed it, I think, in Amman, or per-
haps in Beiruit; I believe in Amman.

Mr. HARR. Amman.

Mr. Kopp. So there is no question that during the current hostil-
ities these planes are not being used by the Iraqi Air Force in any
way.

Mrs. FENwick. What were those planes?

Mr. Korp. They are all Boeings.

Mr. HARR. 737’s and 727’s; those are passenger airplanes.

Mr. Korp. The entire Iraqi civil fleet was moved out of the coun-
try. There is a high price to be paid in terms of our international
competitiveness in using exports as a political symbol, strength of
exports as a political symbol. It may be from time to time that a
price should be paid; but that price is rising rapidly as our competi-
tion develops in Europe.

First of all, there is the likelihood that supplies we don’t provide
are acquired from other sources, as you mentioned. More than
that, there is a long-term loss. So that the price is going up as the
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competition strengthens. That really does need to be taken into ac-
count.

There is also the question of who should pay the price. Why
should it be Boeing, Lockheed, and McDonnell-Douglas and not
somebody else? This problem of equity is not a soluble problem. I
raise it. I do not mean to suggest that there is some magic trick by
which this problem is solved.

We are examining currently the question of these licenses for
Iraq. The administration, to my knowledge, has not made a deci-
sion. If a decision is made to go ahead and approve these licenses,
we will, of course, notify the Congress beforehand of our intent to
do so.

ALLIED ACCORD

Mrs. FENwick. I wonder if it would be possible to engage some
major allies—France, Great Britain, West Germany, and Italy—in
some kind of agreement on this, in some kind of an agreement that
these internationally organized terrorist groups and those coun-
tries that give them harbor and encourage them and train them
and pay them will not be accepted as customers? We are running
into this all the time.

The United States in an order signed by President Carter for-
bade the export of drugs that are banned in the United States. But
according to testimony we heard the other day, this is unheard of
in any other country. In fact, drugs that are banned for the inhabi-
tants of some European countries are expressly allowed to be ex-
ported. They are relieved from the ban. So we are constantly put-
ting our country in a unique and difficult position. Perhaps the
time has come when w+ ought to ask our allies to join in sanctions
against practices we know are dangerous to the people of this
world, and certainly internationally organized terrorism is one of
them. I wonder if we have given any thought to that? I think we
ought to apply this also in the drug area.

Mr. HAarRr. May I make one point in this connection which deals
with only a slice of the problem but it is a large slice? It is a cur-
rently relevant one.

When you are talking about—and I admit that our impetus, our
bias, of course, is to make the sale—but we are no less concerned
with and horrified by certain of the most notable individuals in the
Middle East who have make a career out of supporting terrorism.

Two things: One, of course, there is the availability elsewhere
unless you have a monopoly-——

Mrs. FENwick. Or an agreement.

Mr. Harr [continuing]. Or an agreement; it doesn’s do that much
harm to anybody but us.

Second, the fact that at the same time, for compelling domestic
reasons, we wish to freely go ahead and import our oil from that

same country because we want to drive our cars makes us a little
" less wedded to principle and it hurts.

Mrs. FENwICK. It is an effort to deplete their natural resources
which is practically our duty, you might say.

Mr. Harr. I think that fellow who gets on a jet airplane and goes
through a terrorist act knows that he is merely giong on an air-
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plane to Rome or getting on a Swiss Air flight. There is no rela-
tionship between the act of terrorism and the delivery of airplanes.
There may be a relationship between punishing a country and
withholding of anything as long as there is no other availability.

When you get to the point that you are saying we will not sell,
we know it has nothing to do with the act, but we will continue to
do business as usual in other areas, then we feel a little bit singled
out.

Mrs. FENwick. It would not only refer to equipment specifically
for military purposes. It would apply to all things that could be
used for military purposes, certain large trucks, which could carry
tanks and so on. You would not be singled out.

Mr. BINGHAM. On the subject of the provisions of law prohibiting
improper payment, first of all, it should be stated that this subcom-
mittee does not have jurisdiction in that area.

Second, I think it should be stated that, as I understand the law,
they do apply only to payments made to representatives of govern-
ments. Of course, the real abuses that Congress reacted to in pass-
ing that legislation involved very large sums of money, millions
and millions of dollars. Granted, I think we, who listen to business-
men in various parts of the world, would agree that there is need
for clarification. I doubt that the soluticn is as simple as suggesting
that they should be allowed to pay consultants’ fees.

Mr. Kopp, you have indicated that political considerations, in-
cluding foreign policy controls, are the second most important
factor in our decline in sales in the Middle East. How do we know
that? Do we have statements from governments that would indi-
cate that?

Mr. Kopp. I do not mean to rank order the problems, the causes,
of our problems in the Middle Zast. I do not want to mislead you. I
don’t want to try to rank order these difficulties. The foreign policy
controls are indeed a serious problem. We have that from govern-
ment officials in the Middle East, from airline officials as well as
from officers of U.S. corporations. Qur primary information comes
from high governiment officials of Middle Eastern countries that
are in the market for aircraft.

APPLICABILITY OF CERTAIN EXPORT ADMINISTRATION ACT CRITERIA

Mr. BINGHAM. Mr. Harr charges in his statement at the bottom
of page 4 that criteria in the Export Administration Act for the
withholding of export licenses have not been fulfilled, I presume re-
ferring to foreign policy controls?

Mr. HARR. Yes, sir.

Mr. BingHam. What is your reaction, Mr. Kopp, to Mr. Harr’s
charge in that regard?

Mr. Korpr. I would like Mr. Harr to elaborate before I respond.

Mr. Harr. I can’t do it completely off the top of my head. There
are six criteria. With respect to one particular transaction it seems
* to us that it would be very hard to claim any of the criteria apply,
much less six of them, in terms of having the effect of producing
the result that was intended.

Mr. BingHaM. Could you be specific, Mr. Harr, to which transac-
tions you refer?

12-426 O - 83 - 6
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Mr. Hagrrg. I will try to answer your question. “‘One, the probabil-
ity that such controls will achieve the intended foreign policy pur-
pose in light of other factors, including availability from other
countries of the goods or technology proposed for such control.”
That would presumably mean that if the reason for the controls
were terrorism, it would have to have some effect on reduction in
terrorism. It is pretty hard to claim, talking about Libya.

Second, the criteria states, “The compatibility of prcposed con-
trols with the foreign policy objectives of the United States, includ-
ing the effort to counter international terrorism and with overall
U.S. policy toward the country which is the proposed target of the
control” must be determined. I am submitting that it is hard to see
from my point of view how it is either going to affect terrorism in
view of the fact that we have a purchase arrangement with them
for their oil, among other things. It is inconsistent with the overall
policy with the in country.

If you can dc¢ something like we can do with Cuba, and have good
reason to, meaning cut off their water both in and out, that is one
thing. If you selectively use some nonmilitary, non-national-secu-
rity item as a slap on the wrist, it seems to me it is liable to
become an indulgence.

Mr. BINGHAM. Before Mr. Kopp comments, might I just point out
and remind you that these are not criteria, strictly speaking, that
the State Department must find before foreign policy controls are
proposed, but they are matters that should be taken into account
in making that decision.

At the time we were drafting the provisions of the Export Ad-
ministration Act we fully recognized there were cases where these
considerations might not be found to exist. I remember one case
that 1 think I have mentioned on several occasions, whether we
should export thumbscrews to anybody. We recognized that prob-
ably none of the criteria would apply very well, but we probably
ought not to be exporting thumbscrews. Would you care to com-
ment further?

Mr. Hagrr. I always defer to the mother of parliaments on all
sovereign matters. I am glad to see that in our statement we did
not charge the State Department with having failed to pass on
these criteria.

Mr. Kopp. The control in question on export of aircraft to Iraq,
Libya, Syria, and the People’s Democratic Republic of Yemen is
imposed under section 6(i) of the Export Administration Act, the
Fenwick amendment.

The question might arise whether these aircraft are, in fact,
goods that the export of which would contribute significantly to the
military potential of these countries. The reason that civil aircraft
come under this control was, as you pointed out, the use by Libya
of 727’s for military purposes in the fall of 1979 when these planes
were used to ferry Libyan troops to Uganda in support of Idi Amin.
It was that incident which led to the control on aircraft which are
civilian in design, civilian in purpose, and civilian in use.

It is indeed possible to put men in uniform inside a 727 or any
passenger aircraft. One could argue that civil aircraft, in fact, do
not contribute to the military potential of these countries or their
potential to engage in international terrorism, and that is a matter
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upon which the judgment of the administration has to be brought
to bear. It was brought to bear when the control was devised, with
the cooperation of the Congress. It is something that we think
properly needs to be taken into account in deciding, given the con-
trol, whether applications for export licenses should be approved or
not.

EXIMBANK'S ASSISTANCE

Mr. BiINGHAM. Let me make one quick comment, and then see if
there are further questions.

It does seem to me that a good part of the testimony that we
have heard today points to the problem of assistance in financing
and, very specifically, the Eximbank. This is in part a budgetary
problem. The administration has indicated a strong desire to cut
back substantially on Eximbank financing. It is possible—as was
referred to before—that the problem could be approached by arriv-
ing at some sort of negotiated agreement that would control the
kinds of financing that are considered permissible. Absent that, I
wonder what the administration’s position is going to be on making
full use of the tool that we do have, namely, the Eximbank, in com-
peting with the assistance provided by other governments to their
exporting companies?

Mr. Korp. I think this falls a little outside my line of work as an
administration witness. We are testifying before Representative
Neal’s committee today.

Mr. BinGHAM. It is more a comment, and perhaps a rhetorical
question. I am commenting on the way the testimony strikes me.
Eximbank financing is not within the jurisdiction of this commit-
tee. It is, however, something of enormous importance in the field
that we have been discussing.

I recognize Mr. Lagomarsino, if he has further questions.

SUPERSONIC AIRCRAFT

Mr. LacomarsiNo. I am curious about the Concorde. What is the
status and future outlook for the Concorde?

Mr. HARR. It has never paid its way; it will be a museum piece
when these birds are worn out because they are not building any
more in this generation. I think, however, it has proved the point
of the true value of the incremental time saving that the superson-
ic aircraft can provide.

Our airplane, the one that was going to compete with them, was
to come in 2 years later, with a third again as much range, twice
as much passenger payload capacity and half again as much speed,
all of which had an enormous impact on the direct seat-cost per
mile and would have been much more economical had it come into
existence up until the point that the fuel prices went out of sight.
This fuel increase was an unknown fact at that time and would
have made a substantial difference. It is one of the principal bar-
" riers to there being any great enthusiasm on the part of the manu-
facturers to go ahead with a second generation or advanced super-
sonic.

However, there is still an effort going cn; there is money being
spent; there is Government money and there is industry money of
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a couple of companies, and there is real talk of the Europeans
coming up with a second generation supersonic jet of their own.
Right now, I think everyone basically feels a couple of break-
throughs have to be made, technologically, if fuel prices stay hign,
before we see another American SS7.

JAPANESE AIRCRAFT

Mr. LacomarsiNO. What experience do the Japanese have in
commercial aircraft deveiopment?

Mr. Pirer. The Japanese did have a government-formed company
to put together YS-11, which is a turboprop aircraft. [t was not a
commercial success and it was withdrawn from production in 1973.
Since then. Japan has studied carefully how they might enter the
civil aircraft market. A division in the Ministry of International
Trade and Coramerce—the aircraft and ordnance division—has
worked with r1najor Japanese companies to form a commerical
transport deveiopment corporation which was set up to contract
with Boeing for a sizable share, some 15 percent, of the fuselage of
Boeing’s new-generatior: 767 wide-bodied commercial jet transport
aircraft.

They have hundreds of engineers in Seattle, learning what
Boeing needs to have Japan’s components fit into the Boeing air-
craft. They are learning from one of the best companies in the
world the production/assembly of aircraft. They have a number of
joint programs. They have one with Messerschmit-Bolkow-Blohm of
Germany for helicopters; they have a program with Rolls Royce, a
50/50 sharing in the development of a new commercial jet engine.
’lI‘hey have a number of partnership deals from which they learr. 2
ot.

They also have licensed production from the United States. They
have been making F-4’s; they are now making F-15's under li-
censed production. They are making P3-C Lockheed antisubmarine
warfare aircraft under licensad production. These are not civil air-
craft but they are learning the production techniques and gaining
the experience in developing an industry.

Mr. LAGOMARSINO [presiding]. What are they doing with military
aircraft?

Mr. PipiR. Those are for the Japanese air defense forces.

Mr. LAcoMARsINO. For their own use?

Mr. PipER. Yes.

Mr. Lacomarsino. They are not selling them?

Mr. Piper. No. Japan’s constitution and law prohibit their sale of
military goods or arms.

Mr. LacoMaRrsiNo. Thank you.

Mrs. Fenwick, do you have any questions?

Mrs. FENwick. What are they doing with the Rolls Royce engine?

Mr. Piper. That is a cornmercial engine. They are doing what is
referred to as the cold section, and Rolls Royce is doing the hot sec-
tion of the engine. It is 50/50 sharing of what is designated as the
RJ-500. It is a paper engine at this point; it is not quite certain
what the thrust class will be.

Japan is hopeful of escalating the development so that it will be
available even next year for orders to be taken for the Boeing 737-
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300, should Boeing choose to launch such aircraft. They see it for
1! » next generation for 120- to 150-seat commercial jet aircraft.

IMr. LaAcomarsino. Thank you.

The meeting is adjourned.

[Whereupon, at 5:05 p.m., the subcommittee adjourned, to recon-
vene at the call of the Chair.]
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HoUSE OF REPRESENTATIVES,
CoMMITTEE ON FOREIGN AFFAIRS,
SUBCOMMITTZE ON INTERNATIONAL
EcoNnoMic Poricy AND TRADE,
Washington, D.C.

The subcommittee met at 2 p.m. in room 2172, Rayburn House
Office Building, Hon. Jonathan B. Bingham (chairman of the sub-
committee) presiding.

Mr. BiINGHAM. The Subcommittee on International Economic
Policy and Trade will be 1n order.

We meet today to review the competitive position of the U.S. ma-
chine tool industry in international trade, and possible implications
for U.S. internationai economic policy.

This is the second hearing in a series begun earlier in this Con-
gress. At the first hearing we reviewed the position of the aircraft
industry. At future hearings we hope to look at the electronics in-
dustry, the construction industry, and possibly other industry sec-
tors. At the final hearing in this series, we will invite representa-
tives of the administration to provide an update on 1J.S. efforts to
reduce export disincentives and formally promote U.S. exports, and
on current international negotiations affecting our export competi-
tiveness.

The machine tool industry is the foundation of our industrial and
defense complex, and we are pleased to hear from three representa-
tives of the National Machine Tool Builders Association: Mr. Jesse
Maffuid, international trade director; Mr. Richard Kuba, irterna-
tional marketing director; and Mr. Stan Seibert, international com-
merce director.

Welcome, gentlemen. Wonld you like to begin, Mr. Maffuid?

STATEMENT OF JUSSE MAFFUID, INTERNATIONAL TRADE
DIRECTOR, NATIONAL MACHINE TOOL BUILDERS ASSOCIATION

Mr. Marruip. Good afternoon. My name is Jesse Maffuid. I am
the international trade director of the National Machine Tool
Builders Association '[NMTBA], a national trade association com-

“prised of about 400 member companies whick account for approxi-
mately 90 percent of machine tool production in the United States.
Accompanying me today are the other members of NMTBA'’s inter-
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national trade staff, Mr. Richard Kuba and Mr. Stan Seibert, direc-
tors of international marketing and international commerce, re-
spectively. Also with us today is Mr. James Mack, public affairs di-
rector at NMTBA.

It is reassuring to find this subcommittee, and particularly you,
Mr. Chairman, concerned about the competitiveness of the U.S.
machine tool industry. We sincerely appreciate your initiative in
allowing us this opportunity to present our views, and we are
pleased to be of service. v

Between my two colleagues and myself, we have conducted
export activities for member participation in 33 nations. Included
are over 40 promotional international events with the Department
of Commerce. It is not unusual for us to be overseas 50 percent of
our time in a given year.

DECLINE OF U.S. MACHINE TOOL INDUSTRY COMPETITIVENESS

I'd like to begin n.,y comments by stressing our belief that Ameri-
can industry, including the machine tool industry, collectively has
the capability and the expertise to outproduce any competitor in
the world marketplace. Hr "vever, as we meet here today, America’s
competitive position, including that of our own industry, is falter-
ing worldwide. One of the unmistakable reasons for this decline is
the unprecedented influx of machine tool imports into this country
during recent years. This situation is all the more alarming when
you consider that the American machine too! industry comprises
such a basic and strategic segment of the U.S. defense industrial
base.

Mr. Chairman, this disturbing import trend has been thoroughly
documented in our written submission to the subcommittee. How-
ever, the following statistics reflecting the import situation in 1981
are representative of this trend, and bear repeating this afternoon.

In 1981, imports accounted for 36 percent of U.S. machine tool
consumption. Of the most technically advanced and defense-sensi-
tive equipment, such as numerically controlled lathes and machin-
ing centers, imports comprised more than 50 percent of all U.S.
sales. During this period orders for U.S. machine tools fell 37 per-
cent, while imports increased by 14 percent.

It is our view that, because the United States is the .argest open
machine tool market in the world, our foreign competitors have
pulled out the stops and are aiming their export marketing efforts
directly at America. The alarming data outlined in our written
statement reflects a systeinatic and determined undertaking by our
foreign competitors to perietrate and capture the U.S. market.
Even more distressing is the changing character of this foreign
market share; it is increasingly comprised of more technologically
advanced equipment.

Machine tools provide the basis for production of all military
“hardware, yet the United States is becoming increasingly depend-
ent on foreign sources for equipment and machinery essential to a
viable defense-production industry. During periods of mobilization
in a national emergency, this foreign source dependence could seri-
ously undermine our national security. America’s invcivement in a
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war could render our foreign machine tools virtually useless for
lack of replacement parts.

In addition to the invasion of our domestic machine tool market,
America’s share of the export market has seriously eroded in
recent years. In this regard, I would like to briefly discuss the ad-
ministration of foreign policy export controls via the Export Ad-
ministration Act.

EFFECT OF FOREIGN POLICY CONTROLS

NMTBA believes that the significant reforms brought about
during the 1979 reauthorization of the Export Administration Act
have contributed greatly to a more efficient and realistic export
control policy.

Although as a general proposition our association and industry
questions the effectiveness of using trade as a weapon, we recognize
that there are perhaps occasions in which it may be appropriate to
make international statements of pclicy to some degree curtailing
or restricting U.S. exports. However, we believe that such foreign
policy controls should be clearly labeled as such, as indeed they are
required to be under the 1979 revisions to the Export Administra-
tion Act, with Congress having an opportunity to be consulted
prior to the implementation of such restrictions.

Consider the effect of such controls on the South African ma-
chine tool market. Controls on exports to South Africa originated
in 1963 with the arms embargo imposed through the United Na-
tions. The restrictions were broadened in 1978 by the U.S. Govern-
ment to include equipment destined for military or police use. The
obvious effect of these controls was, and still is, to make it more
attractive for South Africa to purchase machine tools from other
nations for fear of an eventual U.S. boycott and loss of repair parts
availability. Numerical control is relatively new to South Africa
and their metalworking companies realize the necessity for unin-
terrupted access to the builder. Consequently, they chose to rely
more heavily on Asian and European sources of supply. In 1977
they consumed $70 million in machine tools. This grew rapidly to
$290 million in 1981. Qur share of the market plummeted to 4 per-
cent during this period and we lost a good customer to our allied
competitors.

As a result, the recent temporary relaxation of controls on our
exports to South Africa, supported by the administration and op-
posed by this committee, have done little to increase our export
vo'.me to that country because our South African trading partners
correctly perceive such attempts as being widely subject to fluctu-
ation and/or reversal. These actions fail to provide sufficient long-
range assurances of U.S. trading stability. Such assurances are nec-
essary before our level of exports to South Africa increase to any
appreciable degree.

Our purpose today is not to suggest that foreign policy controls
are in any way inappropriate generally or specifically with regard
to South Africa. We only wish to point out there is a price to be
exacted for foreign policy controls, particularly when similar con-
trols are not imposed by our competitors. Sometimes that price is
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very high in terms of American jobs and profit that are forgone as
a result.

A case in point is the People’s Republic of China. Our industry
has held 5 IOGA [Industry-Organized, Government-Approved] trade
missions to China, starting in 1975. The Chinese have responded by
sending buying delegations to the United States to visit our mem-
bers. In addition, we are conducting an All-American Machine Tool
Show in Beijing next spring. All of these efforts are at considerable
financial risk, because the Chinese still perceive our industry to be
an unreliable trading partner. They purchased only 50 percent of
the intended amount during each visit to America because they felt
our members could not get the necessary licenses for export. The
Chinese want to buy from America. I have made 11 trips to China
to help them do it and I can tell you, Mr. Chairman, it's frustrating
to see hardworking and capable businessmen do the spade work
only to have the just rewards reaped by allied competitors who will
not play by commonly agreed rules.

Thank you.

Mr. BinGHaM. Thank you very much, Mr. Maffuid.

STATEMENT OF RICHARD KUBA, INTERNATIONAL MARKETING
DIRECTOR, NATIONAL MACHINE TOOL BUILDERS’ ASSOCIATION

INCONSISTENCY OF COCOM COMPLIANCE

Mr. Kusa. Good afternoon, Mr. Chairman. My name is Rick
Kuba, international marketire director at the National Machine
Tool Builders’ Association. My current responsibilities at NMTBA
and my previous experience as a member of the Numerical Control
Technical Advisory Committee has enabled me to become quite fa-
miliar with the practical effects of the Coordinating Committee on
Multilateral Export Controls [COCOM] regulations on the competi-
tive standing of our industry in the international marketplace.

COCOM was established to insure a degree of uniformity among
the major Western trading nations’ policies concerning the transfer
of militarily critical technology, an objective wholeheartedly en-
dorsed by our membership. Unfortunately, many of our NATO
allies have adopted a much more flexible interpretation of these
rules than we have. During its consideration of the Export Admin-
istration Act amendments of 1979, we provided the subcommittee
with documented examples of cases in which U.S. machine tool
builders have been denied export licenses for sales of certain con-
trolled technology to Communist countries, only to later discover
that a foreign competitor, and member of COCOM, had made the
very same sale. Going one step further, a Japanese builder made
what would be a prohibited sale for a U.S. m-.qufacturer and even
granted a company in the restricted country a license to manufac-
ture the equipment in question.

The People’s Republic of China provides another example of
COCOM inconsistency. Chinese manufacturers; potential end-users
- of American machine tools, have visited our members’ plants, only
to find that export licenses could not be issued for the equipment
they wished to purchase. Consequently, our Chinese visitors placed
their order elsewhere, with other COCOM members.
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Mr. Chairman, restricting the sale of technology which is clearly
basic by today's standards and having no military application is
not in the best interest of our Nation or our industry. We do, how-
ever, strongly urge our Government to vigorously address the issue
of other COCOM nations’ lack of uniform compliance with legiti-
mate and meaningful COCOM regulations.

NATIONAL SECURITY CONTROLS

In contrast to foreign policy controls, we believe that national se-
curity controls are only appropriate when they, in fact, serve their
intended purpose of keeping certain commodities out of the hands
of potential adversaries. A key element which must be taken into
account in the implementation of national security controls is that
of foreign availability; in other words, the realistic assessment of
what is commonly available and being sold to potential adversaries
by other trading nations, too often. Insufficient weight is accorded
a showing by American exporters that products which they have
been denied the right to export are freely available from other
sources. Even more disturbing is the fact that often these other
sources are our own Western allies.

Our experience with the Warsaw Pact nations provides a timely
illustration of this self-defeating trend. Collectively, these nations
constitute the world’s largest consumers of metalworking machine
tools. The Soviet Union alone is the world’s second largest consum-
er. From 1976 through 1980 they consumed $13.4 billion worth of
machine tools. During that period, the United States supplied
$100.6 million worth, which is approximately eight-tenths 6f 1 per-
cent, clearly illustrating that our participation in this market is
virtually nonexistent.

Many U.S. products still require a validated export license, prod-
ucts which by today’s standards are considered conventional and,
yes, even when equipped with N/C controls. As a result, the Soviet
Union has sourced elsewhere, labeled us as unreliable trading part-
ners, and capitalized on our quotations, pricing, and technical sup-
port documentation when dealing with those countries who do
supply their needs.

RECOMMENLCED CORRECTIVE ACTIONM

Corrective action is clearly called for, and we offer the following
suggestions to aid your subcommittee: Actions offering immediate
relief to our industry include more realistic interpretations of
COCOM-regulated commodities by the Department of Commerce
and other U.S. Governnment agencies. Perhaps the implementation
of a computerized management system would enable the Depart-
ment of Commerce to store and retrieve data considered pertinent
for competent decisionmaking on the part of Department of Com-
merce licensing officers.

It should be noted that cur members and our association have
supplied an overwhelming amount of documentation to the Depart-
ment of Commerce, which has substantiated ihe availability of for-
eign-sourced machinery highly competitive to our industry. Fre-
quently our members trarvslated these documents into English at
considerable personal cost.
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INSUFFICIENT FINANCING BY EXIMBANK

Let me turn now to financing. The Export-Import Bank of the
United States is simply not providing sufficient export financing
assistance. Millions of dollars in exports and thousands of jobs are
being lost to the more aggressive financing arrangements of our
foreign competitors. We suggest that Eximbank be provided with a
level of lending authority enabling it to be competitive with foreign
lending institutions.

In the 2 most recent years for which complete data is available,
1979 and 1980, Eximbank-financed exports have amounted to only
8 percent of total U.S. exports. Eximbank loans made divectly to
the machine tonl industry over the past 2 fiscal years have amount-
ed to just under $26 million. And there were no direct loans made
to U.S. machine tool builders by Eximbank during the first 5
months of fiscal year 1982. The Export-Import Bank is a highly
commendable effort by our Government to enhance export., of U.S.
products and services. Its lending authority deserves to be in-
creased, not cut back.

Other areas of assistance worth pursuing might be to provide the
President with discretionary powers to protect U.S. manufacturers
from those offshore firms who illegally copy our products and are
subject to Generalized System of Preferences [GSP'}. AID programs
should favor U.S.-produced goods and services wherever possible.

Mr. Chairman, no one in our industry wishes to be labeled as a
supplier of technologically advanced machine tools to our adversar-
ies, machine tools truly unique and not sourced elsewhere. But we
do ask to have access to those markets on an equal basis to our
competitors.

In conclusion, Mr. Chairman, the future of cur industry is at
stake, an industry which is dangerously threatened by imports and
U.S. Government policies whch deny us access to markets present-
ly served by our COCOM partners and allies.

Thank you.

Mr. BiNGHAM. Thank you, Mr. Kuba. Mr. Seibert.

STATEMENT OF STAN SEIBERT, INTERNATIONAL COMMERCE
DIRECTOR, NATIONAL MACHINE TOOL BUILDERS’ ASSOCIATION

Mr. SEBERT. Good afternoon. I'm Stan Seibert, international
commerce director at NMTBA. My territorial responsibilities
around the globe includes most of the developing nations of the
world. Mr. Maffuid has already alluded to the rising tide of ma-
chine tools imports coming 1nto this country. Of particular concern
to us is Japan’s involvement in this overall import picture.

JAPAN’S ROLE IN MACHINE TOOL MARKET

Japan’s efforts to penetrate the U.S. market have been encour-
aged and stimulated by years of wide-ranging support from the
Japanese Government. It is an effort that has paid off; in the
United States last year, $§1 out of every $7 spent on machine tools
was spent on units built in Japan. Mr. Chairman, we are not sug-
gesting that import sales in our domestic market are a new phe-
nomenon, but the value of Japan’s machine tool shipments to the
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United States have increased substantially during the past 5 years,
both in terms of actual dollar value and in terms of relative
market share, more than quadrupling since 1977.

Statistics detailing Japan’s top 10 machine tool markets for the
years 1976 and 1981, included in our written statement, also pro-
vide clear evidence that the Japanese have targeted the U.S. ma-
chine tool market. In 1976, the U.S. market accounted for 22.4 per-
cent of all machine tools exported from Japan. By 1981 almost half
of the machine tools exported irom Japan were destined for Ameri-
can buyers. This amounted to close to eight times the volume sold
to West Germany, the second largest Japanese foreign market in
1981.

While Japan’s share of the United States domestic machine tool
market more than tripled from 1976 to 1981, when expressed in
numbers of units the dollar value of Japanese exports into this
country balluoned more than tenfold to over $688 million. During
this same period, our exports to Japan have decreasec to $38 mil-
lion in 1982, or less than 1% percent of the $2.6 billion machine
tool market in Japan.

It is important to recognize the types of machines that are being
supplied to our domestic manufacturers by our Japanese competi-
tors. Numerically controlled lathes and machining centers continue
to constitute the largest proportion cf imports. However, imports of
grinding and polishing machines, gear-making machines, and
metal-forming machines have all more than doubled in the last 4
years. In sum, we are losing an increasingly larger share of our do-
mestic machine tool market to Japanese imports each year. But
perhaps even more distressing is the changing character of that
market share. It is now comprised of more technologically ad-
vanced equipment. In 1981, more than 70 percent of the Japanese
metal-cutting machine exports to the United States consisted of
equipment with sophisticated numerical controls.

I would like to direct your attention to a recent directive issued
by the European Economic Community [EEC] which cslled upon
Japan to provide tangible assurances that from 1982 onwards it
will pursue a policy of effective moderation toward the community
as a whole in those sectors where an increase in Japanese exports
to the community would cause significant problems. Among those
sectors targeted were certain machine tools, including numerically
controlled lathes and machining centers. If the European communi-
ty is successful in its attempts to restrict Japanese access to EEC
markets under color of reciprocity, the United States will become
an even more visible and vulnerable import target than it is now.
This is a development that we simply cannot abide.

We have each identified some major problems impacting on the
competitiveness of the U.S. machine tool industry. I would like to
conclude by discussing several specific proposals which we believe
may offer at least a partial solution to these problems, particularly
as they affect small bv  esses.

?ROPOSALS .C HELP SOLVE IMPORT PROBLEMS

Export Trading Company [ETC] legislation unanimously passed
the Senate more than a year ago. Your subcommittee has already



90

completed its consideration cof this important measure, which will
spur creation of large-scale American trading companies that will
provide a much-needed export vehicle for small- and medium-sized
businesses. !

On another front, the Business and Accounting and Foreign
Trade Simplification Act, which amends the Foreign Corrupt Prac-
tices Act [FCPA] of 1977, is an important step in eliminating much
of the uncertainty which presently surrounds what is and is not ac-
ceptable business procedure overseas. Troublesome and often un-
necessary problems have arisen under the FCPA due to lack of
clarity in the act and varied interpretations concerning its mean-
ing and application in different countries and cultures throughout
the world. These interpretive problems have caused lost export op-
portunities and unreasonaktle costs for U.S. businesses operating
abroad. While the magnitude of lost U.S. exports cannot be pre-
cisely determined, it is estimated that legitimate export opportuni-
ties of a significant amount have been passed up by American busi-
nesses because of uncertainty over how to interpret the present law
In addition, costly internal antibribery accounting procedures cur-
rently required by FCPA are unduly burdensome, particularly to
small- and medium-sized companies. The Senate has approved this
measure. House passage of the legislation will strengthen the
FCPA by making clearer the law’s intent and application.

In closing, let me reemphasize our belief that U.S. machine tool
buiiders have the capability and the expertise to meet coinpetitive
challenges from overseas. Today U.S. machine tool builders are
producing machines that can do many times the work of previous
generations of machines with greater speed, accuracy, and econ-
omy. With computerization, robotics, and other new automation
technology, we have the possibility for quantum leaps in the years
ahead. But to realize these gains, and to pass them on to the de-
fense base, American industry must have the opportunity to com-
pete on equal footing. We are certain you agree that the U.S. ma-
chine tool industry is too vital to the strength of the U.S. economy
and America’s national security to let current conditions continue.

Again, we appreciate this opportunity to apprise the subcommit-
tee of the problems facing our industry. We would be happy to re-
spond to vour questions. .

Mr. BingHAM. Thank you very much, Mr. Seibert.

[The Naticnal Machine Tool Builders’ Association’s prepared
statement follows:]

PREPARED STATEMENT OF NATIONAL MACHINE TooL BUILDERS ASSOCIATION

I. INTRODUCTION

Good afternoon, my name is Jesse Maffuid. I am International Trade Director of
the National Machine Tool Builders’ association (NMTBA), a national trade associ-
ation comprised of about 400 member companies. NMTBA’s membership accounts
for approximately 90 percent of United States machine tool production. Accompany-
ing me today are the other members of the NMTBA's International Trade staff: Mr.
Richard Kuba and Mr. Stan Seibert, Directors of International Marketing and Inter-

! The Subcommittee on Irternational Economic Policy and Trade passed the Export Trading
Company Act of 1982 on March 29, 19582, followed by full committee markup on April 29, 1982,
and passage by the House on July 27, 1982. The conference report was subsequently agreed to
October 1, 1982 and signed into law on October 8, 1982, P.L. 97-290.
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national Commerce respectively. Also with us today is Mr. James Mack, Public Af-
fairs Director at NMTBA.

It is reassuring to find this Subcommittee, and particularly you, Mr. Chairman,
concerned about the competitive posture of the U.S. machine tool industry. Qur
comments this afternoon will illustrate that indeed your concern is well-founded.
We sincerely appreciate your initiative in allowing us this opportunity to present
our views, and we are pleased to be of service.

Before proceeding with my comments, I would like to tell you a little more about
NMTBA and the industry it represents. NMTBA reprezsents those in the business of
manufacturing the tools of metalworking productivity: machine tools, cutting, grind-
ing and forming machines, electrical and electronic controls, universal measuring
machines, and automated production systems, to name a few. Although the total
machine tool industry employs approximately 100,000 people with a combined
annual output of around five billion dollars, most NMTBA member companies are
small businesses with payrolls of 250 or fewer employees.

While relatively small by some corporate stardards, the American machine tool
industry comprises a very basic and strategic segment of the U.S. defense-industrial
base. This is the industry that builds the machines that are the foundation of the
United States' industrial strength and military preparedness. Few, if any, goods and
services would exist in this country if it were not for machine tools. There would be
no aircraft, ships, cars or railroads. There would be no appliances or agricultural
machines. In short. life as we know it today would be impossible without modern
machine tcols.

Given the importance of export activity to the U.S. machine tool industry, we feel
it is appropriate to briefly apprise the Subcommittze of the ongoing export promo-
tion efforts undertaken by NMTBA and its member companies.

NMTBA, on behalf of the American machine tool industry, is devoting its own
resources to the development and maintenance of international markets everywhere
in the world. The Association has three staff directors who spend virtually their full
time overseas promoting United States machine tool exports with considerable as-
sistance from the Department of Commerce.

NMTBA develops seminars and workshops to train our members’ people on all
aspects of international trade. We conduct market research to analyze promising
markets for industry development. We have conducted roughly 40 Industry Orga-
nized, Government Approved (I0GA) overseas promotional activities to help gain a
foothold in these new markets, and approximately eighteen promotional events are
planned for 1982 and 1983. We sponsor foreign exhibitions so that our members will
have more opportunities to display their products overseas. In addition, we work
closely with the Commerce Department on such activities as recruiting exhibitors
for export promotion events such as catalog shows, video tapc shows and technical
seminars. We organize reverse trade missions to bring foreign buyers to our member
plants. And we bring large groups of foreign visitors to the International Machine
Tool Show in Chicago every two years. In 1980, we attracted over 7,000 foreign visi-
tors—the record for any U.S. exhibition. The Commerce Department has worked
closely with us in the development and implementation of these programs, as have
the commercial officers in our embassies and trade centers around the world.

Just two months ago, we concluded the most extensive machine tool show ever
held in Mexico. (In 1981, Mexico surpassed Canada to become the U.S. machine tool
industry’s largest export market.) The show, held in conjunction with the Commerce
Department and the U.S. Trade Center staff in Mexico City, was a resounding suc-
cess. Despite the recent 40 percent devaluation of the peso and an unseasonably
heavy rain, the show registered more than 4,000 potential end-users of American
machine tools. Nearly $3 million in equipment was purchased directly oif the show
floor, with substantial additional sales anticipated as a result of show exposure.

American industry, including the machine tool industry, collectively has the
brains, the know-how, and the ingenuity to outproduce any competitor in the world
marketplace. However, as we meet here today, America’s competitive position is fal-
tering worldwide. The reasons for this decline are varied and complex. Chief among
them are: aging manufacturing plants and equipment, inflation and interest rates
that are paralyzing the prospects for modernization and expansion, an unprece-
dented infqux of machine tool imports into this country, and certain legal and statu-
tory requirements that seriously impair the akility of U.S. businesses to successfully
develop and compete in international markets.

Mr. Chairman, we know you share our belief that a thriving American machine
tool industry is essential o America’s well-being. We are here this afternoon to ex-
amine ways in which the competitive vigor and technolog.cal superiority of the U.S.
machine tool industry may be preserved and indeed, fortified.
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1. LOSS OF U.S. MACHINE TOOL INDUSTRY'S COMPETITIVE EDGE

While the domestic U.S. machine tool market has been oscillating with very little
real growth since the middle 1960's, the world market has grown substantially. Un-
fortunately, most of this worldwide expansion has been absorbed by our foreign
competitors, eroding our market share.

In the middle 1966’s, the American machine tool industry supplied approximately
one-third of the total global market. In other words, one out of every three machine
tools consumed in the world was produced by an American machine tool builder.
However, by the end of 1941, that portion had fallen to only 1 in 5.

‘This dramatic decline is the result of two factors. First, our domestic market has
been invaded by foreign competitors on a scale never before imagined. Since 1964,
America’s imports of foreign machine tools have grown six-fold from 4% percent of
total consumption 18 years ago to almost 30 percent in 1981, based on value. As a
share of units, that is, machines actually installed, in 198! imports accounted for 36
percent of U.S. consumption; of the most techinically advanced and defense sensitive
equipment, (numerically controlled lathes and machining centers) imports com-
prised more than 50 percent of all U.S. sales.! During this period, orders for U.S,
machine tools fell 37 percent, while imports increased by 14 percent.

As a result of the rising tide of imports, the machine tool industry’'s balance of
trade was negative for the first time in history in 1978, In 1979 it was in deficit by
$400 million; in 1980 by $513 million. The industry suffered its fourth straight year
of negative trade balance in 1981 with a deficit of $455 million. (See Exhibit
number 1).

It is obvious, therefore, that because the United States is the largest open ma-
chine tool market in the world, our foreign competitors have pulled out the stops
and are aiming their export marketing efforts directly at America. The alarming
data outlined above reflects a systematic and determined undertaking by our for-
eign competitors to penetrate and capture the U.S. market. In the case of the Japa-
nese, for example, this effort has been encouraged and stimulated by years of wide-
ranging support from the Japanese government. It is an effort that has paid off: in
the U.S. last year, one out of every seven dollars spent on machine tools was spent
on machine tools built in Japan.

We are not suggesting that import sales in our domestic market are a new phe-
nomenon. As Exhibit number 2 shows, the first wave of imports came during the
mid 1960’s, when import market share increased form abcut 4.5 percent to 12 per-
cent. However, Exhibit number 3 clearly illustrates the dramatic jump in the value
of foreign machines sold in the United States between 1977 and 1980. The value of
Japan’s mz chine tool shipments to the United States increased substantially during
this period (both in terms of actual dollar value and in terms of relative market-
share), more than quadrupling since 1977.

Statistics detailing Japan's top ten machine tool markets for the years 1976 and
1981 also provide clear cut illustration that the Japanese have targeted the United
States machine tool market. (See Exhibit number 4.)

In 1976, the United States market accounted for 22.4 percent of all machine tools
exportea from Japan. Even at this point American purchases comprised the single
largest export market for Japanese machine tc>l builders, with the Republic of
Korea second at 19.1 percent. By 1981, aimost half of the machine tools expc d
from Japan were destined for American buyers. This amounted to close to gnt
times the \olume sold to West Germany, the second largest Japanese foreign
market in 1981,

While Japan's share of the United States domestic machine tool market more
than tripled from 1976 to 1981, wnen expressea in numbers of units, the dollar
value of Japanese exports into this country ballooned more than ten fold, from $67
million to over $688 million.

It is important to recognize the types of machines that are being supplied to our
domestic manufacturers by our Japanese competitors. Numerically controlled (N/C)
lathes and machining centers continue to constitute the largest proportion of im-
ports. However, imports of grinding and polishing machines, gear-making machines
and metalforming machines have all more than doubled in the last four years. But
perhaps most significantly, imports of high technology machining centers have 'in:
creased dramatically over the past several years to where they totaled more than
$183.9 million in 1951.

! Imports accounted for two-thirds of the NC lathes, half of the NC machining centers and
forging machines and threequarters of the boring machines purchased in the U.S. in 1981.
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In sum, we are losing an increasingly larger share of our domestic machine tool
market to Japanese imports each year. But perhaps even more distressing is the
changing character of that market share. It is increasingly comprised of more tech-
noiogically advanced equipment. (See Exhibit number 5. In 1981 almost 71.4 per-
cent of the Japanese metal cutting machine exports to the U.S. consisted of equip-
ment with sophisticated numerical controls.

Paradoxically, these are essentially the same type of machines which we are pre-
vented from selling in Eastern Europe, because of national security export controls.
In other words, export controls restrict U.S. machine tool capacity, because of na-
tional defense concerns, while at the same tire the industry’s capacity to produce
the same type of equipment is being restricted by imports. The national security im-
plications are obvious.

This is certainly a development to which we can ill-afford to resign ourselves, par-
ticularly when there is every indication that this startling trend will continue and,
most likely escalate.

A recent directive issued by the European Economic Community (EEC) called
upon Japan to provide “tangible assurances” that from 1982 onwards, it will pursue
a policy of “‘effective moderation’” towards the community as a whole in those sec-
tions where an increase in Japanese exports to the community would cause “signifi-
cant problems.” 2 Among those sectors targeted were certain machine tocls, includ-
ing numerically controlled lathes and machining centers. If the European communi-
ty is successful in its attempts to restrict Japanese access to EEC markets, the U.S.
will become a more visible and vulnerable import target than it is now.

IMPORTANCE OF INDUSTRY TO NATIONAL SECURITY

In an effort to focus Congressional and private sector attention on the severity of
the import situation and its very alarming implications for America’s national secu-
rity, NMTBA recently placed a full-page advertisement in The Washington Post.
(See Exhibit #6.) The message, loud and clear: it is wrong to make American weap-
ons with foreign machine tools. It is wrong because it jeopardizes our national secu-
rity by making the U.S. strategically dependent on overseas industry, it puts Ameri-
cans out of work, takes billions out of the American economy, decreases the tax
base, increases the trade deficit, and helps to finance and strengthen foreign indus-
try.

The advertisement reflects NMTBA's growing concern about the deterioration of
the defense industrial base and the serious effects this could have on defense indus-
trial production.

Congressional concern about the serious decline in the nation’s industrial capabil-
ity became apparent in the 96th Congress, when the House Armed Services Commit-
tee created a special panel on the Defense Incustrial Base. The findings of this spe-
cial panel were released in a report dated December 31, 1980.% In his letter trans-
mitting the report to the full Committee, Chairman Richard Ichord said:

“The panel finds that there has been a serious decline in the Nation’s defense in-
dustrial capcbility that places our national security in jeopardy. An alarming ero-
sion of crucial industrial elements, coupled with a mushrooming dependence on for-
eign sources for cr.tical materials, is endangering our defense posture at its very foun-
dation.* (Emphasis added)

The situation >utlined by Chairman Ichord eighteen months ago has only become
more exaggerated. Machine tools provide the basis for production of all military
hardware, yet the U.S. is becoming increasingly dependent on foreign sources for
equipment and machinery essential to a viable defense preduction industry. During
periods of mobilization in a national emergency, this foreign source dependence
could seriously undermine our national security. America’s involvement in a war

could render our foreign machine tools virtually useless, for lack of replacement
parts.”

2 U.S. Department of Commerce, Incoming Telegram No. 84315, April 12. 1982,

3U.S. Congress, House of Representatives, “The Ailing Defense Industrial Base: Unready for
Cr?i;)is.” Report of the Defense Panel of the Committee on Armed Services, 96th Cong., 2nd sess..
1980.

‘Id, at 1.

31t is also significant that while American industry has the highest percentage of old ma-
chine tools in the free world today, Japan has the lowest. The average age of yovernment-owned
machnine tools is approximately 25 'years. The Defense Department hds approximately 97,000
such tools with an acquisition value, 25 years ago, of approximately $2.5 billion. Of tf‘\]is total
inventory, only 2.4 percent consists of modern numerically controlled (NC) machines. The major-
ity of the Defense-owned plants are 35 to 40 years old, yet we continue to rely on this dated and
inefficient equipment to produce and mainta.n our modern sophisticated defense systems.

i2-426 0 - 83 -~ 7
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Meny in “ongress and the Administration have acknowledged this disturbing sit-
uation Sucn acknowledgment is obviously a crucial prerequisite to the enactment of
any meanir:gii} sclution to America’s increasing dependence on foreign sources of
machine tools.

House Ways and Means Committee Chairman Dan Rostenkowski, Senate Finance
International Trade Subcommittee Chairman John Danforth, and Senate Banking
International Finance Subcommittee Chairman John Heinz have each recently writ-
ten to President Reagan and others in the Administration to urge that action be
taken to prevent the nation's Defense Industrial Base trom being impaired by exces-
sive macnine tool imports. (See Exhibits #7, #8. #9,)

In his letter to the President, Senator Heinz made this telling observation:

“Clearly, this nation is losing its market leadership in this core industry, one im-
portant not only to the revitalization of our industrial plant but key to maintenance
of the superiority of our defense industries as well. We simply cannot afford to
become overly dependent on foreign sources for these vital products . . . the United
States must remain at the cutting edge of technology in order to offset the numeri-
cal edge which our potential adversaries possess.” ©

NMTBA has recently decided to initiate action under authority of Section 232 of
the Trade Expansion Act of 1962 to seek import relief on behalf of the domestic ma-
chine tool industry. Under Section 232 of the Act, the President may protect domes-
tic industries for import competition that threatens to impair national security.

In a Section 232 proceeding, the Department of Commerce determines whether a
threat to national security exists. If so, Commerce makes a recommendaton to the
President, who has broad discretion to adopt whatever remedy he believes appropri-
ate.

The statute gives the President broad discretion following receipt of the Secre-
tary’'s reoort and contains no time limitations for his decision or for relief. In
making his determination, the President considers the same factors on which the
Department of Commerce based its report. If the President conc'udes that the im-
ports do not threaten national security, he will decline to impose relief. If he agrees
with Commerce that a threat does exist, he is authorized to “take such action, and
for such time, as he deems necessary to adjust the imports of such article and its

derivatives so that such imports will not threaten to impair the national security,
" T

INTERNATIONAL TRADE COMMISSION’S STUDY OF U.S. METALWORKING MACHINE TOOL
INDUSTRY

In February of this year, the International Trade Commissiocn (ITC), on its own
initiative, instituted an investigation of the U.S. metalworking machine tool indus-
try.® The study was to assess the impact of the growing competition from imports on
the U.S. machine tool industry and to explore the related development of further
competition in the industry’s overseas markets. As part of the investigation, the ITC
also intended to examine the steps that have been taken and may be taken to coun-
teract these developments. It appears that one impetus for the investigation was the
concern of the Defense Department about the effects of mackine tool imports on the
nation’s industrial base.®

Unfortunzately, the ITC terminated the investigation in April, citing ““changes in
workload and staffing limitations.” (See Exhibit #10.) We strongly urge that the
ITC investigatior be reinstated as socn as possible. An investigation of this nature
would offer crufial documentation and provide a sound, credible, and independent
assessment of the domestic machine tool industry. As such, this investigation could
play a vital role in establishing the basis for appropriate levels of competitive assist-
ance. NMTBA pledges its complete cooperation in the event that the ITC investiga-
tion of the machine tool industry is reinstated.

¢ Letter mg;resident Reagan, from John Heinz, United States Senator, Washington, D.C., Feb-
ruary 10, 1982,

K ?S,) U.S.C. § 1862(b). The only iimitation on this power is a proviaicin‘ that, permits Congres-,
sional disapproval of a Presidential action regarding imports of petroleum or petroleum prod-
ucts. 19 US.C. § 1862(e).

8 Investigation No. 332-138, February 5, 1982, under Section 332(b) of the Tariff Act of 1930
(19 US.C. 1332(by.

* Panel Probes Rising Tool Imports,” American Metal Market, March 8, 1982, at 4.
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DISINCENTIVES FOR MANUFACTURERS IN MARKET

In addition to the invasion of our domestic machine tool market by foreign com-
petitors, America’s share of the export market has seriously eroded in recent years.
When we look at the dollar value of our exports, the results of our efforts look en-
couraging. But if we look at American exports as a percentage of all of the machine
tool exports in the world, the results are indeed very discouraging. We have been
losing export market share a an alarming rate. Our share of the world's machine
tool exports fell from 21 perceat in 1964 to just 10 percent last year, placing us well
behind West Germany and Japan as a machine tool exporting nation.

With our large domestic market to produce for, m.:ny American businessmen
have shied away from what they often perceive to be the complex world of interna-
tional trade. While countries like Canada export 27 percent of their gross national
product, Germany 36 percent, and the United Kingdom 22 percent, the U.S. con-
sumes all but 18 percent of domestic production. Racent statistics indicate that only
4 percent of this country’s 350,000 manufacturers ship their goods abroad and, of
those, a mere 200 industrial giants account for about 80 percent of all U.S. exports.
Since 1960, the U.S. share of manufactured exports has slid from 22.8 percent to
16.4 percent of the world total.

The primary causes for this decline include the following: lack of sufficient capi-
tal, lack of adequate financing, uneven application of export controls, inability and/
or unwillingness to deal with the risks inherent in foreign trade and the absence of
a middleman to provide essential services.

ADEQUATE FINANCING

Thne Export-Import Bank of the United States (Eximbank) is simply not providing
sufficient export financing assistance. Millions of dollars in exports and thousands
of jobs are being lost to the more aggressive financing arrangements of our foreign
competitors.

In the two most recent years for which complete data is available (1979 and 1980),
Eximbank-financed exports have amounted to only 8 percent of total U.S. exports.
Eximbank loans made directly to the machine tool industry over the past two fiscal
years have amounted to just under $26 million. And there were nc direct loans
made to U.S. machine tool builders by Eximbank during the first five months of
fiscal year 1982,

A recent example of Eximbank's non-competitiveness involves two machine tool
procurement projects totaling $23 million that originated from Mexico last year. A
number of our members interested in the projects contributed considerable time,
effort and expense applying American technology to Mexican metalworking require-
ments, only to have their Eximbank loan applications denied. Eximbank reportedly
declined to fund the projects because Mexican production of the automotive parts
involved would adversely impact on labor forces in the United States. However, the
fact remains that those parts will be produced and shipped into this country, regard-
less of Eximbank'’s failure to endorse the projects. The difference is that the embloy-
ment and capital generated by these projects will go to bidders outside the United
States. By failing to fund these projects, has Eximbank really furthered the inter-
ests of our industries here at home?

As we meet here today, the very future of Eximbank and its ability to promote
U.S. exports is seriously threatened. Even if the proposed cuts in Eximbank’s lend-
ing authority (cuts which would effectively shut down the Bank's role as a major
player in the export process) are not enacted, the projected needs of Eximbank are
almost certain to remain unmet. The Eximbank is a highly commendable effort by
the United States government to offer targeted assistance to further U.S. overseas
trade. Its lending authority deserves to be increased, not cut back.

IMPACT OF HIGH INTEREST RATES ON U.S, COMPET|TIVENESS

One of the most visible and dramatic effects of the rise of in U.S. rates has been
the massive inflows of foreign money to the American capital markets to reap the
profits available through the high level of short term interest rates—rates which
are considerably higher than those offered in their home countries. This selling of
foreign currencies to buy dollars crecated the spectacular surge in the value of the
dollar vis-a-vis the currencies of all the other major industrial nations of the world.
This turnaround in the value of the dollar was unexpected and thought by many
foreign exchange experts to be unsustainable. However, the major beneficiaries of
the high interest rates in U.S. financial markets are American tourists visiting for-
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eign countries and American importers of goods that have, in dollar terms, declined
dramatically in price over the past year.

For American exporters, the rising value of the dollar is a mixed blessing. A more
valuable doilar has served to make exporting less costly since all costs not denomi-
nated in doilars are now lower than they were a few months ago.

That is the positive side of the ledger. On the negative side is the fact that the
foreign currency price of U.S. produced goods is now much higher than it was before
the dollar’s rise. This has made U.S. goods less competitive in terms of price than
they have been in some time and puts pressure on an exporting firm's profit margin
because to secure foreig;: sales prices must be trimmed to competitive &vels. a proc-
ess which may entail substantial discounts.

In addition, the question of the impact of high interest rates on the ability of U.S.
firms to finance export sales must also be examined. In the past, if a foreign pur-
chaser of a piece of U.S. ~quipment sought financing, the transaction typicaily
would be arranged through U.S. banks at obtainable market rates of interest. Cur-
rently, with America’s interest rates as high as they are, few foreign custoiners re-

uest U.S.-arranged financing. Instead, being aware of the high rates prevailing in
the U.S,, potential foreign customers look to other sources of financing. Because the
terms ango rates they can obtain overseas are more favorable than these we can
offer, our members lose the business to their foreizn competitors. More favorable
{grseign filr:ancing arrangements may also explain some of the foreign penetration of
.. markets.

III. RESTORATION OF U.S. COMPETITIVENESS

Having identified the major problems impacting on the competitiveness of the
U.S. machine tool industry, we now turn to several specific proposals which wa be-
lieve may offer at least a partial solution to these problems.

EXPORT TRADING COMPANY LEGISLATION

Our decline ir export market share is further aggravated by U.S. statutes impos-
ing a number of artificial barriers that significantly restrict export opportunities.
Among the most prevalent are the antitrust laws restricting joint export ventures
by American companies and the banking Jaws that limit bank participation in
export ventures. The absence of similar restrictions on foreign businesses have fos-
tered a situation in which small, underfinanced American companies have neither
the capital nor the opportunity to compete with larger, well connected overseas
trading companies.!'®

Export Trading Company (ETC) legislation unanimously passed the Senate more
than a year ago, and we commend that body for developing and expeditiously pass-
ing legislation which by its design will spur creation of large scale American trading
cozr:jmnies that would provide a much needed export vehicle for small and medium-
sized business.

Your Committee has already completed its consideration of this important meas-
ure. Similar legislation has been pending before the House Judiciary and Banking
Committees for some time. We are pleased to report that after months of delay,
both committees have resumed active consideration of the legislation, and are sched-
uled to complete their respective deliberations in the near future. Assuming that
the current momentum continues, ETC legislation could reach the House floor for a
vote by early summer. We applaud the initiative of those in the House who have
restored the momentum to a process that has been stalled far too long over a prob-
lem far too serious.

Of course, one of the esseiutial elements of this legislation is the clarification of
the parameters of U.S. antitrust law with regard to export trade activities. It is our
firm belief that the increased certainty of application of the law which would be
fostered by such clarification would have a significantly beneficial impact on en-
couraging numerous U.S. firms, which under current circumstances are discouraged
by the irresoluteness of existing antitrust law, to participate in joint exporting ven-
tures.

And as a vital provision in bringing about such increased certainty, we have con-
sistently urged that the primary responsibility for administering the export anti-
trust certification procedure be placed in the Department of Commerce, in consulta-
tion with both the Justice Department and the FTC. We believe that this arrange-

'°For a balanced and thorough analysis of this issue, we refer the Subcommittee to a recent
article by Barry Lutzky, “The Proposed Export Trading Company Act of 1980: Bank Ownership
Provisions,”” Journal of International Law and Economics, 1981.
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ment will enable many U.S. businesses to overcome their natural reluctance to uti-
lizing the export certification procedure for fear that it will only serve to make
them a target for Justice Department inquiries concerning their activities that may
“gpill over’’ into the domestic market.!!

Another very significant aspect of the ETC legislation that NMTBA strongly sup-
ports is the expansion of current Webb-Pomerene associations’ ability to compete in
world markets by allowing the joint exporting of services as well as goods.

As concerns the bank participation in ETC's, NMTBA believes that banks can
bring to ETC's not only financial resources, but almost all of the supporting facili-
ties and services which U.S. exporters now most lack by contrast with their foreign
competitors. They will make it possible for American companies to combine their
resources in a variety of ways and configurations in the interest of more competitive
overseas marketing. of Amercian products and services. More importantly, banks
can encourage and help exporters develop a long term view of, and presence in,
export markets. Moreover, bank affiliated trading companies would have special
offect on cncouraging more medium and small exporters who are now discouraged
Ly the strangeness of remote foreign markets, exchange risks, and by the complex-
ity and expense of documentation.

Although NMTBA supports the general principle of separation of banking and
comierce, we believe there is good, sufficient, and indeed, compelling reason to
make an exception on a ccntrelled basis for limited and conditional bank ownership
of export trading companies in order to strengthen U.S. capacity to meet non-tradi-
tional international trade competition. Moreover, we further believe that as drafted,
the Senate-passed ETC bill contains prohibitions, restrictions, limitations, conditions
and requirements more than ample to meet each of the objections raised concerning
bank owners%ip of export trading companies.

In our view, any legislation purparting to encourage U.S. exports through the fa-
cility of export trading companies, which does not permit bank participation and (in
some cases) the right of bank contioi is only a half step. Adequate financing is one
of the most critical elements of export promotion. To continue to prohibit bank par-
ticipation in export trading companies is t~ continue a halfway policy of half steps
leading to halfway results.!?

BUSINESS ACCOUNTING AND FOREIGN TRADE SIMPLIFICATION ACT

Once again we commend the Senate for its action in passing the Business Ac-
zounting and Foreign Trade Simplification Act (8. 708). This measure, which
amends the Foreign Corrupt Practices Act (FCPA; of 1977, is an important step in
eliminating much of the uncertainty which presently surrounds what is and is not
acceptable business procedure overse: s.

Toublesome and often unnecessary problems have arisen under the FCPA due to
lack of clarity in the Act and varied interpretations concerning its meaning and ap-
plication in different countries and cultures throughout the world. These interpre-
tive problems have caused lost export opportunities and unreasonable costs for U.S.
business operating abroad. While the magritude of lost U.S. exports cannot be pre-
cisely determined, it is estimated that legitimate export opportunities of a signifi-
cant amount have been passed up by American businesses because of uncertainty
over how to interpret the present law.

In addition, costly internal anti-bribery accounting procedures currently required
by FCPA are unduly burdensome, particularly to small and medium-sized compa-
nies. House passage of S. 708 will strengthen the FCPA by making clearer the law’s
intent and applicatior. Further, these amendraents are proof to our foreign trading
partners that the United States stands firm in its resolve to prosecute Americans
for extra-territorial bribery by means of a clear and equitable statute.

The legislation has been before the House Commerce Subcommittee on Finance
since last year. We strongly urge Subcommittee Chairman Tim Wirth to act expedi-

tiously in taking this much needed step to help make American businesses more '

competitive in the world market.

11 U.S. Congress, House, Committee on the Judiciary, Statement by National Machine Tool
Builders' Association, May 7, 1981, before the Subcommittee on Monopolies and Commercial
Law, Committee on the Judiciary, House of Representatives, during hearings on H.R. 1648 (Title
II) and related legislation, 97th Cong., 18t Sess., 1981.

12 U.S. Congress, House, Committe on Banking, Hov~'~g and Urban Affairs, Statement of
Wayne R. Moore, President and Chief Executive Officer ~ the Moore Special Tool Company,
Inc., April 22, 1982, before the Subcommittee on Financial institutions, Supervision, Regulation
and Insurance, during hearings on H.R. 6016, 97th Cong., 2nd Sess., 1982.
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REVISION OF TAX LAWS

We applaud Congressional initiative in reforming this area of the law. These re-
forms, enacted as part of last summer’s Economic Recovery Tax Act, will make it
much more feasible for U.S. companies to employ U.S. cit' zens in foreign posts. We
are ceriain that this practice will enhance the competitiveness of U.S. industries
abroad, because inter alia U.S. citizens are more liklely to turn to U.S. sources for
equipping overseas construction projects.

Come have proposed that Congress change the eligibility rules ior the application
of the 10 percent investment tax credit (ITC) so that it would not apply to purchases
of foreign machine tools (SIC codes 3541 and 3542). Such action would not only have
considerable revenue-raising impact, but would also reflect important national secu-
rity considerations.

{n 1981, $1.429 billion worth of machine tools were imported into the United
States. $657 million came from Japan. Denial of the 10 percent ITC to these import-
ed machine tools would have gained $143 million for the U.S. Treasury.

Because of the current recession, it is likely thst toial machine tool sales—and
thus imports—will be substantially reduced from 1931 levels. However, even if (as is
likely) 1982 machine tool sales are only one half of what they were in 1981, the rev-
enue gain represented by the denial of 10 percent ITC for machine tools would be
substantial—somewhere in the neighborhood of $70 million.

We have documented that the U.S. is well on its way to becoming foreign—source
dependent for machine tools—a prospect which would seriously impair America's
ability to respond in the event of a national emergency. Because of the very genuine
nationai security implications involved in this pro 1, it does not appear to be in
violation of the General Agreements on Tariff and Trade (GATT).

International trade law has always recognized the ability of any nation to take
sters that are necessary to protect its national security. National security is specifi-
cally cited by the Reagan Administration as the one basis upon which rigid advoca-
cy of free trade is to be abrogated. For these reasons, we urge Congress to carefully
cgnsider this proposai when it enacts tax or ‘“revenue enhancement’ measures later
this year.

Any proposal to raise revenues will arguably cause “pain’ to some taxpayers.
Denial of the 10 percent ITC to imported macf‘;ine tools, while causing “pain” to
those who install them in their plants, does have the advantage of providing support
for our beleaguered industry which is seriously threatened by imports. Perhaps
most important, it will help protect the American industrial base and its ability to
respond in the event of a national emergency.

EXPORT ADMINISTRATION LAWS AND REGULATIONS AND COCOM

To this point we have discussed the various methods by which the U.S. Govern-
ment may assist American exporters in being mcre competitive in international
commerce. Next we must consider what our policy should be concerning the param-
eters of permissible export trade. Specifically, we refer to the administration of do-
mestic export controls via the Export Administration Act (E.A.A.), and application
of the Coordinating Cornmittee (COCOM) regulations by our own government and
those of our western trading partners.

NMTBA believes that the significant reforms brought about during the 1979
reauthorization of the E.A A. have contributed greatly to a more efficient and realis-
tic export control ﬁolic . Although as a general proposition our association and in-
dustry questions the effectiveness of using trade as a ‘“weapon,” we recognize that
there are perhaps occasions in which it may be appropriate to make international
statements of policy by, to some degree, curtailing or restricting U.S. exports. How-
ever, we believe that such ‘‘foreign policy”’ controls should be clearly labeled as
such, (as indeed they are required to be under the 1979 revisions to the E.A.A.) with
Congress having an opportunity to be consulted prior to the implementation of such
restrictions. ‘ ‘ o

Consider “he effect of such controls on the South African machine tool market.
Controls on exports to South Africa orginated in 1963 with the arms embargo im-
Bosed through the United Nations. The restrictions were broadened in 1978 by the

.S. government to include equipment destined for military or police use. The obvi-
ous effect of these controls was (and is) to make it more attractive for South Africa
to purchase machine tools from other nations, for fear of an eventual U.S. boycott
and loss of spare parts availability. Numerical control is relatively new to South
Africa and their metalworking companies realize the necessity for uninterrupted
access to the builder. Consequently, they chose to rely more heavily on Asian and
European sources of supply.
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The statistics provide a clear-cut illustration of increasing South African depend-
ence on sources other than the United States. South Africa consuined $70 million in
machine tools in 1977, 85 percent of which was imported. Our market share was
then 6 percent, down from 18 percent in 1973-74. The South African market has
since grown to $260 million in 1980 and $290 million in 1981, with a corresponding
import share of 90 percent. During this time, U.S. exports dropped to a mere 4 per-
cent. Our reputation as an unreliable trading partner appears to be firmly en-
trenched in South Africa.

As a result, recent relaxation of controls on our exports to South Africa, support-
ed by the Administration and opposed by this Committee, have done little to in-
crease our export volume to that country. Because our South African trading part-
ners correctly perceive such attempts as being widely subject to fluctuation and/or
reversal, these actions fail to provide sufficient long-range assurances of U.S. trad-
ing stability. Such assurances are necessary before our level of exports to South
Africa increases to any appreciable degree.

Our purpose today is not to suggest that foreign policy controls are in any way
inappropriate—generally or specifically with regard to South Africa. We only wish
to point out that there is a price to be exacted for foreign policy controls, particular-
ly when similar controls are not imposed by our competitors. Sometimes that price
is very high in terms of American jobs ard profits that are foregone as a result.

In contrast to foreign policy controls, we believe that ‘“‘national security” controls
are only appropriate when they in fact serve their intended purpose of keeping cer-
tain commodities out of the hands of certain non-market nations. A key element
which must be taken into account in the implementation of national security con-
trols is that of foreign availability—in other words, the realistic assessment of what
is commonly available and being sold to potential adversaries by other trading na-
tions. Too often, insufficient weight is accorded a showing by American exporters
that products which they have been denied the right to export are freely available
from other sources. Even more disturbing is the fact that often these other sources
are our western allies. This penchant for “shooting ourselvss in the foot’’ must stop.

COCOM was established to ensure a degree of uniformity among the major west-
ern trading nations’ policies concerning the transfer of militarily critical technology,
an objective wholeheartedly endorsed by our membership. Unfortunately, many of
our own NATO allies have adopted a much more flexible interpretation of these
rules than we have.

During its consideration of the Export Administration Act Amendments of 1979,
we provided the Subcommittee with documented examples of cases in which U.S.
machine tool builders have been denied export licenses for sales of certain con-
trolled technology to Communist countries, only to later discover that a foreign com-
petitor (and member of COCOM) had made the very same sale. Coing one step fur-
ther, a Japanese builder made what would be a prohibited sale for a U.S. manufac-
turer and even granted a company in the restricted country a license to manufac-
ture the equipment in question.

The People’s Republic of China provides another example of COCOM inconsisten-
cy. Chinese manufacturers (potential end-users of American machine tools) have vis-
ited our members’ plants, only to find that export licenses could not be issued for
the equipment they wished to purchase. Consequently, our Chinese visitors placed
their orders elswhere—with other COCOM members.

Although we do not advocate restricting the sale of technology which is clearly
antiquated and/or has no military application, we do strongly urge our government
to vigorously address the issue of other COCOM nations’ lack of uniform compliance
with legitimate and meaningful COCOM regulations.

IMPORTANCE OF FEDERAL AGENCIES TO COMPETITIVENESS

International trade is a vital element in the overall economic well-being of the
United States. For this reason, unfair trade practices which disadvantage U.S. busi-
nesses cannot be tolerated. In this regard, we coonmend the efforts of U.S. Trade
Representative Ambassador William Brock for his efforts in attempting to negotiate
reduction in foreign government export subsicdies. The International Arrangement
on Guidelines for Officially Supported Export Credits, the Mexico-U.S. Foint Com-
mission on Commerce and Trade, and the U.S.-China Joint Commission on Com-
merce and Trade, to name but a few, are major undertakings designed to achieve
the resolution of this troubiing international economic problem.

Obviously, it is much easier to negotiate from a position of strength than from
one of weainess. Therefore, we strongly urge this Administration to continue its ef-
forts to both promote and assist U.S. companies engaged in international commerce.
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Only in this way will U.S. business remain a viable international competitor while
we await the hoped for reductions in foreign governments' involvement in the
market place.

In this regard, we commend the efforts of Secretary Baldrige and others working
with him at the Department of Commerce. Initiatives such as the newly expanded
Cxecutive Council of the Trade Facilitation Committee, the Foreign Commerical
Service, and Export Trading Company legislation are but several examples of the
Department’s aggressive export philosophy.

Another positive export development certainly worth noting is the machine tool
show that NMTBA is sponsoring in the People’s Republic of China next Apri'. The
show, featuring exclusively American machine tools, was scheduled to coincide with
the major industrial restructuring currently underway in China.

Also of particular relevance to the machine tool industry is Secrvtary Baldrige's
concern over the international trade practices of our Japanese competitors. The ma-
chine tool industry faces just as serious an import challenge as does the automobile
industry. And the similarity continues to the extent that much of this competition
comes from Japan. Although it would be unjust and inaccurate to say that all Japa-
nese imports are unfairly subsidized, there are, nevertheless, a number of cases in
which we believe some Japanese builders and their government have engaged in
predatory trade practices.

NMTBA obviously recognizes the need for reductions in the overall federal budget
as a key element in economic recovery. However, we also recognize, and have so
stated, that international trade is a vital element in this nation’s overall economic
posture. Suggestions that the Commerce Department’s export promotion activities
be curtailed and that the foreign commercial service be disbanded are, in our judg-
ment, irresponsible.

We, therefore, strongly urge Congress to continue to finance the international
trade promotion and assistance activities of the Federal Government at levels which
will enable them to effectively carry out their important missions. To do otherwise
will further imperil U.S. export competitiveness, contribute to loss of business, and
lead to more unemployment.

CONCLUSION

Unquestionably, the competitiveness of the U.S. machine tool industry has de-
clined in recent years. However, we want to stress our belief that this decline is not
necessarily inevitable, nor is it irreversible, if actions are taken now to prevent it.
We have identified a variety of alternsatives offering varying degrees of competitive
assistance to our industry. We sincerely urge you to consider them carefully. and to
act accordingly.

U.S. machine tool builders have the capability and the expertise to meet competi-
tive chalienges from overseas. Today, U.S. machine tool builders are producing ma-
chines that can do many times the work of previous generations of machines—with
greater speed, accuracy and economy. With computerization, robotics and other new
automation technology, we have the possibility for quantum leaps in the years
ahead. But to realize these gains, and to pass them on to the defense base, American
industry must have the opportunity to compete on equal footing. We are certain you
agree that the U.S. machine tool industry is too vital to the strength of the US.
economy and America’s national security to let current conditions continue.

Again, we appreciate this opportunity to apprise the Subcommittee of the prob-
lems facing our industry. We would be happy to respond to your questions.
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Japar.ese Export Statistics EXHIBIT 4

1976 - Japan's top ten machine tool export markets comprised 78.2%
of the value of total exports. These were:

(millions of dollars)

Country Value of Exports $ of Export Total

1) USA $57.4 22.4%
2) Rep. of Korea 48.9 19.1
3) Poland 16.0 6.2
4) Taiwan 14.8 5.8
S) PRC 14.7 5.7
6) Brazil 10.2 4.0
7) Australia 9.2 3.6
8) Russia 7.8 3.0
9) u. K. 7.7 3.0
10) Canada 7.1 2.8
11) W. Germany 6.6 2.6

$256.5 78.2%

1981 - Japan's top ten machine tool export markets couprised
79.7% of the value of total exports. The top ten were:

(millions of dollars)

Country Value of Exports % of Export Total

1) USA $691.1 49.0%
2) W. Germany 87.2 6.2
3) Australia 56,2 4.0
4) U. X. 50.9 3.6
5) Russia 49,6 3.5
6) So. Africa 48.5 3.4
7) Taiwan 46.8 3.3
8) Belgium 34.9 2.5
9) Korea 30.8 2.2
10) Singapore 27.8 2.0

$1,909.2 79.7%

Source: Japanese Tariff Association

;. 1982
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.Writ- to your Congressmen, Senators and President Reagan. Write to your newspaper. Speak out.
Tall them: that s strong American machine toolindustry is vital to American defense, security, and industry.
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NATIONAL MACHINE TOOL BUILDERS' ASSOCIATION
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COMMITTEIZ Giv WAYS "D MEANS

U5 HOUSZ CF RIPPESINTATIVES

WASHINGTON, D.C. 20815

Pharet i SamAve, 0y TELEPHONE (297) 1D 28

i T, Gavr. CALS. inril 28, 1982

FON 4. BALMON ONL COUMSE.
anwn ey

The Zrecicent
The ¥hite Heouse
.ashingwon, C. C. 20500

Cecr Mr. Presicent:

I zr writinc this letter to share with vou scme alarrina cdata
cencerning the United States machine tool industry, which touches
virtually everv sector of our econcmy. Thicg is the industry that
zuilds the macnines responcible Ior America's industrial strenath
ané wmilitary preparedness. It is essential that the resiliency and
viger of the American machine ‘ ol industry be preserved and indeed,
fortified.

But consider the latest machine tool industry irport statistics,
ich provide a very disral projection of the future viabiljity of
ne hmerican machine tool industry. In 1981, imports carctured a
percent share of a1l machine tools purchased in the United States;
r the most technically advanced ané defense sensitive eqguipment,
ur caly controlled lathes and rachining centers), imcorts com—
i mere than 30 percent of all U.S, sales. About 3C rgerc:nt
ollars scent on machine tools by American irdustry in 1981
nt cn foreiagn machine tcols; cne out of everv seven cdollers
on Jacanese machine toecls. Curinrc the recent economig
orders fcr U.S, machine tcols fell 37 rercent, while
increasec at & 14 percent rat
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Last summer during the Trade Subcommitiee's visit to Jzcarn,
they found the Jacanese machine tool industrv tc be a very strona
ccrpetitor which has entered into & systematic and determined effort
tc renetrate and capture the Armericzn market. Tnie industrv is
snccuracec and stimulated ty vears of supgort oy <he Jacanese
aovernrent.

we cimply cannot permit the industrial micht anéd nilitary
crezaredéness of the United States to kecome cependent on foreign
scurce: of machine tocls - the pest cesic elemente of our entire
ingus<crial econory. The zlarrming date I heve outlined to ycu,
howsver, indicates that this result is cerctainly within the
rezlm, of grobability, if acticns are not taken to prevent it.

I know you share ry telief that these challenoes can be met
anc overcome. Certainly, a concerted and muzual effort on the part
cf induetry, government and labor will be reguirec. That it why
the timeliness and importance of this issue has earned it a priority
status and demands our mutual attention.

Sincerely,
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MICILZL, STERN. MINDAITY ETASP DiaiCTES March 22, 1982

Honorable Caspar W. Weinberger
Secretary of Defense

The Pentagon

Washington, D.C. 20301

Dear Secretary Weinberger:

I wish to bring to your attention a matter of great
concern to me involving America's de‘ense preparedness as it
relates to our industrial base.

At the present time, the machine tool industry in the
United States is faced with a sigrificant increase in imports
of machinery from foreign manufacturers. Last year, over one
third of all machine tools sald in this country came from
overseas. Further, while U.S. machine tool manufacturers
experienced a 37% decline in business in 1981, imports in-
creased by some 14%.

As Chairman of the International Trade Subcommittee in
the Senate, the impact of such an increase in imports on the
American machine tool industry and our economy in general is
extremely worrisome in and of itself. However, in view of
this industry's key role as manufacturer of the basic tooals
that are used in America's defense-related industries, our
growing dependence on imports must also be considered in a
broader context than that of U.S. trade policy.

To this end, I would appreciate your consideration of
the problems faced by America's machine tool industry as it
relates to the state of our industrial preparedness.

L Az

Joi.n C. Danforth

Best regards.

¢cc: Honorable Malcolm Baldrige
Honorable Bill Brock
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February 10, 1982

The President
The White House
Washington, D.C. 20500

Dear Mr. President:

In recent months I have become concerned about our defense
industrial base, As ycu well know, the United States must remain
at the cutting edge of technology in order to offset the
numerical edge which our potential adversaries possess.

That §s why latest statistics on the machine tool industry
are so worrisome to me, Machine tool sales in December were the
lowest in five years. Worse still, imports captured a 36 percent
share of all machine tools purchased in the United States in
1981, and in the most technically advanced and defense sensitive
equipment, numerically controlled lathes and machining centers,
imports captured more than 50 percent of all U.S. sales.

Clearly, this nation is losing its market leadership in this core
industry, one important not only to the revitalization of our
industrial plant but key to maintenance of the superiority of our
defense industries as w~ell. We simply cannot afford to become
overly dependent on foreign sources for these vital products,

Last month, the Commerce Department commissioned a study of
our nation's technological-industrial base., That is a good
beginning. But we must do more than just study this problem. I
know that you share my concern about our nation's defense
fndustrial base. I stand ready to join with you in finding
solutions to the problems now facing our nation's machine tool
{industry and look forward to hiearing your thoughts on th.s issue.

with warm personal regards,

Sincerely,

n Heinz,

12-476 0 - 83 - 8
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ZXHIBIT

Unitec Stactes Intarnational Trade Cemmicssicn
Washington, D.C. 2043€

wotice of Termination of Investigation No. 332-138

Competitive Assessment of tne U.S. Metalworking
Machine Tool Industry

H506CY:  Un--ed States International Trade Cemtission
ACTION:  Zermination of investigation
EFFECTIVE D2TZ:  April 7, 1982

BACKGECUND: The Commission, on its own motion, instituted, effective
F;brurry 5, 1982, investigation No. 332-138, under sec:tion 332(b) cf the
TarcFE Acr of 1930 (19 U.S.C. 1332(b)), for the purpose oi gathering and
présenzing informsztion eon the competitive position of the U.S. metal-
woTRIDE mechine tool inlustry.  This study was tc assess the impact.-of-
the srowing competitlisos [rom Imporis on the U.S. metalworking machine
tcei industrr, expleore the related cdevelopment of further competition in
wa¢ industry's overseas market, and examine the steps that have been
.ven and may be tanen to counteract these developments.

-ecance of changes in workload and staffing limitations, it is not
iple for the Cormmission to continue the subject investigation at
s time. Therefore, the Lommissien, on its own motion, has hereby
:a—vlna~ed the subject investigation.

e Mt

Notice of the institution of the investigation was published in rhe
Federal Register of February 18, 1982 (47 F.R. 7350).

Bv order of the Commission.

/
i A——

Kenneth R. Mason
Secretary

wo--t o april B, 1982

10
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Mr. BinGgHAM, First of all, I would like to ask any of you, why is
it that the Japanese have made such inroads in the American
market? In the light of what you have just said, Mr. Seibert, about
U.S. products being the equal of any in terms of high technology
and the rest, why have the Japanese been doing so well?

REASON FOR JAPANESE TOOL INDUSTRY SUCCESS

Mr. Marruip. Mr. Chairman, I would like to answer that.

Last June our association conducted an IOGA trade mission to
Japan, an industry-organized, Government-approved trade mission,
comprised of 10 leading executives and chief operating officers of
our machine tool industry. The purpose of this irade mission was
to study Japanese productivity. We toured 14 very modern plants,
9 of which were machine tool builders, 5 of which were related
manufacturers. We wrote a lengthy report for our industry on this
trade mission, and then made it available to everyone concerned.

The productivity of the Japanese machine tool industry that is
export oriented is of a magnitude unmatchable in the United
States. Their marketing effort is geared to their high rate of pro-
duction. In the United States, our rate of production is geared to
firm orders coming in the door. They are built as they are ordered
by customers. ‘

In Japan, the machine tools selected for export are masspro-
duced. And they utilize to the fullest extent the social and govern-
mental structure of the country, which enables them to effect
economies and gain assistance that our manufacturing plants
cannot. They manufacture at high production rates that are not
beyond the capability of the United States, because the cutting
speeds of Japanese industry clearly are not as fast as ours in
American factories. They produce their machines much faster and
more economically than we do, and they must create a market for
them because they are not sold. They are just produced, as we
would produce consumer items in the United States, and mass
market them. They are available quicker than our machines are
because they are made in advance. And the prices of the machines
are reflected by the mass production methods. Thus they are of-
fered for sale with a quick delivery and at an attractive price. They
are building the machines that are the popular machines. They are
not mass producing the less popular machines.

Mr. BincHAM. Essentially then, it is a question of price and
quick availability, not quality?

Mr. Marruip. In many cases the machines are of comparable
quality that you will find in world class machines.

- Mr. BingHAM. Regading the matter of our share of foreign mar- -

kets having declined substantially, I have here a statement that,
according to Business America, our machine tool exports have
grown in dollar value from $251 million in 1977 to $718 million in
1981. Does that sound about right?

Mr. Marrulp. Those figures sound right, but our total shipments
doubled in that period also.

Mr. BincHAM. What I am getting at is that this indicates that
the total, perhaps the total world market has vastly increased. We
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may have a smaller share of it, but our exports have been going up
in gross terms very rapidly.

Mr. Marruip. Yes, they have, Mr. Chairman. Our percentages re-
mained very close over the past 6 years. Qur share of the world
market, percentagewise, has not vastly changed.

Mr. BingHAM. Well, I understood from your statement that our
share had declined from 21 percent in 1964 to 10 percent in 1981.
That goes back almost 20 years but you say in recent years the
share has not declined substantially.

Mr. Marruip. We are down from 26 in 1976 to close to 20 percent
now.

Mr. SEBERT. If I may add to that, sir, you were discussing dollar
value. The individual cost of a unit, a machine tool, has increased
drastically as they have become more and more sophisticated. Con-
sequently, the dollar value of the products would have increased
rapidly as opposed to the number of units of machine tools that are
being sold around the world.

Mr. BINGHAM. Are you recommending denial of the 10-percent
investment tax credit to U.S. firms that purchase foreign machine
tools? Is that one of your recommendations?

Mr. Mack. Mr. Chairman, some have proposed that.

Mr. BincHAaM. Would you identify yourself, please?

Mr. Mack. I am Jim Mack, public affairs director for the
NMTBA. That issue is under consideration in our association’'s gov-
ernment relations committee, which is meeting tomorrow.

Mr. BINGHAM. I see.

Mr. Mack. We are a day premature.

LACK OF EXIMBANK FUNDING

Mr. BincHAM. On page 15 of your prepared statement, you dis-
cuss the efforts of your members to sell machine tools in Mexico,
stating that the Eximbank denied the loan and applications for
these transactions on grounds of an adverse impact by the Mexican
project on employment in the United States. What was the out-
come of that, and did those orders go to foreign competition?

Mr. MarruID. Yes, Mr. Chairman, they did; on three large proj-
ects, as a matter of fact, it wasn’t just one. I might add, with the
Department of Commerce we just concluded the largest machine
tool show ever held in Mexico, in March. Despite the currency fluc-
tuation in Mexico, the 40-percent devaluation, and despite a week
of unduly stormy weather, we had a record crowd and sold off the
floor nearly $3 million of American machine tools—a highly suc-
cessful show on an individual basis, with the Commerce Depart-
ment.

However, the large projects in Mexico have not been funded by
Eximbank, but the presentations have been very accurate and very
well presented. The reason for the loans being turned down as
stated by Eximbank was the impact on labor in the United States.
However, as our testimony says, Mr. Chairman, these parts to be
manufactured in Mexico will be shipped to the United States
anyway because they have contracts for them. The thing that will
be lost will be the sales by our members from various locations in
America. The United States will lose the jobs and the companies
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will lose the profits for research and development. But the parts
will still come into the United States, they will still be imported
because the contracts are firm. The orders went to three different
nations. We lost every one.

Machine tools are not that expensive versus projects that Exim-
bank normally handles—like turbines, and big aircraft. But for the
machine tool industry these were extremely large sales.

Mr. BINGEAM. Do you know whether your competitors were get-
ting subsidized financing?

Mr. MarFrulp. 1 believe all three sales were handled by Exim-
banks of the building countries.

INDUSTRY’S ABILITY TO MEET DEFENSE REQUIREMENTS

Mr. BiNngHAM. You argue, and 1 think correctly, that the ma-
chine tool industry is of great importance for U.S. defense. Specifi-
cally, how does your ability to export affect your ability to meet
U.S. defense requirements?

Mr. Kuga. If | may comment on that, Mr. Chairman, I think in
one case the ability to export increases the revenue generated on
behalf of our members. That is money that is used, set aside for
R&D, to enable them to continue the capability to produce higher
technology machine tools.

Mr. BINGHAM. So your argument is that it is a general strength-
ening of the industry?

Mr. Kuga. Yes, sir. Also, Mr. Chairman, when the industry is
slack, and we lose people, the ability to recapture technical labor is
extremely difficult. Today’s complex machine tools and tooling
people are not easily trained for, and these people are usually lost
forever.

Mr. BiNgHAM. Thank you.

Mr. Lagomarsino.

INCREASED SALES OF IMPORTED MACHINE TOOLS

Mr. LagoMaRsiNO. Thank you, Mr. Chairman. I would like to go
back to the question that the chairman started off with for anyone
on the panel. To what factors do you attribute the increased sales
of imported machine tools? Is it costs, quality? And you might also,
in answering that, tell me how imports have been unfairly compet-
ing with U.S. products, if in your view they have.

Mr. MAaFFuID. At the present time our industry is in a very bad
recession. But 2 years ago our backlog was a 2-year duration. If the
industry worked full time, it would take 2 years to clear up their
order books. At that time foreign machine tools were brought into
~ this country, readily available, so they were in a very attractive po-
sition. In some cases perhaps they were not the machine the cus-
tomer would eventually want, and in other cases they were a direct
competitor and a good machine. But they sold because of being
available for immediate delivery and the customer would not have
to wait a long time to put the machine on line. But the important
thing is, that statistically, when a market sharz is captured during
these times of long deliveries, the foreign builders never lose that
position. They maintain that plateau until the next time that deliv-
eries are extended. This can be statistically traced.
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Mr. LacomarsiNo. I guess what you are saying is that it was
availability more than cost or quality?

Mr. Marruip. Well, when the delivery time is extensive, it is
availability. When delivery times are shorter, it can be both that as
well as price.

Mr. LacoMmarsiNo. What is it today? I take it there is no backlog
at this time.

Mr. Marruip. There is little. Today it is somewhat availability,
but it is certainly price. Prices are considerably lower, and they are
lower because the production that we have witnessed in Japan—
and it is the marriage and the tie-in between the bank and the
trading company and the government that enables machine tool
companies to afford the ability to produce them at high production.

I have been in the machine tool business my entire life, from the
design, building, and the usage positions. I can tell you that they
are manufacturing in Japan, considering overhead to be equal, at
approximately 40 percent less than we are. They can afford to
manufacture at this rate because they are-allowed the business tie-
ins that we are not. Qur members could not build and stock. They
would go out of business. But with the changeoffs between trading
company and bank, the Japanese builders can discount their paper
and have the money to continue their operation. We could not do
this here. We would go out of business quickly.

Mr. LacoMARsINO. You think the Export Trading Company Act
as passed by the Senate would be helpful?

Mr. Marruib. I certainly do, sir.

Mr. LAGOMARSINO. As you know, this subcommittee has been
very supportive of that legislation and has acted favorably on it.

Mr. MaFruip. [ know that, and I applaud your efforts.

Mr. LagcoMmaRsiNO. You mention the Eximbank, several of you
did. How would you characterize its priorities with regard to your
industry? Or is there such a thing?

Mr. Marruip. A $200,000 machine tool is quite expensive. So we
don’'t come up to the figures needed for direct loans. We seldom
match the direct loan requirements of Eximbank that people who
sell multimillion dollar aircraft and turbines do. But we compete
\{)vith other Eximbanks around the world and that is where we get

eat.

It seems when we enter into an agreement with Eximbank, the
prerequisites of labor impact have ruined our efforts. I am very
sorry to say that Eximbank seems to have the reputation of being a
subsidy for big business. But I clearly feel they should have a sign
on top of their building,“This is where we create U.S. jobs.” I think
that is needed to define their role.

TEN-PERCENT INVESTMENT CREDIT

Mr. LacomMARsiNO. | take it that your association has not made a
decision yet on the question of repealing the 10-percent investment
credit. What particular things would you recommend to Congress
that we do to help your industry? And I agree, it is a very vital
industry, not only to our gvneral economic health, but certainly to
our defense buildup.
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Mr. Mack. You mentioned the 10-percent investment tax credit.
We did allude to it in our testimony. Some in our industry and
some in the Congress have suggesto4 that if you were to deny the
10-percent investment tax credit to foreign machine tools, ycu
might well pick up, based upon 1981 figures, $143 million in addi-
tional revenues for the U.S. Treasury. I realize that with the kind
of deficits that you gentlemen are wrestling with, that may not be
considered much. But as Senator Dirksen said—if you add $142
million here and $143 million there, pretty soon it adds up to real
money.

Recognizing that almost any tax increase that might be proposed
is going to be painful to somebody, this might be considered one
that would help an industry which is critical to the national de-
fense. National security is also the justification and rationale that
would comport the proposal with the General Agreement on Tariffs
and Trade which has, as you are well aware, a general exception to
its application where a signatory believes that its national security
is being impaired. We believe the national security is being im-
paired by the very substantial impact that machine tool imports
ﬂorv fhzlave on the U.S. industry. That is one way that you might be

elpful.

RECOMMENDATIONS TO HELP INDUSTRY

My colleagues have talked about making available adequate
lending authority for the Export-Import Bank. Your subcommittee
is going to have before it next year reauthorization of the Export
Administration Act. Certainly making sure that we all play by the
same rules, and that our Western trading partners are not taking
advantage or perhaps not playing by the same rules, is, I think, an
important reform that you could make in the Export Administra-
tion Act and an important contribution you could make to U.S.
export performance. I know that efforts were begun in that regard
during the last Congress, when we worked with your subcommittee
in attempting that.

The passage of the Export Trading Company legislation is impor-
tant. You correctly point out that there is a very different econom-
ic view of the world on the part of business in Japan, than there is
in the United States. Many of the Japanese companies are owned
and/or controlled by banking institutions. Their view therefore is
towards a long-range market share rather than short-term profit,
on the company’s quarterly statement. That, in terms of making
market decisions, production decisions, and productivity improve-
ment decisions, gives them a significant leg up. If I can produce
without regard to orders that I might have, turn my equipment
over to a trading company, be paid by that trading company—
when they receive the equipment, and if the risk is on the trading
company to market my products in the United States, that gives
me a significant competitive advantage. As Mr. Maffuid pointed
out, at times when backlogs are substantial, if I can say to you as a
consumer of machine tools I can get it for you tomorrow morning,
that gives me a significant leg up.

Mr. LacomarsiNo. Thank you.

Mr. BiINGHAM. Mrs. Fenwick.
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Mrs. FEnwick. Thank you, Mr. Chairman.

It seems to me there is a marketing problem here. And I won-
dered why would American industry not be able to handle the kind
of production that you have described, and Mr. Seibert too, I think;
in other words, just producing with regard to specific orders. Why
don't we do it if it seems to be so profitable?

Is it something that American industry is not accustomed to and
does not want to try? Is our market falling behind? I have a dozen
questions. That is one.

The other one is on page 8, you speak of the exports—the ma-
chines. Paradoxically—the same type of machines we are prevent-
ed from selling in Europe are precisely the ones that are being sold
by our allies. Now, is this because of some lack that COCOM is not
working, or some lack of agreement? Isn’t there a change? I had
noticed a change in the Department of Commerce. It was more in-
terested in encouraging business lately, it seemed to me, than in
controlling it. Has there been no change in policy that restricts ex-
ports in this way? That is another question.

On page 10, I notice a curious thing. In the footnote, No. 5, the
average age of government-owned machine tools is approximately
25 years. You seem to be concentrating there on government-owned
machine tools. How about the machine tools or manufacturing
equipment in the private sector? Could you give me some picture
as to why we are so held up, one, with antiquated machinery, de-
spite the Jones-Conable and all the other depreciation allowances
we provided; two, the restrictions that you find on our being able to
sell more freely.

Well, let’s hear.

Mr. MaFruip. Mrs. Fenwick, I would like to say, sitting at this
table are three professional machine tool sales engineers. I am sure
you can understand a successful sales campaign, because you just
went through one. Congratulatioas.

JAPANESE SUCCESS ATTRIBUTABLE TO MASS PRODUCTION

Marketing mass-produced machine tools means that someone has
to have the money to finance and store them. Our companies
simply could not make the machines in that manner because they
each constitute too great a portion of their total income to mass-
produce them without firm orders, or enough money to keep the
payroll going.

Mrs. FENwick. How does Japan de it?

Mr. MaFruip. They do it by being part of an infrastructure of a
bank, a ‘rading company, and the government. The trading compa-
ny takes their machines, as Mr. Mack says, and they can discount
their money at the bank and keep producing. But they must sell
those machines sometime, someplace, to keep going. And that is
why they are targeting their efforts worldwide, doing a job of sell-
ing a good product, at a very attractive price.

I feel certain that when they flood the markets of the world that
we are having trouble getting into, and those markets are filled,
they are not going to turn that production machine off. They are
simply going to point both barrels at the United States. I don’t
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think our business structure and legal structure in this country
can permit this to happen.

Mr. SEIBERT. Let me add to that.

Ma’am, our association is made up of approximately 400 member
companies. They are basically small business people, employing
anywhere from 100 to 150 employees in small cities around the
United States. Totally, our industry accounts for less than $5 bil-
lion worth of products produced per year. Japan does not have that
magnitude of manufacturers. They have a select few. It has been
reported to us if they are not able to capture more than 5 percent
of a given market area, they are to disband it, get rid of that prod-
uct line. They are targeting in on certain quantitative type ma-
chine tools.

Mr. Mack. We would all be in prison if we did those things in
the United States.

Mrs. FENwick. If you could outline, what would ycnu think that
government could usefully do to encourage the produc’on of jobs,
expansion of small business, in specifically mackine tools? What
would be the one, two, three, you would like to see us do.

EFFECT OF STRICT COCOM REGULATIONS ENFORCEMENT

Mr. Marrump. I would first like to see the handcuffs taken off
American businesssmen, especially the machine tool ind.stry. Qur
competitive position is seriously eroded when we play by the rules
and our Western allies do not: specifically, the COCOM regulations
which we abide by, to the letter of the law, while our allied compet-
itors absolutely do not. We can cite any number of instances of vio-
lations in the many countries around the world where we personal-
ly have seen the violations, as our members have.

The largest number of applications processed fo- license by any
COCOM country, is by far, the United States. We outnumber the
cosigners in license applications by a great percentage. However,
the amount or percentage of exporting of high technology mack.ines
by these countries is greater than that of the United States. Why is
this? I will tell you the reason why. It is simply that they ignore
COCOM and go right ahead and export totally and freely. In aadi-
tion, they make no effort whatsoever to conceal it.

Mrs. FENwick. Have you brought this to the attention of our De-
partment of Commerce?

Mr. Marruip. Mr. Kuba has served on the N/C TAC Committee
in the past and so have I. We have brought foreign availability to
their attention in many cases when licenses were applied for. Not
only that, but at our machine tool show in Chicago, the largest in-
dustrial exhibit in the United States where more machine tools are
purchased and perhaps shown than any machine tool show in the
world—we have had members of Iron Curtain countries displaying
the high technology machines that are readily available from our
friends. Much of the techology that is being controlled in the
United States, is, I must say, considered to be mickey mouse tech-
nology. It is the primary N/C technology, and it is being controlled
as if it were the latest state-of-the-art. However, we cannot ship it;
they can, and they simply keep getting the jobs and the profits.
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Without going any further, I can tell you that the profits reaped
are not used to drink champagne with. It goes back into research
and development.

Because of this the United States is losing its leading edge of
technology. Production as well as technology of machine tool con-
trolling elements such as numerical control, has been equalled or
exceeded by COCOM countries licensing our adversar.es with that
very same equipment.

Mr. Kusa. I would like to cite an example. In the spring of 1983,
the National Machine Tool Builders Association with their mem-
bers will be sponsoring a machine tool exhibitionn in China. For the
participants to exhibit their products there, they have to go
through a licensing requirement. This is merely for the purpose of
exhibiting. And of course if they generate an order they then have
to reapply for a license and wait for what type of approval will be
forthcoming. This itself is somewhat of a handicap as compared to
other countries.

Mrs. FENwICk. It’s nonsense.

Mr. KuBa. Thank you.

Mrs. FENwick. If you are allowed to exhibit, obviously you are
exhibiting for the purpose of sale.

Mr. Kusa. I would certainly think in most cases, and I am so
pleased to hear you say that. You can imagine the cost to an ex-
hibitor who then has to reapply back to the United States for a li-
cense. What does he do with the machine in question—pay for stor-
age costs, transport it back home?

ATTITUDE OF DEPARTMENT OF COMMERCE

Mrs. Fenwick. What does the Commerce Department say to you
when you bring these things to their attention?

Mr. Kusa. I must compliment the Department because they
made it somewhat easier today than years ago. At that time we
could not show a machine unless we had an order for it, we could
not even apply for a license. That has been revised dramatically.

Mrs. FENwICK. It seemed to me there was a new attitude. I had a
small business in my district with a $140,000 order. It meant a lot
to that company to keep people employed, and it took months—al-
though we were able to prove it was readily available for sale in
Sweden and Switzerland I think—before they could sell it quite
freely. It is incomprehensible. I have seen a change in attitude.

Regarding the Export Trading Company Act and the improve-
ment that we are hoping to bring about to form trading companies,
will that mean a great deal to you?

Mr. Kusa. Yes; it will. It certainly won’t have a dramatic impact
immediately. We are talking about a benefit derived over a long
term.

Mrs. FENwick. I was talking to a small businessman over the
weekend. He is not in favor of involving the banks as partners with
a small business in this enterprise. What is your opinion of that?

IMPORTANCE OF FINANCING AVAILABILITY

Mr. Kusa. I think you will hear pros and cons but one of the
most important things of any industry is to have the availability of
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credit or financing. If it is not forthcoming from government-sup-
ported programs, it must come from the private sector. Therefore, I
think it is very important that banks participate, because they
hii've the capital to be able tc pay for those machines from the sup-
pliers.

Mr. MAck. At least that they might have the opportunity to par-
ticipate in an export trading company and to own, under certain
restricted and regulated circumstances, a controlling share of an
export trading company. What we are up against is the very same
thing fro.n Japan. Withcut bank participation, or at least the op-
portunity for bank participation, you really have just half a meas-
ure.

Mrs. FEnwick. I know my time is up.

Mr. ErRDAHL [presiding]. Go ahead.

Mrs. FEnwick. I am interested in the footnote on page 10, about
the old tools, No. 5 on page 10. How come? “It is also significant
Americar: industry has the highest percentage of old machine tools
in the free world today.” Why?

Mr. Mack. Over a period of years we have as a country had a tax
structure that has discouraged investment, that has rewarded inef-
ficiency and lack of productivity. And we are now reaping the
whirlwind.

What the Congress did last year is going to help significantly
when interest rates come down and people begin buying things
that require machine tools to build them, and _ompanies can afford
to purchase machine tools.

Mrs. FENwick. What in your view is the reason for the high in-
terest rates? Have you a theory?

Mr. Mack. I guess we all have theories.

Mrs. FENwICK. How about just an opinion?

Mr. Mack. We provided some testimony to the Budget Commit-
tee last year. We would be glad to provide that.

Mrs. FENwicCK. Can you tell me the gist of it?

Mr. MAck. Again, | think to some degree we are paying the price
of actions that have been taken over a period of years.

Mrs. FENwick. That does not help me much.

Mr. Mack. No; we will provide our earlier testimony for you.?

Mrs. FENwick. Thank you very much.

Thank you, Mr. Chairman.

Mr. ErpAHL. Thank you, Senator Fenwick.

Mgs. FENwiICK. A bit premature, but I will let my prophecy
stand.

NEED FOR EXPORT CREDITS

Mr. ErpAHL. One question I had is, you talk about the problem,
maybe we talk about the possibility facing the machine tool indus-
try as far as exports are concerned. Are there some things that
make this particularly unique from other products that we as a
country export and that we compete with around the world? Maybe

t See testimony of William Scott, executive vice president, VO Press Co., Inc, on behalf of the
g:tional Machine Tool Builders’' Association, on September 10, 1981, before the House Budget
mmittee.
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that has already been touched on. If you can summarize that for
the record, I would appreciate it, for my information.

Mr. Marrump. I do not think it is unique, Mr. Erdahl. I think
that any high technology industry in the United States essentially
faces the same problems our industry does.

We are impacted by imports,-perhaps more than other high-tech-
nology industries. But there are a lot of industries, as I am sure
you are well aware, that are impacted by imports that are not as
high in technology. The problems, howe:r, remain the same. We
do not have the export credits to work witn, and we are restricted
from exporting by Government controls. Added to that, of course, is
the import problem. But I think if we werc armed with export
credits, and if we had the ability to expor™ in a free but fair
manner, that is equally with our allied trading partners around
the world, I think the United States would practically own the in-
dustrialized world.

DIFFICULTIES OF SMALL BUSINESSES IN EXPORTING

Mr. ErpaHL. That brings another question to mind. A year and a
half ago, I had a small business procurement conference in my dis-
trict in Minnesota, the southern corner of Minnesota. One of the
things that did come up this afternoon is how important the small
business community has been in the export business. They have
been one of the leaders, despite the difficulties they face in trying
to deal with some of the regulations that we as a Nation put on our
export business, and despite the problems they face with controls
and restrictions that other nations put on them. We have in Min-
nesota companies like IBM, 3-M, Honeywell, and others. They have
foreign departments, or whatever they might call them to deal
with that. But the average small business person faces a very diffi-
cult time in trying to cope with these regulations, currency p
le}alms, everything else. They are not very well equipped to deal w.
those.

If there could be some cooperative venture, something that would
enable the people from the small business community, which prob-
ably make up the bulk of this type of trade, if there is some way
they could better cope with these problems. I see several people
nodding their heads.

Again for the lady from New Jersey and myself, maybe you
could make some comments on that.

Mr. MarFruip. Yes, sir. Our industry is comprised—like your con-
stituents, of small businesses. Seventy percent of our members
qualify under SBA. If you added all of the machine tool builders up
as one company in the United States, it would only be about 87 on
Fortune’s list of 500. Some of our members that are very small,
under 150 employees, yet their business is up to 60 percent export,
a miraculous figure. Many others are trying to attain that, to get
rid of the sine curve business of the machine tool industry. And it
is a cyclical industry in any country with such an industry. But if
you look at the world market, it is not cyclical, it is a straight line
practically, and people hooked to that straight line are in a healthy
business condition.
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Our members, I am proud to say, are fortunate in havinag an in-
ternational trade department that is the size and the acility of
ours, because we have been allowed to, and encouraged by, our as-
sociation leaders and board of directors to do this. We have been of
considerable help to our members.

Also, the Department of Commerce has helped us a great deal, as
they would help any industry in the United States to export. But
we have three people sitting at this table that travel overseas, as I
stated before you arrived, sir, nearly 50 percent of our time. We
have been active in export activities for our members in over 33
countries. We are there to help them. But I pity the small business-
man that does not have this opportunity, or that does not realize
that Commerce district offices can help them, or has to add people
to his very small payroll to enable him to do this, because it would
be crippling to him to put on the necessary people to enable him to
effect an efficient export operation.

Mr. ErpaHL. Thank you very much. I was encouraged by one of
the panel members making reference to the tax modification we
passed last session. I am sure we were talking about the speed-up
of the depreciation schedule. We hope that will be a very positive
thing, not only for people expanding in the worldwide market, but
trying to make a decent living here at home as well.

Another question. Which export promotion programs work and
which ones don’t in your opinion, and why?

EXPORT PROMOTION PROGRAMS

Mr. KuBa. If I can speak in generalities from our experience,
there are a number of export programs that work and work quite
well: Catalog shows are one, video catalog shows, IOGA-spcnsored
trade missions, and having the resources of our foreign commercial
posts made available in setting up meaningfu! itineraries from the
input from our commercial officers. They do an outstanding job. I
am not certain you were here when the statem«nts were made, but
our association and members have participated in nearly 40 IOGA
trade missions. So we speak with some degree of personal involve-
ment in those activities.

Previously there had been other excellent programs that, unfor-
tunately, may be winding down because of budget considerations,
and that was the U.S. Department of Commeice trade shows spon-
sored, coordinated and run by the Department of Commerce, and
the exhibit managers at the trade centers around the world——

Mr. ErpaHL. If I could interrupt you there. I am not trying to
put words into your mouth, but would you feel the budget re-
straints that eliminate or seriously curtail those would be penny-
wise and pound foolish for our country?

Mr. KuBa. Yes, sir. There is an excellent program called the for-
eign buyers program. This is an outstanding program. Unfortunate-
ly, I have heard it may be curtailed before the end of this year. I
think that would have a detrimental effect to all of American in-
dustry not being able to capitalize on the service and resource of
what that has done for our industries.

Mr. SEiBERT. My primary responsibility around the world is
working in the underdeveloped countries. It is very vital to our
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membership, particulariy those small companics;, to become in-
volved in those marketylaces. One way to stimulate small business
is get them by the hand and take them over there.

It is important we have trade missions to the underdeveloned
countries, so that the American businessman can see the opportu-
nities available to him, and consequently, American businessmen
can assist the underdeveloped countries to pull themselves up. But
without some type of support—and I don’t necessarily mean finan-
cial support from the U.S. Government, but just strictly encourage-
ment, but if you want to give me money I will take it —encourage-
ment to get involved. Because we are talking about a long-term
effort. We are not going to get a return on an investment by a pri-
vate American citizen immediately in an underdeveloped country.

Mrs. FENwick. | am so happy to hear you say this because that is
precisely what [ have noticed on the part of the Department of
Commerce in regard to their actions in my State.

There is a small company, Henderson Scales, a black business,
owned by Mr. John Henderson. I think they have 135 employees,
and they were going to open the Asian mearket. They were taking
also a small company called the Biodex, which makes medical diag-
nostic kits. They were going under the aegis of the department. I
don’t think money was involved—it was encouragement, it was
know-how, it was suggestions, it was some kind of drive and zeal in
the interest of the export market. This is what has led me to be so
encouraged with the new attitude of the Department of Commerce,
and their two fine people, Mr. Thomas Murray and Mr. Hilbert.

I wish you would give me more evidence of this kind of thing,
because I have written to Secretary Baldrige about it to encourage
this.

Thank you.

Mr. ErpAHL. As always, I would assure our guests here today,
any committee where Mrs. Fenwick participates is well-attended. 1
am sure the-e will be some other questions from the chairman and
some of our colleagues and staff who are not here today. I hope the
members of the panel will be willing to respond to some questions
that could come in writing later on. Thank you all for coming.

Any comments in closing? Hearing none, the subcommittee is ad-
journed.

[Whereupon, at 3:25 p.m., the subcommittee adjourned, to recon-
vene at the call of the Chair.]
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The subcommittee met at 2:45 p.m. in room 2200, Rayburn House
Office Building, Hon. Jonathan B. Bingham (chairman of the sub-
committee) presiding.

Mr. BoNKER [presiding]. The Subcommittee on International Eco-
nomic Policy and Trade will come to order.

I am not the chairman. The chairman is on the House floor, and
fvill be arriving shortly, but we won't delay this hearing any
onger.

The subcommittee meets today to continue our series of hearings
on the competitiveness of U.S. exports in the world marketplace.
At previous hearings, we heard testimony from representatives of
the aircraft industry and the machine tool industry, two areas in
which the Japanese have apparently targeted the marketplace.

Today we are pleased to hear from representatives of four trade
associations, who will discuss the competltlveness of the U.S. elec-
tronics industry. I would note that a fifth association, the Semlcon-
ductor Industry Association [SIA], was invited to participate in this
hearing, but was unable to provide a witness for this session. How-
ever, A lIA s written statement will be included in the hearing
recor

The subcommittee notes and appreciates the effort today’s wit-
nesses have expended to catalog the various problems that their
companies face in international trade, and to formulate suggestions
for remedies.

I see all the witnesses are at the table, so we shall begin. Con-
gressman Lantos will at this time introduce the first witness,

Victor Ragosine, who is a resident of Mr. Lantos’ district.
" Mr. Lanvos. Thank you very much, Mr. Chairman. I appreciate
the courtesy and I apologize %r havmg to leave shortly but I am
Eartlmpatmg in another meeting of the Europe and the Middle
ast Subcommittee. ‘

lSee app. 4.
(123)
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As an interaational economist, I have long been interested in our
high technology industries, and mv congressional district, as you
know, is one of the high technology districts; that is the San Fran-
cisco Peninsula. One of our most important industries is Ampex
and Mr. Victor Ragosine has been a leader in the high technology
industry nationally. It is my great pleasure and privilege to intro-
duce him to the subcommittee.

Mr. BINGHAM [presiding]. Well, with that, Mr. Ragosine, | sus-
pect you will be the leadoff witness. I think we will proceed in
order that each witness will provide their statement and then we
will open for questions.

In order to expedite the hearing and have enough time for ques-
tions, it would be helpful if the witnesses would summarize their
statements. I assume that summaries are available because the
statements are rather lengthy.

Mr. Ragosine, please proceed.

STATEMENT OF VICTOR RAGOSINE, GOVERNMENT AFFAIRS CON-
SULTANT, AMPEX CORP., REPRESENTING THE AMERICAN
ELECTRONICS ASSOCIATION

Mr. RaGosINE. Mr. Chairman and members of the subcommittee,
I am Victor Ragosine, Government affairs consultant for Ampex
Corp. based in Redwood, Calif.

Ampex manufactures computer peripherals, equipment for the
radio and television industries, and magnetic tape. We have a vital
interest in international trade and in U.S. policies which can affect
that trade. We are particularly concerned about export controls
and their economic impact on U.S. companies.

I am pleased to have this opportunity today to testify on behalf
of the American Electronics Association [AEA], of whose interna-
tional committee I am past chairman. I request our statement be
made part of the formal hearing record.

AEA is an association of nearly 2,000 high technology electronics
companies in 43 States. Some of the largest companies in the
U.ited States are members, but the majority of our member firms
are small, rapidly growing enterprises currently employing less
than 200 people.

AEA member companies have a vital stake in exports and inter-
national trade. In some of the larger companies, half their sales are
to overseas customers. The smaller companies must increasingly
compete in worldwide markets. Electronics companies contribute a
favorable balance of trade as a partial offset to unfavorable bal-
ances incurred by oil and other imports. In 1981, electronic prod-
ucts produced a favorable trade balance of over $5 billion, with
electronic industrial products contributing a favorable balance in
excess of $10 billion.

Mr. Chairman, AEA appreciates the leadership you and the
members of the subcommittee have shown in focusing Congress’ at-
tention and cuncern on the problems U.S. firms face abroad. We
welcome this opportunity to testify on the competitiveness of elec-
tronic products. We believe this country must be forthright and ag-
gressive in pursuing our trade and investment interests and rights.



125

SUPPORT FOR RECIPROCITY LEGISLATION

S. 2094, the Reciprocal Trade and Investment Act of 1982, as
passed by the Senate Finance Committee, shores up the General
Agreement on Tariffs and Trade [GATT] system and assists the
U.S. Trade Representative in reducing barriers abroad to U.S. ex-
ports of products, services and foreign investment. AEA believes, S.
2094, coupled with the trade-enhancing tax measures you passed
last year, will go a long way toward insuring the future comnpeti-
tiveness of U.S. electronics industries in world markets.

UNILATERAL AND MULTILATERAL EXPORT CONTROLS

The United States, together with the NATO countries, New Zea-
land, Australia, and Japan, participates in an international agree-
ment which restricts shipments of dual-use products to the U.S.S.R.
and the Eastern bloc countries. This agreement is administered by
a committee headquartered in Paris: COCOM. These controls are
generally effective in denying potential adversaries’ products which
may have a strategic importance.

In addition, the United States imposes unilateral controls or em-
bargoes for foreign policy and human rights reasons. The United
States also stands alone in having compiled a list of military criti-
cal technologies [MCTL]. The list is used as a basis for the denial of
export license applications which might have been granted on the
basis of COCOM criteria.

AEA is unequivocally in favor of multilateral controls of dual-use
products and technical data. But there is a question of the effec-
tiveness of unilateral controls; of the use of a military critical tech-
nologies list not accepted by our allies; and of the economic impact
on U.S. companies of these controls and embargoes.

The United States does not have a leading position in all kigh
technology industries. We may be a little ahead in some sectors, a
little behind in others, and pretty much even in most, as compared
to our trading partners and competitors in the COCOM countries.
Unilateral controls thus lead to the loss of markets to our competi-
tors in Europe and Japan. The argument has been made that the
economic impact of this loss of market is small. For example, U.S.
nonagricultural exports to the COCOM countries were approximate-
ly $1 billion prior to the imposition of embargoes subsequent to the
Soviet invasion of Afghanistan. It should be noted, however, that
exports of our COCOM partners were significantly larger. There is
no commercial reason why U.S. exports could not have been great-
ly increased.

Further, the United States enforces export controls for foreign
policy, human rights and antiterrorist reasons to goods destined to
South Africa, Yemen, Libya, Cuba, North Korea, Vietnam, and
Kampuchea. Some of the controlled items are related to police ac-
tivities and some contain military significant technology. Others
are ordinary commercial goods, all of which require validated li-
censes.

12-426 0 - 83 - 9



126

ECONOMIC IMPACT OF EXPORT CONTROLS

The Export Administration Act of 1979 mandates a report from
the President to Congress on the economic impact of export con-
trols for foreign policy reasons.

The likely effects of the proposed controls on the export performance of the
United States; on the competitive position of the United States; on the international
reputation of the United States as a supplier of goods and technology; and on indi-

vidual U.S. companies and their employees and communities, including the effects
of the controls on existing contracts.

This report now consists principally of a compilation of sales lost
and the dollar value thereof.

This doesn’t represent the true impact of foreign policy controls.
AEA recommends that a more rigorous estimate be made of the
economic impact of all unilateral export controls. These should in-
clude estimates of the dollar value of license applications not filed
because of the existence of controls; of sales lost because of unreli-
able supplier reputation; of followup sales lost due to initial denial
or nonapplication; and market share lost because of delays inher-
ent in the requirement for application for a validated license.

We further recommend that, in addition to the Department of
Commerce, the Departments of Labor and the Treasury be involved
to assess the effects of lost sales on employment and tax revenue.
At the same time efforts should be increased to enforce compliance
with multilateral agreements by companies in all countries covered
by these agreements.

The Reagan administration is sensitive to the fact that acquisi-
tions of sophisticated U.S. equipment and U.S. products and tech-
nology by the Soviet Union can put our country at a military disad-
vantage. The administration has recently taken a number of steps
to limit these illegal activities.

As it is in the best interest of the U.S. export community to
comply with the law, the AEA International Committee has recent-
ly initiated a program to advise our members of our Government’s
concerned attention on export controls and assist them in develop-
ing a comprehensive body of internal procedures. Export seminars
across the country are being held to educate the companies in com-
pliance with export laws.

Creation of a better dialog between business and the Government
would be a valuable step toward the enforcement of U.S. export
control policy. Sensitizing the business community to the problems
of national security and educating the Government with firsthand
information on business’ concerns and how business can assist in
the control process would be productive to a mutual end result.

AEA has also initiated a comprehensive review of the Export Ad-
ministration Act regulations to simplify and reduce unnecessary
documentation requirements. The results of our review will con-
tribute to a better communication between the exporter and the
Government, and assist in avoiding inadvertent exports and paper-
work. We would be pleased to make our results available to this
subcemmittee.?!

! A copy of the American Electronics Association’s export administration regulations enhance-
ment project is retained in subcommittee files.
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Thank you very much, Mr. Chairman. I would be pleased to
answer any questions you might have.

Mr. BingHAM. Thank you very much, Mr. Ragosine.

[Mr. Ragosine’s prepared statement follows:]

PREPARED STATEMENT OF VICTOR RAGOSINE, AMPEX CORP., FOR THE AMERICAN
ELECTRONICS ASSOCIATION

Mr. Chairman ‘and Members of this Distinguished Committee:

I am Victor Ragosine, Government Affairs Consultant for Ampex
Corponration based in Redwood, California. Ampex manufactures
compiter peripherals, equipment for the radio and television
industries, and magnetic tape. We have a vital interest in
international trade and in U.S. policies which can affect that
trade. 1 am appearing before you today on behalf of the American
Electronics Association, of whose International Committee I am
past chairman. AEA is a trade association of nearly 2,000
electronics companies in 43 states. Our members manufacture
electronic components and systems or supply products and services
in the information processing industries. Our member companies
are mostly small rapidly growing businesses currently employing
fewer than 200 people.

AEA member companies have a vital stake in exports and
international trade. In some of the larger companies, half of
their sales are to overseas customers. Electronics comparies
contribute a favorable balance of trade as a partial offset to an
unfavorable balance incurred by oil and other imports. 1In 1981,
electronic products produced a favorable trade balance of over $5
billion dollars, with electronic industrial products contributing

a favorable balance to excess of $10 billion dollars.
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AEA appreciates the leadership you and the members of the
Subcommittee have shown in focusing Congress' attention and
concern on the problems U.S. firms face abroad. We welcome this
opportunity to testify on the competitiveness of electronic
products. We believe that this country must be forthright and
aggressive in pursuing our trade and investment interests and
rights. This coupled with the enhancing tax measures you passed
last year, will go a long way toward insuring the future
competitiveness of U.S. electronics industries in world markets.

AEA believes that today we are at an important point of time
for U.S. trade and investment policy. Great pressure is being
placed on the GATT system of international trading rules because
of what it does, and what it doesn't do. On the one hand
protectionist forces, pointing to the visible effects of the
current worldwide recession, are getting stronger both here in
the U.S. and abroad. The political pressure is real to raise new
tariff and non-tariff barriers to product exports, and to
reinforce existing ones. On the other hand, increased use of
"industrial policies" is resulting in protectionist mechanisms
that are not covered by the GATT rules, but which threaten to
undo the significant progress made since GATT negotiations began
in 1948.

OBJECTIVES OF TRADE LEGISLATION

AEA has assessed these domestic and foreign political
pressures, and analyzed carefully several bills introduced by
Congress. We believe ncv is the time for the U.S. to do all it

can to resist protectionism here and overseas by working to shore
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up the GATT system and too expand the system of international
rules to cover foreign investment and services. By initiating
and passing appropriate legislation, Congress can address this
dual threat to continued expansion of world markets by providing
our negotiators the statutory backup and policy guidance they
need to be succeszful in this critical endeavor. We think it is
important that any legislation in this area:

+ be consistent with the letter and spirit of the GATT
system and United States' obligations thereunder;
mandate and authorize the President to negotiate
bilateral and multilateral threaties covering foreign
direct investment and trade in services.
expand the authority of the President under Section 301
of the Trade Act of 1974 to respond to foreign barriers
to U.S, foreign direct investment;
call on the Trade Representative and the Secretary of
Commerce to compile an inventory of foreign non-tariff
barriers to U.S. exports of products and services, and
foreign direct investment;
require a periodic report to Congress by the Trade
Representative and Secretary of Commerce on the steps
planned or taken to have these foreign barriers reduced
or eliminated; and

- provide essential special attention on the high
technology sector.

Senator Danforth's 5.2094 "the Reciprocal Trade and

Investment Act of 1982" meets our objectives and we endorse this

bill.
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Several bills in the House such as H.R.6773, and H.R.5596,
as introduced by Mr. Frenzel meet some of these objectives and
principles. AEA is pleased that Messrs. Shannon, Gibbens,
Guarini, and Matsui have introduced H.R.6433, "The High
Technology and Trade Act of 1982", which addresses all of them.
Passage of this legislation will assist our Trade Representative
in reducing barriers abroad to U,S. products, services and
foreign investment. And by doing so it will alleviate the
growing pressure in Congress to enact new protectionist and other
GATT~inconsistent trade laws,

Let us now discuss our reasoning in light of some of the
major difficulties our members increasingly face abroad.

HIGH TECHNOLOGY

If we examine our trade performance over the last two
decades, it's clear that our R&D intensive, high technology
industries are performing well in holding up the U.S. balance of
trade. Our non R&D intensive, less competitive industries are in
trouble, some partly because of foreign industrial policies that
have targeted these sectors for special attertion.

The U.S. has a distinct comparative advantage in high
technology manufactured products and related services. Unfortu-
nately, nearly all countries, industrialized as well as the Less-
Developed-Countries, want to have their own high technology
industries precisely because of the benefits the United States
now reaps from them: new and better jobs, increased
productivity, greater income and the better standard of living

which results. Consequently, many governments have targeted this
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sector for intervention via irdustrial policies, combining
protectionism and active support.

Our industries require a worldwide market in order to
support the increasingly expensive R&D and capital investments
needed to stay in the forefront of technology and meet customer
needs. The U.S. needs to be aggressive on efforts to keep these
markets open to competition based on price and quality, other
than on national origin. If the U.S. does not, we run the risk
of losing the enormous benefits that our technologie¢s can bring
to the United States and to other countries. In our industry,
we're only seeing the crudest beginnings of what can be
accomplished to improve productivity and raise the world's
standard of living. We are pleased that Ambassador Brock intends
to place the sector on the agenda for the GATT Ministerial talks.
We believe that the provisions of H.R.6433, the "High Technology
Trade Act of 1982", provide a comprehensive basis and approach
for negotiations in the forum or in other bilateral or
multilateral talks with our principal trading partners.

FOREIGN INVESTMENT BARRIERS

For the last several decades, the U.S. has led the way in
getting other countries to reduce their tariff barriers to U.S.
product exports. As these feasible tariff barriers have come
down, however, new, more subtle non-tariff barriers appeared.
While the Tokyo Round MTN agreements addressed some of these non-
tariff barriers, many remain.

Unfortunately, some of the most serious of the non-tariff

barriers are ones which are not covered by any multilateral
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rules, namely restrictions on foreign direct investmentL. This
situation has been in part caused and compounded by two factors.

One, U.S. international investment policy has been neutral.
That is, U.S. policy has been one of neither encouraging nor
discouraging flows of direct foreign investments, and Congress
‘has chosen to lead by example and by avoiding barriers to foreign
direct investment in the U.S. Unfortunately, we haven't coupled
this exemplary role with aggressive efforts to see that it is
followed by others. At the same time, our negotiators' attention
has been focused on efforts to reduce barriers to products trade
under the GATT.

This neutral and passive policy has been undergoing review
and consideration by the Executive Branch, and we are encouraged
by actions which signal its increased priority status on the
United States Trade Representative's agenda.

Two, the public discussion of this issue is quite sensitive
for U.S. firms. Companies do not complain openly because they
fear retribution. For years they have had to grapple with
investment restrictions on their own, due in large measure to the
lack of an aggressive U.S. policy. In some countries, firms have
been able to negotiate agreements, often skewed in favor of the
host nation, but which at least give them some limited access.
These arrangements are something less than secure and subiect to
change at any moment., Because they are so tenuous, most firms
are understandably reticent to be indentified publicly with any
criticism of the governments involved.

But that's not because the problem is not wide spead. It
is, Restrictions on foreign direct investment are formidable,

especially for the smaller firm.
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In our industry in order to sell computer systems or other
high technology products to customers overseas there must be a
commitment ~-- made by us -- to provide service and maintenance
for the products we sell. We must have the ability to establish
local subsidiaries for these purposes. It is for this reason
that we view investment and trade as two sides to the same coin.
Their intevaction is vital since they provide mutual support for
each other in world competition. The ability to invest in
manufacturing, sales and service operations is a primary vehicle
of trade today.

For young companies, the most onerous of these are
restrictions on our ability to establish local, majority owned
sales and services subsidiaries that we can manage properly. 1In
an increasing number of countries, we cannot now establish such
subsidiaries unless we are willing to surrender majority
ownership to a local partner, and hence, our control over the
operations, and over our technology which we developed at great
expense. The ability of an American company to take advantage of
business opportunities in a rational and timely way is limited if
it has approval for such actions. The majority owner may have no
interest in our knowledge of the business and may be unable to
appreciate the dynamics of the situation as they ari:ze.

There are a host of other 1estrictions on foreign direct
investment, including export performance requirements, demands
that a certain percentage of the final product contain materials
or technology that is "sourced" locally, requirements that the

foreign firm transfer the techrology or "knowhow" either
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immediately or after a certain period of time, requirements for
local training and conduct of R&D within the host country, and so
on. In combination, these restrictions make it unattractive for
U.5. firms to invest. Unfortunately, in many cases a decision
not to meet these demands may deny a U.S. firm from fully
participating in these markets.

Mr. Chairman, companies such as we represent are not out
simply to take advantage of an economy, and then exit without
leaving anything behind. We are interested in complete, long
term involvement in those economies, which means realistically
contributing to the local infrastructure and technology base.
But these contributions flow naturally from the demands of our
business. They cannot be dictated by government fiat. We have a
m:taal interest which can be met only by allowing a competitive,
fast-moviag business to be managed like one,

With these kinds of problems in mind, we strongly support
legislation that would mandate and authorize our negotiators to
seek bilateral and multilateral agreements to reduce the trade
and capital flow distorting effects of such investment
restrictions. 1In the short term, bilateral treaties are the
practical solution. We would be following the practices of
France, Germany, Japan and others in doing so. The longer term
objective should be multilateral solution, based on the numerous
bilateral arrargement that could provide the necessary momentum
for new international rules.

We also welcome expansion of the President's authcrity to

respond under Section 301 if such negotiations are unsuccessful
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and such practices continued unjustifiably and unreasonably to
burden, restrict, or discriminate against U.S. negotiators
presently having little leverage in this area. Presidential
authority to respond would provide an appropriate and needed
bargaining tool.

INVENTORY OF NTBS TO PRODUCTS, SERVICES AND FOREIGN INVESTMENT

AEA would support legislation to require the USTR and the
Commerce Department to develop an inventory of the major non-
tariff barriers abroad to U.S. product and service exports, and
foreign direct investment. We also support provisions that would
require periodic reports to the Congress on the steps the United
States Trade Representative has taken, or plans to take, to have
these barriers reduced or eliminated.

CONSISTENCY WITH THE GATT

Since the creation of the General Agreement on Tariffs and
Trade (GATT) the United States has taken the lead role in efforts
to persuade our trading partners to aaopt the GATT's basic
multilateral principles of national and most-favored-nation
treatment, and thereby reduce world barriers to product exports.
In asserting this leadership zole, Congress has deliberately
chosen to lead by example by passing trade laws to mirror those
of the GATT; I think that it is fair to say that without the U.S.
commitment, there would be far more trade barriers abroad than
there are today.

AEA believes it is absolutely vital that the U.S. not
abdicate this leadership role. Any action that would compromise

this rcle would likely lead to greater barriers to our product



136

exports, There are many countries which would welcome an excuse
+o bend to domestic pressures and erect new import restrictions.
There are others which might well feel compelled to retaliate if
U.S. legislation were to affect exports negatively. And chances
are good that our strongest, most competitive, exporters would be
the ones to bear the brunt of either reaction. The negative
consequences for jobs, income and related tax revenues could be
enormous if this were to occur.

The GATT currently provides for reciprocity under mutually
agreed procedures and rules. AEA supports that process. AEA
therefore would support legislation which would reinforce the
U.S. commitment to that process. We would thereby csupport its
continued vse in assessing whether a given country or group of
countries is measuring up in an overall sense, given the specific
circumstances, to its trade agreement or GATT obligation and
responsibilities and thereby be eligible for future U.S. trade
concessions.

AEA opposes legislation that would allow unilateral
retaliation or require bilateral "reciprocity” outside the GATT
on an industry sector or product basis. Such legislation would
fly in the face of GATT pr'nciples and obligations, and would
invite protectionism and retaliation here and abroad.

We must aggressively enforce abroad our trade and investment
rights and interests. We cannot afford to abdicate our
leadership for free and open markets for trade and investment.

We must be aggressive at home in resisting the temptation to

raise trade barriers. And we must be forward-looking and see to
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the needs of our strongest industries before the weight of
barriers abroad become so heavy as to be politically too
difficult to eliminate. Viewed from our perspective, we no
longer have the luxury of time. We need legislation and policy

that addresses these objectives now.

U.S. Export Incentives

Domestic International Sales Corporation (DISC)

Domestic International Sales Corporation is perhaps one of
the major export incentives for exporters within the AEA
membership, DISC has been widely and successfuly employed by our
large, medium and small firms. DISC incentives have convinced
management of the importance of exports and have better enabled
them to compete abroad on more equal terms against subsidized
foreign competitors.

As an incentive, DISC has sarved to focus attention upon
producing goods within the U.S. for foreign markets. AEA
believes DISC should be retained to promote exports and to help
U.S. employment., Eliminating DISC now would be telling U.S.
industry that the U.S. government does not care about exports,
This Administration has been fighting long and hard with our
partners in GATT to retain DISC and we endorse their commitment.
Manpower

Changes in U.S. tax law, particularly those encouraging
increased cooperation between U.S. high technology companies and
universities throughout the country, will address but certainly
not solve another pressing prehlem: the shortage of skilled
manpower which is curre.tly gunfronting the electronics

industries.
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This past year, AEA initiated a survey to gather nationwide
statistics to determine the current extent of the manpower
shortage plaguing the electronics industries, and to see what the
status will be four years from now. As shown on the following
chart, U.S. high technology firms will experience a dramatic
increase in the need for technically ~alified personnel through
1985.

Amcng the survey's findings:

- The continued healthy state of the computer and computer~
related part of the industry will feel a greater need for
computer specialists.

+ The heightened demand for laser technicians indicates
this part of the industry will begin to blossom more
fully.

The burgeoning semiconductor segment will need more
micro-electronics technicians.

- The shortage of technically trained personnel is real and
its magnitude significant: Of the 1,265 AEA member and
non-members surveyed, 48 percent‘tepotted a need for
55,000 new electronic engineers and computer science
engineers. 16,000 electronic technicians, and 66,000
assemblers through 1985,

The shortage of skilled manpower is a multi-faceted problem
that does not lend itself to a single legislative solution. We
believe solving it will require action by individual companies,
state and local governments, the electronics industry at large as

well as by the Federal government. As I have said, a number of
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improvements in federal law have already been made. These
however are not enough and the high technology electronics
industry, through its trade associations, has proposed additional
steps in the introduction of H.R.6484,, “The Scientific Research
and Education Act" by Mr. Shannon and S5.2474 and S.2475 by
Senator Bentsen. This bill will help address the shortage of
adequately trained technicians by expanding existing Federal
income tax provisions to enccurage corporations to increase their
education and research donaticus to colleges and universities.

Research and Development

To remain competitive in an interdependent world that is
growing and advancing around us both economically and
technologically, AEA believes substantial investments must be
made in U.S. research and development. U.S. expenditures for R&D
since 1960 have declined in both real and relative terms. When
measured as a percent of GNP, U.S., R&D expenditures dropped from
a peak of 2.95 percent in 1964 to 2.22 percent in 1979, a decline
of almost 25 percent. A number of complex and inter-related
factors can be seen as the cause for this decline, among them:
the constantly increasing cost of money, the escalating size of
investment required to reach meaningful results, the¢ risk factors
in our unstable economy, etc. These have reduced the ability of
U.S. business to fund research and development activities to the
level needed to maintain our competitive position relative to our
trading partners.

The need is to focus more of this nation's resources on R&D -

the key which in the past has opened the door to the unparalleled
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success of U.S. industries, at home and abroad. There is ample
evidence of a significant positive correlation between an
industry's commitment to R&D and its growth in both domestic and
export markets.

AEA has strongly supported a number of tax changes designed
to stimulate research and development and are working on a survey
to show what effect the credit has had on R&D in the electronics
incustr;. Several of these measures were enacted by the Congress
in the Zconomic kecovery Act of 1981, These include:

1. A 25 percent tax credit for increases'in R&D spending

over the average of the three previous years;

2. Inclusion in the tax credit of 65 percent‘of a
corporation's research grants to universities;

3. Assignment, under the accelerated cost recovery pro-
visions, of R&D equipment to the three year category, and

4. Permission, over a two-year period, for U.S. corporations
to allocate all U.S. incurred R&D expenses to U.S. source
income,

Valuable as these changes are, AEA believes much of their
impact will be lost unless the following additional actions are
taken:

1. The definition of "Research"™ being developed by Treasu:y
for the tax credit must be broad enough to encompass the
needs of U.S. high technology companies;

2. The January 1, 1986 "sunset" for the R&D tax credit must
be extended;

3. The tax credit for corporate donations to universities
for research should not be limited by inclusion in the

three year base period;
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4. The cost of capital for U.S. exporters should be brought
into line with that of their competitors in Japan and
Germany where there is no tax on capital gains.

U.S. incurred R&D expenses should be made permanently

w
.

deductible against U.S. source income.

U.S. Export Disincentives

The administration and implementation of the U.S. export
control policy is a major disincentive for our industry. Export
controls, although necessary for our national security, economic
well-being, and at times desirable for our foreign policy, often
discourage U.S. businessmen and place them at a competitive
disadvantage.

The United States, together with the NATO countries New
Zealand, Australia, and Japan, participates in an international
agreement which restricts shipments of dual use products to the
USSR and the East Bloc countries. This agreement is administered
by a committee headquarted in Paris (COCOM). These controls are
generally effective in denying potential adversaries products
which may have strategic importance.

Unilateral Export Controls

In addition, the United States imposes unilateral controls or
embargoes for foreign policy and human rights reasons. The
United States also stands alone in having compiled a list of
military critical technologies.

AEA is unequivocally in favor of multi-lateral controls of

dual use products and technical data. But there is a question of

12-426 0 - 83 - 10
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the effectiveness of unilateral controls of products and
technical data; of the use of a military critical technologies
list not accepted by our allies; and of the economic impact on
U.S. companies of these controls and embargoes.

Presumably, the rationale behind extending U.S. unilateral
controls would be: (1) to prevent the utilization of certain
products and technologies to support the military-industrial base
of the Soviet Union, (2) the need to send the Soviets additional
"signals™ of U.S. displeasure, and (3) the belief that extending
unilateral controls would induce the members of COCOM, and
perhaps other Western countries, to adopt similar measures.

AEA believes unilateral controls should be employed very
sparingly and only where it can be reasonably determined such
controls will have a direct, measurable and intended effect on
the target country(ies). This is because there is ampla evidence
that often the overall impact of unilateral controls is greater
on the U.S. than on the intended target country(ies). For
example:

1. Most products and technologies not presently subject to
COCOM multilateral controls are readily available from
any number of COCOM and non COCOM sources. If these
countries are not likely to follow the U.S. lead and
adopt similar controls, the net effect of the unilateral
U.S. export control measures will not be to deprive the
Soviets, but rather to channel this and inevitably other
future business to all too eager non-U.S. suppliers.

This will further separate U.S. businessmen from the
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soviet macket, and Eastern European market and further
diminish trade contacts which, as a form of communica-
tions, may be of some help in perserving peace.

Many purchasers located in friendly countries abroad have
thriving export buisnesses in which U.S. products play an
important part, either as parts, components, or
supporting equipment. In recent years, a number of these
purchasers have become increasingly concerned at what
they perceive to be the never-ending vagaries of U.S.
controls—-South Africa, Rhodesia, Uganda, human rights,
nuclear proliferation, Iran,-Communist countries, etc.
Many are seriously considering reducing their dependence
on U.S. suppliers, not because they believe U.S. controls
will be extended over U.S. products they consume locally,
but rather because they fear the inevitahle U.S. move to
extend controls extraterritorially over their re-exports
which might place their export business in jeopardy.

An increase in controls means more work for exporters in
preparing applications and for U.S. licensing officials
in handling them. The resultant decrease in the
efficiency of the licensing process inevitably spreads
over all transactions requiring validated approval. The
licensing delays, in turn, tend to divert more business
to our competitors abroad, who, not facing similar
licensing requirements, can accept orders unequivocally
and ship as soon as the material is ready.

Past history amply demonstrates that once imposed

controls seem to enjoy a life of their own and are very
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difficult to terminate. This means that U.S. business is
likely to bear the burden of increased paperwork, delays,
and loss of business long after conditions have changed
and the reason for instituting controls has gone.

The Export Administration Act of 1979 mandates a report from
the President to Congress on the economic impact of export
controls for foreign policy reasons. This report now consists
principally of a compilation of sales lost and the dollar value
thereof.

AEA recommends that a more rigorous estimate be made of the
economic impact of all unilateral export controls. These should
include estimates of the dollar value of license applications not
filed because of the existence of controls; of sales lost because
of "unreliable supplier” reputation; of follow-up sales lost due
to initial denial or non-application; and market share lost
because of delays inherent irn the requirement for application for
a validated license.

We further recommend that, in addition to the Department of
Commerce, the Departments of Labor and the Treasury be involved
to assess the effects of lost sales on employment and tax
revenue.

At the same time efforts should be increased to enforce
compliance with multi-laterial agreements by companies in all
countries covered by these agreements.

Unilateral ﬁe—Export Controls

The United States, alone among its friends and allies,

attempts to control their re-exports of U.S. origin commodities
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and technical data. The unilateral controls, not imposed by any
other country, hamper the ability of U.S. firms to sell their
products abroad. Our COCOM partners in particular find the
extra-territorial reach of the U.S. re-export controls
unnecessary, discriminatory, and inconsistent in view of their
expressed agreement to support the COCOM control system. It
seems to AEA that an affective COCOM system will be difficult to
maintain if the U.S. continues to assert that it cannot rely on
its allies and insists on authority to determine what may be
exported from those countries.

Compliance with U,S. unilateral re-export requirements is
spotty -- foreign firms frequently ignote them. In fact, U.S.
firms and international subsidiaries seem to be the major source
of re-export appiications. AEA believes these controls should be
reduced, especially with respect to those COCOM countries which
cooperate most closely with the United States in supporting a
uniform system of export controls.

Export Licensing Delays

U.S. businessmen find that long U.S. licensing delays and
uncertainties inhibit normal customer relations, tie up expensive
inventories, and, ultimately, divert business permanently to
foreign competitors who are not so encumbered.

To achieve a continued reduction in the licensing backlog,
AEA believes this Subcommittee should look into various
institutional factors which, singly and in combination, lead to
licensing delays. Some of these are:

1. Lack of affirmative policy direction at the highest

government levels to coordinate the disparate views and
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opinions held by the various agencies participating in
the export control process.

Inadequate reductions in the level and scope of controls
despite the fact that Western availability of similar
products and, for that matter, availability within the
Communist countries themselves has changed substantially
in recent years. Since 1379 little or no action has been
taken to reduce product controls based on this "foreign
availability" factor, "indexing" or streamlining via the
mandated "Militarily Critical Technologies List".
Laborious case-by-case licensing procedures applied to
repetitive transactions and the lack of significant
additional licensing delegations from other agencies to
permit the Decariment of Commerce to process license
applications more quickly.

Constant increases in the number and difficulty of new
applications as U.S. export and re-export volume expands,
and as var ious products, especially computer systems,
increase in complexity.

Inability of the licensing agencies, particularly the
Department of Commerce, to obtain adequate funding to add
qualified licensing personnel required to process
applications without delay.

Personnel cuts in the licensing agencies, especially the
Department of Commerce, along with increased workloads
such as those occasioned by the administration of the

antiboycott provisions of the Export Administration Act.
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7. Archaic paperwork procedures and slow, manual data
retrieval processes which waste the time of skilled
licensing officers who would be better employed analyzing
applications and speeding them through the licensing
process.

Export Licensing to Friendly Countcics

Well over one third the estimated 71,369 export license
applications received by the U.S. Commerce Department this past
year were for transactions with our COCOM zartners and Australia
and New Zealand. Many of these involved products or technologies
that are available in these countries. These transactions are
almost invariably approved in a short period of time, the
exercise being in essence in form not substance.

On the other hand, for years the United States Las not
required individual validated licenses to export U.S. commodities
which are to be consumed in Canada. This arrangement has worked
well, and it would seem that it could be selectively extended to
some or all of our COCOM partners and possibly to Australia and
New Zealand. Extension of the U.S./Canadian relationship would
save U.S, exporters the time and expense presently required to
prepare many license applications. It would also enable U.S.
licensing officers to devote a higher proportion of their
attention to truly important cases in more critical areas of the
world, and speed handling of these cases.

Expotrt Licensing of Products Containing Microprocessors

The decision as to whether or not a product is subject to

individually validated U.S. export licensing has historically
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been based on the characteristics of the product and not upon the
characteristics of the parts which it contains. For example,
microprocessors are licensable if supplied as individual
semiconductor components. However, automobiles, washing ma-
chines, and a host of other basically nonelectronic products
containing microprocessors are not considered licensable. The
rationale is that no one is likely to purchase and disassemble an
expensive product merely to obtain a microprocessor whose value
is only a few dollars.

The U.S. government, however, has been unwilling to extend
this rationale to electronic instruments such as those
manufactured by AEA members. At this time, the U.S. licensing
authorities consider an electronic instrument, which would not
otherwise be licensable, to be licensable if it contains a
microprocessor,

AEA member companies are using microprocessors in
constantly increasing numbers to increase the utility,
versatility and reliability of the instruments and other products
they manufacture. This has meant a corresponding increase in the
number of export license applications, a costly and time
consuming activity. AEA believes it is high time for the U.S.
government to follow the policies of many other Western
governments and drop the requirement for export licensing of
electronic instruments containing microprocessors so long as the
instruments are not otherwise licensable and the microprocessors
are used to facilitate data acquisition or other operational

features and cannot be reprogrammed for other use.
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Industry/ Government Communication on Export Controls and
Enforcement

The Reagan Administration is sensitive to the fact that
acquisitions of sophisticated U.S. egquipment and U.S. products
and technology by the Soviet Union can put our country at a
military disadvantage. The Administration has recently taken a
number of steps to limit these illegal activities., As it is in
the best interest of the U.S. exporting community to comply with
the law, the AEA International Committee has recently initiated a
program to advise our members of our Government's concerned
attention on export controls and assist them in developing a
comprehensive body of internal procedures, Export seminars
across the country are being held to educate the companies in
compliance with export laws. 1In addition, AEA felt it
appropriate and useful to send an "awareness" document to CEO's
of AEA member companies illustrating the procedures that may be
taken to insure the ccmpanies remain in compliance by following
these precautionary steps:

- Identify inquiries and orders for products, parts or
technology, including software, which are likely to be
shipped outside the United States and seeing that they
are handled by export specialists.

Ensure that theit export specialists are sufficiently
knowledgeable about export controls and that appropriate
screening and licensing procedures are followed.

- Make certain that their employees - whether they live
abroad, travel abroad, transmit information abrcad, or
merely come in contact with foreigners visiting the

United States - fully understand that the U.S. Government
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restricts the flow of technical data and know-how,
whether it be written, oral or visual.

Creation of a better dialogue between business and the
government would be a valuable step toward the enforcement of
U.S. export control policy. AEA would suggest a two day session
between the chief executive officers of the top U.S. firms
dealing in sensitive technology and prcducts and the Department
of Defense and Intelligence Agencies to discuss the threats to
our national security. Sensitizing the business community to the
problems of national security and enducating the governmen: with
firsthand information on business's concerns and how business can
assist in the control process would be productive to a mutual end
result.

AEA has also initiated a comprehensive review of the Export
Administration Regulations to simplify and reduce unnecessary
documentation requirements. The results of our review will
contribute to a better communication between the exporter and the
government, and assist in avoiding inadvertant exports and

paperwork.
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(Attached was mailed to the CEQO of Member Firms
of the American Electronics Association with feature
article in the Association Monthly Newspaper)

Dear [

Recent disclosures by the CIA and hearings conducted by the
Senate Permanent Subcommittee on Investigations have alerted the
public to the continuing efforts of the Soviet Union and East
Bloc countries to secure sophisticated U.S. equipment, products
and technology. A variety of methods used, including purchase in
the U.S. for ostensibly domestic use but actually for illegal
shipment to the Soviet Union and other unauthorized destinations.

The Reagan administration is sensitive to the fact that these
acquisitions, can put our country at a military disadvantage. It
has recently taken a number of steps to limit any such illegal
activities, for example:

. The U.S. Customs Service has fielded some 200 additioaal
inspectors in an effort, called "Operation Exodus", to
monitor U.S. exports more closely.

. The U.S. Department of Commerce is strengthening its
compliance activities of communist country nationals in
this country and to detect and prevent the clandestine
acquisition or diversion of sensitive U.S. goods and
technology.

The FBI and CIA have increased their efforts to monitor
the activities of communist country nationals in this
country and to detect and prevent the cladestine

acquisition or diversion of sensitive U.S. goods and
technology.

- The U.S. State Department and other agencies of the U.S.
government are seeking to strengthen and enlarge the
activities of COCOM, the international body coordinating
the strategic control efforts ¢f the NATO countries and
Japan

The U.S. government needs the cooperation of U.S. firms in
its effort to limit this unauthorized flow of equipment and
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technology. It is also in the best interest of ail firms to
insure they carry out their business activities in full
compliance with U.S. export control regulations. These regula-
tions are complex and often difficult to understand, but they
must be adhered to conscientiously to avoid time-consuming and
costly audits or investigations---to say nothing of lawsuits,
finez and even imprisonment---which could result from variocus
types of violations.

AEA's International Committee thinks it worthwhile to make
sure that all AEA member firms are aware of the widespread Soviet
and East Bloc clandestine activities, the expanded U.S.
enforcement response, and the need to examine internal eaport
administration operations to insure full compliance with the
control regulations and to assist U.S. enforcement efforts where
appropriate.

With cooperation and full compliance in mind, the Committee
has compiled detailed comments for your operating people to
consider regarding procedures in this area used by some AEA
member firms. These comments are provided in full recognition
that:

Some or all of the procedures may already be in place in
your firm;

Some are designed to insure against inadvertant
violations of the regulations;

Some may involve legal consideration and/or may not be
appropriate in a given firm but could assist governmental
enforcement efforts.

We hope these comments are helpful,.

Sincerely,

E.E. Ferrey
President
Enclosure
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~COMMENTS ON THE CONTROL OF HIGH TECHNOLOGY ELECTRONIC EXPORTS

U.8. businessmen in the high technology electronics industry
have three wayz to nelp the U.S. government limit the illegal
flow of commercial equipment and technology to anauthorized
destinations.

1. By ensuring that their export specialists are sufficiently

knowledgeable about export controls and that appropriate

screening and licensing procedures are followed.

In addition to requiring adequate knowledge, many U.S.
companies insist their export specialists:

A.

Screen, at the time of receipt, each order the firm is to
ship outside the United States so that if a validated
export license is required it can be obtained before
shipment is scheduled. Orders are also screened at the
time of shipment to ensure that the U.S. export

regulations have not changed so that a different type of
license is now required.

Assist employees carrying samples, demonstration equip-
ment, etc, abroad by obtaining the proper export
licensing and export documentation.

Notify in writing at the time of acceptance, all domestic
purchasers or those he suspects or knows will export the
purchased item(s), whether it will require a validated
U.S. export license. Some firms also provide the Schedule
B and commodity control list numbers of the various items
and repeat in the invoice the need for export licensing.

Receive, before shipment of controlled items to a
domestic address, a copy of an appropriate U.S. export
license if the purchaser is known or suspected of wishing
to see the items shipped outside the U.S. and if his
ability to export correctly is unknown or if his
integrity seems questionable.

Discuss with the office of Export Compliance, U.S.
Department of Commerce, (202)377-4608, any unusual
situations or suspected diversions and receive advice
prior to shipment.
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By making certain that their employees -- whether they live -

abroad, travel abroad, transmit information abroad, or merely

come in contact with foreigners visiting the United States --

fully understand that the U.S. Government restricts the flow of

technical data or know-how, whether it be written, oral or

visual.

Although the U.S. technical data regulations are complex, the
general rule is that the only commercial or educational
technical data that can be exported or released abroad
without first s2curing a validated U.S. export license is
that which is generally available to the public in the United
States. Generally available is defined to mean data released
orally or visually at open conferences, lectures, or trade
shows, and publicaticns which are available without charge,
available at libraries open to the public or available
without restriction at normal cost.

An important exception to this general rule permits U.S,
firms to conduct most of their commercial business in non-
communist areas abroad including training people, trans-
ferring software and controlled technology, etc. This
exception applies to foreign importers in non-communist
countries and Yugoslavia who are covered by a written
agreement with a U.S. firm signed either by themselves as
individuals or by their non-communigt employers stipulating
that neither the U.S. technical data nor the direct product
thereof, is intended to be shipped directly or indirectly to
communist destinations without first having received written
authorization from the U,S. Department of Commerce.

This exception does not apply to foreign nationals from
communist countries, excluding Yugoslavia. Communist na-
tionals may only be shown commercial equipment and facilities
which are freely and generally available in the United States
and only published and freely available commercial
information may be disclosed -- nothing proprietary or not
generally available. Moreover, since the U.S. government is
interested in the visits made by communist nationals many
firms find it appropriate to Becure clearance from the U.S.
State Department prior to each visit:

Soviet clearances = (202)632-6442;
East European clearances (202)632-2721;
People's Republic of China clearances - (202)632-1004.
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By identifying inquiries and orders for products, parts, or

technology including software, which are likely to be shipped
outside the United States and seeing that they are handled by

export specialists.

Companies involved in intecnational business, even the
smallest, have established or have contact with someone or
some group of people who have the specialized knowledge and
skill in finance, shipping, export documentation and export
control needed to handle international ingquiries and
orders. The problem is to make sure that these export
inquiries and orders are identified by the firm's domestic
sales and order processing people and given to the export
specialists for handling.

Identification, simple whenever a destination outside the
United States is indicated, becomes much more difficult
when exportation is not mentioned, or is willfully
concealed. For this reason, many U.S. firms find it
appropriate to involve their export specialists in the
handling of certain inquiries and orders from little known
or unknown customers who seem to have no obvious use for
either the items or the quantities involved, no suitable
facilities in which to use them, or who refuse to identify
the actual end user or end use of items. In addition,
firms with foreign words or phrases on the letterheads and
firms with names including words such as Intermational,
Trade, Export, Import, Limited or Ltd. often handle
international business. Finally, inquiries and orders with
one or more of the following characteristics often indicate
destinations outside the United States, even if the
custoxer maintains the items are for domestic use:

A. Specifying 230V 50Hz, 115V 50Hz, or unusual power cords,
plugs, fuses or power line operation,

B. Requiring special salt spray or humidity packaging,
export packaging, and/or export making.

C. Requiring export information such as:

1. Cubic volumes and/or packaged weights, especially in
meteric terms.

2. U.S. Government Schedule B and/or export licunsing
information,

3. GSA Form 1246 Terms and Conditions and/or other A,I.D
documentation.
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4. ;ertificgtions as to country of origin, conformance to
international standards or testing requirements, etc.

D. Requesting direct shipment abroad or delivery to a
consignee in the United States known to be an overseas
shipper, a freight forwarder, or one who intends to carry
the products abroad as part of his effects.

E. Specifying payment terms involving letters of credit,
drafts drawn on foreign buyers, or other specialized
banking requirements.

F. - Requesting exemption from state sales taxes, but unable

or unwilling to provide a state resale tax identification
number.

Mr. BINGHAM. Mr. Lovett.

STATEMENT OF ROBERT S. LOVETT, PLANNING MANAGER, E. L
du PONT de NEMOURS & CO., REPRESENTING THE SCIENTIFIC
APPARATUS MAKERS ASSOCIATION

Mr. Loverr. My name is Robert Lovett. I am planning manager
for the analytical instruments and biomedical products division of
E. 1. du Pont de Nemours & Co., which is headquartered in Wil-
mington, Del. Du Pont’s sales of high technology scientific instru-
ments and electronic products are in the range of $1 bhillion per
year; approximately one-third of this is in export markets. | am ap-
pearing before you this afternoon on behalf of the Scientific Appa-
ratus Makers Association, or SAMA, as we know it.

SAMA is a national trade association representing this country’s
manufacturers and distributors of a wide range of scientific, indus-
trial, and medical instruments and equipment. Its 180 companies
constitute the bulk of American industry producing instruments
for laboratory, analytical, electronic test, process measurement,
and control.

I would like to express SAMA’s thanks for your interest in the
international trade and investment problems which confront the
high technology electronics sector of the American business com-
munity.

FAVORABLE TRADE BALANCE IN INDUSTRY

Mr. Chairman, SAMA’s member companies constitute a growing,
vital sector of U.S. industry. In the past 2 years, exports of scientif-
ic, industrial, and medical equipment from this country increased
by almost $2 billion. In 1981 alone, those products contributed a
$4.6 billion surplus to the U.S. trade balance. While the value of
imports for those same products has also increased substantially,
‘the ratio of exports to imports is nearly 3 to 1, and we are not here
to request that you close the border. Rather, by supporting reci-
procity legislation presently before the Congress, SAMA seeks the
opposite result. We welcome the competition at home, provided
that our away games are played by the same rules.

Indeed, the continued success of this industry will be highly de-
pendent on actions that the Congress takes in the coming weeks
and months, as well as on actions taken by the executive branch.
Thus, Mr. Chairman, SAMA believes your hearings are very

12-426 © - 83 -~ 11
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timely. If our member companies are to be as competitive in the
future as they have been in the past, we believe that this country
must adopt a consistent overall strategy which will promote free
and fair market access abroad.

I probably cannot emphasize enough the importance of also en-
couraging domestic policies and programs that will insure U.S.
technological leadership. Without that, U.S. exports of these key
technology-based products will dry up. That would place the United
States in serious trouble at home aund abroad.

We have elaborated on this general position rather extensively in
our written statement which I would request to be inserted in the
hearing record.

Mr. BinguaM. Without objection, so ordered.

Mr. Loverr. We cover a variety of issues in that statement, but I
will focus my oral comments on two areas of particular concern
and interest to SAMA member firms: pending trade legislation and
ia particularly troubling aspect of present U.S. export control regu-
ations.

PENDING TRADE LEGISLATION

First regarding pending trade legislation: We believe that the
United States must do all it can to resist Xrotectionism here and
abroad. We must work to strengthen the GATT system and extend
it to cover foreign investments and services. By enacting appropri-
ate legislation, Congresz ~an provide U.S. negotiators with the nec-
essary policy guidance ar d statutory backup to overcome trade bar-
riers and open up world narkets.

H.R. 6433, the proposad High Technology Trade Act, introduced
by Congressman 5harrnon and others, provides the negotiating
mandate required to achieve this objective for our industries.
SAMA has strongiy endorsed this bill.

The major provisions of the High Technology Trade Act have
been incorporated into parts of S. 2094, the Danforth reciprccity
bill, which has been reported out of the Senate Finance Committee.
SAMA also supports that bill, as presently written without any
protectionist amendments. H.R. 6773, introduced by Congressman
Frenzel last month, closely resembles the Danforth bill but with
the major deletion of tariff-cutting authority. We hope that the
Congress, as it considers H.R. 6773, will consider adding reciprocal
tariff-cutting authority for high technology products.

PROBLEMS CREATED BY EXPORT CONTROLS

Let me speak now about U.S. export controls and what we might
do to impruve the situation. For high technology products critical .
to our national defense, there can ﬁe no question about the need
for prohibitions to export and the corresponding need to obtain
e)lxport licenses. I am certain all industry supports this basic princi-
ple.

We must not, however, let this basic necessity create procedures
and restrictive practices that subsequently restrict our ability to
remain responsive and attractive trade partners for nonmilitary
products that no longer contain secret technology. Industry accepts
its fundamental responsibility to protect technology that is key to
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our national defense and well-being. Once, however, a product or
technology is in the U.S. public domain, it is reasonable to assume
the technology soon will cross international borders and be availa-
ble for use by our adversaries. By long restricting export of such
products that are in the U.S. public domain, we simply insure mar-
kets for foreign competitors.

The consequence is that the United States loses the business op-
portunity, creates competition, strengthens foreign sources, and
weakens our industrial base for defense. The United States should
capitalize on its new technological products and insure maximum
export sales during that period when offshore competition might be
consumed in copying or catching up with the technology involved.

EXPORT LICENSES FOR MICROPROCESSORS

Export licensing requirements for instruments containing micro-
processors are a prime example. In instruments like those pro-
duced by SAMA members, microprocessors manage and carry out a
series of operations within the machine. They are like a little con-
trol switch. Use of these components places instruments under
commodity control list classification 4529B, requiring a validated li-
cense for export to most locations. At the same time, foreign de-
signed and manufactured products, some of which even use U.S.
microprocessors, are sold throughout the world in competition with
U.S. instruments, but without similar regulatory impositions,
delays and expense.

You are aware that other products which use microprocessors in
similar functions, including such common trade items as auto-
mobiles and washing machines, are not subjected to such controls.

The Commerce Department is not unaware of this problem. In
fact, Commerce has been working to achieve Defense Department
approval for some resolution of our concern. We note, however,
that SAMA identified this problem to your subcommittee when we
appeared here in 1979, and a solution continues to elude the regu-
lators. Since that time, the United States has needlessly exported
sales opportunities and, ultimately, American jobs when we would
much prefer to be sending over our goods.

We believe that it is high time that the U.S. Government follow
policies of other Western countries in dropping requirements for a
license for instruments containing these embedded microproces-
sors, so long as, first, the instrument is not otherwise licensable,
second, the microprocessors are used to facilitate data acquisition
or other operational features, and third, the associated circuits are
dedicated to their function and cannot be reprogramed for other
use. . ‘

PRIVATE SECTOR COMPLIANCE ASSISTANCE

Your attention, and that of the Commerce and Defense Depart-
ments, are needed if we are to create practical and workable ap-
proaches to export control. SAMA believes also that the private
sector can help. U.S. businessmen can assist the Government com-
pliance effort by insuring that the export of sensitive products is
handled by properly trained specialists.
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Exporting companies must also make certain that their repre-
sentatives who travel abroad are sensitive to U.S. efforts to control
technical data and know-how, in addition to physical products.
SAMA is assisting in this area by alerting its member companies to
these matters.

Perhaps more constructively, SAMA would support the forma-
tion of a high level export working group composed of industrial
and Government leaders to tackle export problems and generate
workable control concepts. Through an ongoing and in-depth dialog
between appropriately cleared business leaders and senior Govern-
ment policymakers, there could be candid discussions of the mili-
tary and commercial impact of new technologies and realistic time-
tables could be set for release of hardware and products at rates
commensurate with the ability of foreign competition. Further spe-
cifics on such a program are contained on pages 20 and 21 of
SAMA'’s prepared statement.

In conclusion, Mr. Chairman, I have tried to highlight in my tes-
timony two of the most important trade matters concerning SAMA
companies. To summarize, we believe:

First, that legislation such as S. 2094, H.R. 6433, and H.R. 6773
to provide a negotiating mandate for high technology trade objec-
tives can be a positive force in opening up world markets to U.S.
technology goods and services.

Second, export controls are appropriate and necessary, but must
be carefully updated on a timely basis. We believe that a high level
industry-government working group can be effective to that end, to
pinpoint technologies of special concern, to formulate release
schedules for new technology products, and to encourage consist-
ent, self-policing practices in industry.

Thank you for the opportunity to appear before you this after-
noon. I shall be happy to respond to any questions you might have.

Mr. BingHaM. Thank you, Mr. Lovett.

[Mr. Lovett’s prepared statement follows:]
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PREPARED STATEMENT OF ROBERT S. Loverr, E. 1. pu PoNT DE NEMours & Co. on
BEHALF OF THE SCIENTIFIC APPARATUS MAKERS ASSOCIATION

Mr. Chairman and Members of the Subcommittee:

My name is Robert Lovett, and I am Planning Manager for
the Analytical Instruments and Biomedical Products Division of
E. 1. du Pont de Nemours and Company, which is headquartered

in Wilmington, Delaware.

Du Pont sells in the range of one billion dollars annually
of high technology scientific instruments and electronic
products; approximately one-third of that total is in export
markets, International trade is vital to the health of our

business.

1 am appearing before you today on behalf of the Scientific

Apparatus Makers Association (SAMA).

SAMA is a national trade association representing this
ccuntry's manufacturers and distributors of a wide range of
scientific, industrial and medical instruments and equipment.

The 180 companies who are SAMA members, many of small or moderate
size, constitute the bulk of American industry producing research
laboratory, analytical, electronic test and measurement, and
process measurement and control instruments, as well as clinical
laboratory instruments, patient monitoring instruments, and a

wide range of laboratory apparatus and equipment.
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I'd 1like to begin by expressing my thanks, and
the appreciation of SAMA for the continuing interest
of the Subcommittee, in the international trade and investment
problems whith confront the high technology electronics sector

of the American business community.

1 am confident that the high technology electronics
industries represented here today constitute some of the strongest
positive contributors to the U.S, balance of trade. The other
associations participating on this panel will describe their own

contributions. Let me spend a mcment describing those of SAMA.

As can be seen from Table 1, from 1979 through 1981, U.S.
exports of scientific, industrial and medical instruments and
equipment increased by almost $2 billion. Exports in 1979
amounted to $5.33 billion, while in 1981 =xports increaseq to

$§7.30 billion, That is a 37 percent rise cver the two year period.

It should also b2 noted that imports of instruments and
other equipment and apparatus also increased, 36 percent over
the same two year period. The ratio of exports to imports,
however, remains very high - almost three to one. Most signif-
icantly, the industry which SAMA Tepresents contributed a surplus
of over $4.6 billion to the U.S. trade balance in 1981, up
from $4.2 billion in 1980.
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Despite a recent softening in international markets,
SAMA is not coming before the Congress with hat in hand. We
expect to have continued success in our ability to compete

abroad.

The degree of success, however, will be highly dependent
on actions that the Congress takes in the coming months as well
as actions taken by the Executive Branch in determining the
environment within which trade is transacted. It is in this
context that SAMA believes these hearings are
very timely. 1If SAMA member companies are to be as competitive
in the future as they have been in the past, we believe this

country must adopt a consistent overall policy which will:

1. Promote free and fair market access abroad,

and

2. Build effective long range economic policies to

stimulate and maintain U.S. technological leadership.

Given this framework, let me express SAMA's views on some
of the specific needs - both present and future - which we
believe must be addressed by the Congress and the Executive

Branch in this and coming years.
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EXPORT LEGISLATION PRESENTLY BEFORE THE CONGRESS

SAMA has analyzed carefully a number of bills introduced
by members of the Congress designed to generally revise U.S.
trade policy to ensure free and fair trade. We believe that
the U.S. must do all it can to resist protectionism here and
abroad by working to shore up the GATT system and to expdéd
that system of international rules to cover foreign investment
and services. By initiating and passing appropriate legislation,
Congress can provide our negotiators with the policy guidance
and statutory backup they need to succeed in lowering trade
barriers which remain, and opening up exparded world markets

for U.S. products.

H.R. 6433, the proposed "High Technology Trade Act",
provides the negotiating mandate required to achieve this
objective for U.S. high technology firms. The legisla-ion

accomplishes three main purposes:

1. It provides a mandate for major new international
negotiations to open foreign markets for U.S. high
technology trade and investment, as well as the means

for the U.S. to implement its side of any agreement.

2, It provides a method for dealing with foreign measures,
particularly industrial policies which distort

international high technology trade and investment.
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3. It permits the discretionary application of U.S,
legal remedies whenever negotiated solut ons prove

impossible.

This legislation is clearly designed to encourage recip-
rocal elimination of barriers in a broadly based product sector
of crucial importance to our trading future as a nation. It
avoids the pﬁtfalls of bilateral trade balancing which plague
other sectoral initiatives and have given the term "reciprocity™

an undeserved protectionist ring.

The major provisions of the High Technology Trade Act have
been incorporated into Sections 5 and 8 of S. 2094 which has
been reported favorably out of the Senate Finance Committee.
SAMA supports S. 2094, as well as H.R. 6773 recently introduced
by Mr. Frenzel. This latter »ill closely resembles S. 2094,
with the major exception of the tariff cutting authority
presently contained in S. 2094. We hope that the Congress,
as it considers the provisions of H.R. 6773, will also consider
adding reciprocal tariff cutting authority for high technrlogy

products.

It 3s most significant, in our view, with respect to each
of these bills that, for the first time in U.S. trade legis-

lation, recognition is given to the high technology sector of
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American industry. It is essential for this sector to be
truly competitive in world markets to provide and create jobs,
to contribute to a favorable balance of trade, and to maintain
and strengthen an industrial base capable of developing and
producing advanced military defense systems. We welcome
Congressional recognition of its significance to our national
well-being, and we urpe enactment of these concepts into the

trade law of this country,.

Another bill of particular interest to U.S., high
technology exporters is slowiy working its way through the
Congress. 1 am referring to the amendments to the Foreign
Corrupt Practices Act which have passed the Senate and are
now in the House. We do not take issue with the philosophy
of the Act. The amendments, we believe, will assist all
U.S. exporters by eliminating ambiguities, by clarifying
definitions, and by permitting a reduction in some expensive
and time consuming record keeping requirements. We support
their passage, free of changes that would dilute their effect-

iveness.
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U.S. EXPORT DISINCENTIVES: EXPORT CONTROLS

A major export disincentive confronting SAMA member
companies is the administration and implementation of U.S.

export control policy.

Export controls, although necessary for our national
security, economic well-being, and as an expression of our
foreign policy, in their present form often discburage U.s.
businessmen and place them at a competitive disadvantage. SAMA
believes there are several specific areas that need attention.
In describing these areas, SAMA has tried to make constructive
suggestions which could lead to reduction or elimination of
headaches. We believe action is essential, particularly at this

time when our country badly needs an improved trade balance.

Export Licensing ic Friendly Countries

In its Report to the Congress of May 26, 1982, the General
Accounting Office (GAO) noted that licensing requirements for
high technology exports to COCOM countries appear to be

excessive considering that:

e In light of COCOM controls vis-a-vis outsiders, some
member countries do not require export licenses for

high technology exports to other COCOM members.
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e The government denied only six high technology
export licenses to COCOM countries over the past
3 years, and in each case the denial was made
because the U.S. exporter was already restricted from

further exporting.

e There is a precedent in the lack of license reguire-
ments as to U.S. exports of high technology goods to

Canada.

For years, the United States and Canada have had a
special relationship whereby vzlidated licenses are not
required to export most U,S5. commodities which are to be
consumed in Canada. This arrangement has worked well, and
argues for extension to some or all of our COCOM partners,
and possibly to Australia and New Zealand. Extension of the
U.S./Canadian approach would save U.S. exporters the time and
expense presently required to prepare many license applica-
tions, an exporter cost estimated by the GAD to be in =xcess
of $6 million a year. It would also save the governm.nt
an estimated $1 million a year by eliminating some 25,000
applications per year,or over one-third of the total number of
spplications submitted last year. This would enable U.S.
licensing officer: to focus on truly important cases in more

critical areas of the world.
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Export Licensing of Products Containing Microprocessors

The decision as to whether or not & product is cubject
to individually validated U.S. export licensing has
historically been based on the characteristics of the product
and not upon the characteristics of the parts which it
contains, For example, microprocessors are licensable if
supplied as individual semiconductor components. However,
automobiles, washing machines, and a host of other basically
nonelectronic products containing microprocessors are not
considered licensable. The rationale is that no one is likely
to purchase and disassemble an expensive product merely to
obtain -a microprocessor whose value is only a few dollars.

We need to extend this practical approach to other product

areas.

The U.S. Government, however, has been unwilling to
extend this rationale to electronic instruments such as these
manufactured by SAMA members. At this time, the U.S.
licensing authorities generally consider an electronic
instrument, which would not otherwise require a license, to

require one if the instrument contains a microprocessor.

SAMA member companies are using microprocessors in
constantly increasing numbers in the instruments and other

products they manufacture because of their utility, versatility
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and reliability. This has resulted in a corresponding

increase in the number of export license applications filed
with the Department of Commerce. The applications are

filed, reviewed by interested agencies and routinely approved
after a period of three to eight weeks. To give you some idea
of the magnitude of this paper shuffling process, SAMA asked
several of its member companies to review the annual number

of license ﬁpplications submitted for products falling witnin
Commodity Control 4529B (the category which catches most SAMA
member company products impacted by the embedded microprocessor

issue). The results of this informal survey are as follows:

YEAR 1981 .
Total Millions
Total Number of Dollars
Licenses Licenses
Country Group Approv. Deniad Approved
Company Free World(*) 160 0 $ 5,000,000.
A China (PRC) 82 0 2,900,000,
East Bloc 68 0 2,400,000,
USSR 1z 0 420,000,
TOTAL 322 0 $10,720,000.

NOTE (*) It is estimated that an additional 2,400 license
applications valued at $60,000,000.00 would have
been processed in 1981 for Free World countries
if Company A did not have the use of a
Distribution License.

Company Free World 62 0 $ 1,000,000,
B China (PRC) 0 0 0

East Bloc 10 0 640,000.

TOTAL 72 0 $ 1,649,000,

Company Free World 173 0 $ 1,038,600,

C China (PRC) 18 0 437,500,

USSR 9 0 287,300.

TOTAL 200 0 $ 1,763,400,



171

These figures illustrate that, for these three typical

SAMA companies, all licenses were approved.

When SAMA appeared before the Subcommittee
on March 26, 1979, Mr. Edward Best, SAMA's witness said, in

part:

"More and more of our products are covered by validated
license requirements for little good reason. We have seen
the tremendous growth of license applications from exporters,

our industry prominently included.

What makes this so is the widespread incorporation of
microprocessors. If these components were not used, licenses
would not be required for the products themselves. I might
also note that our export market for these products would be

significantly reduced if microprocessors were not included.

T would like to point out to you that foreign-designed
and manufactured products utilizing U.5. microprocessors are
'sold throughout the world in competition with U.S. instrument
manufacturers. Through personal experience, I know that our
competitors in several COCOM countries are not subjected by
their governments to the delays and expense that we are in
dealing with our government, nor are their customers or

distributors bothered by re-export requirements..."
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Unfortunately, the situation is more onerous today than
it was in 1979, as microprocessor applications proliferate.
In our own experience, we find that instruments containing
microprocessors are still tightly controlled for export by
the U.S. long after the microprocessors themselves have
become readily available worldwide. Clearly, the technology
of this industry is evolving faster than the applicable

export regulations.

It is heartening that the Department of Commerce has
initiated an effort to focus squarely on this problem. The
Department has solicited SAMA's assistance to provide
additional technical expertise in an effort to find an agree-
ment within the government on how to deal with the problem of

instrumentation containing embedded microprocessors.

SAMA believes it is high time for the U.S. government
to follow the policies of many other Western governments
and drop the requirement for export licensing of electronic
instruments containing microprocessors so long as (1) the
instruments are not otherwise licensable, (2) the micro-
processors are used to facilitate data acquisition or other
operational features, and (3) the microprocessors are in
cicruits that are 'dedicated" to their function and cannot

be reprogrammed for other use.
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Unilateral Export Controls

U.S. businessmen are concerned that the tense inter-
national situation, vis-a-vis the Soviet Union, and the
growing concern in the Department of Defense over transfers
of militarily valuable technology may lead to the imposition
of a2 number of additional unilateral licensing controls.
Presumably, the rationale for extending U.S. unilateral
controls would be: (1) to prevent the utilization of certain
products and technologies to support the military-industrial
base of the Soviet Union, (2) to send the Soviets additional
"signals" of U.S. displeasure, and (3) the belief that
extending unilateral controls will induce the members of COCOM

and perhaps other Western countries, to adopt similar measures.

SAMA believes that unilateral controls should be employed
very sparingly and only where it can be reasonably determined
that such controls will have a direct measurable effect on the
target country(ies). This is because there is ample evidence
that the actual effect of unilateral controls is far different

from that which was intended. For example:
1. Most products and technologies controlled by the U.S.

but not presently subject to COCOM controls are

readily available from any number of non-U.S. sources.

12-426 0 ~ 83 -~ 12



174

The net effect of the unilateral U.S. export
control measures will not be to deprive the
Soviets, but rather to cede this and related

markets to appreciative non-U.S. suppliers.

Many purchasers located in friendly countries

abroad have thriving export businesses in which

U.S. products play an important part, either as

parts and components or as supporting equipment.

In recent years, a number of these purchasers have
become increasingly alarmed at what they perceive

to be never-ending vagaries of U.S. controls -

South Africa, Rhodesia, Uganda, human rights,

nuclear proliferation, Iran, etc. Many are serious-
ly considering reducing their dependence on U.S.
suppliers, not so much out of concern that U.S.
controls may be extended over U.S. products they
consume locally, but because they fear the inevitable
U.S. wish to extend controls extraterritorially over
re-exports which might place their export business

in jeopardy. The U.S. is alone among its friends

and allies in attempting to control such re-exports
unilaterally. SAMA believes that unilateral re-export
controls - if necessary at all - should be confined
to the essential and reviewed for their effectiveness

in impacting primarily the targeted end countries.
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3. An increcase in controls means more work for
exporters in preparing applications and for U.S.
licensing officials in handling them, and time lags
become inevitable. Such delays, in turn, tend to
divert business to our competitors abroad, who, rot
facing similar licensing requirements, can accept
orders unequivocally and ship as soon as the material

is ready.

4. Past history amply demonstrates that, once imposed,
controls seem to enjoy a life of their own and are
very difficult to terminate. In those cases,

U.S. business bears the burden of increased
paperwork, delays, and loss of business long after
conditions have changed and the reason for institut-

ing controls has gone.

Export Licensing Approval Times

U.S. businessmen find that leng U.S. licensing approval
time inhibits normal customer relations, ties up extensive
inventories, and, ultimately, diverts business permanently

to foreign competitors who are not so encumbered.

These delays, serious in any transaction, are especially

onerous in dealing with the Eastern Bloc countries where
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U.S. suppliers already face several built-in disadvantages.
Somebof the disadvantages are: lack of familarity with the
market; easier credit available from competitors; remoteness,
with attendant long shipping intervals; and the unwillingness
or inability of U.S. firms to accept countertrade merchandise

from the Communist countries in payment for U.S. goods.

SAMA is gratified that the current administration has
recognized the need for more rapid decisions and reduced the
licensing backlog from over 2,000 cases to a handful of 30
or so last year. We hope that the effort required on the
part of all in the licensing chain to achieve this reduction
will be continued to prevent the backlog from building up
again. In that connection, implementation of the foregoing
SAMA recommendations will significantly relieve the current

pressure of application volume on the Department.

In addition, SAMA belicves careful attention shculd be
given to various other institutional factors which, singly
and in coibination, lead to unnecessary licensing delays.

Some of these are:

1. Lack of affirmative policy direction at the
highest government ievels to coordinate the

disparate views and opinions of the various
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agencies participating in the export control

process.

Inadequate recognition that Western - and, indeed,
Communist Bloc - availability of similar products
has changed substantially in recent years. Controls
must evolve with the technology of the regulated

industry.

Laborious case-by-case licensing procedures applied
to repetitive transactions and the lack of signifi-
cant additional licensing delegations from other
agencies to permit the Department of Commerce to

process license applications more quickly.

Increasing complexity of the regulated devices

requires longer study of license applications.

Inability of the liceusing agencies. particularly
the Department of Commerce, to obtain needed
funding to add qualified licensing personnel in

sophisticated technological areas.

Archaic paperwork procedures and slow, manual

data retrieval processes which waste the time of
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skilled licensing officers who would be better

employsd analyzing applications and speeding them

through the licensing process.

In this regard, we have read with interest
the recommendation of the General Accounting Office in its
May 26, 1382, Report on Export Controls that the Department
of Defense, not the Department of Commerce, conduct the
preliminary review of those export/license applications
which require a determination that the export will make a
significant contribution to an adversary's military
capability. GAO believes that this reversal of procedure
for those cases whi.h Commerce would normally refer to DOD
anyway would save 30 days in the processing of these
applications, and reduce the staff load in the Depariment
of Commerce. SAMA has some serious questicns on this
proposal, but has not had an opportunity to come to a
formal recommendation on the position taken by the General
Accounting Office. We do believe it merits careful

consideration.

Compliance

As the Subcommittee is well aware, rccent disclosures
by the CIA and hearings conducted by the Senate Permanent

Subcommittee on Investigatious have focused attention on
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the continuing efforts of the Soviet Union and other
countries of the Warsaw Pact nations to secure sophisticated
U.S. equipment and U.S. products and technology, ostensibiy
for use in the United States or friendly countries btut

actually for illegal shipment .. unauthorized destinations.

The Administration is sensitive to the fact that these
acquisitions, which tha Soviets gain so cheaply, can put
our country at a military disadvantage. The Administration
has recently taken a number of steps to limit any such
illegal activities; for example: Operation Exodus; Comaerce
Department organizational changes in the compliance area,
and addition of branch compliance offices; and increased
surveillance of Soviet Bloc nationals in the U.S. by

appropriate agencies.

SAMA believes that the private sector shares
responsibility for effective export control policy. Tn
this context, there are several tkings which tle U.S.
exporters and the government can do cooperatively to

insure the U.S. interests.

U.S. businessman can assist the export control

compliance program by taking the following actions:
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1. Identifying inquiries and orders for products, parts,
. or technology, including software, which are likely
to be shipped outside the United States and seeing

that they are handled by export specialists.

2. Ensuring that their export specialists are
sufficiently knowledgeable about export controls
and that appropriate screening and licensing

procedures are followed.

3. Making certain that their employees - whether
they live abroad, travel abroad, transmit infor-
mation abroad, or mere'y come in contact with
foreigners visiting the United States - fully
understand that the U.S. government restricts the
flow of technical data and know-how, whether it

be wriiten, oral, or visual,

3AMA's Export Administration Act Task Group has
compiled some detailed comments on each of these three
areas, which are being mailed to all SAMA companies. A

copy is attached to this testimony for the Subcommittee's

information.

An important action which we think should be taken immedi-

ately is to improve the dialogue between leaders in the business
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community and those in the government responsible for design
and implementation of U.S. export control policy. Specif-
ically, SAMA recommends that a meeting, with appropriate
security clearance, be held between high-level members of
the public and private sectors to discuss candidly creaticn

of a workable national security-related compliance system.

SAMA would support a standing committee of such high-
level business-government representatives which could be
expected to hammer out workable, practical procedures to
exclude export of key products and components and to manage
decontrol at a pace consis.ent with technological advances
here and abroau. Key members of the business community
would be further sensitized to c-atral problems of national
security, and as active participants in the process, could
be expected to provide constructive support in the execution
of related discussions and policies. The government members,
for their part, would gain a firsthand impression of business
concerns, the state-of-the-art in the commercial sector, and
the actual extent to which business can assist in the control
process. SAMA sould be pleased to assist in organizing such

an effort.
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DOMESTIC INTERNATIONAL SALES CORPORATION (DISC)

It is the view of SAMA that the recent furor over DISC
has more to do with the international politics of steel than
the legitimacy of tax deferrals. It seems clear, however,
that the controversy will not soon abate. Thus, we wish to
comment on the use that SAMA member firms make of DISC, so
that the importance of DISC, or some similar substitute, may

be brought home to the Subcommittee.

Within SAMA member companies, DISC is presently widely
ard successfully employed. Large, medium and small firms,
those who manufacture only in this country and those with
extensive sales aud manufacturing activities abroad, have
found that tie DISC incentives have convinced their manage-
ments of the importance of exports, thus enabling them to
compete abroad on more equal terms against tough, subsidized

foreign competitors.

The experience of three high technology companies
clearly indicates that DISC has provided an important export

stimulus.

For example, a small SAMA firm in the Northeastern part
of this country exports about 35 percent of its sales volume

of about $14 million per year. In an area plagued with
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chronically high unemployment, the company's export business
provides jobs to 100 of its 360 employees. Without DISC,
given the added costs of international marketing, the firm
believes much of its export activities would become

unprofitable and thus be subject to discontinuance.

In another, somewhat larger SAMA firm in the Northeast,
slightly more than 30 percent of annual sales of $70 million

are exported. The employment of 400 persons in a workforce

of about 1,500 is directly related to these export sales,

for which DISC provides a major incentive.

Yet another, even larger SAMA firm in that same region,
has used the DISC tax provisions to increase its exports,
The firm now employs over 6,000 people in this country.
Technical innovations and skilled craftsmanship have enabled
it to become one of the world leaders in its field. Exports

have played a large role in the company's business since 1520.

The following account, from the firm's management,
summarizes the way in which our members view the benefits

associated with DISC.

"...During the 1960's the combination of dollar parities
foreign technicai innovations, rising U.S. labor rates, and

export incentives offered by certain foreign governments
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caused a serious leveling of our export business. In 1968,
as a result of sales reductions and reduced earnings, this

firm suffered our first major layoff.

Then came legislation enabling the formation of DISC.
It was found that the DISC benefits help to defray the
increased costs associated with export business and allow

users to maintain identical net pricing in export and

domestic transactions. The competitiveness of these prices

has enabled the firm to expand exports very significantly,
consequently increasing employment in the U.S. Management
is cunvinced that if there had been no DISC, our U.S.
employment today would be somewhere between 5 and 10 percent
less than it is today. Tax relief, such as that provided by
DISC, is important to the company and its employees, as well
as to shareholders. Export business is very important - it
increases our manufacturing base, improves overall production
efficiency and, as a result, reduces the need for price
increases. Without DISC, or some other form of export
incentive, we would surely find it necessary to increase our
export prices and as a result, see our export sales and

local employment sericusly reduced."

As an incentive, DISC has worked to expand the level

of exports in recent years. SAMA member firms believe DISC,
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exports and help U.S. employment.

We are aware and concerned over the Congress's Tecent
actions to cut back DISC benefits by 15 percent. This year
our association, like other industry groups, has taken the
view that it should not oppose all tax increases that
‘adversely impacted SAMA member companies. Thus, while we
strongly oppose the total repeal of DISC, we did not lobby
against the 15 percent reduction of DISC benefits, even
though this is one of the areas that hits high technology
companies hard. We are concerned, however, over any further
erosion of DISC, and we are equally concerned over the nature
of any replacement for DISC which may be considered by the

Congress in the coming months.

“"Alternatives' to DISC

Having said this, let me make a few observations about
certain suggestions we have heard in the past few months about
possible "GATT-safe'" alternatives to DISC. 1In brief, we are
deeply concerned about the operating difficulties which would

attend enactment of some of these alternative concepts.

From an operating point of view, one of the benefits of

a DISC is its invisibility so far as foreign purchasers and
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others in the distribution chain - banks, freight forwarders,
insurance companies, air and ocean carriers, etc. - are
concerned. In contrast for example, a Foreign International
Sales Corporation (FISC) as has been proposed, has high
visibility which may confuse and alienate foreign customers
and could cause unnecessary complications for others in the
-distribution chain. Interposing a separate corporate entity
between any company and its customers could be a costly and
frustrating experience, and could result in the loss of some
customers, who, becoming disgusted, decide to do business
with firms who were not so determined to make life complicated

for them.

Another beauty of the DISC from an operating viewpoint
is that physical substance is not required. In contrast, a
FISC requires a physical entity. Some forms of this sub-
stance - providing separate stationery and forms, keeping
a separate set of books, etc. - are simply a nuisance and
an added expense. Others are more complicated; for example,
transferring people into the FISC while ensuring that all of

their benefits continue unaffected.

SAMA has raised these and similar operating problems in
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the DISC discussions. It is easy to underestimate the
importance of these problems if one does not have to face
them repeatedly in daily business transactions. I have no
doubt that large firms could modify their activities to
operate a FISC or some similar creation - although not
without significant expense and consequent sacrifice of
sales. Small - or even medium-sized firms, however, such as
many of those represented by SAMA would not be able to do
this and, for that matter, might be inclined to opt out of
the export market rather than try to meet the requirements

of such an "incentive."

RESEARCH AND DEVELOPMENT

The statistics on the deteriorating overall
U.S. trade balance in recent years have made it obvious,
painfully so to some, that we live in an interdependent world
that is growing and advancing around us both economically and
technologically. The realization of such a world is, in

fact, an objective long sought by this nation.

SAMA believes substantial reductions in the amount of
U.S. investment in research and development have been a
prime cause of the deteriorating competitive position of
U.S. business in world markets. U.S. erpenditures for RED

since 1960 have declined in both real and relative teims.
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When measured as a percent of GNP, U.S5. R§D expenditures
dropﬁed from a peak of 2.95 percent in 1964 to 2.22 percent
in 1979, a deciine of almost 25 percent. (See Table 6.) A
number of complex and inter-related factors can be seen as
the causes for this decline, among them: the constantly
increasing cost of money, the escalating size of investment
required to reach meaningful results, the risk factors in our
unstable economy, etc. These have reduced the ability of
U.S. business to fund research and development activities to

the level reeded tc maintain our competitive poasition relative

to our trading partners.

The need is to focus more of this nation's resources on
R&D - the key which in the past has opened the door to the
unparalled success of U.S. industries, at home and abroad.
There is ample evidence of a significant link between an
industry's commitment to RGD and its growth in both domestic
and export markets. For example, Table 7 dramatically
indicates that manufacturing industries classified as RED-
intensive, have had a rapidly accelerating trade balance,
while non-R§D-intensive industries have produced an equally

accelerating negative balance of trade.

According to a 1980 SAMA survey (Tabie 8), 1ts members
on the average spend one and a half times as much on R&D as

they do on new plants and equipment - a decided con'rast to
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vsual industry practice where capita)l expenditures constitute
the major company investments. Some SAMA member companies
spend seven to eight times more on R&ED than on capital equip-
ment - and this at a time when the industry's need for greater

investment in plants and equipment is expanding dramatically.

On average, SAMA members spend an amount equivalent to

about 87 percent of their after-tax profits on R§D.

Of the total amount devoted to research and development
by those surveyed - an annual average of greater than $5.5

million per company - 86 percent is devoted to applied product

development and 14 percent to research.

SAMA has vigorously supported a number of tax changes
designed to stimulate research and development. Several of
these measures were enacted by the Congress in the Economic

Recovery Tax Act (ERTA) of 1981. These include:

1. A 25 percent tax credit for increase in R&D spending

over the average of the three previous years,

2. Inclusion in the tax credit of 65 percent of a

corporation's research grants to universities.

3. Assignment, under the accelerated cost recovery

12-426 0~ 83 - 13
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provisions, of RED equipment to the three-year

category, and

4. Permission, over a two-year peariod, for U.S.
corporations to allocate all uU.S. incurred R§D

expenses to U.S. source income.

We strongly oppose any cihanges in thece areas this year,
and we are pleased that the Congress and the Administration
did not modify these provisions of the tax code. The R§D
credits are only just beginning to work, and the available
data says the credits are working. Results of a SAMA survey
show that ERTA will cause Bt percent of responding companies
to increase their R&D activities. In fact, over one-haif of
the responding companies expect to increase R&D expenditures
beyond forecast in 1982, despite the prevalence of the current

recession.

A McGraw-Hill survey for 1982 indicated that companies
will spend substantially increased amounts on R&D in 1982
(up 17 percent from 1981), even after taking into account

the effe~ts of infiation. Even more importantly, this survey

and other data indicate that corporate investments in R&D are

increasing as a percentage of sales. This means that companies

are changing their priorities towards spending a higher

proportion of total available funds on RED. The essence of
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RED requires substantial effort, however, and we applaud the

restraint of the government in not demanding an instant fix

to the l-ngstanding productivity problenm,

As valuable as these changes in the treatment of

research and development are, SAMA believes more can be done

to further stimulate the process of innovation - and the

internationai competitiveness - in the U.S. Specifically,

SAMA notes the following:

1.

ERTA established a twenty-five percent tax credit
for certain research and experimental expenditures
to the extent that current year expenditures exceed
the average amount of such expenditures cGuring a
base period. This provision will expire on

December 31, 1985. While SAMA applauds last year's
action to stimulate RED, we are concerned over its
temporary nature. In our view, there can be no more
important national objective than restoring our
commitment to increased levels of RED activity. Our
levels of research and development expenditures have
fallen way behind those of Japan and West Germany,
and as a result, we are losing world markets and
U.S. jobs to foreign competition. A firm commit-
ment to expanding research and development efforts

is needed, and we hope that the Congress will make
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such a commitment by eliminating the termination

provision of ERTA for the RED tax credits.

ERTA suspended for a two-year period Treasury
Regulation 1.861-8 as it applied to the allocation
of domestic R&D expense to foreign source income.
As explained earlier, high technology companies
have been in the forefront of U.S. export activity,
Such companies are often required to establish sales
and service operations abroad in order to expand
and support their exports. Such operations are
naturally taxable by the host government. Normally
such taxes are creditable in the U.S., but where a
foreign operation makes use of technology from the
U.S. in order to further U.S. exports, Regulation
1.861-8 would operate to deny tax creditability.

The two-year suspension should be made permanent.

ERTA, as enacted, provided sn RED credit for
qualified expenditures in excess of base period
expenditures. Qualified research expenditures
include amounts paid for basic research by colleges
and universities. Legisliation approved by the
House Ways and Means Committee last year exempted
such expenditures from the base period calculations

on the grounds that a revitalization of university/



198

industry cooperation in basic research was needed,
and all possible incentives should be given to
accomplish this objective. That concept is still
valid, perhaps more so today than a year ago, and
SAMA believes Congress should remove the requirement
to include Section 44F(e) expenditures in the base

period computations.

4. ERTA also provided a special deduction for
charitable contributions of scientific property
used for research by colleges and universities.
However, new Code Section 170(e)(4) is limited to
contributions of new equipmenp. We believe our
country's technological health would benefit if
industry were also encouraged to donate depreciated
production and laboratory assets, along with new
equipment. Thus, Congress should expand Section
170(e)(4) to allow a deduction for the fair market
value of Section 1231 assets donated to colleges

and universities for use in research.

We believe these actions would have a very favorable
overall economic impact in the future, and we hope that
serious consideration will be give to each of these proposals

in the coming months.
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CONCLUSION

In conclusion, we have tried to highlight in this

testimony certain of the most important trade matters facing

SAMA,

To summarize, we believe:

That certain "Reciprocity"” bills such as $.2094,

H.R. 6433, and H.R. 6773 can be a positive force in
opening up world markets to U.S. goods and should be
supported. We are gratified that high technology ‘
industries have been identified as an area for special

negotiations.

That export controls are appropriate and necessary,
but must be carefully updated on a timely basis.
Specifically, we believe that (a) treating COCOM
countries for licensing as the U.S. treats Canada
would permit concentrating licensing effort on more
significant problems; (b) unilateral controls should
be involved only in extreme circumstances, since they
have many undesirable consequences; (c¢) electronic

instruments should not require licensing solely because

they contain microprocessors; and (d) the difficulty of

enforcing re-export restrictions should be recognized.
We further believe that a high level industry-government

partnership can be formed that can create licensing
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molicies, pinpoint high techrology areas of special
concern, and generate means for some measure of

self-policing to complement licensing.

3. That DISC is a very important export incentive for
SAMA member firms. Alternatives have been suggested,
but involve serious practical difficulties. SAMA
favors retention of the DISC, or some other system

that preserves its simplicity.

4, That RED is the -eed corn of American industrial
leadership in the world and is essentiszl to our
competitive survival internationaliy. Incentives
to promote research and development are crucial

and must be maintained throughout the economic cycle.

Others on the panel will discuss a number of long-term
negotiating objectives for the U.S. government to establish
with respect to future dealings with our trading partners.
What I have attempted to do is focus on several areas in which
SAMA believes that you, as members of the Cong.ess, can assist
U.S. high technology firms in their continuing efforts to
innovate, to increase their productivity, and to best foreign

competition. Thank you for your time and interest.
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STATISTICAL APPENDIX

U.S. Trade of Scientific, Industrial, and
Medical Instruments and Equipment

(in millions of dollars): Exports, Imports,
1979, 1980, 1981

Percent Distrihution of 1981 Exports of
Scientific, Industrial, and Medical Instruments

and Equipment by Major Regions and Selected
Countries

1980/1981 Percent Changes in U.S. Exports of
Instruments and Supplies by Major Product to
Major Regions

Percent Distribution of 1981 Imports of
Scientific, Industrial, and Medical Instruments
and Equipment by Major Region and Selected Countries

1980/1981 Percent Change in U.S. Imports of

Instruments and Supplies by Major Product and
Major Region

Ratio of National R§D Expenditures to GNP,
1960-1979

U.S. Trade Balance in RED Intensive and Non-R&D
Intensive Manufactured Product Groups,
1960-1977

RED Expenditures as a Percentage of Corporate
Sales, Profits, Capital Spending -~
SAMA memver companies, 1979
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TABLE 8

R&D EXPENDITURES AS A PERCENTAGE

()F CORPORATE SALES, PROFITS, CAPITAL SPENDING

SAMA MEMBER COMPANIES - 1979

TOTAL AFTER
COMPANY TAX CAPITAL

PRODUCT GROUPS SALES PROFITS EXPENDITURES
Process Measurement & 4.5 187.1 222.5
Control
Instrument Companies* 6.2 77.6 121.1
Laboratory Apparatus 6.1 51.4 122.6
Companies**
Composite 5.6 86.9 150.9

* . |aboratory analytical, clinical and
measurement and test instruments.

** . Manufacturers of laboratory eguipment,
reagent chemicals and sampie handling.

Source: SAMA, Washington, DC
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SPECIAL REPORYT

Aygust 9, 1982

(- )

BUSINESS ACTIONS TO PREVENT ILLEGAL OR
UNAUTHORIZED EXPORTS OF U.S. PRODUCTS
OR TECHNOLOGY

Recent disclosures by the CIA and hearings comducted by the Senate Permanent
Subcommittee on Investigations have alerted the public to the continuing efforts of the Soviet
Union and other countries of the Soviet Bloc to secure sophisticated U.S. equipment and U.S.

products and technology, ostensibly for domestic use but actually for illegal shipment to
unauthorized destinations.

The Reegan Administration is sensitive to the fact that these acquisitions, which the Soviets
gain so cheaply, can put our country at a military disadvantage. The administration has recently
taken a number of steps to limit any such illegal activities and strengthen its export control
efforts. For example:

. The U.S. Customs Service has ficlded sor 10 additional inspectors in an effort,
called "Operation Exodus," to monitor U.S. = .ports more closely.

The U.S. Department of Commerce is strengthening its compliance activities by
placing a Deputy Assistant Secretary in Charge of Compliance, adding personnel in
Washington, DC, and establishing two new branch compliance offices, one in San
Francisco and the other in Los Angeles.

The FBI =nd CIA have increased their efforts to monitor the activities of Communist
country nationals in this country and to detect and prevent the clandestine acquisition
or diversion of sensitive U.S. goods and technology.

The U.S. State Department and other agencies of the U.S. government are seeking to
strengthen and enlarge the activities of COCOM, the international body coordinating
the strategic control efforts of the NATO countries and Japan.

The U.S. Department of Defense is concluding a massive effort to identify equipment
and technologies in the civil sector which are truly militarily critical ard, along with
other U.S. government agencies, is using this information to assist in reaching export
licensing decisions.

The U.S. government needs the help of U.S. business in its efforts to limit the unauthorized
flow ol equipment and technology. Ttis in the interest ol U.S. businessmen to give this help Tor
patriotic reasons and to ensure that their business activities are carried out within the law and
thus minimize the possibility of being caught in the U.S. enforcement net. No one wants to be
saddled with time-consuming and costly investigations to say nothing of running the risk of
Tawsuits, Tines, possible loss of the ability to export, and even imprisonment.

L— ‘
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U.S. businessmen can be oi assistance by:

1. Ideniifying inquirics and orders {or products, parts or technology, including software,
which nre likely to be shipped outside the United States und seeing fhat they are
handled by export specialists.

2.  Ensuring that their export specialists are sufficiently knowledgeruie about export
controls and that appropriate screening and licensing procedures are followed.

3. Making certain that their employees — whether they live abroad, travel atroad,
transmit information abroad, or merely come in contact with foreigners visiting the
United States — fully understand that the U.S. government restricts the flow of
technical data, and know-how, whether it be written, oral or visual

SAMA's Export Administration Acl Task Group has compiied some detailed comments on
each of these three areas. These are attached for the use of your opersting perosnnel.

FOR FURTHER INFORMATION CONTACT: Eben S. Tisdale
Director of Public Affairs

Scientific Apparatus Makers Association
(202) 223-1360
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STEPS A COMPANY CAN TAKE TO EXERCISE
CONTROL OF HIGH TECHNOLOGY ELECTRONICS EXPORTS

U.S. businessmen in the high technology electronies industry have three
ways Lo help the U.S. government limit the illegal flow of commercial equipment
and technology to unauthorized destinations.

L By identifying inquiries and orders for products, parts, or technology
including software, which are likely to be shipped outside the United States
and seeing that they are handled by export specialists.

Companies involved in internationa: business, even the smallest, have
established or have contact with someone or some group of people who
have the specialized knowledge and skill in finance, shipping, export
documentation and export control needed to handle international inquiries
and orders. The problem is to make sure that these inquiries and orders
are identified by the firm's dom~.tic sales and order processing people and
given to the export specialists for handling.

Identification, simple whcnever a destination outside the United States is
indicated, becomes much more difficult when exportation is not mentioned
or is willfully concealed. For this reason, many U.S. firms find it
appropriate to involve their export specialists in the handling of inquiries
and orders from little known or unknown customers who seem to have no
obvious use of either the items or the quantities involved, no suitable
facilities in which to use them, or who refuse to identify the actual end
user or end use of the items.

In addition, firms with foreign words or pirases on the letterheads and
firms with names including words such as International, Trade, Export,
Import, Limited or Ltd. often handle international business. Finally,
inquiries and orders with one or more of the following characteristics often
indicate destinations outside the United States, even if the customer
maintains the items are for domestic use.
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A. Specifying 230V 50 Hz, 115V 50 Hz, or unusual power cords, plugs,
fuses or power line operation.

B.  Requiring special salt spray cr humidity packaging, export packing,
and/or export marking.

C. Requiring export information such as;

1. Cubic volumes and/or packaged weights, especially in metric
terms.

2. U.S. Government Schedule B and/or export licensing infor-
mation.

3. GSA Form 1246 Terms and Conditions and/or other A.L.D.
documentation.

4. Certifications as to country of origin, conformance to inter-
national standards or testing requirements, etec.

D. Requesting direct shipment abroad or delivery to a consignee in the
United States known to be an overseas shipper, a {reight forwarder,

or one who intends to carry the products abroad as part of his
effects.

E. Specifying payment terms involving letters of credit, drafts drawn on
foreign buyers, or other specialized banking requirements.

F. Requesting exemption [rom state sales taxes, but unable or unwilling
to provide a state resale tax identification number.

By ensuring that their export speecialists are sufficently knowledgeable

about export controls and that appropriate screening and licensing
procedures are followed.
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In addition to requiring adequate knowledge, many U.S. companies insist
their export specialists:

A.

Screen, at the time of receipt, each order the {irm is to ship outside
the United States so that if a validated export license is required it
can be obtained before shipment is scheduled. Orders are also
screened at the time of shipment to ensure that the U.S. export
regulations have not changed so that a validated license is now
required.

Notify the purchaser in writing at the time of acceptance whether
orders for domestic shipment, which the firm knows or suspects wiil
be exported, will require a validated U.S. export license. Some firms
also provide the Scheduie B and Commodity Control List numbers of
the various items and repeat in the invoice the need for export
licensing.

Receive, M shipment of controlled items to a domestic address,
a copy of an appropriate U.S. export license if the purchaser is known
or suspected of wishing to see the items shipped outside the U.S. and
if his ability to export correctly is unknown or it his integrity seems
questionable.

Assist employees carrying samples, demonstration equipment, ete.,

abroad by obtaining the proper export licensing and export docu-
mentation.

Discuss with the Office of Export Compliance, U.S. Department of
Commerce, (202) 377-4608, any unusual situations or suspected
diversions and receive advice prior to shipment.

By making certain that their employees — whether they live abroad, travel

abroad, transmit information abroad, or merely come in_contact with
foreigners visiting the United States -~ fully understand that the U.S.

government restricts the flow of technical data or know-how, whether it
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Although the U.S, technical data regulations are complex, the general rule
is that the only commercial or cducational technical data that can be
cxported or released abroad without first securing a validated U.S. export
license is that which is generally available to the publi: in the United
States. Generally available is defined to mean data released orally or
visually at open conferences, lectures, or trade shows, and publications
which are available without charge, available at libraries open to the public
or available without restriction at nominal cost.

An important exception to this general rule permits U.S. firms to conduct
most of their commercial business in non-Communist areas ab:ioad
including training people, transferring software and controlled technology,
etc. This exception applies to importers in non-Communist countries and
Yugoslavia who are covered by a written agreement with a U.S. firm
signed either by themselves as individuals or by their non-Communist
employers stipulating that neither the U.S. technical data nor the direct
product thereof, is intended to be shipped directly or indirectly to
Communist destinations without first having received written authorization
from the U.S. Department of Commerce.

This exception does not apply to foreign nationals from Communist
countries, excluding Yougslavia. Communist nationals may only be shown
commercial equipment and facilities which are freely and generally
available in the United States and only published and freely available
commercial information may be disclosed -~ nothing proprietary or not
generally available. Moreover, since the U.S. government is interested in
the visits made by Communist nationals, many firms find it appropriate to
secure clearance from the U.S. State Department prior to each visit:
Soviet clearances - (202) 632-6442

East European clearances - (202) 632-2721
People's Republic of China clearances - (202) 632-1004

For further information, call:

Eben S. Tisdale
Director of Public Affairs

Scientific Apparatus Makers Association
(202) 223-1360
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Mr. BINGHAM. Mr. Henriques.

STATEMENT OF VICO E. HENRIQUES, PRESIDENT, COMPUTER &
BUSINESS EQUIPMENT MANUFACTURERS ASSOCIATION

Mr. HenriQuEs. Thank you, Mr. Chairman.

My name is Vico Henriques. I am president of the Computer &
Business Equipment Manufacturers Association [CBEMA]. We rep-
resent 40 coinpanies accounting for over $50 billion in sales volume
of computers and business equipment produced in the United
States. During 1981 our member companies employed 750,000
workers in 50 States and had a positive trade surplus of $7 billion.

Because our companies rely on the exports and foreign invest-
ments s0 heavily we welcome this opportunity to comment on U.S.
competitiveness in high technology markets. Furthermore, we
would like to compliment you for holding this hearing to permit a
discussion of trade policy.

I have a lengthy statement which I would offer for the record
and I will try to confine my remarks to those specifically oriented
toward the Trade Regulation and Export Administration Act.

Mr. BINGHAM. Wit%lcl)ut objection, your full statement will appear
in the record.

Mr. HENRIQUES. I would also point out, Mr. Chairman, there was
ar attachment to the statement which is a survey of the U.S. high
technology electronics industry, the sector survey done in conjunc-
tion with the industry sector advisory committee which I think
may be of use to the committee.

Mr. BingHAM. The staff will determine whether that should be
part of the file or part of the record.’

Mr. HenriQuEs. Fine.

The discussion of U.S. competitiveness in high technology mar-
kets would not be complete without focusing on export controls im-
posed on U.S. products and technology through the Export Admin-
istration Act. In September 1983, it will be 4 years since the act
was last renéwed. During those 4 years progress has been made on
several fronts; new issues have emerged and several issues remain
unchanged.

PROGRESS TOWARD EFFECTIVE EXPORT CONTROLS

We agree with the need to control the export of items which
would contribute significantly to the military potential of adver-
sary nations. However, the goal of such controls must clearly be to
retard or deny adversaries access to militarily critical products or
technology. At the same time, the process should not deny U.S.
suppliers when other comparable uncontrolled sources of supply
exist. All sides of the debate agree to these statements. The prob-
lems emerge when the operational procedures are formulated to
achieve these goals. :

Progress toward these goals has been made on several fronts in
these past 4 years. First, we can point to the Presidential initiative
taken at the first economic summit meeting which established the
high level Ciordinating Committee [COCOM] review. This estab-

1See app. 5.
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lished the highest level of support for the idea of achieving consist-
ent export policy and practice among the NATO allies plus Japan.
While the results are not yet in place, the commitment of the
United States to this necessary precondition for effective export
controls is firmly established.

Another dimension of progress is the issue of the militarily criti-
-cal technology list [MCTL]. The numerous review and advisory
mechanisms created over the past year have provided a forum for
communications that appears to be working.

A third area of progress is in understanding what is militarily
critical. Progress in this area may not be as positive as in the other
areas just mentioned; however, we at least understand the problem
better. While we seem able adequately to protect many items that
are considered to be militarily critical by U.S. standards, our adver-
saries have aggressively sought and exploited many technologies
for military purposes that are considered neutral, freely available,
or obsolete by U.S. standards.

NEW EXPORT ISSUES

New issues have emerged since the present act passed the Con-
gress. The first of these relates to the impact of East-West controls
on free-world trade. U.S. retransfer controls are a tolerable burden
when U.S. suppliers are the major sources of the products and tech-
nology. However, we are observing more and more non-U.S. suppli-
ers of products from countries which do not impose export or re-
export controls. This is not limited to head-on competition with our
COCOM partners, but also includes areas where we are competing
with countries newly involved in the electronics and counter mar-
ketplace. The nonalined neutrals, Sweden, Switzerland, and Aus-
tria are obvious examples.

Additionally, we need to recognize that Israel, Brazil, Mexico,
and several other countries now or soon will be offering sophisticac-
ed electronic products completely outside the COCOM djscipline.

A second area is our improveg' understanding of adversary needs.
Recently, there have been indicators that our understanding is im-
proving dramatically about what our adversaries want and how
they obtain it. These areas which should become the focus for at-
tention, such as the open literature, clandestine activity, profes-
sional meetings, all of which will pose serious dilemmas.

Attempts to control these areas by our present techniques will
conflict with established concepts of freedom of scientific inquiry,
freedom of movement, and freedom of speech. The resolution of
these problems will demand the best of communications among all
U.S. parties, as well as those of our allies.

The need to shift emphasis from product controls to technology.
controls has been discussed, debated, analyzed, and in the 1979 act,
mandated by legislation. Despite the logic of this conclusion, prog-
ress has been slow in the United States and virtually nonexistent
in Europe. As a result, we have essentially added technology con-
trols while keeping the product controls. The decontrol of products
has not been accomplished at this time.

Another issue is the elimination of unnecessary restrictions to
trade. In 1977 the Department of Defense stressed the balance that
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must be maintained between protecting national security and
eliminating unnecessary restriction to trade, Very few demonstra-
ble changes in this regard can be documented.

Defining uncontrollable foreign availability is a third area where
progress has been slow. These changes demonstrate the rapidly
growing non-United States, nonadversary, non-COCOM sources of
technology and products which heretofore were considered militari-
ly critical.

FOCUS ON NATIONAL SECURITY CONTROLS

The key to the resolution of these problems is to focus on the
real objective of national security controls. CBEMA recognizes this
objective to be the maintenance of a technological superiority in
U.S.fielded military equipment over that of our adversaries. The
source of the technology to sustain this superiority will be the inte-
grated defense-commercial technology base.

The computer industry stands ready to enhance the rate of intro-
duction of new technology into Defense Department-fielded equip-
ment, to maintain U.S. leadership in international markets and to
retard the flow of militarily critical products to our adversaries.
We conclude that the maintenance of leadership in the internation-
al computer and electronics marketplace is essential in achieving
both U.S. commercial and defense objectives.

For this reason, we consider the title I provisions to the renewal
of the act of vital importance to the competitiveness of the U.S.
electronics and computer industry in world markets, and to the
maintenance of a superior defense force.

In conclusion, the goal of the U.S. international trade policy
must be to continue to expand open and nondiscriminatory world
trade while maintaining leadership in high technology. The exist-
ing international trading system is the best structure in which to
pursue this goal.

The MFN and national treatment principles are the best princi-
ples on which to base this policy. We do believe that certain
changes in the scope of GATT must be made to address problems of
investment, services, and high-technology trade. We also believe
that certain changes in domestic law such as the Export Adminis-
tration Act are desirable to promote exports of high-technology
products.

However, we underscore that the essential issue before us today
is not the adequacy of international or domestic rules. Rather, the
essential issue is the willingness of the executive branch aggres-
sively and effectively to pursue the basic goals of our trade policy.

Thank you, Mr. Chairman.

Mr. BINGHAM. Thank you, Mr. Henriques.

[Mr. Henriques’' prepared statement follows:]
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PREPARED STATEMENT OF Vico E. HENRIQUES, PRESIDENT, COMPUTER & BUSINESS
EQUIPMENT MANUFACTURERS ASSOCIATION

INTRODUCTION

This statement is on behalf of the Computer and 3usiness
Equipment Manufacturers Association which represents 40 companies
accounting for over $50 billion in sales volume of computers and
business equipment produced in the United States. During 1981,
CBEMA member companies, emploved 750,000 workers in 50 states, and
had a trade surplus of over $7 billion. Recause the CREMA
companies relv so heavily on exports and foreien investment, we
welcome this opportunity to comment on U.S. competiveness in hieh
technologv markets, Furthermore, we would like to complimen£ the
chairman of the Subcommittee, Mr, PBingham, for holding this

hearing to permit a discussion of trade policy.

Refore we address specific issues, we believe it is
essential to discuss trade policy principles during this period of
rapid economic chanre., Such a discussion permits us to review the
past an? to looV into the future. It also reaguires all of us to
assess the successes and failures of our trade poliecv, to
articulate what the basic principles unferlving that trade poliey
should be, and to identifv those areas in which United States
international trade policy must be adjusted to address the

problems of competition in the future.

Given the subject of this hearing, we believe it is
essential to consider, if oﬁlv briefly,‘the ofizins of‘mﬁdern
United States international trade noliev, For the past fifty
years, the goal of our trade policv has been to expand open an?
nondiscriminatorv world trade. Since enactment of the Reciprocal

Trade Agreements Act of 1934, the furdamertal principle underlyine
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this poliev has beer most-favored-nation (MFN) treatment for
irports into tte Urited States and for United States exports to
other countries, During the same period, ar equally important
corollary to the MFN principle has been national treatment for
American goods and investment once they have gotten past a foreign

country's borders and entered the foreign market place.

Since the General Agreement on Tariffs and Trade (GATT)
came into existence in 1047, the United States has pursued its
trade policy goal largely through multilateral and bilateral trade
negotiations uncer the auspices of that institution. 1In these
GATT regotiations, the United States has alwavs sought and should
continue to seek, concessions from other countries wrich are of
comparable benefit to the concessions granted by the United
States., Under the GATT svstem, of éourse, trade concessions are
generally granted on an MFN basis with the result that each GATT
member country achieves benefits which are, on a globaly basis,
comparable to the concessions it erants., In this sense, United
States international trade policy has incorporated the concept of
negotiatecd reciprocal benefits for many vears and should cortinue

to do so.

The international trading system, which was desiened
largely by the United States, and United States international
trade policy since 1034 have resulted ir enormous benefits, both
for the United States an3 the world. These benefits have been
achieved througch progressive lowering of barriers to trade in
goods and elimination of discriminatory practices which distort

trade.
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This approach to international trade policv has been
remarkatly successful. The statistics speat for themselves.
United States international trade now accounts for almo,t 17
percent of our Gross National Product. Furthermore, it hzs been
estimated that one in six manufacturing jobs is attributable to
manufacture for export and that one in three acres planted by U,S,

farmers produce crops for export.

It is obvious that our trade policy has, e=enerally
speaking, served the interests of tre United States well in the
past. The questicn which has been raised recentlv is whether it

will continue to promote the interests of the United States.,

In the future, competition for worlcd markets will

intensify. U.S. Government intervention in the market place will
increase inevitably, creatine new forms of barriers to trade and
investment and discrimination. Furthermore, the United States

will become even more dependent on exports and imports.

These changes in the world economv and in the importance
of international trade to the United States are not speculative.
T¥ey are realities, realities which are already having a

significant impact on United States commerce.
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United States trade policy must be based on a firm
understanding of these new realities. It must aegressively seek
elirinatior of new barriers and distcrtions to trade in foo7de and

services and to United Statez investmant abroad.

It {s emphaticallv our view that the best rareworlk ip

whick to carry out such a trade policy in the future is throust

negotiations witrin the existine international structure and

existine U,S, international trade statutes, We hold this view

because cof the .istorical success of this aprroach for the United
States, Furthermore, we are convinced that American irdustrv can
cormpete effectively on worl? markets if existine domestic and

international rules are honored. Therefore, we are convirzed that

there is absolutelv no reason to question the basic goal or the

fundamentz2] princinles of United States international trade

policv.

THE "NEW"™ RECIPROCITY?

We feel compelled to make this assertion because,

recently, there has been much debate about the need for a



218

fundamental change in United States international trade policy.
The frustrations leading to this debate are real. Persistent
trade Jdeficit=, lacv of compliance with, or voidance of,
international <rade rules, such as the GATT, and increased
competition from both develcped and developine countries are
realities. These realities, however, do rot prove that the United
States international trade policy is not working. Nor do thev
prove that the international trading rules do not worx. In our
view, these realities require actiorn within the traditional
system, They do not recuire destruction of a svstem that has

served our interests well,

Nonetheless, some people have sugeested that United
States trade policy should be based on what thev concieve to be a
new principle of retaliatory bilateral reciprocity. This
principle, taken to its extreme, woul? require that for every
product imported into the United States from a eiven country,
there be one similar product exported to that country from the

United States.

There appear to be two arguments used by the proponents

of retaljatory bilateral reciprocity for moving from the MFN and
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national treatment principles to the "new" reciorocity as the
basis for our trade policy. First, it is claimed that the
historic procedure for eliminating trade bharriers and discrim-
inatorv practices through GATT nesntiations, tre results of which
are implemented on ar MFN basis, will not work in the future.
Second, it is alleged that existing international rules and United

States laws ¢o not acdequa‘telv addrecs the protlems of the future.

With respect to the first argument, retaliatorv
bilateral reciprecity is not 2 new concept. We cannot forget
historv, Refore the 1930's, the Unite? States digd pursue a trade
policy besed on retaliatory bilateral reciprocitv, According to a
1919 report on "Reciprocitv an? Commercial Treaties" hv the United

States Tariff Commission the result was:

"(A) policy of special arrangements (leading) ..,
to troutblesome complications ... When each countrv
with which we negotiate is treated bv itself and

separzte arrangements are made with the expectation
that they shall be applica“le individually, claims
are nonetheless made by other states with whom such

arrangements have not heen made. Concessions are
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asked; they are sometimes refused; countercon-
cessions are proposed; reprisal and retaliation are
suggested; unrleasant controversies and sometimes

international frictions result,”

The consequence was bewsar-thv-neiehhor trade policies
which played a major role in makine the 1020 Deprescion the most

severe in world history.

There is no reasnn to helieve that the results of a
policy of retaliatory bilateral reciprocitv would be any different
in the future, Each country would s;ek special arrangements
exclusively benefiting its trade., The result was, and would be, a
drametic increase in barriers and distortions resulting in a

dramatic collapse of world trade.

There is considerable evidence thrat a trade policv based

on reciprocity cannot work and will, in fact, injure the United

States. There is also considera®.e evidence that a trade policy

based on nerotiations, multiliteral trade rules, and the MFN and

national treatient principles will achieve benefits for the United

States,
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THE NEED FOR CHANGES IN GATT

The second argument used hy proponents of the "new"
reciprocity is that existing international trade rules an? Urited
States statutes do not adeouately address the prohlems of the
future., We helieve that certain limited chanses to U.S, statutes
and changes to the CATT rules are necessary to address the

_protlems of the future. However, we do not believe that the
adequacy, or lack thereof, of U,S. law or the GATT has anv bearing
on the aporopriateness of MFN and national treatment as the bhasis

for United States international trade poliev.

With this in mind, we point out that it is obvious that
existing internmational rules, such as the GATT or Treaties of
Friendship, Commerce, and Navigation, do nct adeguatelv address
certzin problers, For example, barriers to international
investment flows, tc certain kinds of high technology trade, e.z.,
international information flows, and to international trade in
services are not currently subject to any effective international
di'cipline. These problems will hecome increasineglv significant
in the future, It is imperative that the United States make every
effort to cure the inadequacies of the existing international
system in thi- regard through negotiation of new rules at the

earliest possible date,

12-426 0 - 83 - 15
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We stronglv support the initiative of the Adminis-

:ration, and particularlv of Ambassador Brock, in seeking to raise

the prohlems of investment hieh technclorv, and services st the

GATT Miniesterial meeting this November, It is imperative that the

United States sustain tris effort which will inevitahlv require

several years of hard® worl and repotiation,

It ie ever mere o™vious that existine interrational

rules must be enforced acoressively and effectively. We cannot

conclude that the GATT system does not worl unti! we and the other
GATT members have made a penuine effort to make the svstem work.
Tris effort must include argressive use of dispute settlement
procedures by the United States Government to assure compliance of
other countries with the GATT rules, Finally, and moSt
significantly, this effort must be effective. That is, our trade
negotiators must consider the nature of thre GATT system and the
kinds of disputes which, realisticallv, can be resolve? throughr

that system,

On this point, it is important to remember that GATT is
nq[ a court. Nor is it a purely political institution. It is a
system of rules requiring or prohibiting certain kinds of
governmerit behavior with procedures for resolvinz disputes under

those rules,
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In essence, the GATT is an institution which is designed
to force nesotiated resolution of internationazl trade disputes
within a framework of legal obligations. Disputes which relate to
government laws, regulations, or policies and which oresent
viclatiors of the letter or spirit of GATT rules are clearlv
suitahle for negotiate? resolution within the GATT frarewory., It
is this variety of disputes which the United States Government

should pursue aggressively through GATT.

THE NEED FOR CHANGES IN U,S. LAW

Turning now to existing Urited States trade statutes, we

believe trat a primary issue is whetrer the Precident is usiry his

current authoritv to take aporopriate and effective actiuns in

pursuit of the goals of the Urited States trade policv. We do not

believe the Executive Pranch has done as much as it can cdo undeé

existing law.

With some exceptions, we stronzlvy believe that the
existing stztutory framework is sufficient to permit effective
action if the President chooses to use that authoritv, The
President has extraordinarily broad authority to take actions in

the pursuit of better access to foreign markets. Sections 102
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(relating to nontariff barrier agreements), 127 (relating to
balance o. payments), 122 (relatins to compensation authority),
301 (relating to unfair trade practices), UO4 and U405 (relating to
treatment of nonnarket economies! and £01 (relatinc to GSP) of the
Trade Act of 107TL are just some of the statutory prcvisions which
the President mav use to pursue U,S. ohjectives throurh
negotiations, These provisions give him 1leverare during
negotiations by enabling him to threaten action should the
negotiations fail. They also give him authority to retaliate, in

fact, in accordance witr GATT rules if negotiations do fail,

Rether tharn spendine an inordinate amount of time
discussing the terms of new, unnecessary, authority based on the
"new" recicrocity, we should consider whether existing legal

authority is being used as effectively as it can be used.

The current confition of the economv and the emotional
level of the current debate on the "new" reciprocitv requires
forward looking and positive proposals if we are to avoid a
Christmas tree decorated with numerous counterproductive

protectionist prooosals, CBEMA endorses Senator Danforth's
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legislation, S.2094 and has urged that the legpislation not be
loaded down with protectionist amendments, This h»ill strengthens
the existine provisions of U.S. law regarding U.S. Government

action in the face of foreign governments unfair trade practices,

TRADE REGJLATIONS AND THE EXPORT ADMINISTRATION ACT

The discussion of U,S, competitiveness in high
technology markets would not be complete without focussine on
export controls imposed on U,S, products and technology through
the Export Admirnistration Act. In Septemher 1983, it will be four
years since the Act was last renewed. Durine those four vears
progress has been made on several fronts; new issues have emerged

an¢ several issues remain unchanged.

CBEMA agrees with the need to control the export of
items whick would contribute sienificantly to the militarily
potential of adversarv nations. However, the goal of such
controls must clearly be to retard or denv adversaries access to
militarily eritical products or technology. At the same time, the
process should not deny U.S. suppliers when other comparable
uncontrolled sources of supply exist, All sides of the debate
agree to these statements, The protlems emerge when the

operational procedures are formulated to acheve these goals,
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Progress toward these goals has been macde on several
fronts in these past four vears. First, we can point to the
Presidential initiative taken at the first economic summit meeting
which estahlished the ‘riph level Coordinatine Commiitee review,
This established the hirhest level of sunport for the icdea of
achieving consistent export peliey and practice amone the NATO
allies plus Japar. While the results are not vet in place, the
committment of the U1.,S. to this necessary precondition for

effective export controls is firmly established.

Another dimenciorn of oprogress is the issue of the
militarily critical technology 1list (MCTL), CRFMA, along with
several other associations, has participated in a review of the
1981 version of the MCTL. In the corputer areas, our technical
experts from CBEMA member companies have reviewed the U.S,
Government document, have received classifed intelligence
briefings and have prepared comments for submission to the
Department of Defernse later on this year. A detailed summary of
our findings in the computer and software area would be premature,
However, one strikine conclusior 1is the degree of general
agreement reached between the MCTL, as written by the Government
and our technical experts, The numerous review and advisory
mechanisms created over the past year have provided a forum for
comrunications that appears to be working, CBEMA is encouraged by
these cooperative efforts and hoves that cooper-ation would bde

continued.
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A third area of oprogress is in understandirg what is
"Militarilvy Critical". Progress in this area mav not be as
positive as in the other areas just mentioned; however, we at
least understand the protlem better, We h»etter understand that
our adversaries A4nr't necessarily seek or exploit the same
technolosrvy U.S, militarv experts define as critical, Wrile we
seer atle adeguately tc protect many items that are cornsidere? to
be militarilv critical by U.S. standards, our adversaries have
agrressivelv sought and exploited many technolories for military
purposes that are considered neutral, rréely available or obsolete

bv U.S. standaris,

New issues have emerged since the present act passed the
Congress. The first of these relates to the impact of East/Vest
controls on freéuorld trade. U.S. retransfer controls are s
tolerable burden when U,S. suppliers are the major sources of the
products and technoloev. However, we are observing more and more
non-U.S. suppliers of products from countries which do rot impose
export or re-eyport controls., This is not limited to head-on
competition with our COCOM partners, but also includes areas where

we are compeéeting with countries newly involved in the electronics
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and computer marketplace. The non-aligned neutrals, Sweden,
Switzerland, and Austria are obvious examples. Adc¢itionally, we
need to recognize that Israel, Rrazil, Mexico and several other
countries now or soon will he offering sophisticated electrcnic

products comnletely outside the COCOM discipline.

A second area is our improved understandine of adversary
needs, Recently, there have been indicators that our under-
starding is impoving dramatically about what our adverssries want
and how they obtain it, The complete storv isn't known yet, but
it does apnear pcssihle to conclude that adversarv acqusitions of
military significance have been possible by expoiting the openness
and richness of the U.S. society and not primarily bv the means of
diverting licensed export shipments. The areas which should
become the focus for attention, such as the open literature,
clandestine activity, professional meetings, will pose =erious
dilemmas, Attempts to control these areas by our present
techniques will conflict with established concepts of freedom of
scientific inquiry, freeecdom of movement, and freedom of speech.
The resolution of these problems will deman? the hest of

communications among all U,S. parties, as well as those of our

e
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There are several issues where there is little, ifxany,
progress for nearly a decade. The n2ed to shift emphasis from
product controls to technology controls has been discussed,
debated, analvzed, and in the 1070 Act, mandated bty lerislation).
Depsite the logic of this conclusion, progress nas heen slow in
the U.S, and virtuallv non-existant in Zurope. As a result, we
have essentiallv added technolory controls while keesing the
product controls, The decontrol of products has not teen

accomplished at thics time.

Another issue ir wrich progress is lecs than desired is
the elimination of unnecessary restrictions to trade. In 1977 the
Departmert of Defense stressed tre balance that must be maintained
between protecting national securitv and eliminating unnecessarv
restriction to trade. However, in the & vears since DOD interim
guidelires were published, very few deomstratable chaneces in thris
regard can be documented, Industry, in fact, can point to several

reversals and delavs, increasing the burden of controls,

Pefining unccntrellable foreien availatilitv is a thire
area where oprogress has been slow. In the last half of the

decade, there have been dramatic changes in the availability of

indigenous and uncontrollable sources of products and technology
for adversary nations, particularly 4in the minicomputer and
software areas, These changes demonstrate the rapidly growing
non-U.S.,‘ non-adversary, ‘DOH-COCOM saurces of technology and

products which heretcfore were considered militarily critical,
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CBEMA recognizesz that these cormplex opro*lems Jjust
discussed can only be resclved bv workine closely with the
Government , particularly the Executive PBranch., The Fev to the
resolution of these problems is to focus on the real objective of
national securitv controls. C(BEMA recoenizes this obiective to bhe
the maintenance of a technolozical superfority ir U,S, fielded
military equipment over that of our adversaries, The source of
the techroloey to sustain this superioritv will be the intecreted
defense-commercial technoloey base. The computer industry stands
reacdy to enhance the rate of introduction of new technologv into
Defense Department fielded equipment, to maintair U.S. leadership
in international markets an¢ to retard the flow of militarily

critical products to our adversaries,

We concluded that these three ohjectives are not

independent and must be dealt with in a balanced conerent fashion.

Thus, we conclude that the wmaintenance of leadersrip in the
international computer and electronics marketplace is essential in

achieving hoth U.S, commercial and defense ot jectives.

For this reascn, CBEMA consziders the Title I provisions
to thke renewal of the Act of wvital importance to the
corcetitiveness of tre U,S, electronics an” comruter industrv in

world markets, and to the maintenance of a superior defense force,

CONCLUSION

In conclusion, the roal of United States international
trade policy must be to continue to expand oper and non4iscrim-
inatory world trade while maintaining leadership in high
technology. The existing international trading svstem is the best

structure in which to pursue this goal.
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The MFN and national treatment principles are the best
principles on which to base this poliey, We do belleve that
certain chanpes in the scope of GATT must be made to address
problems of investment, services, and high technology trade. We
also btelieve that certaim changes in domestic law such as the
Export Administration Act are desirahle to promote exports of high

technology products. However, we underscore that the essential

issue before us todav is not the adequacy of international or
domestic rules. Rather, the essential issue is the willingnese of

the Executive Branch aggressively and effectively to pursue the

basic gozals of our trade pclicey.

Mr. BINGHAM. Now we will hear from Mr. Peter McCloskey.

STATEMENT OF PETER F. McCLOSKEY, PRESIDENT,
ELECTRONIC INDUSTRIES ASSOCIATION

Mr. McCroskgey. Thank you, Mr. Chairman and members of the
subcommittee.

I am president of the Electronic Industries Association and we
are grateful for the opportunity to appear to present our views on
U.S. international competitiveness in electronics.

I, too, have a rather lengthy prepared statement and I will at-
tempt to go through and highlight those items that are some key
concern.

Mr. BingHAM. Without objection, your full statement will appear
in the record and we appreciate your giving us the highlights.

Mr. McCroskey. U.S. electronics are competitive. Witness the fig-
ures given on the first page of our written statement. In 1981 pro-
duction was bigger than ever; exports exceeded imports; there is an
electronics trade surplus. Such is the overall picture.

However, within the elcctronic industries, some are faring less
well than others. The consumer electronics industry and the elec-
tronic components industry both have trade deficit. The industrial
electronics industry and the communications equipment industry,
on the other hand, have a trade surplus. Although the overall pic-
ture still looks positive, our ratio of exports to total sales has been
declining. Five years ago, it was over 25 percent; today, it is under
20 percent.

EXPORT DISINCENTIVES

On page 2 of our written statement begins our commentary on
the export disincentives. It covers the three disincentives which
most limit our international competitiveness today: export controls;
antitrust regulations; and the Foreign Corrupt Practices Act.
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Under export controls, we point out two provisions of the Export
Administration Act of 1979 which have not yet been put into effect:
Section 5(g) on the indexing of parameters of controlled commod-
ities; and section 5(f) on the assessment of foreign availability. We
feel that the administration should be asked when it intends to put
them into effect.

As to the militarily critical technologies, we can report that our
members continue to have grave concerns over the ability of tlke
MCTL to deprive the Soviets of high technology without also creat-
in%' restraints on such trade with the free world.

echnology transfer is something which responsible companies
control internally and strenuously. Proprietary techriology is their
lifeblood. Accord)i'ngly, in our statement, EIA is proposing an ex-
porter certification program. It is designed for companies that have
demonstrated the effectiveness of their internal controls.

On page 5, we express considerable concern about the use of for-
eign policy controls on exports to certain countries. EIA now rec-
ommends controlling imports from the same countries, as well. If
economic sanctions on a given country are justified, we question
the wisdom of paying them for imports when they are prevented
from paying us for exports. When the Export Administration Act
comes up for renewal next year, we should all take a new look at
it. Exactly what should an export control system for the eighties be
designed to accomplish?

Now, on page 6, we turn to the disincentive character of anti-
trust regulations.

Mr. BINGHAM. Since that is not within our jurisdiction, I suggest
you pass cn to the next section. That is a matter for the Judiciary
Committee.

Mr. McCLoskEY. The only reason it was brought up here is that
it really has to do with competitiveness. Foreign countries have
taken a much more organized approach toward research and devel-
opment and, in fact, have encouraged companies to get together to
do research. In the case of Japan, that cooperation is well known
and documented. In the United States, we are unable to do that be-
cause of antitrust laws, at least perceived antitrust laws. The legis-
lation that we are referring to only allows companies to do this
with some certainty by providing a mechanism with the Justice De-
partment where they could get a certificate.

Mr. BiINgaAM. We are now in the process of a conference on the
Export Trading Company Act which does make some changes in
the antitrust laws.

Mr. McCLoskeY. We are most appreciative.

Mr. BINGHAM. But while we are interested in the problems, there
is nothing this subcommitcee or the Foreign Affairs Committee can
do about it because it is not within our jurisdiction.

Mr. McCLoskey. 1 understand that, and I think they are taking
some of the provisions that you included in the Export Trading
Ccmpany Act as a part of the antitrust immunity, similar to what
you did. I know you and Congressman Bonker and the rest of ihe
members of the subcommittee were very helpful on that legislation
and we are most appreciative.

As to the Foreign Corrupt Practices Act, we recommend House
action on an amending bill that has already passed the Senate. It
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was referred to the Committee on Energy and Commerce last year.
Your help is needed to move this legislation, too.

EXPORT PROMOTION

On page 8, our statement takes up export promotion. The best
way to increase exports is decrease export disincentives. You have
just heard our recommendations in that regard.

The next best way is to induce foreign governments to stop inter-
vening in the free market system. So long as certain nations sup-
port selected industries and subsidize exports, they are distorting
the ccmpetitive process. The multilateral General Agreement on
Tariffs and Trade, the GATT, upon which we count so heavily, is
based on the premise of a freely competitive market system. Gov-
ernment intervention undermines that very premise.

Our own Export-Import Bank is confronted by the intervention
of many foreign governments. Their export-financing institutions
are prone to offer interest rates that are notably below market.
This can be done only if subsidy makes up the difference.

So, please do not oblige our Export-Import Bank steadfastly to
maintain market terms. Our credit terms of sale must be competi-
tive, or else we cannot export.

DISC is another mechanism of export promotion, one of the very
few incentives that American companies have for exporting. On
page 9, we point out how DISC is being threatened by our trading
pagtpders’ complaints under the GATT. They call it an improper
subsidy.

We recommend that our Government conduct a study of com-
parative taxation. How much tax burden do other countries place
on exports? How much tax burden is placed on ours? We are confi-
dent that our competitors will be found to bear much less than we
do. Such a study would document our case for retaining DISC if at
all possible. If DISC must be replaced, the same study would rein-
force a proper demand for concessions by the complaining nations.
They presently rebate some taxes and entirely forgive others on ex-
ports and foreign earnings.

The Commerce Department is heavily engaged in export promo-
tion. You will see that EIA commends the newly organized U.S.
Foreign Commercial Service. However, we feel that Commerce’s
program of trade missions, trade fairs, and export seminars is of
limited commercial value to the electronics industry.

RECIPROCAL OPPORTUNITIES

Psges 11 to 13 contain our views on reciprocal opportunities. We
see the need for more negotiations covering trade in high-technol-
ogy products. In the telecommunications sector, for instance, access
for U.S. equipment into Japanese and the European markets has
not materialized. S ‘ )

For American companies to invest abroad is a proven method of
boosting exports from here. Yet, other countries are imposing ex-
ceptional conditions on foreign investors. We ask for ‘)ational
treatment.” In matters of investment, our companies should be
tsreated the same as theirs. That surely is the case in the United

tates.
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We oppose the performance requirements now imposed on cer-
tain foreign investors by Mexico, Brazil, Korea, and others. First,
they require 70 to 80 percent local content in selected products sold
in their country. That closes down on importation, forcing manu-
facture to occur there instead of here. Then they require foreign-
owned manufacturing facilities to export as much as they make for
domestic consumption. Those mandatory exports, in most cases,
find their way into the United States. Why? Simply because ours is
the world’s biggest market ard the United States gives them open
access to our marketplace.

Meanwhile, here in the United States, legislation has been intro-
duced that would require 90 percent domestic content in motor ve-
hicles sold in this country. We cannot help but observe similarity
with the 70 to 80 percent local content requirements to which we
object in other countries.

“Chairman Bingham and members of the subcommittee, I would
be pleased to answer your questions.

[Mr. McCloskey's prepared statement follows:]
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PREPARED STATEMENT OF PETER F. MCCLOSKEY, PRESIDENT, ELECTRONIC INDUSTRIES
ASSOCIATION

I am Peter F. McCloskey, President of the Electronic Industries Associa-
tion (EIA). We are grateful to have the opportunity to present our views to-

day on "U.S. International Competitiveness: ELECTRONICS."

EIA, a Washington-based trade association, represents some 400 American
companies of all sizes, ranging from small single-product businesses to large
multinational corporations. They are variously involved in the design, manu-
facture and sale of electronic components, equipment and systems. These pro-

ducts are marketed for governmental, industrial and consumer use.

Electronics manufacturing directly employed 1.6 million Americans in 1981.

Of these jobs, at least 600,000 are tied to exports.

In 1981, U.S. factory sales of electronic products were $114 billion, of
which over $23 billion was exported. That figure would be even higher {f the
electronic content in such equipment as airplanes and machine tools were sepa-

rately identified.

In the same year, the imports of elec*ronic products were just over $19
billion, so that our sector produced a trade SURPLUS of over $4 billion....

while the nation suffered a trade deficit of $27 billiom.

It must be stated at the outset that '"U.S. Electronics' are competitive.
Witness the figures just given, 1981 production was bigger than ever; exports
exceeded imports; there is an electronics trade surplus. Such is the overall

picture,

However, within the electronic industries, some are faring less well than
others. CONS'MER electronics have been in trade deficit for some time; last
year, imports exceeded exports by $6.3 billion. Here, were are talking of 1TV

sets, radlo receivers, and other products used by the general public.
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Electronic COMPONENTS...including semiconductors, electronic tubes, capac-
itors, resistors, and other parts...have until recent years been generators of

trade surplus. But, 1981 imports exceeded exports by $959 million.

The INDUSTRIAL electronics industry...including computers and instruments
...and the COMMUNICATIONS equipment industry generated enough trade surplus to

offset the others.

Although the overall picture still looks positive, cur ratio of exports to
total sales has been declining. Five years ago, it was over 25%Z; today, it is
under 20%. Five years age, imports were $i0 billion; today, they are $20 bil-

lion.

U.S. Electronics are less c. petitive, and certain other countries are more
competitive, than they used to be. Japan and other industrialized nations are
strengthening their electronic industries. Several developing countries are

also strengthening theirs; Korea and Taiwan have become very competitive.

A. EXPORT DISINCERTIVES

To the extent that U.S. manufacturers are prevented from experting their
products -- or from sxporting them on competitive terms -- they are absent from
the competition. Customers in the world market simply turn to alternative
sources. The Federal Government effectively prevents U.S. exporters from real-
izing a good deal of foreign business by imposing unilateral constraints that

other countries do not impose on thelr exporters.

These contraints have been in place for a number of years and have come to
be known as export disincentives., The most Important of these are discussed

below,

A.l. Export Controls

EIA would like to express its appreciation to members of the Subcommittee
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and particularly to you, Chairman Bingham, for your efforts in drafting and
passing the Export Adeinistration Act of 1979. We feel it is a fine piece of
legislation. However, we would like to call your attention to some areas that
have not been implemented, or that need fine tuning. We would also like to

suggest scme thoughts for the future.

Sowe provisions of the law have not been implemented by either the previous
or the present Administrations, for reasons that are unknown to us. Specifically,
we refer to Section 5(g) which relates to the indexing of controlled commodity
parameters, and to Section 5(f) which relates to the creation of a foreign
availability review system. We feel the Administration should be asked when

these parts of the law will be implemented.

we would like to add that Section 4(a) (2) is virtually unimplemented, as is
evidenced by incrdinate delays in processing the Qualified General Licenses
authorized under its provisions. We ghould point out that the processing delays
reported to us appear to have been created by the Defense Department, not by the
Department of Commerce. It takes so long to obtain a Qualified General License

that most exporters have opted not to utilize this provision.

EIA completely agrees with the need to control exports for National Security
reasons. However.y we are concerned that...in the zeal coming from some quarters
to place concro]:; on commodities destined for the USSR and other Warsaw Pact
countries,..our closest allies and trading partners will be caught in such a
maze of U.S. bureaucratic procedures that’ they will come to regard the United
States as the "supplier of last resort." This, coming at a time when we need
all the business we can get, will hardly help to correct our own domestic

economic problems.

In the Act, Congress directed the Secretary of Defense to create a list of

Militarily Critical Technologies. Our members continue to have grave concerns

12-426 0 ~ 83 - 16
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over the ability of the MCTL to deprive the Soviets of high technology without

also creating restraints on such trade with the free world.

We firmly believe that our member companies, all of which are in high
technology business, exert a greater degree of internal control on the transfer
of their technologies than Government could ever devise, Such control 1is
absolutely necessary for a company when technology is its life's blood. This

should te taken into account.

We are not so nailve as to believe that all businessmen protect their tech-
nologies or refrain from selling them illegally to our adversaries; these people
should be apprehended and prosecuted to the fullest extent of the law. Never-
theless, the regulatory and enforcement effort must be prevented from'harassing

the honest, lest it become an export disincentive.

Therefore, we would like to propose that an exporter certificatior program
be introduced for those companies which can demonstrate a high degree of inter-
nal control on technology transfer and product exportétion. Under such pro-
gram, these companies would not be required to obtain export licenses for any

of the following transactions:

1. Intra-company sales where product is shipped within the free world
totally under the control of the U.S. parent company.

2. To consignees in COCOM nations, Austral! , New Zealand...and in
countries with which the Department of Defense has authorized
technology transfers through Memoranda of Understanding, Memoranda
of Agreement or other agreements entailing Offset or Coproduction.
Certainly, if the Department of Defense has signed such an agree-
ment, it would have confirmed the country's ability to control the
diversion of critical goods and technologies.

3. Re-exports by the original exporter or its subsidiaries between any
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of the countries just mentioned. In the two foregoing types of
transactions, the exports are accounted for on Export Declarations,
required for all shipments of $500 or more. Re-exports could be

reported after the fact under a separate reporting procedure.

Perhaps the most onerous controls for our members are those imposed uhder
the Foreign Policy section of the Act. We support the need for the President
to set foreign policy. He must have the necessary means to implement it and
to fulfill cor intermationai obligations. However, we feel that use of trade
as an instrument of foreign policy must be sparing and judicious; it should
nct be for transitory political considerations. Furthermore, foreign policy
export controls that are imposed to fulfill our international obligations should
not exceed the sanctions agreed to multilaterally. 1In this era of increased
technological advancement and competitiveness, experience has showm that it is
economically counterproductive, and does nothing toward advancing glcbal res-
pect for the United States, to impose sanctions over aad above those agreed

upon by cther nations as well as our own.

In cases where it is decided to impose economic sanctions unilaterally against
a country, ve question the wisdom of controlling exports without considering a

concurrent controlling of imports from that country.

We applaud the criteria, outlined in Section 6(b), that must be considered
by the President when imposing, expanding, or extending foreign policy controls.
However, we feel that the results of evaluation under these criteria have not
been given sufficient weight when reaching a decision on whether to impose,

expand, or extend the controls.

The consultation with industry, provided in Section 6(c), has been less
than ideal; little or no time is given for industry to respond. We feel that

congultation with industry should be the ioint responsibility of the Secretary
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of Commerce and the Secretary of State.

We would like to see the processing times outlined in Section 10 of the
Act shortened by one-half. We know this could be done through modern manage-
ment methods and paperwork reduction. In line with this thought, we feel that
the Commerce Department and the primary consultative Departments of Defense
and State should have a computer network devoted to keeping track of license
applications, past decisions, and management functions. The Congress should

appropriate the necessary funds for this project.

Our members feel that, when the Act comes up for renewal, we as a nation
should look at what we expect export controls to accomplish in the mid-1980's
and, then, should proceed to sharpen the present Act accordingly. The Execu-
tive Branch should, when promulgating regulations under the Act, be instructed
to confine itself to regulations which are necessary and enforceable, and to

frame them in understandable language.

A.2.a. COOPERATIVE (JOINT) R&D

U.S. international competitiveness is, of course, critically dependent
upon the quality and amount of research and development (R&D) work done by
American companies. Whereas U.S. industrial products are seldom the least
expensive, they are often the best in performance. The margin of technological
superiority in United States electronic products is the ingredient that makes

them competitive.

R&D, however, tends to be a high-risk activity. In addition, our foreign
competitors have significant tax, subsidy, and government guidance programs to
support their R&D efforts. in the U.S., the Economic Recovery Tax Act of 1981
represented an important step towards reducing R&D risk and moving the U.S.

closer to a position of equality in competing with other countries.
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There is another measure, however, which would be highly useful, and that
is to create a more favorable climate for cooperative R&D undéttaken jointly
by separate companies. Legislation which would help create such a climate was
recently introduced by Congressmen Don Edwards and Henry Hyde with 30 co-sponsors
as H.R.6262, the Joint Research Act of 1982. A companion bill has been intro-
duced in the Senate. This legislation would encourage high technology firms to
engage in joint research by authorizing the Department of Justice to issue
certificates authorizing such research in cases where the Attormey General deter-
wmines that there is nov likely to be a violation of antitrust laws. The certi-
ficate would provide complete immunity from criminal antitrust actions and reduce
damages in civil suits from treble to single damages. 1 hope that members of

this Subcommittee will give H.R.6262 their support.

A.2.b. EXPORT TRADING COMPANIES

We are very gratified that the House of Representatives has acted favoratly
on the Export Trading Company legislatiomr, and look forward to its early approval
by Congress and the President. We want to thank Chairman Bingham, Congrassman
Bonker, and the other members of this Subcommittee for their great help in moving

this legislation towards enactment.

A.3. TFOREIGN CORRUPT PRACTICES ACT

While it aims at a worthwhile objective, the experience of companies operat-
ing under the Foreign Corrupt Practices Act since its enactment in 1977 has
shown it to be deficient in several important respects. The wording of the Act
does not allow for clear interpretation in certain areas, so that companies --
to be on the safe side -~ do not even try to pursue certain foreign business
opportunities for fear of violating the law. The cost to U.S. companies of con-
forning with the law is high, and no progress has been made toward getting our

foreign competitors to adhere to a code that is like our legislation.
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Following several years of careful research and drafting, the Senate last
vear approved a revision of the Act which would go far towards removing its
ambiguities and enable U.S. firms -- while not violating ethical standards --
to ruerate more effectively abroad. The Senate bill, S.708, the Busipness

Accounting and Foreign Trade Simvlification Act, deserves careful consideration.

We strongly urge that the House Committee on Energy and Commerce, to which
action on this legislation was referred last year, take prompt action toward
reporting out a bill so that Congress will have opportunity to act on this

important matter before it adjourns this year.

B. EXPORT PROMOTION

EIA thinks that export promotion is primarily the responsibility of the
private sector. We view the role of governments as that of creating an
environment in which private firms can effectively compete internationally.
This international competition should be free, to the maximum extent possible,
from domestic and foreign govermment influence, but conducted on the basis of
fairness, so that U.S. companies are treated basically the same as foreign

companies in all respects.

Within this context, we could call attention to the following points.

B.l. EXPORT-IMPORT BANK

The U.S. should continue vigorously to seek all countries' agrzement to
abandon government subsidization of export fimancing. Until rhat goal is
reached the U.S. government must ensure that U.S. companies are not disadvan-
taged in their export activities by comparatively greater export finance sub-

gidies provided to foreign companies by their governments.

This means that Congress should requive and enable the Export-~Import Bank

to meet the terms and conditions beiug offered by foreign government export
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financing agencies.

It would be particularly helpful in enabling Congress to see this issue
more clearly if appropriations for the Export-~Import Bank were removed frow
the U.S. Foreign Aid budget and examined separately. The Export-Import Bank
is not a foreign-aid institution; its purpose is to support U.S. exports,
and, unlike the Foreigu Aid program, it has tended throughout its history
te veturn a profit to the U.S., Government. The Bank should be judged on
criteria far different from any Aid program, so we recommend that it be re-

moved from the Foreign Aid budget.

In connection with the problem cf meeting foreign competition in export
financing, we also recognize that, in some ingtances, it might be more advan-
tageous for the U.S. Government to countervail foreign export subsidy actions
~-- as {t now has authority to do -~ rather than to match those subsidies with
Export-Import Bank financing. In such event, countervailing action should be

pursued vigorously and promptly.

At present, the Export-Import Bank does not offer adequate programs to
support smaller transactions; we urge that this deficiency be remedied, parti-

cularly to meet the needs of smaller exporting units.

Finally, I would like to call attention to a study being undertaken by
the President's Export Council to determine the inter-relationship and effect—
iveness of all U.S. exporting financing orograms, including the Export-Import
Bank, the Commodity Credit Corporation, and the Foreign Military Sales program.
We hope that this study, along with the considerations mentioned above, will
be given careful attention when the Export-Import Bank legislation comes up

for renewal in 1983,
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B.2. DOMESTIC INTERNATIONAL SALES CORPORATION (DISC)

The DISC represents a relatively small step in the direction of equalizing
U.5. taxes on the export income of U.S. firms compared with the taxes imposed
by most foreign countries on the export income of their firms. Nevertheless,
the Administration appears recently to have reached the conclusion that the
United States must abandon the DISC because of otjections by other members of
the GATT, who contend that the manner in which 21SC opera es makes i: incom-

patible with GATT rules.

EIA strongly urges that, bafore designing a substitute for DISC which
would make it GATT-compatible, Congress and the Administration carefully and
comprehensively study the tax burden which foreign countries impose on the
export income of their companies, and compare it with the tax burden imposed
on U.S. export income. As a result of such a study, all parties -~ the U.S.
Government and U.S. firms and their counterparts abroad -- would realize the
extent to which U.S. taxation of exports operates to the disadvantage of U.S.

exporters, compared with their foreign competitors.

EIA strongly urges that any substitute legislation to be put into place for
DISC be designed to equalize the tax burden as between U.S. and foreign coun-
tries. The new legislation should also be relatively simple, so that small
companies and Export Trading Companies can readily make «se of 1it. And it
should provide for the exemption from U.S. tax of the DISC-deferred taxes
that have accumulated under the present DISC law., It would be grossly unfair
to U.S. companies to tax these past benefits under any formula, in light of the
advantages over U.S. iirms which foreign companies have enjoyed beginning well

before DISC was enacted.

B.3. DEPARTMENT OF COMMERCE PROGRAMS

EIA considers that the newly organized Foreign Commercial Service is doing
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good work; we recognize the improvements that have been made in the Service

and support the Department's program for continued improvement.

EIA is particularly aware of the Service's work in reporting invitations-
to-bid on foreign government procurements, because many of these bid invita-
tions are for electronic equipment. The only problem here 1is that our companies
frequently do not have adequate time to respond to the bid, because the news
of the invitatiorn reaches them so shortly before the bid deadlines. If
possible, we would appreciate early advice from the Foreign Commercial Service
that a bid {nvitation is being prepared. Many of our companies have sales
representatives abroad, and with early advice these representatives can follow

up promptly with the relevant government office.

As regards the Department's programs of trade missions, trade fairs, and
export gseminars, we consider these of relatively small commercial value. Pri-
vate sector firms are in a position to organize these activities where demand

for them exists.

Finally, it should be mentioned that the Department of Commerce can perform
a useful service by strengthening its programs to make the other Executive
Branch agencies, Congress and the general public mcre aware of the great impor-
tance of exports to the U.S. economy. A number of private companies have such
programs; Government and the private sector might beneficially work together
to support each other's effort. R

C. RECIPROCAL OPPORTUNITIES FOR TRADE IN GOODS AND SERVICES
AND FOR FOREIGN INVESTMENT

C.l. HIGH TECHNOLOGY NEGOTIATIONS

EIA played & significant role in the negotiations with Japan's Nippon Tele-
graph and Telephone Corporation (NTT) which led to the December 1980 agreement

to opeu NTT procurement to U.S. suppliers. The text of the NTT agreement ls
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complex and, because of the heavy reliance on good faith for its implementa-
tion, many are skeptical that 1t will effectively increase U.S. sales to lJapau.
EIA urges, therefore, that the U.S. Government secure a steady flow of infor-
mation on such sales so that there will be a solid statistical base upon which

to judge the effectiveness of the agreement.

EIA alsc favors an effort by the U.S. Government to have European PTT
organizations open their procurement to foreign sources. This could be accom~
plished as a result of bilateral agreements with the U.S. as 1in the case of
Japan, or their procurement could be made subject to the GATT Government Pro-

curement Code.

C.2. TFOREIGN INVESTMENT

EIA fully supports U.S. Government efforts to eliminate foreign barriers
to investment. U.S., companies should be able to make investments in the coun-
tries of our trading partners, and our subsidiaries and affiliates operating
abroad should be able to do business there on the same basis as companies owned
by the nationals of those countries. In this latter connection, we would hope
that our foreign subsidiaries and affiliates could come to have the same degree
of participation in foreign government regulatory processes as we allow to

foreign-owned companies in the United States.

I would like to stress here that the effectiveness of U.S. foreign invest-
ment -- as well as of U.S., export activity -- 1is significantly influenced by
the relevant tax burden. The business community has long attempted to educate
our Government on the need to ensure that U.S., comianies are not burdened with
heavier taxes on foreign investments than are foreign companies. We still
find it necessary to argue the case. Important .lements in both houses of
Congress simply do not understand that U.S. firms, to be competitive, must

get tax treatment equal to that afforded foreign companies by their govern-
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ments. We hope that members of this Subcommittee will do what they can to

educate their colleagues on this essential peint.

C.3. OTHER FORMS OF FOREIGN GOVERNMENT INTERVENTION

In recent years, new forms of foreign government intervention have created
important obstacles to the competitiveness of U.S. firms, and have raised new
challenges to the international economic system as sanctioned by GATT. Examples
are the Performance Requirements imposed on foreign investment by countries
such as Mexico, Brazil, and Canada; industrial policies as applied in Japan;
and heavy "0ffset" or countertrade requirements by countries buying U.S.
military equipment. These practices represent severe challenges to U.S. com-

panies and to our national interest.

We urge this Subcommittee to give these forms of foreign government inter-
vention intensive study with a view toward determining how an essentially pri~
vate enterprise economy, like that of the United States, can compete with for-
eign economies that are increasingly permeated with governmental planning for

industry and support for selected sec:ors.

In this connection, we observe t.at here in the United States, a proposal
has been made to impose a requirement for 90X Domestic Content in Motor Vehgclua
sold in this country. EIA has consistently opposed requirements by other coun-— _

tries for "local content” of this order of magnitude.

Chairman Bingham and members of the Subcommittee, this concludes our
prepared Statement. 1 would be pleased to answer, if I can, any questions

you might have,
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Mr. BingHaMm. Thank you very much, Mr. McCloskey.
I recognize Mr. Bonker.

CHALLENGE AND COMPETITION OF HIGH TECHNOLOGY

Mr. BoNkER. | want to commend the chairman for conducting
these timely hearings. The same issue was on the front cover of
Newsweek this past week. I don’t know if anyone saw it, but with
respect to high technology, the challenge and the competition, the
article notes that the stakes are enormous. Technology will set the
economic agenda in the developed countries for the remainder of
the century and beyond.

Unless U.S. and European firms rally to the challenge, the pros-
perity and the jobs that flow from the new industrial revolution
will almost certainly go to Asian giants, warns Julian Agreser,
president of the East Asian Consulting Group. The technological
battle with the Japanese is reaily an industrial equivalent to the
East-West arms race.

That is a pretty strong statement about the competitive nature
of your indvstry and these hearings I think will highlight at least
those concerns as they relate to Government policy. When I look at
what you have said this afternoon, Government policies in many
areas inhibit our competitive position. There are many examples:
the Export Administration Act, FCPA, the possible removal of
DISC, the lack of more effective action on bringing down trade bar-
riers, the general nature of the business, as well as a lack of
trained manpower to meet the challenge.

I read a study done in Cglifornia that this year there will be
14,000 new graduates in ccmputer science and related areas and
62,000 new jobs or new positions. We also lack effective trade pro-
motion in certain areas and overall, we lack industrial targeting
similar to what the Japanese do.

It looks like there is a whole host of issues related to your indus-
try that affect your position in the world market. So we could pass
the Export Administration Act, or we could modify the FCPA or
we could protect DISC, but if we are realiy going to be effective
and competitive, we are going to have to do a lot of things.

Has there been any effort within the industry to develop some-
thing of a package that would address many of these problems and
mobilize industry support to promote legislation that would achieve
the g?oals that you have laid before the subcommittee this after-
noon?

IMPORTANCE OF RESEARCH AND EDUCATION TO COMPETITIVENESS

Mr. McCLoskey. I think the biggest example of that was last
g:ar when the associations that are represented here rallied

hind the research and development issue in order to include in
the Economic Recovery Act a provision whereby research and de-
velopment expenditure would become eligible for a tax credit. I
think that high technology industry depends on research and de-
velopment; it also depends on the flow of manpower into engineer-
ing and scientific fields. It is generally recognized that the severity
of the manpower problem has decreased in these recessionary
times. But it is going to increase, once more, as soon as recovery
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starts. The fundamental need for more technically qualified people
isn't going to change.

Mr. Bonker. What happens if we are in the process of greatly
reducing our commitment to educational excellence which neces-
sarily is covered at local levels but is enhanced by Fedcral pro-
grams?

In my State, the legislature has increased tuition, which would
double the cost of tuition in a 2-year period at the same time that
most programs for student guaranteed loans and the like are being
removed. The point is, if we are going to be competitive, we have to
make an investment in the future. I don’t know where the respon-
sibilities lie but I do know we are not going to be competitive in a
world market if we don’'t put forth the educational effort and
invest in future generations of Americans so we can compete with
our Japanese neighbors.

I think it applies not only to high technology where the emphasis
now being placed but also to international language. If we are
going to compete on an equal basiz we are going to need business-
men and technicians who also are well-equipped to handle the cul-
turai and language problems in other countries.

Mr. McCroskEy. I agree.

SHORTAGE OF TECHNICAL MANPOWER

Mr. RacosiNE. This question of technical manpower is a very se-
rious one. One of the reasons that there is a shortage of technical
manpower is that the electronics industry has been so successful, it
now offers graduates with a bachelor’s degree a salary of $24,000 to
$25,000 a year, therefore discouraging them from going on to get a
doctoral degree and teaching at a university.

Some steps are being made to try to offset this. The American
Electronics Association has set up an AEA foundation which has
asked its member companies to put aside 3 percent of their R&D
budget as a contribution to the university to endow chairs and to
keep promising young people at the university so they go on and
become faculty members and keep this going. But I recognize your
comments on cutbacks on Federal support for education.

Mr. HENRriIQUES. I might add one thing, there has been no omni-
bus approach to the multitude of problems that you have elaborat-
ed there, precisely for the reason that the chairman spoke to, Mr.
McCloskey. We have talked to the Commerce Committee, we have
talked to the Ways and Means Committee, we have talked to the
Foreign Affairs Committee and sc on but we had to take that seg-
ment that the committee’s responsibility incorporates and do these
things sort of piecemeal and I think among these four associations
and the Semiconductor Industry Association unfortunately absent
there has been a remarkable consistency in approach.

Mr. BonNkEeR. I just might add that in part of my district, Tek-
tronice and Hewlett-Packard recently located new facilities with an
employment potential for each of them going up to 25,000. Since
these two plant facilities are within a close proximity, in the future
they would like to build a campus with a master’s program in elec-
tronics and computer science. A lot of people come in at low level
positions, but they have the potential to advance within the indus-
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try. By creating a campus environment with new facilities, educa-
tional programs and the excellent management philosophies of
both of those fine organizations, you are encouraging people to in-
crease their skills. This would be a joint venture of the local uni-
versities and the electronics industries. It wouldn't be something
borne by one or the other but more or less a joint venture.

Mr. Chairman, I am sorry I have to leave for another meeting
because I find this an interesting subject. I want to commend you
again for scheduling these hearings.

Mr. BingHAM. Thank you.

Mr. Erdahl.

Mr. ErpAHL. Thank you very much, Mr. Chairman. As Mr.
Bonker said, this certainly is an interesting, intriguing, and rather
complicated subject for those of us who obviously are laymen in
this area.

A couple of questions to the panel. One concerns the recent news
of the sanctions that we have imposed upon our European allies as
far as the pipeline construction in Eastern Europe is concerned.
The other, with some modifications, concerns the grain deal and
things about which we are all well aware.

There seems to be a mood in the country and in the Congress to
try to insulate and isolate ourselves from the rest of the world. For
awhile it was a rather strong and, I feel, an unfortunate feeling. If
you would comment on these two areas as we look at free and fair
trade dealing with high or low technology.

Anyone wish to volunteer observations on my comment?

OPPOSITION TO UNILATERAL CONTROLS

Mr. RacosiNe. Without specifically talking about the gas pipe-
line because I don't think that really affects our industries, I think
the electronic industry in general is against unilateral controls and
the reason we are against unilateral controls is that we do not pos-
sess all the technology in the world.

If we impose controls on U.S. companies we often open markets,
we provide opportunities for either our trading partners in
COCOM, some of the nonalined nations then begin to grab markets
we would otherwise have.

Controls themselves serve no purpose, if the technologles are
available elsewhere. You do not punish any potential adversary;
they don’t do anything except serve some symbolic value.

Mr. ErpaHL. My observation is they don’t work; that is, to rather
put it simply. Someone else want to comment on tl.ose areas?

Mr. McCroskgy. There is another problem that goes along with
it. When you put foreign policy controls on export. 2g products, you
throw into question the reputation of the United States as a de-
pendable source of supply in the eyes of many countries. They have
to think twice about whether or when they can get products from a
country that uses political controls to restrict exports. They wonder
whether to select our country as their source of supply when there
is an alternative source that has never used such restrictions.

Mr. ErpaHL. 1 guess this betrays my position on the issue of the
sanctions. Some of us have been involved in a counterproposal to
what administration policies in this area are.
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I have heard high-ranking administration people say they are
trying to convince our European allies that the Soviets are not a
reliable trading partner. It seems like some of our policies would
cause them to question whether the United States is a reliable
trading partner.

Thank you very much, Mr. Chairman.

Mr. BincHAM. Thank you.

RECIPROCITY LEGISLATION

I would like to have a dialog among you gentlemen on some of
the very points that you have made. If I understand you correctly,
Mr. Ragosine and Mr. Lovett both supported in general the reci-
R&'ociﬁy legislation in the various forms it has been suggested, and

r. Henriques was in opposition.

Mr. HENRIQUES. No, sir, I do not believe I said anything about it,
but in the formal statement we comment that we do support the
current bill in the Senate, absent Christmas-treeing, and we are
afraid that reciprocal or sectoral talancing or anything like that, if
that got added to it, it would destroy the effect of the bill, but we
believe in free access both ways.

Mr. RaGcosINE. We are all in agreement on that.

Mr. BiNgHAM. Mr. Lovett has taken various positions on pending
legislation, and I would like to get reactions of others. For example,
Mr. Lovett has indicated support for the High Technology Trading
Act. The numbers you have do not quite correspond to the number
I have in the Shannon bill, H.R. 6433, but in any event you say the
main provisions of that act have been incorporated in S. 2094 and
also in H.R. 6773 recently introduced by Mr. Frenzel.

Do any of you other gentlemen have comments on that subject?

Mr. RacosiINE. AEA supports both bills. Again, absent the sec-
toral reciprocity, which I do not believe is contained in the current
version of the bill.

Mr. BiNngHAM. Absent what?

Mr. RAGoSINE. Sectoral reciprocity of saying, “If you ban our
cars, we will ban your cars.” I do not think we should be punitive
in this way but depend on the GATT process negotiations for total
openness of markets, trying to play tit for tat.

Mr. BincHAM. This indicates my lack of familiarity with all the
approaches to reciprocity, but you just said you were in favor of the
reciprocity legislation.

Mr. RaGcoSINE. Reciprocity is a slippery word. Reciprocity can
mean in some context that you will reciprocate. If someone will not
allow access to your computers, you will not allow access to their
computers. Reciprocity can also mean an opening of markets. If our
markets are open to their products, their markets should be open
to our products. Reciprocity can also mean equal opportunity for
investment. If we permit our companies——

Mr. Bingaam. Of what type are you in favor?

Mr. RacosiNg. I am in favor of the second side, not the tit-for-tat
side which says, “If you close your market to our cars, we will close
our market to your cars.”

Mr. Loverrt. I think we are all in favor of the opening of markets
rather than the closing of borders.
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Mr. BincHAM. Is this not opposite sides of the same coin?

Mr. JLovert. Perhaps. Perhaps you have to have in your pocket
as a negotiator the threat at least, or the poker chips, that you do
not want to use—you may not end up using it, and hope you will
never have to use it: A closing of borders, a raising of duties; be-
cause the other side will not cooperate but you use that threat to
open some borders.

Mr. BincHAM. Can you explain to me why the Canadians for ex-
ample and I think also the Japanese, have indicated they would
regard the adoption of reciprocity legislation by the United States
as highly protectionist, a measure they would find objectionable?

Mr. Loverr. 1 think it is again the hangup on the word itself
rather than an examination of the difference between specific bills.
I think some bills are protectionist in nature and some bills are
clearly aimed at more open trade, more open markets.

SECTOR-BY-SECTOR NEGOTIATIONS

Mr. McCroskEey. I think that the trading fabric which GATT en-
gendered over a long period of time did not take into consideration
individual sector-by-sector negotiations. It was an overall economic
benefit from one country where a certain amount of sales were
opened up versus another. The tradeoffs are not necessarily bal-
anced sector by sector. And so, the result comes with a lot of emo-
tional baggage. First of all about the history of trade negotiations,
and second, about redressing the inequities as we go forward.

In one segment of the electronics industry, the communications
area, we have now the opening up of the U.S. market because of
the Justice Department settlement of the AT&T suit. That and
other things are going to open up that market very, very widely.
At the same time, the markets in Japan and Western Europe have
closed to the U.S. communications industry. So, that segment of in-
dustry is thinking about present inequities and saying, “I am not
so sure we ought to be allowing wide access here when our access is
p}xl'evented there.” Some companies have not yet come to grips with
that.

Mr. BingHaM. Did not the final negotiations in the Tokyo Round,
did they not come down to sector-by-sector negotiations?

Mr. McCroskey. The specific issue of the Government Procure-
ment Code and which entities would be covered under that code,
did become almost a. sector-by-sector negotiation. However, that
had nothing to do with tariffs; it had to do with which particular
Government entities would be open to tenders from foreign compa-
nies.

In the case of Nippon Telephone & Telegraph, special arrange-
ments were made and a special bidding mechanism established so
"there would be an opening of the communications market in
Japan, but there has been no significant progress in terms of
actual sales there. Still to be determined is whether it was more lip
service than reality.

UNENFORCED PROVISIONS OF THE EXPORT ADMINISTRATION ACT

Mr. BingHaM. Mr. McCloskey, you made a number of comments
on the administration of the Export Administration Act, with
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which I find myself in very substantial agreement, on pages 3 to 6
of your statement. I think in fact the administration has done
almost nothing about some of the points you have mentioned, in-
dexing of controlled commodity parameters, creation of a foreign
a;'gilability review system, the use of qualified general license pro-
cedure.

Have any of you been in touch with the Department of Com-
merce as to why they have not done any of these things?

Mr. McCLoskEy. I personally have not. I know that our commit-
tees who deal with those points have been working very closely
with the Commerce Department over a long period of time. They
feel a certain sense of frustration that these intentions of the act
have not been accomplished. I am not sure what reason is given by
Commerce. These provisions were in place before the administra-
tion changed. The last administration as well as this administra-
tion had a chance to do something about them, but apparently
chose not to follow through.

Mr. RacosiNg. I might add it is easy to put the Department of
Commerce in the hot seat. They are just a focal point for a whole
interagency mechanism which does controlling of exports.

People in the Department of Commerce mi%ht be very sympa-
thetic to indexing. People in the Department of Defense migi‘;t not
ll;f so sympathetic. It is a little difficult to find out who is responsi-

e

Mr. BINGHAM. It is in the law.

Mr. RagosINE. It is in the law, yes. I think a friend of mine in
the Government once said that “the devil is in detail,” that it is
not necessarily the law that governs but the regulations that are
written and the people who enforce regulations.

Mr. LoverT. In the particular example of our instruments which
fall under a commodity control in the 4529(b) category, we have
been trying for some time to get the Defense Department to go
along with the concept that these instruments should not be con-
trolled because, like washing machines and automobiles, they
should be controlled for their purpose and not the fact they contain
a microprocessor.

Mr. BiIngGHAM. That does make sense to me.

Mr. McCLoskey. On the question of one portion of that, appar-
ently there were two studies commissioned by the Department of
Commerce on the foreign availability provision and how it might
be implemented, and there was substantial input from the private
sector on how Commerce might implement it. That was a year or
8o ago, but no further progress is visible.

Mr. HENRrIQUES. I think in addition to that there has been sub-
stantial industry input, but the Department of Commerce has not
had the continued assurance of funds in order to implement and
ﬁet something operating and continue to operate it. I think they

ad a $2 million initial appropriation which was not continued.

Mr. BinGHAM. Mr. Erdahl mentions in these latest controls irn-
posed following the declaration of martial law in Poland, current
availability is out the window for consideration. That is ignored. 1
think the proposal, Mr. McCloskey, with respect to some sort of
certification program is veri'k interesting and certainly ought to be
taken into account when the act comes up for renewal. I doubt

12-426 0 - 83 - 17
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muci]h could be done along those lines without substantial changes
in the act.

You mention that not enough attention has been paid to the cri-
teria that we outlined in section 6(b) for foreign policy controls. As
I mentioned yesterday, those criteria were virtually ignored in the
imposition of foreign policy controls last December and in June.

TRADE-IN SERVICES UNDER GATT

Do any of you have a judgment on H.R. 5519 by Mr. Florio,
authorizing b.inging services into the GATT?

Mr. McCLoskey. We are in favor of that.

Mr. RaGosINE. We are all in favor.

Mr. BiNnGHAM. Both investment and service?

Mr. RAGOsSINE. Yes.

Mr. LoverT. Yes.

Mr. HENRIQUES. Yes.

Mr. McCLosKEY. Yes.

Mr. BincHaM. We hope to get through the markup on these var-
ious bills after the recess in September, and your views will be defi-
nitely taken into account.

GOALS OF INTERNATIONAL NEGOTIATIONS

Some of you have mentioned the importance you attribute to in-
ternational negotiations on high-technology trade. What is it you
hope to accomplish in this regard, and what should be our objective
in those negotiations?

Mr. McCLoskey. One is equivalent market access. There, the
high-technology areas are those targeted by most of the countries
that do any targeting.

Mr. RaGosINE. No equal opportunity for investment. In a number
of markets now it is impossible to establish a_subsidiary without
having majority ownershlg of the host country. If you are in a busi-
ness such as computers, big systems, you need a service-ana-sup-
port establishment in the country in which you sell the product.

Mr. BincHAM. It strikes me in neither of those cases is it pecu-
liar to high technology.

Mr. RagosINE. To a certain degree. If you sell shoes, you do not
need much followup, but if you sell a photospectrometer as Du
Pont might sell, you need a serviceman, you need somebody to
follow up, ;y'ou need applications people to teach the customers how
to do it. If you sell a computer system you need someone onsite
who will be able to maintain the computer service, provide service,
provide software support. In some of the equipment AMPEX sells
we need to have people onsite which we are not able to have now
because foreign governments insist that they have majority owner-
ship of the establishment. o SR

Mr. BINGHAM. ] am not sure I follow you there.

Mr. RacosiNge. Things with high technical content require a high
degree of technical support. Things with a low amount of technical
content require very little technical support. In order to provide
that support you have to have a presence in the country in which
you sell the product.

Mr. BinaaaM. How is that presence interfered with?
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Mr. RaGosiNE. The country says, “I will not allow you to set up a
subsidiary’ for example in Mexico, unless I have a Mexican nation-
al who is 51-percent owner of the subsidiary. It is not attractive to
go iiown there and invest money and have 49 percent and no con-
trol.

Mr. BingHAM. Does it require that you have a subsidiary to do
that followup? The parent company cannot do it through contract
arrangements?

Mr. RAGOsINE. You can do it through contract arrangements, but
at a distance. It is much better to have people onsite where there
are local nationals who know the language and the customs.

Mr. BINGHAM. So the obstacle there lies with the requirement
having to do with foreign investment, really.

Mr. RaGosINE. That is right.

Mr. HENRIQUES. And technical data. In many instances in addi-
tion to the foreign or majority ownership they want the propri-
etary data to become the property of that country, as opposed to
remaining in the parent corporation.

Mr. BINGHAM. Is that the issue of technology transfer that you
talked about in terms of the new economic order?

Mr. HENniQuUES. Yes, sir. In terms of international negotiations I
think we could make the comment that we are supportive of the
ministerial negotiations at the GATT level which will be coming up
in November in both the area of investment and services, to make
them equivalent to product.

DOD LICENSING

Mr. BINGHAM. You have indicated some views as to the appropri-
ate role of the Department of Defense in the export licensing proc-
ess. I bet you get more problems from the Department of Defense.
Do you know of any way to resolve that problem?

For example, we have in a report that the GAO made the sugges-
tion that the Department of Defense should conduct the initiai
analysis of applications for licenses to export goods and technology
subject to national security control. GAO suggests this would short-
en the licénse processing time because at present the Department
of Commerce has 30 days to review an application before referring
it to other agencies for review.

Mr. RaGcosINE. | have a suggestion. It is not apropos of what you
just said.

The Department of Defense takes generally a very tough line
toward the export of products and technology which they think will
have any possible military significance to a potential adversary,
whether the export be to an Eastern bloc country or the export be
to a NATO country, because they always worry about leakage,
reexport, and so on. o L ‘

There needs to be a balancing voice in Government, which the
Department of Commerce is not very good at, which will argue the
other case, that the national security depends not only on military
superiority, but depends also on our economic viability and superi-

ority.
Tiis other voice—I do not know who that voice might be—must
argue the case that sometimes it is a good idea to open markets
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and take a small risk of having technology leak rather thar to shut

the Iron Curtain in reverse, now, of having nothing go. Ycu could

?ake an argument do not ship grain because grain will feed scl-
iers.

Mr. BiINGHAM. We hoped in the 1979 act we were shifting thie
burden of proof, so to speak, in that direction, but I am afraid it
has not accomplished very much.

Mr. McCroskey. Earlier this year there was a suggestion that re-
search done in the universities ought to be cleared by national se-
curity agencies prior to it being initiated. Our basin of knowledge
is the source of our national security, and if we do not have the
free interchange of information in the United States and with the
overseas subsidiaries of American companies, then we are going to
be eroding that basin from which the defense security comes. So,
we are caught on the horns of a dilemma.

Mr. HENRIQUES. There is a secondary economic effect, that in ad-
dition to the specific instance of that particular technology there is
the question, if the military really needed substantial inputs of
that technology, would there be an industrial base domestically to
provide it, if we are not encouraged to be economically sound and
healthy and competitive.

““UNREASONABLE TRADE PRACTICES’

Mr. BingHAM. That last comment makes me pursue a question
about the definitions of unreasonable trade practices used in the
Danforth bill. Do you think those definitions are sufficiently pre-
cise? I gathered they used words such as “unreasonable,” “justifi-
able,” “discriminatory,” and so on. I see Mr. Ragosine smiling.

Mr. RaGosINE. Let me come back to the devil in the detail. The
words sound fine, but it depends on who interprets the words. We
have had agreements with trading partners in the past where we
thought agreement had been reached, but their version of the
meaning of the words was different than our meaning of the words.

Mr. BiNGgHAM. Is it important that the definition include denial
of fair and equitable provision of adequate protection of intellectual
property rights, bearing upon what you were saying about scientif-
ic advances, technological advances?

Mr. McCLoskey. Patents are the fundamental protection anyone
has in the international marketplace. We have long felt you have
to have a valid system in force, one which induces respect for each
other’s patents, if that is what you are referring to.

Mr. BinGgHAM. I think that is what this refers to. It might be
copyrights, also. You have been very patient, gentlemen.

Mr. Erdahl, have you any further questions?

Mr. ErpaHL. I have no further questions, but I would like to
thank the panel for the information shared with us. 1 think this
whole business of establishing commonsense and looking at the ex-
pansion of a responsible foreign trade is a great issue that faces our
country and this Congress.

I want to commend you, Mr. Chairman, for giving the attention
you have given to it in this hearing, and I am sure we are going to
go on from here.

Mr. BinciHAM. Thank you.
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Thank you very much, gentlemen.

The subcommittee stands adjourned.

[Whereupon, at 4:30 p.m., the subcommittee adjourned, subject to
the call of the Chair.]
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APPENDIX 1

U.S. INpusTRIAL OUTLOOK 1981

DEePARTMENT oF COMMERCE

Aerospace

Aerospace shipraents will hit an ]1-year peak,
level off, and then decline in 1981. Exports will reach
318 billion, up 14 percent from 1980. In constant
1972 dollars, exports will increase only 6 percent,
compared 10 a real gain of 13 percent in imports.
Fuel, foreign competition, shared production pro-
grams, and U.S. export licensing policy are industry
concerns,

The value of shiments® of complete aerospace
vehicles is expected to total $29.3 billion in 1981, 7
percent above the 1980 estimated value of $27.5 bil-
lion. In constant 1972 dollars, the 1981 total is pro-
jected at $14.1 billion, down 1 percent from the
$14.2 billion in constant dollars for 1980.

Aerospace shipments were expected to rise 22 per-
cent in 1980 to $56.9 billion and are forecast at
$61.8 billiop in 1981. The shipment value increase
for 1981 nets a decline in a:reraft industry shipments,
a slight increase in aircraft parts including engines,
and a substantial increase in missiles. Industry value
shipments for 1981, expressed in 1972 constant dol-
lars, are projected at $29.7 billion, a 1 percent in-
crease over the $29.5 billion estimated for 1980.

The value of serospace exports in 1981 should
veach S18 billion, a 14 percent increase from the
$15.8 billion in 1980. This increase in foreign sales
continues the recent trend towards more intensified
exporting, evidenced by the 34 percent estimated
increase from 1979 1o 1980. Foreign customers will
account for 75 percent of the large transport ship-
ments in 1981, compared 1o the 60 percent average
over the previous 3 years. Total aerospace exports in
1981 will account for 48 percent of full-time produc-
tion-worker jobs, 183,000 of the estimated 380,000
production workers.

The value of aerospace imports in 1981 is forecast
at $3.8 billion; the projected trade surplus, $14.2
billion. Aerospace imports for 1980 are estimated at

3 For momo(mnpm.m serospuce industry includes those
M:‘:' r)u-u value of 3 and/or valug of work m(g‘ c\a;l:::
besi: 3721 Aireraft; 372- Am:vu and Engine Paru: 3728 Alr-
enft F.qulpmm. n.e.c.; 176) Guided h.u and Space Vehicht: 3764
Space P Units and le and \w: Sma y ehicke Ewﬂmm‘
n.ec. Communications. na and

incivded Only a5 pan of the aetospace vebicie. excert for umunm-
BVIOBICH npo’?m. which se included in hcwoﬂubh

$3.1 billion, a2 94 percent rise from the $1.6 billion
of 1979. Largest import gains were in the helicop-
ters, small aircraft, and aircraft engine sectors.

The 1980 estimated industry shipment value of
$56.9 billion, a record high, exceeds the $46.5 billion
estimated for 1979 by 22 percent. However, ex-
pressed in 1972 constant dollars, the value increased
only 9 percens. Thus, the 1980 value, adjusted for in-
flation is329. 5 billion, 8 percent below the 1968 peak
year. The divergence in shipment levels is depicted in
the accompanying chart.

For the identification of broad trends, the ship-
ment values are combined for complete vehicles,

Aerospace Shipments in Current Dollars and
1972 Constant Dollars

Bilkions of dollers
0

7 - -

|
68 0 72 74 76 78 80 62

* Forecan 1810}
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components, parts, and relaed equipment. However,
extensive duplication arising from shipments among
establishments within the acrospace industry reduces
the usefulness of the total figure for any detailed
industry analysis.

New Orders Decline

In 1971 and 1972, acrospace industry shipments
hit the low point in the 24-year period from 1958 1o
1981 (see chart). As the industry started through
the recovery cycle, some supplying companies
dropped out of aerospace entirely. Many of the re-
maining companies failed to make the capital invest-
ments necessary to meet future product demand. The
order backlog reached $89.1 billion in September
1980, representing about 22 months of shipments.

Orders  xeived by the U.S. serospace industry
averaged $5.2 billion each month in the fist 9
months of 1980 while shipments averaged $4 billion
a month. In August 1980, new orders were $2.8 bil-
lion, 44 percent below the average for the first 8
months. Seasonally adjusted, the decline was 42 per-

1980 Profils

Acrospace Industy
SIC Code: 3721, 3724, 3728, 3761, 3764, 3769
Value of industry shipmems (million §) . 56,875

Value added (millien $) ................ 33,324
Total employment (000) ................ 706
Number of establishments, total (1977 .... 1,274
Number of establishments with 20
employees or more (1977) ............. 629
Exports as a percem of product shipments . 29.5
Imporsasa percent of apparent
consumption® ........................ 76
Compound annual rate of change. 1975-80:
Value of produci shxpmenu' ......... 14.5
Valor of exports® .................. 152
Value of imporss” .................. 330
Total employment ...............,.. s
Major producing regions: Pacific, North Central,
New England and Middle Adantic

_x;u;"&;luummpu—nu-

exporn.
mumu—anmu
Source: Bureau of the Cenuis; lumo{hbu thothes
and Burest of Indostnal Economica S
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cent, to $3.2 billion, from the 1980 monthly average
of $5.5 billion. Seasonally adjusted, new orders
bounced back to $5.4 billion in September 1980, but
remained slightly below the 1980 monthly average.
Declining new orders, mainly for the higb-value units
with delivery in 18 months, will lessen the value of
shipments in 1982,

The 1980 estimated value of aerospace shipments
was $29.5 billion in constant dollars, $2.7 billion less
than in the peak year 1968. Part of the lower 1980
shipment vaiue resulted from the reduction of manu-
facturing capacity. In the peak year of 1968, ihe use
of more than one production shift possibly accounted
for the high value of shipments. However, reither of
these reasons explains the $2.7 billion diffr-=nce,
suggesting that capacity was under-utilized.

Large Transport Shipments Decline

Shipments of large transports (31 place and over)
were estimated at 428 units in 1980, a 13 percent in-
crease over the 378 units shipped in 1979. Unad-
justed for inflation, the value of shipments zose 32
percent, from $8.4 billion in 1979 10 $11.1 billion in
1980. Shipments in 1981 are expected to decline 8
percent in units to 392 and 5 percent in value to
$10.5 billion (see Table 1).

During 1982, a further decline is expected in ship-

ments of U.S.-manufactured transports, In 1982, 334
units, value at $10.6 billion, should be shipped. Cur-
rently, passenger and freight traffic growth is siowing
worldwide. An estimaied equivalent of 2) empty
widebodies fiew the Atlantic each day in summer
1980. Also, many relatively new large transports, in-
cluding many widebody types, were available for pur-
chase from current owne:s.
In 1979, traniport manufacturers exported 201
(85 billion) of the 378 units produced (58.4 billion).
Exports thus absorbed 53 percent of unit production
and accounted for 60 percent o” its value. Transport
exports in 1980 were estimated at 262 units ($7.4
titlion), 61 percent of unit production and 67 per-
cent of its value,

Exports of transports in 1981 are projected at 280
units valued at $8 billion, up 7 percent in units and
8 percent in value over 1980.

The outlook for 1982 poins 1o an 18 percent drop
in units exports to 230 units. These exports will be
valued at $7.3 billion, a 9 percent decrease from
1980’s transport expors.

Genera! Aviation Remains Optimistic

General 2viation (non-military and non-airline)
aircraft manufaciorers in 1980 are expected to ship
11,792 units, valued at $2.5 billion. Despite this 29
percent decline in unit shipments, value will increase

8 percent over 1979. Single-engine shipmer:s were
expected to drop from 13,044 uaits in 1979 to 8,500
units in 1980. This 35 percent drop would exceed
the decline that had been forecast. Shipments of
multi-engine general aviation aircraft were expected
to decline 5 percent in 1980 to 3,292 units, valued
at $2.1 billion, a 17 percent value rise.

Snipments of 8,200 single-engine aircraft, valued
at 5467 million, are forecast for 1981, down 4 per-
cent in units and 6 percent in value from 1980. Ris-
ing operating costs, particularly fuel prices, are de-
terring private individuals from buying cither single-
engine or light twin-engine sircraft,

The larger multi-engine turboprop and turbojet
aircraft maact remains excellent. Business jet sales
for the fust half of 1980, compzred to the same pe-
riod in 1979, were 11 percent higher; and turboprop
sales, 16 percent higher. Exports of the business-type
multi-engine turbine powered aircraft in the first 8
months of 1980 amounted to 277 units valued at
$287 million, 11 percent ahead in units and 46 per-
cent higher in value than the same period in 1979,

Exports of general aviation aircraft in 1980 were
estimated at 3,290 units valued at $647.8 million, up,
respectively 16 percent and 24 percent, over 1979
(see Table 2). Exports are expected to reach 3,950
units in 1981 with a value of $829 million, vp 20
percent in units and 28 percent in value over 1980.
General aviation exports in 1980 were expected 10
acccunt for an estimated 28 percent of both unit ship-
ments and their value.

General aviation shipments are expected to in-
crease very slowly in the near term, influenced by the
generally unfavorable economic conditions for in-
creased aviation activity. The Genera) Aviation Man-
ufacturers Association predicis an increase, however,
in the U.S. general aviation fleet from 200,000 air-
craft in 1980 to 300,000 by 1990. The largest per-
centage increases are anticipated in turboprops, from
3,700 units iz 1980 t0 7,300 by 1990, and executive
jets, from 2,600 to 6,000 by 1990.

Foreign competitors well appreciate the market po-
tential of the United States, which accounts for three-
fourths of the world's general aviation aircraft. The
Japanese are producing a ncw business jet aimed at
the U.S. market, while the United Kingdom, France,
and Israel hope to increase their market share. Can-
ads is pinning its hopes on the Challenger and their
line of commuter aircraft.

U.S. imports of general aviation sircraft, especially
in the 10,000 to 33,000 pound empty weight cate-
gory. rose 29 percent in units and 86 percent in value
in the first 9 months of 1980 compared tc the same
period in 1979, Imponts from France contribuied
particularly to the increase with 29 aircraft valued at
$104 million, representing an 86 percent increase in
value and a 28 percent increase in units. During the
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Table 1. Shipments of Aerospace Vehicles and Equipment

& (i milions of dollans c2enpt o0 DoOtd)
1975 1976 1977 1978
umber Number Number Number
of units Value ofunits Value ofunis  Value of units Value
Aircraft and aircraft services, total® ......... — 11,2230 — 11,4270 — 12,0528 — 15,8596
Complete aircraft, onal . ........ 90173 18,017 89433 19853 92857 19987 12,3668
Complete military aircraft 40497 1376 42964 1,345  4,579.6 1,005 53,8360
Complete civilian aircraft . 4,967.6 16641 ~4,646.8 13508 47061 18882 65308
Fixed-wing, toul ...... . 64,7019 15820 4,324 17,524 43544 18049 6,178.4
Mulii-engine .......... 4,3740 2,885 39211 2941 38454 3667 56175
30-placeandunder .............. 3676 2,668 766.1 2,782 11734 3420 13315
JI-plm.;nd (17 S 4,006.3 217 3,155.0 159 26720 U7 42860
Simgle engine ...l 3280 12938 4023 14,583 SOB9 14382 5609
Rotary-wing, total ...l 265.6 821 3238 3517 813 3524
Aircrafy services, 1ol i . —  2,208.7 — 2,483.7 — 2,767 -_— 34928
Mdifications, conversion, ¢nd overhaul. — 5163 —_ 7349 —_ 7789 - 7918
. Otber acronaytical services for sircraft . —  },6892 —  1,728.8 - 19882 — 26951
Alircraft engines snd engines parts, total ,..... — 53758 — 57885 — 59247  — 11310
Aircraft engines for U.S. military customers . —_ 8013 - 1,1282 —  1,0479 — 8135,
Aircraft engises for other than U.S. mili-
X : —_ 9919 —_ 873.9 — 937.0 - 1,4327
Aircraft cogine parts including engines and
parts, ns.k. - 2,028 —_ 2,186.3 — 23083 - 22,7799
Complete missile and
and engine pasts’ .......... T . —_ 9072 - 880.7 — 930.1 - 11238
Other scronautical services on aircraft and
missile engines . ............. 0000 — 642.6 _ 716.4 _ 7012 - 978.7
Aircratt propeliers and propelie; parts, total .. . —_— 903 — 87.4 -— 108.7 -— 119.4
Aircraft paris and suxibary equipment, n.ec. .. - 4,752.1 - 50141 — 56528 —_ 59849
Guided missiles and space vehicles, complete™. —  5,7363 — 56711 — 57306 — 57200
Comrme missile systems (excluding pro-
PUlsion) ......ciiiieaiiises feeiee. — 39920 - 39976 - 39904 - 4,004.0
Complete space vehicle systems (exciuding
Propulsion) ...l —_ 1,724} —  1,6795 -— 1,740.2 -  1,716.0
1 = revised. T Repreents vilue of work done.

¢ Totals may not 884 due W

mnhcwhcnduwh':.um
not s kind.
wd.

aec
k.
h

same period, the United Kingdom shipped 42 aircraft
valued ¢t $78 million, up 31 percent in units and 34
percent in value.

Helicopter Manutacturers Optimistic

Helicopter operations appear to be the fastest
growing segment of the world’s air transportation
system, Demand for helicopters iz expected to reach
$10 billion in the next 10 years. Analysts estimate
that the number of civil helicopters in the free world
will equal military helicopters by 1985 and that the
civil helicopter fieet will doudle by 1990 to 26,000
while the military units increase only 25 percent to
23,000.

U.S. manufacturers produced 1,040 civil helicop-
ters i 1979, valued at $469 million. Of these, 46C
units valued at $207 million were exported, 44 per-
cent of both units and value, U.S. civil helicopier
shipments for 1980 were estimated at 1,300 units,
valued at $726 million, a 25 percent increase in uniis
and a 55 percent increase in value over 1979. Ship-
ments of civil helicopters are projectcd 10 increase
15 percent in 1981 to 1,500 units with the value in-
~reasing 27 percent to $921 million (Table 1).

? Includes Tectipts for rescarch ‘and devslopment and othsT serviess.

* Forscast.
Sources: Burssu of the Censius; the Bureav of Industria) Economics

{ME).

U.S. helicopter manufacturers have substantial
backlogs of orders for some models but find produc-
tion difficult to expand because suppliers cannot
speed up delivery of parts. The industry is encoun-
tering strong foreign competition, especially from the
French U.S. sales and assembly subsidiary, Aero-
spatiale Helicopter Corporation. This French com-
petitor has penetrated the U.5. domestic market a3
evidenced by the 114 units, valued at $35 million,
imported during the first 9 months of 1980. The
Frerch, possessing a family of helicopters, are ex-
parding their sales to the United States and
third country markets to the detri ment of U.S. man-
ufacturers. The first deliveries of the 90 French heli-
copters ordered by the U.S. Coast Guard are sched-
uled for 1982.

Employment to Level-Off

Totl aerospate employment is forecast to level-
off in 1981 at 707,000, a slight increase from the
706.000 estimated for 1980, This compares to the 7
percent and 12 percent increases recorded the 2 pre-
vious years, Fewer new jobs are expected for the air-
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Table 1. Shipments (Continued)
(in milions of dollare except as nored)
Percent Percent
1979° 1980 change 19814 change
Number Number in umber in
of units Value of units  Value 1979-80 of units Valce 1980-3)
Airerafi and aircraft services, total® ... ...... - 20,616.7 -~ 26,095.0 27 — 27,0910 4
Complete aircraft, total . ................0 16170.0 14,760 20,387.0 26 14,942 20,2910 -1
Complete military sircraft 4983.9 1,240 6,071.0 2 1,070 58160 —4
Complete civilian aircraft 11,186.1 13,520- 14,310.0 28 13,872 )4,475.0 1
Fixed-wing, towal .. ................. 10,717.6 12,220 13,584.0 27 12,372 13,5540 —_
Multi-engine ............... ... 10,064.5 3,720 13,1420 29 4,172 13,086.7 -_—
30-place and under 1,172.2 3,292 22,0170 17 3,780 2,355.0 23
3l-placeandover ............... 8,392.3 428 11,065.0 n 392 10,5317 S
Single engine ... ... R §53.1 8,500 442.0 20 8200 467.3 6
Rotary-wing, total ...............c.e 468.4 1,300 7260 55 1,500 9210 7
Aircraft services, total” ... ... — 44468 — 57080 28 —  6,8000 19
Modifications, conversion, and overbaul. — LI, - 1,527.0 37 —  2,1380
Other acronautical services for aircraft . —- 13350 —  4.181.0 23 —  4,6620 12
Aircraft engines and engines parts, total . ... .. —  8065.1 —_ 99149 23 — 11,6400 17
Aircraft engines for U.S. miliary customers . _ 750.0 - 9000 20 — 1,000 17
Aircraft engines for other than US, mili
tary customers ........ feeee ceeneenes —  2,087.5 -— 25530 22 —  2,7000 [
Aireraft engine parts including engines and
part, ek ... e —  2,702.6 — 3,4049 26 — 3,980 16
Comglm missile u.\d space vebicle engines 90 2 2
and engine parts® ... ..o i —_ 1,349, - 1,7270 8 — 24400 4
Otber aeronautical services on aireraft and
missile eNiDes . ........aiiiinoannn - 1,180.0 — 11,3300 13 —  1,5000 3
Aircraft propeliers and propelier parts, total . .. — 121.2 — 1160 —4 —_ 135.0 16
Aircraft pans and auxiliary equipment, ne.c. .. —  $400.0 - 10,200.0 21 — 11,7000 15
Guided missiles and space vehicles, complete®!. — 62000 — 17,1000 15 ~- 50000 27
C iete missile sy (e ding pro-
S R N —~  4340.0 — 51830 19 — 6750 3
Complete space vebicle systems (excluding
PrOpulsion) ... ......eiiiiineiiieaen.s —  1,860.0 —  1,917.0 3 —  2,2500 17
1 = revised. ! Represents value of work done.

* Totsls may not add due to rounding,
n.e.c. = pol elsewhers classified.

ns.k. = nol specified by kind.

1 Estmand,

craft, aircraft engines, and parts industries in 1981
than were estimated for 1980. An 18 percent rise,
however, is projected for employment in the missile
acd space industries in 1981,

Boeing's contract negotiations set the stage for
Lockheed and McDoanell-Douglas in 1980 with
agreement 10 2 13 percent wage increase over the
3.year life of the contracts. Union negotiations will
remain active in 1981, with contracts for 43,200
workers scheduled to expire.

Negotiated contracts in 1980 incorporate a quar-
terly one cent cost-of-living raise for eack .3 percent
increase in the Consumer Price Index. This cost-of-
living adjustment clause in many of the expired con-
tracts increased the wage of the average worker by
$1.89 per hour over the 3-year period. This
amounted to a cumulative increase or $4,000 per
year.

Aerospace Exporis continue to Increase

Aerospace exports are expected 1o reach $15.8 bil-
lion in 1980, surpassing the 1979 total of $11.8 bil-
lion by 34 percent, Of the export gains enjoyed by
several aerospace sectors in 1980, the most pro-

:ancludn receipts for ressarch and development and other sarvioms.
orecast.
(..?E\;tm: Burear. of the Census; the Bureau of Industrial Ecomomics

nounced percentage increases were achieved in Jarge
transport aircraft and civil aircraft engines. Large
transport aircraft exports in 1980 were estimated at
$7.4 billion, a 47 percent increase over 1979. Civil
aircraft engine exports were expected 1o exceed those
of 1979 by 44 percent (Table 7).

Aerospace exports for 1981 are projected to reach
$18 biltion. This 14 percent increase over the $15.8
billion estimated for 1980 will be caused principally,
as in recent vears, by the continued strength of ex-
ports of large transport aircraft expected to reach §8
billion in 1981. Aerospace exports gains are pro-
jected for business, personal =~d utility nircraft,
rotary wing aircraft, .ngine and .ogi.  parts, and
aircraft parts,

Military aircraft exports for 1979 were 332 units,
valued at $838 million, a decline of 44 percent in
units and 62 percent in value from the 589 units,
valued at $2.2 billion, exported in 1978. Military
aircraft exports in the first 9 months of 1980 totaled
368 units, valued at $548 million, a 50 percent in-
crease in units but a 15 percent decline i~ value com-
pared with 245 units, S€48 million, in the same pe-
riod in 1979.
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Table 2, U.S. Exports of Aerospsce Vehicles and Equipment nevised 1980

Ve {in millions of dollars szcept sa wowd) n page 1
1976 wn 1978 ¥ Ly B 19003 1)
Tam Numb Numidx umber
of unit  Value of units Valus of uaits Value of unis Valut of units Value of units Value
A wehicles and i wl* —  1.8520 -  7,578.1 - 9971 — 11.747.) — 15,7610 - 14,006.3
4365 32012 449 27441 4399 31,6061 4113 61712 4640 19763 5300 10,106.7
3.2i4 3605 3,46 A9 34 4046 2.826 5246 3,290 &47.3 1950 129.0
a1s 14 32 1085 368 1557  a4%% 2066 3520 232 &0 0.0
13 7 38 04 12 25 106.7 20 100.0
137 2,4608 101 1,935 111 3,543 201 S 0150 262 73857 180 80447
€3 £ 14 9 — 211 - iC0 —-— 4.7 —— 3.0
592 2619 477 3131 449 3385 N 2919 34} 5332 500 150.9
” 9664 T2 L3830 589 2,240 3N 8382 500 0 500 200.0
Aireralt engines and pars:
Intemal combusuion, waal . — 2387 —_ 1914 - 2344 - 2360 —_ 16 — 24
347 82 2 7.1 124 13 175 5.7 66 2.8 50 2.4
2.544 252 2,479 221 2,34 301 2340 360 2.060 28.5 2000 00
954 157 1,083 151 1388 164 1,578 62 1,300 17.8 1,100 16.0
........ - 1366 - 314390 - 1663 —_— My - 313 — 34D
—_ 454 - 741.1 — 900.4 - 31,1357 — 15838 - 21338
423 79 7 1 W 92 3 612 320 635 300 .0
748 2128 667 1959 988 2306 996 3232 12% 473.4 1,000 0.0
-~ 4746 4814 — 6106 -— i - 10439 - 1600
- 160 -_ o —_ 310 - 314 - 235 -_— 3.0
- 393 64 — 34 —-— 400 - 488 -— 580
- 03 - B4.6 -_ w1 —_— L2 ) - 9535 -— 200
- 1,8450 - 1,836 - 2,191 - 23348 — 32108 -~ 15000
— 479.3 - 4374 - 6013 - 3208 _— 6718.6 —_— 340.0
-— 2331 - 304.} -— 3753 - 3684 - 34 — 540
‘ Enlnuu‘. 8.£.C. == pot eleawhere
Foreca.. * Total may not sdd due o rounding.
'Dnummwmimwwhmmdmm Source : lm-udm&uim;mmlmwmlm
A Insustrial Economics.
= revised.
Revised 1980
Table 3. U.S. Imports of Aerospace Vehicles and Equipment on page 11
{in milllons of dollars except as noted)
I 1976 wn 978 wme 19801 . 1919
wa Numb Narb : .
of units Value of umis  Value of unis Valueof umits Value of uniu Value of unrs Velug
A P and towl® .. - 5753 — 7297 — 9072.0 - 21,6234 — §3,089.3 — §1.746.9
. 262 1542 364 3082 426 23544 190 3086 . 9904 155 )DE0.L
202 299 304 2580 388 2495 3% 5046 650 9837 1585 10000
33 263 74 21 l 140 454 9 39 158 8.6 160 100.0
p 1 «@3 48 5 1014 3 2228 140 4130 160 450.0
(] k2 18 1oo l L] 58 l” 7 12 2400 13 190.0
42 44 86 18,1 i 2890 921 [ 300 90.9
[ 106 111 313 92 167 ” 2“ 100 1673 120 200.0
....... [ 643 « 502 6) 49 - [N - -
131 1441 3,342 1,29.' 1.72) 2819 1,658 3546.! 2630 1,021.7 3100 13928
............ 32 2 o 33 3 179 i1 3% 146 500 2.9
50 1196 1,403 .’,l 2n 2631 1,476 3040 2,300 695.9 600 1930
589 243 1,850 42 414 18 - 22390 -— ni2 - 4)3.0
- 2754 — 2091 - 3682 - 8662 - 728 -
. “ee - 14 _— 26 - 28 - 26 — 30 -— 3.4
Flight simulators .. . . - - - - —_— - - - - 1729 =~ 34.9
Civil afrcraft pars ... ... Hreeereiaaas - - —_ - —_— - - - -_— 1838 -— 2370
nas. = a0t alRewhers specified, & Aircraht l.uybm pans were sdded to value calculatons i
1= revised, 1979, Subuaa 2 mmn from this value 0 relak /i W previous
* Totals may mot add due 1o rounding. yean. .
LR ed, # Flight simulators and civll aircraft parts were added in 1990, Sub-
'?s of 1990, pistop engines include pisioa engine parts. wvac $201.7 million from the 1980 value and 5291 milboa from 1981
1.

orecas
Source: Bureau of the Ceasus. Estimates and forscauts by the Bureau
of Industrial Ecocorics.

The drop in military exports did not result {from
decreased world demand for military aireraft but
rather from U.S. export restrictions. Uncerainties
concerning U.S. export policy, which occasionally
has prohibited shipment of “follow-on™ units or of
replacement parts, are inhibiting expor's. Foreign
suppliers are filling the voids thus created. A decline
in military aircrat parts exports is expected as old
shared military programs reach highest levels and
DEW PrOgrams mature.

valus 10 relats it to previous years.

Aerospace Imports Increase Dramatically

The value of acrospace imports increased an esti-
mated 94 percent to $3.1 billion in 1980 from §1.6
billion in 1979. Increases appeared in all sectors with
greatest gains in the helicopter, small aircraft, and
aircraft engine markets (Table 3).

Helicopter imports, $22 million in 1979. rose an
estimated 191 percent in 1980 t0 $64 million. Heli-
copter imports are projected to reach 300 units
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valued at $90 million in 1981, up 25 percent and 41
percent, respectively over the estimated units and
value of helicopter imports in 1980.

Deregulation of U.S. airlines js caising an influx of
commuter aircraft as domestic sirlines accelerate dis-
continuance of service to many cities. The smaller
commuter airlines flying the routes have a limited
choice of aircraft. U.S. mapufacturers, slow to pro-
duce aircraft for commuter service, are awaiting
pending changes in Federal Aviation Administration
(FAA) regulations regarding the number of passen-
gers and allowable weights for commuter aircraft.

The world commuter market will need an esti-
mated 1,000 aircraft in 1980-85. The United States
bas in production only one commuter aircraft with
seats for more than 15 passengers. Australia, Brazil,
Canada, the Netherlands, Spain, and the Upited
Kingdom all are producing commuter-type aircraft
for 16 to 50 passengers. Due to rising numbers of im-
ported commuter aircraft, total civil aircraft imports
are projected to rise to 335 units, valued a1 $770 mil-
lion in 1981. The year-to-year increase in value
would amount to 67 percent over the $461 million
(202 units) imported in 1979,

Operators’ skepticism about the ability of U.S.
manufacturers to supply needed commuter aircraft is
reflected in advanced orders for foreign aircraft. Eight
Canadian de Havilland DHC~7's ($5.8 million each)
are scheduled for importation in 1980 and 20 in
1981. One 50-passenger Fokker F-27 ($5.3 million)
on order from the Netherlands is scheduled for de-
livery in 1980 with three to follow in 1981. Fokker
will also supply five of the larger F-28s ($10 million
each) in 1980 and six more in 1981.

Productivity in Aercspace
Transport aircraft, because of their size and high

unit values, dominate serospsce shipments. Over
1,700 Boeing 727 aircraft and 960 McDonuoell Doug-
las DC-9 aircraft are in service or on order. These
aircraft allow for long manufacturing runs permirtiag
productivity increases through the “learning curve”
principle thereby reducing costs.

An analysis of aerospace shipments in relation to
production employees finds the industry with in-
creased efficiencies per employee during the lean
years of 1976 and 1977. During 1978 and 1979, the
industry gained strength and expanded its work foree,
but. employee contribution declined due 10 changes in
product lines and less proficient new employees (see
Trends and Projections ., .).

This productivity growth is measured by compar-
ing year-to-year “real product contribution.” This
contribution is derived from constant dollar product
shipments, less imports of aircraft pans and aircraft
engine and engine parts divided by production em-
ployees’ hours worked.

Aerospace Protits Disappointing

Acrospace industry profits as s percentage of sales
in the first six months of 1980 sank to their lowest
level since 1974. After tax prefits as a percentage of
sales through the first half of 1980 declined 13.7
percent, from 5.1 percent in 1979 to 4.4 percent. The
comparable average rate for all manufacturing indus-
tries went from 5.7 percent to 5.1 percent, represent-
ing a 10.5 percent decline. The aerospace industry's
performance in the first parnt of 1980 contrasts
sharply with the 15.9 percent jump in profits between
1978 and 1979, exceeding the 5.6 percent average in-
crease for all manufacturing industries (Table 4).

Aerospace profiis after taxes as a percentage of
stockholders’ equity declined by 4.1 percent, from 17
percent for the full year of 1979 to 16.3 percent in

Table 4. Aerospace Industry Eamnings Compared to All Manufacturing, 1968--80

Profits after taxes as Profits after taxes as percent
percent of sales of stockholders’ equity
Aircraftand All - Aircraft and
Year parts industry*® manufacturing parts indusisy® manufacturing
32 5.1 14.2 12.1
30 48 11.0 11.5
20 4.0 69 9.3
1.8 4.1 5.8 9.7
24 44 7.9 10.6
29 4.9 102 131
29 55 105 14.9
3.0 4.6 1.0 11.6
34 54 123 135
42 53 13.3 13.6
4.4 54 15.9 150
5.1 39 17.0 15.8
44 3.1 16.3 144
' Figures after 1970 include tbe missile industry. iouree: Data derived fiom ““Quaner), Financial Report for Wasw-
fac.uring atons,” Fedsral Trade Commission.
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Acrospace: Trends and Projections, 1975-81
4 (i millions of dotlars except & noted)

Percent Percent
1975 1976 1977 1978 1979* 1980°* change 1981% chan,
1979-30° 1980817
Acrospace industry price index (Dec.)" . 1184 1332 1460 1569 171.8 *193.0 - 208.0 -—
Yw-to-rnd perceat change in md\mry
ex (Dec-Dec.) ......ovvuutnn 9.1 12.5 9.6 7.5 9.5 123 - 7.8 —
Acrospace capital expendm\rel ........... 940 940 1,020 170 2,100 2,740 30 3,000 10
37%1., Aim‘ltfhl Ind )
alue of shipments? . ................. 12,203 13,419 14825 17,048 22,500 28,700 28 28200 2
Value .«J‘T‘.‘ .......... TR 7016 6,823 8135 9,123 12,400 16000 29 16000 —
Value added per production worker-
bour ($) ................ Cedaaaae 28.66 29.65 3496 3406 17.25 4534 2 46.76 3
Total employment (000) .............. 220 209 223 238 m 294 6 80 =5
Production workers (000) ............. 122 116 119 138 165 174 [ 164 -6
Average bourly earniogs (Dec.—$) ... .. 620 6.64 1.07 1.70 8.46 926 —_ P
Yux-to-ym pescent nu m average
hourly emunp (Dec.-Dec.) ......... 113 71 6.5 8.9 9.9 ‘93 —_ — —
Product
Value of lh@pmenu'_ .................. 11,223 11,427 12,052 15860 20.617 26,095 11 27,09} 4
Quantity shipped Units ................ 16,825 18,017 19,853 19987 18824 14760 —22 14942 —
Trads
Valueof exports .........eueniiinnne 4472 4,068 3927 5859 7,015 9773 3% 10,907 12
Valueof imports .........coevvvinnnn, 192 154 308 254 509 90 9 1,060 7
SIC 3724, Aircraft Eumu and Engine
Paru, apd
Sl% 3764, Space Propulsion Units and
arts
Value of shipments® .................. 6,248 6,497 7,182 8615 9,602 11,700 22 13,500 15
Value added ...........cccniiiinnne, 3,570 3,709 4,186 5,199 5570 6,670 20 7,430 11
Value added per production worker-
bour ($) ...t 2430 2840 29.62 3187 29.80 3269 10 3882 19
Total employment (000) .............. 129 118 123 136 151 166 10 163 =2
Production workers (000) ............. 20 64 68 78 88 96 9 92 -4
Average bourly camings (Dec.—S$) .. ... 6.04 6.46 1.05 7.80 8.53 ' — — —_
Year-to-year percent m average
hourly earnings (Dec.~Dec.) ........ 11.7 1.0 9.1 10.6 94 *7.0 - —_ -
Product
Vilue of shipments® .................. 5376 85,789 5925 7,131 8,069 9918 23 11,640 17
Trade
Value of CXPOTTE ... ovvininniiiiinnns 1,026 997 944 1,142 1,423 1,891 EX) 2,527 34
Valueof imports ........ooovevvnnnn.s 226 144 130 282 546 1,022 87 1393 36
SIC 3728, Aircraft Equipment, n.ec.
Value of shipments® .................. 4,445 A409 4758 S427 1,669 8978 17 10296 15
Value added .......oiiiiiiiiiiia 2,796 2,785 3,000 3546 4,985 5,654 13 6,589 16
Value added per production worker-
bour (8) ..ottt 1885 2200 2641 2795 3541 397 12 48.51 22
Total employment (000) .............. 110 100 102 110 119 123 k) 119 -3
Production workers (000) ............. 7 64 59 64 N n 1 69 —4
Average bourly earnings (Dec.—$) ..... 548 598 644 6.92 7.42  *8.05 - —_— -
Year-to-year percent ge in average
bourly earnings (Dec.-Dec.) ......... 8.5 8.6 82 7.5 72 ‘8S - -_— -
Product
Value of shipments® .................. 4,842 5,102 5762 6,104 8521 10,316 i 11,838 15
Trade
Value of exports 1,961 2,208 2270 2,384 2,738 1418 25 3,702 8
Value of imports ki) 27 292 m 569 1,077 89 1,294 20

the first two quarters of 1980, For all manufactuiing,
average profits after taxes as a percentage of stock-
holders’ equity dropped 8.9 percent-—from 15.8 per-
centin 1979 to 14.4 percent for the first half of 1980.

Forecast to 1985

World economic and political conditions are ad-
versely affecting the aerospace industry. Of great con-

cern is the deteriorating financial condition of the
world's airlines. The slowing of passenger and freignt
traffic growth in 1980 pushed the 103 members of
the International Air Transport Association (IATA)
ints “the bleakest year in international aviation his-
tory.” For 1981, IATA projected scheduied passen-
ger increases of only 3 percent to 10 percent, depend-
ing or: the route, compared to an average annua) in-
crease of almost 9 percent in 1975-80.



267

Aerospace: Trends and Projections, 1975-81 (Confinued)
P (io millicns of doflars exctpt as mowd)

1975 1976

Percent
change
1980-81*

Percent
1977 1978 1979 1980° change 1981’
1979}'!"

$IC 3761, Guided Missiles and Space
Vehicles, and
SIC 3769, Space Vehicle Equipment

Value of shipments® .................. 6,159 6279 5654 6360 6,700 7,500 12 9,800 3.
Value added ..............c0cvninen, 4,189 4,444 3,801 4404 4,560 5,000 11 6,500 30
Value added per production worker-
hour €8) ........ ..ot 44.28 4932 5055 5944 4971 5199 5 54.50 5
Total employment (000) 127 123 101 102 110 123 12 145 13
Production workers (000) 48 46 39 18 42 45 7 58 22
Average bourly earnings (Dec.—S) . .... :
Year-to-year percent change in average 6.02 6.49 7.04 755 £25 894 —_ - -—
hourly earuings (Dec.-Dec.) ..... e
Product
Value of shipments® . _......... RN 9.9 78 8.5 72 9.3 ‘8.4 —_ - -
Trade . ... e 5716 5677 5731 5720 6200 7,100 15 9000 27
Valueofexports ..................... 297 479 Lxy) 608 Lad 679 19 20 28
Valueofimporss .................-... — - -— — - _— - - -
* Price defimtor index from Bureau of Ecomomic Anslysis, Com- < December 1979 10 June 1990.

merce Depsriment.
1 Vaiue of )l products and services sold by the acrospace industry.
2 Estimated except (or houtly earnings, price indeaes, and 1979 uade

ate.
TAs of Jume 1900, ©

The U.S. airline industry, with an operating deficit
expected to exceed S850 million in 1980, may not be
able to continue all its needed modernization pro-
grams. Wheat First Securities, industry analysts, has
predicted that the 1981 deficit may exceed 5400 mil-
lion.

On the more optimistic side, major aircraft manu-
facturers generally agree that the worldwide jetliner
market should be 5.000 transports valued at more
than $100 billion (1979 dollars) in the next 15 years.
Other forecasts of worldwide requirements for trans-
ports in 197890 range from more than 6,800 units
predicted in May 1980 by Merrill Lynch Pierce Fen-
ner & Smith and 6,450 units predicted in July 1980
by Oppenheimer & Company. The steady decline in
air raffic should be reversed around 1982, according
to Value Line, an investment advisory service.

-In constant dollars, manufacturers of aircraft can
expect & 9 percent decline in the value of shipments
in 1981. Engine manufacturers can expect 7 percent
real growth; aircraft equipment manufacturers, 4 per-
cent rea} growth, and missile and space vehicle man-
ufacturers, a 21 percent real growth.

The compound annua) real rate of growth in the
value of shipments by the entire acrospace industry
in 1980-85 is forecast at .4 percent. During this pe-
riod, the projecied rates of change by sector are: 2
decline of 3 percent in aircraft shipments and expan-
sions of 2 percent and 1 percent, respectively, in the
aerospace engine industry and the aircraft equipment
industry.

The guided missile and the space vehicle industries,
treated together, are expected to achieve an 8 per-

:Prl«mb:r 1972 is base period for industry price index.

sloe produced o

T chﬁ:’l of Bureau of Industrial Economics.
Source: Bureau of Census (indusiry and trade data); Bureau of

Labor Sististics (hourly earning)

cent compound annual rate of growth in the 5-year
period ending in 1985. Of the two, the missile indus-
try holds the greater growth potential.

Aerospace Outlook Cloudy

World production of petroleum has risen approxi-
mately 13 percent since 1973, During the same pe-
riod, proven petroleum reserves increased by only 2
percent. The free world and China have 89 percent
of the proven world petroleum reserves, 31 years of
product at current pumping rates. Russia and satellite
countries have 11 percent of proven reserves, 16
years.

The acrospace industry"s dependence on petroleum
is enormous. Each day, more than 12.8 million gal-
lons of fuel are consumed by more than 400 Boeing
747, comprising only 7 percent of the world's air-
line transports. Most 747's can carry 44,000 gallons
of fuel, fly an average of 10 hours a day, and con-
sume 3,200 gallons an hour.

U.S. aviation of all types consume 10.7 percent of
all transportation fuel used in the United States. U.S.
airlines consume 69 percent of the aviation fuel and
account for 7.3 percent of all petroleum used in the
United Siates; the military, 23 percent; and general
aviation, .8 percent.

Alternate energy for aviation, .. marily synthetic
fuel derived from oil shale, will not be available in
sufficient quantities for 15 vears.

Foreign shares of the world aerospace market will
increase in the 1980's. Europe's A300 widebodied
Airbus in June 1980 had an order backlog of 169
units compared 10 51 units in June 1978. Boeing stil}
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Aecrospace: Trends and Projections; Valves in Current and 1972 Constant Dollars
SIC Groups 3721, 3724, 3728, 3761, 3764, and 3769

4 (in millicas of dollars except 83 oowd)
Percent Percent
1968 1975 1976 1977 1978 1979 1980 change 1981 change
1979-80 980-81
Industry Current 27,579 29,085 30,604 32,405 37450 46471 S6875 22 61,79 9
shipments Consamt 32219 24,540 22,976 22,195 23,869 27,049 29469 9 29,710 1
‘Préduct Current 25400 27,157 27,995 29471 34815 43,407 53,426 23 59,566 11 -
thipmens Constant 29,673 22,937 21,017 20,186 22,189 25266 27,682 10 28638 3
Total
eraployment (000) 1,016 586 S50 49 S86 657 706 7 707 -
Production
workers (000) $s0 311 290 285 315 366  3IRY 6 w0 -2
Product Current 2190 4137 46.14 4841 5084 5334 6105 14 6151 11
conunbution ($) #  congay 2559 3494 3464 3318 3240 31.05 3163 2 3268 3
Current 2988 7,756 7,852 7,578 9993 11,747 15761 34 18006 14
Exports Constant 3491 6,551 5895 5190 6369 6838 8166 19 8,657 6
Yemports Current 133 745 575 730 907 1,624 3,089 90 3,747 2
* Constant 389 629 432 500 578 945 1,600 69 1,800 13
Trade Current 2,655 7,011 7,277 6848 9,086 10,323 12,672 25 142% 13
balance Constant 3,102 5,921 5463 4630 5791 5893 6566 11 6,856 4
uﬂN?v‘:"jm\: ﬂ:ﬁknpn exisy in the summary !ncmmud u:m‘:- m;’h:’k‘y::: l,”:l.).h“ d for lysis purp (price defiatos

‘nruu of Economic Analyis

amon
dusiry. Consunt dollars derived using
alrcraft industry pries deflator index, 1972

= 100,

led the widebodied backlog in June 1980 with 260
units. However, the Airbus backlog of 169 exceeds
the combined total of McDonnell Douglas (29 DC-
10's) and Lockheed (48 L-1011's). The Airbus ais-
craft, with considerable European government-subsi-
dized support, will continue to expasd its market
share at the expense of the U.S. industry. In addition,
Japan has targeted its aerospace industry for financial
assistance, as it has done in the past with electronics
and autos. Competition will increase not only from
Europe and Japar but also from strengthened aircraft
industries in Canada, Brazil, Israel, Indonesia, the
Philippines, Australia, and Poland.
Reported values of U.S. acrospace shipments and
_exponts mask a rapidly increasing foreign content.
Large transporis shipped during 1980—-428 units
valued at $11.1 billion—had an estimated 7.5 per-
cent foreign content. In 1980 shipments of mapy
smaller turboprop executive and commuter aircraft—
800 units valued at $560 million—had an estimated
25 percent foreign content. Foreign content of U.S.

aerospace shipments will soon show substantial in- .

creases as military and civil shared production pro-
grams reach higher levels. US. commitments to
foreign buyers in negotiating sales of military prod-
ucts involve, on occasion, high “offset” values, sowe,

# See text on Productivity for methodology of compwistion.

reportedly, as high as 125 percent such as on the long
range patrol aircraf: sale to Canada,

In terms of both units and value, over 60 percent
of the large transports manufactured in the United
States during the past 7 years were for export. US.
manufacturers have new transports in storage valued
at $350 million—with another $150 million under
construction—for which builders do not hold export
licenses. When these aircraft were ordered and prog-
ress payments initiated (2 years ago) there was a
reasonable assurance that export licenses would be
granted. Foreign competitors, citing the uncertainties
of U.S. export licensing policy in their marketing
strategies, are achieving growing success in those na-
tions where buyers of military and civil aviation pro-
ducers seek to assure continuity of supply.—Ran-
dolph Myers, Ir., Transportation and Capital Equip-
ment Division, (202) 566-7416. Room 4845
CGommerce, Washington, D.C. 20230.

Additional References

Aerospace Facis and Figures 1980-1981, Aviotion Week
and Space Technology, August 1980, New Yerk, N.Y.

Aerospace Forecast and Inventory, March 3, 1980, Aviation
Week and Space Technology, New York, N.Y.

Air Transport 1979, Air Transport Association of America,
June 1979, Washington, D.C.
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Ravised 1980 Aerospace Export and Import Data

Table 2 U.S., Exports 1980 Revised

1980

Nunber
of Units Value

Aerospace Vehicles and Equipment, Toul‘.'.. - 15,508.8
Civilian aireraft, Total.ecciasvevcrconscce 4,434 8,256.¢
B siness, personal and utility, vew..... 3,150 656.6
ROLATY-VING, NOW.oiecvoecssrocnsoresasss 525 299.7

Transport, new: .
Under 33,000 1bs., smpty veight....... 38 8.0
33,000 1be. and over, eapty weight.... 237 €,722.0

Other nev ALrTIaft, De®uCeirvennmeconnnes 4.7

Used, rebuilt, and converted... 494 486.4

Military atreraft, Totdl.eesrveseonseeence 302 949.4
Adrcraft engines and partst :

Internal combustion, TOtA .ceeenereesass o 270.3
Military, nev or used.. .... eee., 120 4.4
Non~military, DOV.icecosrrees ven  1s848 4.3
Bon-military, Used. e ciecacarransass 0365 17.4
PATLS, D.@.Cuivcnourecocacnsnncsssraness 223.7

Jet and gas turtine and PArtse.eeeceeese:og, - - 116184
MWlitary, nev or used...... seves 254 58.5
Mon-military, new or used ..1'3” 513.7
PATLS, BuuCocrcncrrrsasorananasonnane. 1'034‘2

Missile engines and PartS..cceeeccicnnses - 8.5

Propellers and parts...ccsscesecocenvace - 6.5

goar and PAMtB.cciirecaniinanons . = 92.1

Aircraft perts and accessories, N.6.CG.....—".. 3,436.4

Ouided missiles, components tnd rockets. . = 719.6

AVIONACE.sreconssasiransaciressacrnanens 80.3

~able 3 U.5. Imports 1980 Revised
1980
Iten Nuzber
of Units Value
Aercspace vehicles and equipment, Total... = .3,210.0

Compleate aircraft, Totdl.cc..ivevieraes.. 684 973.4

Civilian asrerard, Totad.............. - -682 970.0
Under 10,000 1bs. empty Vaight, new... 203 96.7
10,000-33,0.00 1bs. empty vaight, new.. 186 399.0
Ovar 33,000 1bs. empty veight, Dew.... 16 205.5
ROLAry-wing, BeW....cvuviireereinas., 207 540
Used, rebuilt, and converted.........,. 100 133.9

Mlitary aireraft, Totel..couenniennan 2 3.3

Aircraft engines, Totall... ceeel... 2870 1,097.3
Pistan-type, nev...... . 20.13
Turbo-jet and gas turbine, new....,... 2593 746.4
Non-piston-tYPs, B.@eBerreeevvencrpgne. 330.6

Afrcraft and spacecraft parts, PP O 937.9

T T X o S R -

Flighe simadatera, 11l 163

Civil aircrafe parts............... 182.2

? Subtract $198.5 million frcm this value to

relate it to previous yesars
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APPENDIX 2

REsPONSES TO QUESTIONS PoSED 70 MR. HARR IN THE
SuBCOMMITTEE'S LETTER OF INVITATION

1. Question: What is the current state of European and Japanese competition
for present and future generations of commercial aircraft?

Response: Airbus Industrie, a European consortium funded by the treasuries
of France, West Germany, Great Britain, and Spain,manufactures and markets six
(6) versions of a wide-body, short to medium range, commercial jetliner - the A300
Airbus - throughout the world, Generally, the twin engine aircraft carries 250-300
passengers up to 2000 nautical miles. It is a modern technology aircraft, fuel
efficient and quiet. The jetliner was first committed to production in 1971;
deliveries began in 1974.- The A310 derivative model deliveries are to begin in
1983,

Since 1975, the Airbus share of world aircraft commercial orders (measured in
dollars) has been impressive: 149 in 1975, 5% in 1976, 9% in 1977, 12% in 1978,
30% in 1979 and 11% in 1980. Airbus has captured 25% of the world's wide body
orders after 1974. Their third largest buyer of A300 and A310's is U.S5.~based
Eastern Airlines, which is now flying 19 A300's throughout its system. Fifteen (15)
more aircraft are on order for delivery through 1988 (including 9 ordered in 1981).

As of December, 1980, firm orders for 227 A300 units have been received, 121 of
which have been delivered (40 in 1980 alone) and options outstanding total 89. The
A300/310 production rate is expected to reach 4 to 3 units per month by year end;
the company is now planning and expanding its capability to reach 10 units per
month production by 1986, including its second "family® member, the A310. The
Airbus customer base totals 38 different airlines around the world,

The A310 will carry approximately 200 passengers up to 2700 nautical miles. A
total of 76 A310 jetliners have been sold with options for an additional 68.
Delivery of the three different versions of the A310 are expected to begin in 1983.
Some A300 sales customers have the option to convert their orders to A310
aircraft, if they choose, by a designated date.

The aircraft sub-assemblies are manufactured throughout Europe; final assembly,
test and delivery take place at Toulouse, France, The aircraft prices are quoted in
U.S. dollars. Approximately one-third the value of the airplane is said to be
manufactured in the U.S,, including engines and avionics. Both the A300 and A310
have been sold with U.S.-related manufactured power plants by General
Electric/SNECMA and Pratt & Whitney. These engines comprise the bulk of the
U.S. content in the aircraft price. Rolls Royce engines may be used in the future.
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The Airbus products compete directly with the Lockheed L1011, Douglas DC-10
and the Boeing 757, 767, and 747 aircraft, depending on the customers route
system, current and future operating policy. Within the last year, several
important szles campaigns have resulted in major new Airbus customers. Kuwait
Airlines, Middle East Airlines, Saudi Arabia's Saudia, Singapore Airlines, Trans
Australian Airlines and Canada's Wardair chose, for the first time, to purchase non-
U.S. aircraft for future fleet expansion. In addition, all North American airlines
have been given aggressive proposals by Airbus, eager to achieve a strong foothold
in the major re-equipment cycle about to begin and continue throughout the 1980's.
The Eastern sale was the first major penetration into North America, Wardair was
the second. Other major successes include campaigns in Brazil and along the Silk
Route (Australia to North Africa), where 102 units have been sold, 9% of them in
the last four years,

The future development of the Airbus product line announced to date includes both
short-range and long.range aircraft. Five additional aircraft models are currently
under study, including a stretched version of the A300, the TA-9; an A300 freighter
model; a long range derivative, called the TA-1{, and two narrow body aircraft in
the 130-160 seat range called the A-320-100 and A-320-200. Advanced technology
is an integral part of these new product offerings, as they are known today.
Aerodynamics, material, manufacturing, avionics and engine technological
advances are under study to continue the development of a broad product line
which Airbus states will find a market and utilize their expansion in facilities and
customer base. The 38 customers acquired to date for the A300/310 virtually
assures them a market for the new A-320 series,

In addition to Airbus, the manufacturers in Great Britain (British Aerospace), and
Tke Netherlands (Fokker) produce the BAC- 111 and the F-28 jetliner, respectively,
One hundred fifty eight (158) F-28's have been delivered since 1969. The BAC 111,
now assembled in Romania under license from British Aerospace, continues to sell
in Europe and Asia. Two hundred and twenty seven (227) units have been delivered
since 1965. At this time, the British Aerospace capability is dedicated to the
Airbus program throughout the 1980's, but Fokker is busy with its advanced design,
short and medium range, 140 passenger F-29. If the Dutch government agrees to
the project, including international collaboration, the $1.2 billion development
would include a Rolls Royce/Japanese engine called the R3-500. The F-29 would
compete head-to-head with the Boeing 737-300 and the Airbus A-320 series. It
seems unlikely that the Dutch will undertake such a program independently. Their
collaboration discussions have included Airbus Industries.,

In the competitive engine arena, Rolls Royce has significantly increased its share
of the wide body engine market from 8% in 1977 to 22% in 1980. Their product
line has increased from a single product in the L-1011 aircraft to a“family” of
engines. This *family® of engines can and are being used in the full spectrum of
aircraft types.

Japan has stated its intent to promote development of its commercial aircraft
industry through international collaboration, and is currently conducting discussions
in this regard with Fokker, Airbus Industries and with U.S. firms,
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To date, Japanese competition is in the formulative stage. The Jzpanese industry
is small; most of its recent sales have been military~related or production in
support of U.S. commercial aircraft programs. Recognizing the long term benefits
of having an advanced technology capability in aircraft, Japan has joined with Rolls
Royce to develep and produce the RJ-500 engine. Japan and Rolls Royce are
sharing equally in the $350 million development cost of this engine. The RJ-500is
a candivate for competing with General Electric and Pratt & Whitney to be the
power plants on the F-29, and the advanced Boeing 737(-300), a 138 seat derivative
aircraft. Collaborative production contracts are underway by three Japanese
companies with Boeing to piovide parts for the new 767 jetliner. Japanese
development costs will approximate $150 million, of which the government wiil
finance one-half.

A high technology industry, such as commercial aircraft and engines, could
represent a major step for Japan toward replacing steel and ship building as its high
technology industries. Their experience and capability today is limited to licensed
production and collaborative arrangements, U.S, and European interest in Japan as
a potential collaborative participant centers primarily around marketing and
funding considerations, The Japanese are competitive in terms of price, quality
and schedule reliability.

During this decade, multi-national collaboration will likely increase, along with the
competition in worldwide jet transport markets.

2. What role are the Ewropean and Jzpanese governments playing in their
respective aircraft industries and the development of commercial aircraft that
do or will compete with U.S. commercial aircraft? To what extent are these
government activities consistent with the Agreement on Commercial Aircraft
negotiated in the Tokyo Round? What is the current status and effect of that
Agreement?

The European commercial aircraft industry is essentially consolidated in Airbus
Industrie, a consortium of predominantly government owned or controlled enter-
prises consisting of companies from France (37,9%), Germany (37.9%), the UK,
(20%), and Spain (4.1%) as full partners, with Belgium and The Netherlands as
associates. Government financial support is provided to these companies through a
variety of means not available to U.S, firms, including research and developmental
grants, guaranteed low or no interest loans, marketing subsidies, currency exchange
subsidies and the infusion of equity capital in government owned companies (the
French, British and Spanish companies involved are essentially government owned,
the German and Belgium companies about $0% government owned, while Folker of
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The Netherlands is a privately owned company, As a result, the prices of aircraft
for Airbus Industrie programs (A300 and A310) do not necessarily reflect the full
economic costs that would have to be recovered under our private enterprise
system,

In addition to financial subsidies, the governments of Airbus Industrie play an
active role in the marketing function. Initial sales of the Airbus A300 were
extremely slow, with only 57 airplanes ordered during the first seven years it was
sold, a situation which would have likely forced a U.S, firm to abandon the project,
These initiai sales were almost certainly directed procurements to "buy national".
French Finance Minister, Jean-Pierre Fourcade put such pressure on Air France in
January, 1975. Other sales resulting from government pressure included Lufthansa,
Iberia, and more recently Sabena. Once established in a fleet, there is no further
need for such pressure: a carrier has an economic incentive to buy additional units
(and derivative models) because of the previous investment in spares, training,
specialized ground support equipment, crew familiarity, etc.

"Political leverage” is another important factor in the sale of European produced
aircraft. Although difficult to prove conclusively in any legal sense, events have
provided evidence that there has been a continuing involvement by governments of
Airbus participants to induce aircraft sales by associating sales to political
agreements such as: (i) trade agreements, (ii) route awards/landing rights/-
trequency rule adjustments (e.g., Korean landing rights in Paris, Iberia frequency
agreement in European routes, Swissair traftic rights with France, U.K., FRG, etc.
(see, for ex..mple, Interavia (Geneva) Air Letter #9574)), (iii) military weapons
support (e.g., military airplanes to South Africa), and (iv) economic/regional
assistance (e.g., atomic power plants to Iran, petrochemical plant and Paris real
estate joint venture to Kuwait). A recent twist to the "political leverage" was
Australia using Trans Australian Airlines' (TAA) purchase of A300s as leverage on
the EEC to buy more Australian mutton.

Another approach used by government-backed European aircraft producers to
induce sales is the provision of special terms that exceed the bounds of normal
commercial practice. For example, the Airbus sale to Eastern included a
"Deferred Seat Plan" in which 12 of the 23 airplanes will be paid for as if they had
only 71% of the 240 seats for up to four years or until Joad factors exceed a certain
level, (See Air Transport World, July, 1978, page 25, and Hearings Before the
Subcommittee on Trade, House Ways and Means Committee, July 14, 1978 (Report
95-101).) Although seats will eventally be paid for, the deferral is interest-free.
Eastern also had use of 4 A300s for a six month trial period without lease cost.

The Japanese Government, through the Ministry of International Trade and Industry
(MITI), bas stated its intent to promote development of its commercial aircraft
indutry through international cooperation. Although Japanese aircraft companies
are not government owned, they receive government funding support in new
aircraft development programs through government loans. This applies both to
Japanese programs and to Japanese participation in international couperative
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programs. These loans are repaid with interest if and when the project turns a
profit. This has not occurred in Japanese programs to date. Unlike the Europeans,
the Japanese Governm::nt policy excludes funding assistance for the production and
marketing functions.

The level of Japanese funding assistance typically amounts to 50% of the Japanese
share of development costs for aircraft programs In the case of the RJ300 engine,
which is a joint program betwen Japanese companies and Rolis-Royce of the UK.,
the government s expected to fund over two-thirds of the Japanese share of
development costs.

The Agreement on Trade in Civil Aircraft went into effect January 1, 1980.
Directed procurements by the governments of Airbus Industrie participants were
practiced prior to this date, establishing the pattern for follow-on sales by the
carriers involved. As indicated above, the Airbus models are sold at prices that do
not reflect the full economic costs which, in our judgment, will not be recovered.
This violates the spirit, if not the letter, of the Agreement on Trade in Civil
Aircraft.

In furtherance of the objectives of providing a commercially competitive basis for
civil aircraft marketing, governmenis have agreed that civil aircraft prices should
be based on a reasonable expectation of recoupment of all costs, While there is no
requirement that each particular aircraft program must break even, production and
marketing programs should be planned so that, with a reasonable production run,
the program will cover all of its nonrecurring costs (such as production, finance,
and marketing costs). The total costs involved here include the "identifiable and
pro-rated" costs of military-funded development of civil aircraft and of
components which are subsequently incorporated in civil aircraft. Such a provision
is consistent with existing U.S, Government policies on recoupment for Govern-
ment-funded research to the extent it benefits a commercial enterprise.

The Agreement also states that signatories shall not require airlines, aircraft
manufacturers or other entities engaged in the purchase of civil aircraft, nor exert
unreasonable pressure on them, to procure civil aircraft from any particular
source which would create discrimination against suppliers from any signatory.
The governments of Airbus Industrie participants have continued to exert "political
leverage" to market the A300/310 aircrafts.
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3. What is the size and composition of the projected world market for commercial
aircraft between now and the end of 19847 Bet-.2zen 1984 and the end of the
decade? What orders have American firms obtained for each of those periods
compared to European orders?

The world market for commercial jet transports for the remainder of the decade of
the '80s is expected to be $116 billion - in 1981 constant dollar aircraft prices,
During this period, the European jet manufacturers’success of the 1970's should
provide a basis for their continuing tu gain a larger share. Table | contains a
breakdown of a representative industry forecast (as requested). Please note that
approximately 609 of the world market will be among non - U.S. airlines. It is in
this portion of the market that Airbus/Fokker sales effort have been most
successful. Their discussions with U.S. airlines concerning the potential for a 150
seat, twin jet model, coupled with their recent experience with Eastern Airlines,
suggests their potential sales in the U.S. could reach 14% of the .narket by the late
'80's, By the end of the decade, European jet aircraft manufacturers have the
potential for having captured 20% of the world market - almost twice their share
in 1980 - and 25% of the non-U.S. airline market.



MARKET/SHARE
U.S. Airlines Market

European Mfr. Share
(Est.)

Non U.S. Airlines Market

European Mfr, Share
(Est.)

Total World Airlines
Market

European Mfr. Share
(Est.)

276

Table |
FORECAST OF THE

TOTAL WORLD MAREET FOR

COMMERCIAL JET TRANSPORTS

(1981-1989)

1981-1984 1985-1989 TOTAL
19815 1981% 1981$
11 Billion 31 Billion $42 Billion
2% L49* 1i%

31 Billion 43 Billion 74 Billion
26% %% %%

42 Billion 74 Billion 116 Billion
20% 20% 20%

* Assumes some sales success within the U.S. market for a 150 passenger two-engine airplane,

Tablie 2 contains data which relates to 1J.S.and European-made aircraft announced orders by
model, manufacturer and delivery time frame. Based upon announced orders as of December
31, 1980, European manufacturers of commercial jet transports have 195 uniis on order for
delivery in the 1930's. This does not include optisns, Airbus, alone, has 1 option aircraft for
everv 2 firm orders announced. Since [.ecember, 1980, Wardair of Canada has announced
U.S. manufacturers' share of announced unit
orders at year end 1980 was 81% between 1981 and 1984 and 70% for the remainder of the

orders for 6 A310s and options for 6 more,

decade.
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Table 2

COMMERCIAL JET TRANSPORT
ANNOUNCED ORDERS (AS OF 12/31/80)

For Delivery During:

Sold by: 1981-84 1985-89 TOTAL
EUROPEAN MFG. UNITS UNITS
AIRBUS
T A300 102 4 106
A310 52 24 76
BRITISH AEROSPACE
BAC-111 3 - 3
BAE-146 3 - 3
FOKKER
— F8 7 - 7
TOTAL EUROPEAN MFG. 167 28 195
U.S. MFG.
BOEING
727 108 - 108
737 150 - 150
747 76 - 76
757 55 57 112
767 157 9 166
DOUGLAS
T DC9-30/50 P} - 23
DC9-30 8 - 8¢
DCI0 2% - %
LOCKHEED
11011 45 - 85
TOTAL U.S. MFG. 72 66 790
TOTAL UNITS 891 94 985

12-426 0 -~ 83 - 18
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4. With respect particularly to the market in Middle East countries for com-
mercial aircraft for the time periods mentioned above, what is the current and
likely future competitive situation of U.S. aircraft exporters? What has been
the effect of U.S. foreign policy export controls upon U.S. commercial aircraft
exports to this region? How do such controls compare to other factors (such as
finance terms, increased competition, etc.) in their effect on U.S. market

SuCCess?

With respect to the Middle East and North African market, U.S. commercial
aircraft exporters will find themselves increasingly disadvantaged in an intensi-
fying competition with Airbus Industrie, U.S. manufacturers have not won a sales
campaign in Middle East markets (excluding Israe!) involving latest technology
aircraft. In competitions for the wide body market, Airbus has won the sales to
Egyptair, Tunis Air, Kuwait Airways, Saudia, and Middle East Airlines, even where
the U.S. product was judged technically superior. If Airbus continues to win cut
over U.S. manufacturers, the remaining Arab carriers are unlikely to purchase U.S.
aircraft since it is normal practice to pool spa”e parts, maintenance, and training
facilities within a regional mar«et. Initial sales are crucial as airlines tend to
continue purchasing a particular airplane/manufacturer type over a 15 to 20 year
cycle,

The projected market in the Middle East and North Africa (with the exception of
Israel) over the nex: decade for which Airbus could make a clean sweep with its
A300 and A210 aircraft is $5.4 billion {current dJollars). The success of Airbus in
this region can be largely attributed to U.S. foreign policy in general and U.S.
foreign poiicy export controls, in particular. The Commerce Department has
acknowledged that export controls are jeopardizing commercial aircraft sales
throughout the Middle East and North Africa. In notifying Congress of the
extension of the controls, the previous Secretary of Commerce Klutznick stated in
3 letter dated December 31, 1980:

"The controls on aircraft sales have in part been responsible

for the downward trend of U.S. sales in an area that is the
largest and fastest growing market in the world... It is
noteworthy that Saudi Arabia, currently the single largest
customer for U,S. aircraft in the Middle East, has recently
purchased eleven planes from Airbus Industrie over U.S.
suppliers... Kuwait has urged other Gulf States to seek
alternative suppliers of aircraft as a direct reaction to U.S.
anti-terrorism controls."
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Other factors that are important are the excellent customer relations that U.S.
manufacturers established with the carriers in this region over the past tweniy
years and our reputation for product quality and customer service, U.S. financing
capability has also been & significant factor in the non-petroleum exporting
countries, However, another major factor is the contrast in support given to
export manufacturers by the U.S. versus European governments. Whereas Airbus
benefits from the high level cominercial diplomatic activities of the European
governments, U.S. manufacturers are perceived to be inexplicably constrained by a
government which has delayed and denied export licenses in an attempt to impose
U.S. business practices in foreign markets. U.S. sales efforts are further
disadvantaged by a fear on the part of cusiomers in this region of U.S. government
allegations of corruption, however false, long after a sale has been concluded. Our
growing reputation as an "unreliable supplier, as a result of past difficulties in
obtaining export licenses for some Arab states, is a major asset to our foreign
competitor.

5. What diplomatic efforts have been made to assist U.S. commercial aircraft
exporters in obtaining key sales? What diplomatic obstacles have been

encountered in such efforts?

In the past, U.S. commercial jet manufacturers, competing solely against one
another for an airline order, have only rarely sought or received assistance from
U.S. diplomatic personnel abroad. The government's rigid adherence to a position
of neutrality with U.S. competitors and the exporter:’natural reluctance to disclose
their game plans to anyone tendea to appreciably reduce the value of any such
cooperation. Now that, in many instances, it is a battle between individual U.S.
manufacturers and foreign manufacturers backed and supported by their govern-
ments, such assistance and cooperation will undoubtedly be increasingly sought by
the U.5. exporters. As this happens, it will be essential that the U.S. government
provide such support to its aircraft exporters in the same way that the European
and Japanese governments do if we are to remain the world's foremost supplier of
commercial aircraft.

On e other hand, the U.S. Trade Representative has, on a number of occasions,
interceded with foreign counterparts in attempts to assure compliance with the
Agic2ment on Trade in Civil Aircraft. The results of these intercessions have been
“lixed.
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6. What are the likely effects of a decline in U.S. aircraft sales (relative to
European and Japanese competiters) upon U.S. foreign policy influence? Upon
the U.S. domestic economy, pa“ticular smaller businesses and employment

levels?

At this time, one of the greatest th eats to continued commercial jet transport
sales successes whick the U.S. gove-nment can influence are export constraints
which portray the U.S. industry as ar® unreliable supplier of competitive products.
U.S. foreign policies >ractices whichlsanction selective nations for practices the
U.S. may find distasteful have neveil proven effective. In reality, sanctions are
more harmful than helpful in promotin’; U.S. interests overseas.

Sanctions lead to a reduction in trade,«and, as such, reduce the presence of the U.S.
in the world, thereby reducing the infl’ence we might otherwise be able to exercise
via trading relations. As informal i d undramatic as these ties may be, their
positive effect and potential for piomoting U.S. policies is negated by the
imposition of sanctions. Likewise, with very limited exceptions, U.S. foreign policy
sanctions have been oriented toward limiting the export of U.S. goods, while
continuing the practice of importing goods and natural resources from the
offending nation sanctioned. This practice renders the principle related to
imposing sanctions meaningless., So long as the U.S. market for imported goods
from the nation remains open, the earnings from sales in the U.S. can be used to
purchase goods sanctic-ed by the U.9. from foreign suppliers. If the U.S. enjoyed a
position as a monopoly supplier, sanctions might be effective for a short time.
Today, however there are very few products for which this monopoly condition
exists. The expori-sanctioned countiy can easily purchase what U.S. firms are
forbidden to export in other world markets - and with U.S. dollars earned by their
exports to the U.S.

When the U.S, - or any world power for that matter - engages in sanction activity,
its international prestige, credibility and influence are at risk., Based on the poor
record of achievement in past experiences with U.S. sanction activity, continued
involverment (and the attendant loss of credibility and prestige inherently to be
expected) will reduce the U.S. foreign policy influence in all parts of the world.
Unilateral U.S. export sanctions to promote foreign policy concerns are harmful to
the national prestige, international influence and denys the reality of a growing
interdependent, competitive world.

The impact on the domestic economy resulting from lcst export sales is easily
quantified. Using the U.S. Department of Commerce calculations that for every
billion dollars :r: 11.S. exports, 40,000 job opportunites are created, it follows that
40,000 employment possibilities, the skill development, the tax revenues and
potential for increased productivity associated therewith are lost with each billion
doliars of exports denied by fo-eign policy controls, The U.S. commercal jet
airframe manufacturers subcontract to small, medium, large and minority
manufacturers about half the final sales value of a typical jetliner, This means
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that at least half the economic impact on the U.S. domestic economy from lost
exports falls upon these subcontracting firms and the service, financial, trade
sectors and those manufacturers which supply their requirement,

Small businesses are characteristically cash flow constrained, heavily leveraged
with debt and oftentimes dependent upon one major customer for their market,
When that market is lost (or reduced), the small business concern has the least
flexibility to adjust its costs and product line or find alternative markets. The hurt
hits small business first. Likewise, an expansion of markets for large capital goods
exporters opens opportunities for small business first, since lead time for procure-
ments from these firms are longer than for consumer or agricultural products.

The U.S5. jet transport manufacturers are, in the final analysis, large export trading
companies. The most effective and immediate way to boost small business activity
is to allow successful, worldwide traders in capital goods, such as commercial
aircraft, to expand their marketing sphere. Any government constraints, not
clearly in the national interest, which cas® doubt upon the reliability of a proven,
highly visible industry hinders U.S. policy implementation in other areas of
concern.

7. What is the U.S. Aircraft Industry doing to maintain its competitive position in

commercial aircraft exports?

The commercial jet transport manufacturers are waging an exceedingly vigorous
battle to maintain their competitive position in the world market. There are near-
term and iong-term aspects, and the two are highly related.

Within near-term perspectives, the industry has committed billions to bring out
new and improved fuel efficient offerings in several market areas. The DC9-80
represents a significantly improved aircraft that had its initial airline delivery in
1980. The Lockheed L1011-500 has becorne the first civil program to utilize some
new advances in control system efficiencies. The 757 and 767 each represent new
multi-billion dollar programs with initial airline deliveries in 1982 and 1983. The
Pratt & Whitney PW2037, JTID-7R4 and the General Electric CF6-80 engines
are similar commitments in the aircraft engine business.

The commercial manufacturers, in particular, represent a bright spot in terms of
industrial productivity with their strenuous efforts to reduce manufacturing costs
and offset the competitive advantages of foreign subsidized industries. It is
significant to note that the comrercial side of the U.S. industry, because of
production stability afforded by its world market dominance, has been able to
modernize and expand its production capabilities, By contrast, much of the
industry that is dedicated to military production has lagged in modernization due to
investment risks associated with military procurement uncertainties.

Strictly from a near-term technological perspective, the U,S. commercial transport
aircraft is still a sound competitor in fuel efficiency and price. However, the
expansion of foreign R&D capabilities (much of it funded by the government
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involved) has challenged the U.S. leadership, and the U.S. industry's competi-
tiveness has become much more sensitive to export financing and the non-technical
aspects iin the domain of government policy.

In the longer term, technology building blocks are under development that, when
combined, can produce fuel efficiency improvements potentially capable of obso-
leting all large civil transports, both U.S. and foreign. Research and development
leading to application is proceeding in several world areas, and in some cases, the
foreign developments are outpacing the U.S. programs. In the U.S., basic research
toward these building blocks is funded by industry, NASA and DOD. However,
before aircraft can incorporate such improvements, very extensive validation
programs are necessary. Industry has urged an increase in NASA aeronautics
programs, particularly those applicable to civil transport, however,leaving appii-
cation developments to be funded entirely by industry.

Foreign near-term market successes and increasing production is combining with
their twilding block research in a surge that seriously threatens the U.S. industry's
future. The problem is not one of U.S. industry inacticn, it is one of a more
aggressive level of foreign action --- derived from governmert policies highly
supportive to industrial aerospace objectives,

This answer applies to relatively large transport aircraft, The commuter tiansport
market is one in which U.S. manufacturers have not been predominant. Most new
offerings in this market are foreign built and/or foreign financed, with active
foreign government involvement.

In summary, the U.S. commercial transport manufacturers are dedicated to
remaining competitive in the export market, The manufacturers are well aware
that near-term losses to that market will have a very significant impact on the

long-term aerospace leadership of the U.S. The world envirorment for
maintenance of U.S. leadership has grown much more difficiit.

8. What proportion of European and future Japanese commercial aircraft are
likely to be of American manufacture? To what extent will this offset any loss
of U.S. commercial aircraft sales? To what extent are other aerospace
products, such as satellites and launch vehicles, likely to replace aircraft over
the next two decades as an export area in which U.S, firms have a competitive

advantage? What are the implications of such a shift in the aerospace market?

It has been reported that approximately one-third of the value of the Airbus
Industrie A300 comes from U.S. parts, including the engines. If it is assumed that
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this relationship holds for future European programs and that such programs will
displace U.S.~produced aircraft in twenty percent of the world's markets, then the
net impact on U.S. sales would be a loss of about 13% of the world market, The
world commercial aircraft market is estimated to be $116 billion over the mext
nine years. The displacement of U.S. sales could therefcre be approximately $15
billion over this period.

If U.5. participation in European programs were entirely excluded, the sales
displacement could approximate $23 billion over this period.

Aerospace products, such as satellite and launch vehicles, are currently produced
under the guidance of the European Space Agency (ESA). ESA consists of 11
member nations, plus associate and observer participation. The launch site is in
French Guiana. In 1980, ESA had a budget of nearly $850 million. Two major
programs are soon . reach the operational phase -Ariane Lauach Vehicle and
Spacelab. Ariane's operational capabilities are marketed world wide by « group
called Arianespace. Spacelab is being produced for NASA's Space Shuttle program.
The first unit will be delivered in 1982. Commercial applications in satellite
communications launch projects have a wide array of possibilities.

ESA is now putting together a 10~year plan for derivative and commercialized
models of the Ariane. ESA's Meteostat satellite was first launched in 1977. Space
transportation activity, centered around the Space lab and Ariane program, is
receiving increased emphasis in ESA planning. The next Ariane launch is set for
June, 1981. Program officials are eager to move from the pre-operational stage to
market status in order to establish Ariane's credibility as a marketable launch
system. European officials hope to enjoy several successes with the system ic
successfully compete with the U.S. Space Shuttle program commercial opportun-
ities. Follow-up development is oriented toward increasing its 1ify capabilities
to enhance competitiveness.

Although the market for commercial space launch systems is limited, efforts to
capitalize on European satellite communcations needs are intensive. ESA's L-SAT
and the French-German TV.SAT/TDF-1 programs are two of the largest current
projects. L-SAT grew out of the success of the H-SAT prugram; its first launch is
expected in 1984. An organization called Eurosatellite GmbH has been formed to
promote and market direct-television satellites on the world market. An earth
observation program, called SPOT, is moving ahead with a civilian earth orbiting
satellite to provide stereoscopic imagery. Marketing for SPOT data, to be handled
by the French national space agency, will begin with the establishment of a U.S.
branch oifice, according to French officials.

U.S. exports of space launch and sate'lite systems will meet with increased
competition in a very narrow market, Much of the U.S. capability to continue
active in this market depends upon the successes of the Space Shuttle and Spacelab
programs. At this time, there appears to be little reason to expect U.S. space
launch and satellite vehicles to supplant coramercia! aircraft as the chief
aerospace export. However, the competitive advantage the U.S. enjoys in space
today rould be lost to Europe's competition in launch and associated satellite
systems,
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APPENDIX 3

STATEMENT OF THE BoOEING COMPANY

The Boeing Company is pleased that the Subcommittee on International
Economic Policy and Trade has scheduled a hearing on "U.S. Inter-
national Competitiveness: The Aerospace Industry". Insofar as we
presume the invited witnesses will address the broad political and
economic aspects of international aircraft competition we have largely
confined our written submission to the subject of foreign policy export
contro!s. We would be pleased to comment on any additional areas that
are of interest to the Subcommittee.

The Boeing Company would like to present its views on foreign policy
export controls in light of their severe consequences on aircraft export
sales. We do not take issue with the use of trade controls which
effectively promote foreign policy objectives. Howe:er, we have deep
concerns over the present export regulations (15 CFR Part 385) imposed
by the Export Administration Act of 1979 which identify specific
countries for foreign policy controls and single out aircraft valued at
more than $3 million for specific control.

Our basic concerns are addressed below:

(1) The unlikelihood that commercial aircraft export controls will
achieve their intended foreign policy purposes.

If U.S. unilateral economic sanctions are to be effective, our
market power must be nearly monopolistic. In the case of
commercial aircraft, the U.S. no longer has the advantage of
preeminence in aircraft technology. Today, the European Airbus
Industrie can offer competitive new energy efficient wide bodied
aircraft. Smaller new technology commercial aircraft are in the
design phase in the Netherlands, Japan, and the Airbus consortium.
New technology commuter sized aircraft available from Europe,
Japan, and Canada are outselling U.5. products. Only the very long
range class aircraft are an exception. However, sanctioned coun-
tries may be able to circumvent export controls.

In general, our foreign policy purpose is serving to encourage
foreign manufacturers to expand production and launch new
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commercial transport programs. if continued, it may also serve to
open up Mideast and other Third World markets to the Soviets who
have been effectively shut out of the non-Eastern Bloc civil
aircraft market for two decades.

The consequences of our current aircraft export controls will be
very severe., The Middle East and North African aircraft market
has been actively pursued since 1955. In 1961, the first sale in this
region was made by Boeing, ending nearly total British and French
domination. A decade of effort followed in which the flag carriers
were wrested away from their European and USSR suppliers. Total
U.S. sales in the 1960s were about $210 million. (Sales are quoted
in year of delivery dollars unless otherwise noted.) The costly and
persistent effort in sales and support activities paid off in the next
decade as sales reached $3.3 billion in a market dominated by the
u.s.

The effects of the current controls are that sales efforts, in the
four countries listed in 15 CFR Part 385 will continue to be greatly
inhibited. Near term committed and anticipated sales of over $500
million are in jeopardy. But the ramifications are much more
severe. At stake in the next decade is $3.4 billion ($2 billion in
1980 dollars) in potential follow-on exports in aircraft and spares
to just the airlines of these four countries.

The U.S. gnvernment, by virtue of its export license denials, has
given U.L.  manufacturers the reputation of being unreliable
suppliers.  Concurrently, Airbus Industrie has gained a major
foothold in the Mideast and North Africa region by the sale of
Airbuses to Egypt Air, Tunis Air, Kuwait Airways, Middle East
Airlines, and to Saudia Airlines, the largest customer for U.S.
aircraft in this region. In contrast, we have not been able to sell a
single new technology airplane to an Arab country. As of the end
of 1980, five of the seventeen major carriers in this region have
chosen their new technology aircraft for their fleets for the next
two decades. More carriers are expected to follow suit in the near
future. Should the A300/A310 continue to win out over U.S.
aircraft in this international competition, the remaining airlines
are unlikely to purchase U.S. aircraft since it is normal practice to
pool spare parts, maintenance and training facilities within a
. regional market. Also at stake, therefore, is an additional $18
billion ($10 billion in 1980 dollars) in sales in the next decade to
Arab countries other than those identified for foreign policy
controls.

In the international airline industry, the reputation of the United
States as an unreliable supplier could be devastating in other Third
World markets as well. In the aircraft industry, product delivery
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unceriainty removes initia' sales cpportunities. Historically, the
initial sale represents only one fourth to one third of the long term
follow-on orders. Follow-on sales after the initial customer
purchase can be as high as 10 times the original purchase. At risk,
therefore, as a result of our export disincentives, is nct only a
potential $21 billion market over ihe next decade in North Africa
and the Middle East, but potential sales elsewhere in Africa, South
America, and Asia in countries that perceive ihemselves to be in
U.S. disfavor.

Boeing has invested billions of dollars in new facilities, research
and development in support of the production of our 757 and 767
models to meet the need for more fuel efficient aircraft. The
European Airbus provides direct competition. Unilateral export
constraints mean potential Boeing sales will go to Airbus Industrie
which has no export encumbrances and whose share of the world
market increased from [.5% in 1973 to 30% in 1979. The reduction
in market size for U.S.-built jetliners will adversely affect the unit
costs to all customers.

The reaction of other countries to the imposition of export controls
by the United States.

In some Arab states, U.S. export restrictions for reasons of
terrorism have been perceived as an excuse to impede their
economic development. Kuwait has reciprocated by emulating the
U.S. in that its purchase of eleven Airbus A310s is intended to show
displeasure with U.S. foreign policy in the Mideast. In notifying
Congress of the extension of the controls, Secretary of Commerce
Klutznick stated in a letter dated December 31, 1980: "The controls
on aircraft sales have in part been responsible for the downward
trend of U.S. sales in an area that is the largest and fastest
growing market in the world.... Kuwait has urged other Guif States
to seek alternative suppliers of aircraft as a direct reaction to U.S.
anti-terrorism controls." Aircraft export controls have also caused
growing concern on the part of our foreign customers about the
reliability of U.S. industry to deiliver products already paid for or
to service products after purchase. Some customers are asking
Boeing to guarantee a valid export license; many do not understand
our limitations. Some perceive the current export controls as a
long term embargo on civil aircraft.

The economic effects of the proposed controls on the derospace
industry and the United States.

During the last decade, 60% of Boeing sales were for export. We
expect this dependence to continue tnrough the next decade. In

. 1975, when the U.S. economy was in recession, 37% of total
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Boeing aircraft sales were to the Middle East and North Africa.
Export sales will always be necessary to support U.S. industry
during downward airline business cycles.

The adverse effects of civil aircraft export controls on the U.S.
and on individual companies are foreseeable. U.S. commercial
aircraft contributes more net export value to the U.S. balance of
trade than any other manufacturing sector of the economy. The
1980 balance of merchandise trade would have been 34% more
negative without commercial aircraft exports. Each billion dollars
in exports creates forty thousand jobs within our industry. These
jobs are spread across the nation, in large, small and minority-
owned businesses. Equally damaging, each $1 billion in salaries lost
creates a nearly equal loss to governmental bodies considering both
the loss of state, local and federal taxes and the increased transfer
payments to the unemployed.

The net contribution of commercial aircraft and spares exports to
the U.S. balance of trade in 1980 was about $9 billion, equivalent in
value to 51 days of crude oil irnports.

In summary, we share Congress' concern for preventing international
terrorism and do not take issue with trade controls which effectively
promote realistic and achievable foreign policy objectives. However, the
consecuences of the subject controls have been to label the U.S. as an
unreliable supplier, to disadvantage the U.S. in its increasingly intense
competition with Airbus Industrie, to encourage foreign competitors to
offer comparable equipment without similar encumbrances, and to
jeopardize sales throughout the Mideast and North Africa for the next
two decades.

The removal of civil aircraft foreign policy export controls will serve the
national interest as well as that of our industry. U.S. influence will be
strengthened by greater dependence on U.S. suppliers for training, spares
and planning assistance. The high visibility of aircraft serves to
demonstrate American advanced technology and product quality; the

rapport that is established with airline personnel creates ambassadors of
goodwill for the U.S.

Respectfully yours,

T. A. Wilson



APPENDIX 4

Pe£PARED STATEMENT OF THE SEMICONDUCTOR INDUSTRY
ASSOCIATION

LEGISLATIVE OBJECTIVES

The Semiconductor Industry Association represents the
majority of American merchant and captive producers of semi-
conductors in matters of trade and government policy and
currently has 54 member companies.

SIA has played an active role in communicating to the
government the problems facing the U.S. high technology indus-
tries, and in helping to formulate a legislative approach to
solving those problems,

Two House bills H.R. 6433 and H.R. 6773 -~ contain a
carefully constructed package of measures concerning high tech-
nology which we believe will take us a significant step forward
in dealing with problems of high technology trade and invest-
ment. These legislative objectives are critically important to
the semiconductor industry, to other U.S. high technology indus-
tries, and to the economic future of the United States. Through
swift passage of this legislation, you will give the executive
branch the mandate and the instruments it needs to open world
matkets for high technoloqy products and to effectively exploit
the opportunities which hold the greatest potential for this
country.

H.R. 6433, the proposed "High Technology Trade Act of 1982"
provides the negotiating mandate we need. This bill has been
carefuily formulated to provide an effective method of dealing
with forcign industrial policies which distort intemational high
technology trade and investment and other policies and measures
which distort trade or investment or deny national treatment to
U.S. compaaies,

The purpose of the Act is to achieve maximum openness of
intermational high technology trade and investment, through nego-
tiated bilateral and multilateral agreements directed at elimi~
nating such measures. The Act authorizes the President to nego-~
tiate agreements, which may include commitments to change U.S.
laws or policies, and authorizes him to modify tariff treatment
and use existing authority tc alter U.S. laws, where necessary to
carry them out. EK.R. 6433 would provide for more vigorous use of
the discretionary remedies under trade agreements and existing
law, where negotiated solutions are not possible. Finally, it
would establish an effective system to monitor the openness of
foreign markets to U.S. technology products, services, and
investment, a ‘

The components of this package have been incorporated in

Senator Danforth's bill (2094}, recently reported out of the
Senate Finance Committee. H.R. 6773 is a companion bill to the

(288)
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Danforth bill, and mirrors it in every respect, with the unfortu-

nate exception of the tariff-cutting authority presently in the
Senate bill.

The drafters of H.R. 6773 have recognized the elimination of
existing tariffs as an important objective of the United States
~- both in real terms and as a symbol of a more comprehensive
commitment to liberalization on the part of our trading
partners. Section 5 of the bill lists as a negotiating objective
"the reduction of elimination of all tariffs on, and other
barriers to, United States exports of high technology products
and related services."

Tariff-cutting authority in this area would provide
necessary bargaining leverage in negotiating away existing for-
eign tariffs and other barriers. Moreover, the tariff-cutting
authority proposed in the Danforth bill is a limited one, tai-
lored to the needs of the high technology industries. The au-
thority is limited to seven specific products -- the duty on each
of which is less than five percent -- and is for a five-year
duration only.

The chief importance of the tariff-cutting authority,
however, stems from its role as an integral and necessary part of
a carefully constructed package of legislative mcasures designed
to deal effec .ively with the whole range of problems in inter-
national high technology trade and investment. The elimination
of tariffs is part of an orchestrated solution to these problems.

TRE COMPETITIVENESS OF THE INDUSTRY

Through an emphasis on high technology, more than on any
other industry, the United States is more likely to achieve its
economic goals. High technology industries such as the semi-
conductor industry will fuel the electronics revolution. World
markets for semiconductors and other high technology products are
expanding at an extraordinary rate. It has been estimated that
the world market for electronic products over the next ten years
will exceed one trillion dollars.

This is an area in which the United States is strong and
highly competitive. It is an area of rapidly expanding employ-
ment at a high level of skill. For every job in the high tech-
nology industries, eight jobs are created in sectors that supply
it. 1In California, for instance, it has been estimated that 45%
of thre new jobs in the last five years have been created by the
semiconductor and related industries.

Our industry is highly competitive. If allowed to compete
on fair and equal terms with our foreign counterparts, there can
be no doubt of our ability to maintain the leadership position we
have occupied since our industry's inception. We are cost-com-
petitive, and we are competitive in technological innovation.
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Semiconductor prices until very recently have followed a
traditional learning curve pattern, with prices declining stead-
ily over time, as output expands and «fficiency is achieved
through experience.

Our productivity record, as measured by the value added per
employee, is spectacular. While productivity of the U.S. economy
as a whole stagnated during the late scventies, productivity in
the semiconductor industry increased at in annual rate of over 22
per cent,

The technological competitiveness of vur industry -- our
rate of innovation -- is revealed by the rate at which we have
introduced new products. Since 1971 U.S. manufacturers have
produced four successive generations of computer memory
devices. The U.S. industry leaders have succeeded in guadrupling
memory capacity about every two or two and a half years.

Moreover, our industry has demonstated a high degree of
flexibility and vitality in adjusting and responding to the pres-
sures of international competition we have faced since the late
70's. We have been able to expand capacity and toc maintain the
required level of research and development in the short-term
through market restructuring, and have been willing to invest
increasing amounts of money in expanding capacity and research
and development ~- more than matching Japanese efforts -- during
the recent recession and price suppression.

Competitiveness and flexibility can only take us so far.

The continued viability of the United States semiconductor indus-
try hinges on the openness of intermational markets to our com-
panies and their products. The focus of our production and mar-
keting is of necessity on the global market, and maximum access
to that market is absolutely crucial. We need open intermatjonal
markets because of the size and distribution of the world market,
because of the nature of our production process, and most impor-
tantly, because of the available economies of scale and our need
for investment capital.

Foreign markets account for half of the total value of semi-
conductors consumed worldwide., This fact alone underscores the
importance of these markets for American firms. Of total world-
wide consumption of 15 billion dollars worth of semiconductors in
1981, 9 billion dollars represents foreign markets. Of these,
the fastest~growing foreign markets -~ those of the EC and Japan
~- are not fully open to us, We need the volume represented by
these markets in order to stay on the learning curve and capture
cost efficiencies., We need to be able to compete on an equal
basis in those markets with domestic producers.

To remain competitive in an industry where sales are con-
centrated in the most advanced products means-that we must invest
a constant and substantial stream of capital in research and
development of next generation products. If we do not, our
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leadership position will be short-lived. Compared to an average
investment by U.S. industry as a whole of 3 per cent of sales,
U.S. semiconductor producers currently invest an average of 9 per
cent of their revenues in research and development. We estimate
that U.S. producers will have to invest over $100 million per
firm on research and develorment and production factilities to
produce the 64K RAM, and $150 and $200 million per firm for the
265K RAM.

FOREIGN GOVERNMENT POLICIES

Other Governments have obviously understood the direct re-
lationship between market share and research and development, It
is the fundamental proposition on which they have formulated
their policies of promoting and funding research and development
and protecting their domestic industries. Foreign government
efforts have been concentrated in memories -- the fasteat growing
segment Of the market. This is the segment which has
historically generated technology and production experience and
profit which have benefited a broader range of products.

Poreign governments, including those of many of the newly
industralized countries, are unfairly protecting and promoting
their industries while restricting foreign access through a range
of tariff and nontariff barriers and other trade-distorting mea-
sures such as government and joint government-industry planning
and establishment of objectives, toleration of anticompetitive
practices, investment performance requirements, subsidization,
sponsorship of limited-access joint research projects, and pre-
ferential financial and taxation measures, In contrast, the
United States market is substantially free of government inter-
vention, and is oper to foreign imports and investment.

A Joint Economic Committee study published this February
illustrated just how pervasive -- and successful -- such policies
have been in Japan, our major competitor. Japan's policy towards
its semiconductor industry echoes the theme of previous policies
directed at its steel, shiphuilding and automobile industries.
This policy theme has stressed the creation of comparative
advantage in high value-added industries with potential economies
of scale, to facilitate exporting. This is accomplished by gov~
ermmment control over and restriction of foreign access, and by
government enhancement of the export-competitiveness of key dom-
estic industries, through support and restructuring to achieve
vertical integration, rationalization and oligopolization.

During the 1960s and early 1970s, the Japanese Government
restricted access to its market by rejecting all applications for
wholly-owned subsidiaries and joint ventures in which foreign
firms would hold majority shares, and restricted foreign
puzchases of equity in Japanese firms. Imports were restricted
through tariffs, quotas, approval registration requirements, and
discriminatory customs and procurement procedures. The Japanese
government used licensing requivements to achieve diffusion of
foreign advanced technology throughout its industry.
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In 1976 a joint industry and government project was
launched, aimed at the development of very large-scale inte-
gration technology (VLSI), and funded by public subsidies and
private contributions. Approximately one-third of this funding
went to purchase the most advanced manufacturing and testing
equipment from U,.S. manufacturers. The program was directed in
major part at overcoming the U.,S. lead in advanced integrated
circuits.

Trade liberalization in 1976 was mitigated by increased
Japanese Government support for R & D in core industries and by
continued restrictions on foreign access -- principally through
limiting procurement opportunities. The Japanese Government
released the following statement at that time:

Because the computer industry is becoming increasingly
important to the future of our economy, society, and the
people's daily life, we have tried to foster and stren-
gthen this industry. On the occasion of the import
liberalization, to go into force on December 24, 1975,
the Government (will continue to) cherish the
independence and future growth of Japan's computer
industry, and will keep an eye on movements in the com-
puter market so that liberalization will not adversely
affect domestic producers nor produce confusion.

As recently as 1978, the "Buy Japan®™ philosophy was furtheY
strengthened by the enactment of Public Law No. 84 -- designed to
assist industry in the development of electronic devices, elec-
tronic computers, and computer software. The law provides for
low-cost R&D fundina, the formation of cartels exempt from anti-
monopoly laws, special tax benefits, and entry restrictions dir-
ected at minimizing competition.

The most significant Japanese advantage is the stable avail-
ability of capital. Japanese firms have debt-equity ratios of
150 to 400 per cent, compared t» ratios of 5 to 25 per cent for
U.S. firms., This is a result of close cooperation between the
government and lending banks, the industrial groupings around
large banks, and the fact that market rationalization and oligo-
polization make Japanese firms a secure investment risk. Stable
access to capital allows Japanese firms to utilize longer
planning horizons, as they are not as dependent on short-term
earnings.

The consequences in terms of price and market share are
disastrous. When the Japanese entered the 64K RAM market in Oct~
ber, 1980 our price curve droped from a 70 per cent to a 19 per
cent slope. During 1981, the price of the 64K RAM fell from $25
or $30 per device, to about $6. The result of this dislocation
in learning curve pricing will cost the industry billions of
dollars in revenue, (See Figure 1).

The U.S.~-Japan trade balance for semiconductors i}lustrates
just how successful -- and how disastrous -- these policies have
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been, Imports from Japan in 1981 climbed to nearly 400 m.llion
¢-.Ylars, while exports to Japan remzined flat. This represents a
conpletrn reversal of our trade position with Japan.

Although Japan represents the most serious threat from tar-
geted industrial policies, we are seeing the pattern repeat
itself in other countries.

If foreign government policies and practices continue to
deny U.S. access to world markets, the result will be a loss of
U.S. technological superiority over a whole range of products.
The Japanese market alone could amount to 35 to 40 per cent of
world demand. 1If that market remains substantially closed, our
Japanese competitors, backed by government support, will benefit
through lower cost due to experience at a much faster rate than
our firms, while denying us access to the market we need to match
them.

The impact of such foreign industrial policies that concems
us most, however. 13 the resultant erosion of investor confidence
in the U.S. high technology industries. Innovation-driven indus-
tries give rise %o capitczl expenditures on research, with result-
ant social benefits in terms of productivity, employment and a
balanced budget, Trade and investment distorting foreign govern-
ment policies distort this equation, however, and the social
benefits are diverted abroad,

Little incentive exists for investment in industries unfair-
ly targeted by our major competitors.

High technology industries must be perceived as secure in-
vestment risks, Unless the govermment negotiates away the bar-
riers the proposed bills address, the cost of capital bears an
unacceptahly high risk premium.

CONCLUSION

Our point of departure for trade policy is that there is no
good substitute for complete openness across international
borders to international trade, investment and knawledge.

In our kighly interdependent international ecnomic system,
maximum worldwide development of high technology is undeniably in
the best interests of all. To adopt shortsighted policies
focused exclusively on national achievement is to divert us from
the path of maximum efficiency and progress, and can only be
counterproductive.

The combination of legislative measures in H.R. 6433 and
A.R. 6773 contain the ingredients necessary for achieving sub-
stantial progress in dealing with the problems of high technology
trade and investment, and may form the foundation for a compre-
hensive solution. These measures are urgently needed, and we
emphasize the importance of their early enactment.

12-426 0 - 83 - 19
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AFPENDIX 5

Tue CoMMERCIAL SECTOR OF THE U.S. HicH TECHNOLOGY

ELECcTRONICS INDUSTRY—A BRIEF SURVEY

The U.S., Electronica Industry

1.

30

6.

Electronics is defined as the dranch of science and technology

that deals with the study, application, and control of the
conduction of electricity in a vacuum, gmas, liquid, semiconductor,
conductor, or superconductcr. Electronic products contain

materials, parts, components, subassemblies, and equipment which
employ the principles of electronics in performing their major

functions. Tiie ability to influence the flow of electricity
distinguishes electronic equipment froem that which is purely

electrical,

Radio and television, computers, satellites, factory automstion,

space flight, and sophisticated defense systems are all made
possible by electronics. With recent develoupments in
microelectronivs technology, eleatronics now supporis the everyday

functions of banks, supermarkets, kitchens, asil delivery, an

offices of every kind. During the remainder of this century,

electronics will have a pervasive and long-lasting influence on

employment, industrial productivity, communications, international
trade, entertainment, and our entire way of living.

The U.S. electronies industry employed some 1,606,600 people in
Approximately 64
percent were exzployed in plants producing end equipaent, with the

manufacturing and related activities in 1981,

remaining 36 percent in component manufacturing plants,

The industry can be conveniently separated into four major

categories, These categories and their corresponding 1981 U.S,

factory sales volumes are:

Industrial Electronic Equipment and Systems
Computing and data processing equipment,
testing and measuring apparatus, mnuclear
electrunic devices, medical equipment,
control industrial process equipment, etc.

Communications Equipment and Systems
Telephone squipment, satellites, radio and
television broadeast equipment, modile
radioc, radar, search and detection
squipsent, 2lectronic mail, ete.

(206)

$43.5 billion

$34.6 dillion

38.2%

30.48
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7. Electronic Components $24.4 billion 21,48
Active components, including electron tubes,
s0lid state devices, etc. Passive
ooy onents such as capacitators, resistors,
ete. Electromechanical and electromagnetic
components.

8. Consumer Electronics $11.% dillion 10.0%

Television and radio receivers, video tape
and disc systems and software, games and
personal computers, car audio, calculators,
wristwatches, telephones and accessories,
home security systems, environsmental
controls, appliances, etec,

$113.8 billion 100.0%

9. The U.S. electronics (ndustry in one of the strongest positive
contributors to the U.S5. balance of trade {see tabdle).

IMPORTS, EXPORTS, AND BALANCE OF TRADE FOR .
ELECTRONIC PRODUCTS BY INDUSTRY ($ MILLION); UNITED STATES, 1980 - 1981

1980 1981

Balance Balance
of of
Imports Exports Trade | Imports Exports Trade

Consumer Electronics $ 4,501 ¢ B8iu $(3,687) | $ 7,162 $ 792 $(6,370)
811

Communications Products 1,036 1,872 836 1,510 2,321
Industrial Products 1,935 11,692 9,757 3,913 14,414 10,500
Electron Tubes 258 367 109 2719 376 97
Electronic Parts 2,355 2,654 299 2,935 2,027 (908)
Solid State Products 2,971 2,748 (223) 3,579 3,528 (51)
Other 258 kU (214) 311 85 (226)
TOTAL $13,314 $20,191 $(24 ,245) | $19,680 $23,543 § 3,854

TOTAL U.S. BALANCE
OF TRADE $244,871 $220,626 $(2u,245) 1$4261,008 $23,543 $(27,533)

The High Technology Commercial Sector

10. This survey concerns the cowmercial sector of the U.S. high
technology electronics industry, defined as nonmilitary equipment
in three major categories: 1ndustrial Electronic Equipment and
Systems, Coemmunications Equipment and Systems, and Electronic
Components. Although specific figures are not availadle, we
estimate that in these categories, specially designed military
products constituted about 90 percent of the U.S. government's
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1981 purchases of $20.4 billion. This places the 1981 U.S,
factory seles volume of high technology commercial electronie
products at approximately $87 billion, and employment at some
1,230,000,

Many U.S. firms in the high technology electronics industry share
..==on characteristica: rapid growth from very small beginnings,
entrepreneurial ownership/management, strong emphasis on RiD,
relatively little reliance on patent and copyright protection,
relatively modest capital requirements, equity (often venture
capital) rather than debt financing, additional financing obtained
from relatively high retained sarnings, etc.

The traditional pattern in the high technology electronics
industry has been one of relatively easy entry (and exit!). Firms
manufacturing equipment have required relatively modest initial
capital investments, since their principal manufacturing
activities consisted of assembling components and testing the end
products. As these firms grew larger, they traditionally
integrated vertically~-dackwards into various sheet metal
activities, machine shop operations, plastic solding, some
electronic component manufacturing etc., and forward into their
own sales and service arrangements. Horizontal integration has
been quite limited, with many equipament firms developing new
~»oducts closely related to their original electronic specialties,
A relatively recent exception to this narrow concentration has
been the pervasiveness of computers; products in virtually every
sector of the high technology electronics industry now utilize
comsputational elements.

With the exception of electronic tube and semiconductor
manufacturing, the capital investment in manufacturing equipment
in most electronic material and component firms has been
relatively modest. Semiconductor (particularly integrated
circuit) manufacturing requires extensive and ever-growing capital
investaents. 43 a result, semiconductor firms tend to concentrate
their R&D and chip manufacturing activities in a single location
in the U.S. and to perform assembly and test activities in a
nuzber of low-cost labor areas abroad, It is interesting to note
that a number of integrated circuit manufacturers are integrating
forward and horizontally into certain equipment areas, most
successfully with microcomputers and less successfully with highly
competitive electronic consumer products, such as watches and
low-cost calculators. Most integrated circuit firms have large RiD
overheads and manaj;srents who are technically inelined. Thus,
they sees to b: moyv! successful when concentrating on highly
engineered products,

Research and Development

The industry is highly R&D intensive--products have a high rate of
obsolescence and are constantly being improved or replaced with
more sophisticated versions. It i3 not unusual for firms to make
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an annual investment in R&D of B to 10 percent of their sales
volume (up to 12 perceri irn many leading seaiconductor companies);
therefore, the industry strongly supports tax changes designed to
stimulate innovation and to increase technological growth.
Several beneficial changes were enacted in the Economic Recovery
Tax Act of 1981: Tax credits for increased corporate RiD and
increased industry/uriiversity cooperative rssearch, liberalized
stock option incentives, expensing at more nearly fair market
value equipment donated for univeraity R&D, and temporary
suspension ecf those provisions of Section 1.861-8 of the U.S.
Treasury Regulations, which allocate a portion of U.S. incurred
RiD expenses to foreigr source income - principally from producte
exported from the United States and from royalties and dividends
received from abroad.

The R&D work force--mainly electrical and mechanical engineers,
often with graduate degrees--is generally in short supply. It can,
and does demand premjum salaries, It also migrates to areas with
cultural and recraational amenities near ma’or technical
universities, The universities, in addition to stimulating new
ideas and providing refresher training, most often on the graduate
level, are also a source of future R&D manpower--an essential
compodity in view of the fast ~ace of the industry's technological
growth, It is also good for the universities tc have R&D
intensive industry neardy to provide opportunities for industry
sponsored research, and to offer employment to their graduates,
This, in turn, increases both the number and quality of technical
students,

The importance of cross-fertilization of R&D ideas through
exchanges of information between firms, firms and universities,
and as a result of job mobility cannot be overemphasized., Steps
to curtail the free exchange of basic scientific or technical
information in this country--for example, through an over-zealous
imposition of national security controls designed to limit the
disclosure of U,S. technology abroad--could easily sap the
vitality of the U.S. high technology electronics industry and
dblunt its ability to compete in world markets and, ultimately, in
the United States {tself,

Products and Marketing

Many companies in the industry manufacture a wide varlety of
products. Some manufacture literally thousands of individuaily
jdentifiable items--each with separate characteristics which
differ from similar types of products supplied by other
corporations, These factors, plus a relatively limited demand,
result in the widespread use of batch manufacturing, rather than
continuous operation of dedicated production lines,

Most companies in the industry with strong commercial product
lines do not rely heavily on specialized military
procuretents-~the volume is generally too small and competing in
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the military market reduces their concentration on commercial
business. Nevertheless, many firms sell large quantities of
commervial products to the military and civil portions of the

- federal‘ government, as well as to state and local governments,

Most of the products manufactured by equipment firms for

- commercial wse tend to be highly technical in application, use and

service., This, plus Lhe great variety of products and the
subsequent need to provide assistance before and after the sale,
practically mandates a captive--wholly-owned or
controlled--sales/service force. Small and medium sized coxpznics
vhich begin with independent representatives or distributors find
them useful only to a point. Ar the sales volume grows, the
manufacturer requires greater efforts in the sales
territory--additional and more highly trained sales and service
personnel, larger demonstration stocks, smore extensive and
sophisticated service facilities, and larger replacement parts
inventories. Independent representatives and distributors are
usually unwilling to agree to these demands, for they fear the
loss of their independence and are reluctant to see a considerable
portion of their profits tied up in additional manpower, increased
equipment, etc. The manufacturing concern, however, sees such
investment as essential to further market development and, having
both manufacturing and sales profits at its command, is willing to
make the investment in its own sales/service activities,

Exports

Many U.S. high technology electronics companies enjoy a large
export business-=25 to 30 percent of sales, or even more, is not
unusual--and are strong positive contributors to the U,S. balance
of trade ($10 billion in 1981), The sophistication and relatively
low cost of the industry's products have traditionally led to
strong demand, principally from the more highly industrialized
countries, but with increasing interest from the developing
countries. ‘This export performance-is due in large part to the
huge U.S. market which supports costly RD efforts and permits the
achievement of significant economies-of-scale in the manufacturing
process. Strong export performance is also supported by the fact
that most products manufactured for U.S. consumption do not have
to be modified for use abroad or, 1f so, modification is
relatively minor, such as ensuring operation with 220 volt, 50
cycle power. U.S. industry strongly supports international
standards work and the implementation of the Standards Code to
ainizize creation of technical barriers to trade.

In addition to increased sales, many U.S. rirms have found that a
strong export business drings other advantages. For example,
domestic and international business trends are often
sounter=cyclical--wvhen one is up the other is down and vice versa.
Thus, a strong export business reduces oversll sales fluctuations
and promotes stability in the U.S. work forece by leasening lvings
in hiring and layoffs.
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22, As might de expected, the marketing of complex high technology
products adbroad requires technically trained sales and service
personnel to advise and assist the customer before and after the
sale., Smaller U.S. firms frequently utilize the services o
U.S.-based combination export managers and technically competent
independent sales representatives to sell their products abroad.
Smaller firms, especially those "new to export™, are also more
likely to use the services provided by the Commerce Departasnt,
including foreign market anaslyses and information on marketing
abroad. Such firms are also more likely to participate in the
Commerce Department's foreign markating activities, ranging from
simple, inexpensive catalog shows to full-scale international
trade shows, Firms of all sizes utilize the Commerce Department's
Foreign Commercial Service to obtain leads in foreign markets and
on-the-spot advice,

23. On the other hand, major U.S, firms rely more upon their own
resources to market abroad, and sell a great portion of their
products through wholly-owned sales organizations. In view of the
individual characteristics of each of these products and the
constant introduction of new items, larger U.S. firms are not
usually interested in sharing or diluting their international
marketing efforts by extending "piggy-back™ opportunities to
smaller firms. For the same reason, larger firms (with the
possible exception of those involved in "turnkey” projects) will
probably not wish to participate in Export Trading Companies.
Smaller firms are likely to find Export Trading Companies most
usefyul--providing appropriate legislation is enacted to amend U.S,.
antitrust and banking laws, and that strong danking support
becomes available,

24, The U.S., high technology electronics industry is, however, an
extensive user of the export {ncentives contained in the DISC
(Domestic International Sales Corporations) provisions of the U.S.
tax lawv. It strongly favors retention of this tax incentive, or
its replacement by at least an equivalent measure, which places
U.S. firms on a more equal footing vis-a-vis foreign competitors
whose earnings on export profits are not subject to taxation. The
industry also supports the following changes in the tax law: the
adoption of more reasonable safe haven rules undar Section 482
which govern pricing between related entities; repeal of Section
1.861-8, on the allocation of U,S. incurred R&D expenses to
foreign source income; and repeal of the Subpart F provisions of
Sections 951-968 whiech subject certain profits earned abroad to
current U.S. taxation. These measures place U.S. firms at a
disadvantage compared to foreign firms whose home governments have
‘considerably less restrictive tax practices.

/

25/ Many of the commercial products and technologies of the U.S. high
technology electronics industry can be used in military, as well
as civil applications, and 3o are subject to the National Security
export and reexport controls of the Unites States and COCOM--the
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KATO countries, less Iceland, plus Japan. Major U.S. firms employ
qualified licensing specislists to enadble them to operate within
these involved and often confusing regulations, which apply to
transactions with friendly destinations, as well as with potential
adversaries. Moreover, as volume exporters, these firms are adle
to use various special procedures designed to ease the burden of
licensing. Small and medium sized firms, without either the
experts or the volume often find the complexities of the U.S. and
COCOM control regulations and the time required to receive
authorizsations to be major export disincentives.

Export controls imposed to support U.S. Foreign Policy objectives
are matters of concern to large and amall firms alike. Many
companies believe the unilaters) imposition of such controls--for
example, the complex and conflicting U.S. antiboycott laws and
regulations and the ambiguous U.,S. Foraign Corrupt Practices
Act--1is unwarranted and self-defeating whenever similar products
are readily available from non-U,S. sources, for it perely
emphasizes the unreliability of U.S. suppliers and permanently
diverts bdusiness to competitors abroad. ISAC 5 believes these and
sisilar laws and regulations should be reviewed pragmatically and
amended to place U.,S. firms on a more equal footing vis-a-vis
their foreign competitors.

U.S. exports of high technology electronic products are mainly
financed in the country of importation. This is because the
average value of most transactions is relatively small and the
purchasers, for the most part, are industrial firms, educatiomal
institutions, hospitals, etc. with well-established financial
resouces. Direct recourse to U.S. Export-Import Bank (Ex-Im)
financing 13 rare since, with the possible exception of certain
lirge comnunications systems and large computer inatallations,
most transactions fall below the minimum Ex-Im "thresholds.”
Although Jirect reliance is low, indirect reliance on Ex-Im
financing is important. Many firms sell their products to
aircraft manufacturers and other U.S. original equipaent
manufacturers who incorporate them into their equipment which, in
turn, frequently qualifies for Ex-Is financing.

Products of the high technology electronics industry are almost
invariably light in weight, low in bulk, and high in dollar value.
Transportation costs, thus, fors a relatively small percent of the
value of a shipment. This permits the extensive use of air
transportation which, in turn, enormously reduces the value of
inventories in the distribution pipeline, virtually eliminates
shelf life protiems and the resultant need for :otesting before
sale, and finally, greatly simplifies the problems of maintaining
adequate stocks of finished goods, Manufacturers often find it
possible to centralize finished goods inventories in only one or
two places throughout the world. The extensive use of air
transportation puts a preaium on rapid clearance through customs.
Obviously, there's no advantage in shipping a product overnight to
&n overseas port of entry and then have is spend the next covple
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of weeks waiting for clearance. ISAC 5 supports strong U.S.
sction to implement the Customs Valuation Code and to assist U.S.
exporters faced with unwarranted customs delays.

After-sale-support--installation and repair--is extremely
important for the industry's complex products. Providing service
¢ 2 U.S, speciality induced in part through a penchant for
*having things work,” great domestic distances which separate U.S.
users from U.S. manufacturers, and the relatively high cost of
U.S. labor. Most U.S. equipment manufacturers consider
serviceability from the day the product begins its development,
The adility of U.,S, firms to provide service is a competitive
sdvantage which should be emphasized and promoted abroad.

The U,5. high technology electrorics industry, with its strong
tradition of innovation and benefiting from economjes-~of-scale,
basically favors free trade, It strongly supports reciprocel
reduction or elimination of all tariffs and nontariff measures
which inhidit two-way trade. It also favors free and unhampered
investeent by U.S. firms abroad and by foreign firas in this
country. The existance of foreign trade barriers are seen as a
major limiting factor in the industry's efforts to sell abroad,
These barriers are basically nontariff in nature since, with the
glaring exception of the 17 percent EC rate on aeniconductora.1
most duties have been reduced over the yvears (or will be by 1988)
in various rounds of GATT trade negot dona to the point where
they do not pose serious trade barri..

The U.S. high technology electronics industry strongly supports
full implementation (and careful U,S. monitoring) of the nontariff
codes developed during the recently concluded Tokyo Round of trade
negotiations, It also favors extensive efforts to: 1) educate
U.S. exporters on the codes and their use, 2) convince more
countries--developed and developing--to join the GATT and
participate in the codes, 3) increase the number of signatory
countries to the Code on Government Procurement, and to broaden it
to include more entities such as the growing--and usually
government dominated--sector of telecommunications, 4) advance
Canada's acceptance of the Customs Valuation Code, now scheduled
for 1985, and at tne same tise restrain that country from reising
its tariffs as it converts to this code, and 5) develop a

Safeguards Code to guide ewmergency actions when imports cause
injury to domestic suppliers,

32. The industry also favors actions ocutside the GATT to: 1) peramit

continuation of the free flow of information across national
borders, 2) see that international transactions involving services

- - - - > -
v

1. Reduction of this rate, perhaps through the use of an extended
version of residual tariff cutting authority similar to that which was
successfully employed in 1981 to reduce Japanese semiconductor
tariffs, should be a major goal of U.S. trade negotiators,
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and computer softwvare are not subjected to the same complex
cusioms procedurss imposed on trade in goods, 3) seek adoption,
after suitable evaluation and resolution of any perceived
difficulties, of the Harmonized Commodity Classification System
developed in the multilateral Customs Cooperation Council, and W)
improve the UNESCO-Florence Agreement under which scientilic
l.:trusents imported for research and/or education and not
wmanufactured locally are not sublect to duties, by retrining
present end use qualifications and insisting on more unifors
equivalency tests including single country, rather than
msulticountry, determinations.

Manufacturing Abroad

Fires in the industry have manufactured in Western Europe, Japan
and in other more highly developed areas abroad for many yaars,
These activities, which have growr dramatically in the last twenty
years, were usually undertaken to get under various foreign tariff
barriers, to avoid nontariff barriers, or to achieve lower ladbor
costs. Advantages of these factors plus reduced distribution
costs permitted U.S. firms manufacturing abroad to compete on more
equal terms with locsl manufacturers. Production abroad by U.S.
equipment firms has been almost always undertaken to supply local
consumption, rather than to export to the United States.

These manufacturing activities have not reduced U.S. employment.
Many of these products could not have been 30ld abroad if the
United States was the source of supply. In some areas, such as
telecomunications, foreign government ownership and restrictive
procurement practices made local manufacturing the only way in
which U.,S. firms could sell equipment. U.S. employment was also
helped by the fact that many of the components used dy U.S,
equipment firms manufacturing abroad were (and are) provided by
U.S. suppliers. In addition, the U.,S., balance of payments was
(and is) aided by dividend and royalty payments supplied by U.S,
manufacturing activities abroad.

Today the situation has changed, and the traditional advantages of
manufacturing abroad have largely, if not wholly, disappeared: the
Dillon, Xennedy and now the Tokyo Rounds of GATT trade
negotiations have drastically reduced tariff darriers, and some
progress has been made in lowering nontariff barriers; labor costs
abroad have risen remarkably; and in-transit inventory
requirements have come way down--with air shipments widely spread,
supply lines have shortened almost to the vanishing point.

Today, equipnent firms find that other reasons for manufacturing
abroad have grown in importance. For example, the factory level
support provided by manufacturing a select number of products
abroad--principally those which face stiff looal
competition-—~provides a powerful stimilus to the local salss
force. It also gives the U.S. firms the cumpetitive advantage of
2 "local presence™ which "ruds off™ on its products imported from
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the United States. Manufacturing adbroad alsc facilitates the
production of special or modified versions to meet local
preferences.

Recently, some U.S. equipment firms have begun to import into the
United States certain unique products designed, manufactured and
marketed in major developed countries abroad such as West Germany,
the United Kingdom, France, Japan, etc. Many of these products
oontain U.S.-origin components so they can be imported into the
United States under the beneficial provisions of tariff ftem
807.00, by means of which U.,S. duties are assessed only on the
value added adbroad, and not on U.S. origin materisl returned to
the United States, A few equipment firms have also degun to
manufacture in low-cost labor areas abroad: Singapore, Hong Kong,
Malaysia, Mexico, Taiwan, etc., These countries often offer
substantial incentives. Moreover, many products manufactured in
developing countries can be imported duty-free into a number of
highly developed countries, including the United States, under a
generalized system of preferences. In the case of the U.S., the
provisions of tariff item 807.00 could also apply if GSP treatment
is not available.

The manufacturing activities of U.S, semiconductor firms offer an
interesting and important variation on the theme of manufacturing
abroad, The design and manufacture of the tiny chips containing
literally thousands of components requires immense and evergrowing
investments in highly skilled FaD manpower and in capital
equipment. Moreover, these investments have an exceptionally high
obsolezcence rate. The "state of the art"™ changes so rapidly that
very few technical people can remain at the tep of the field for
more than a few years, £o a constant infusion of new scientists
and engineers 1is essential., Similarly, manufacturing equipment
becomes rapidly odsolete as new techniques are developed. The end
result is that most U.S. semioconductor firms conduct their RiD and
wafer fabrication sctivities in the United States and send
acceptable chips adbroad for assembly (wiring) in low-cost ladbor
areas. In this way, ficed vith ever increasing demands for
investment {7 RiD and wafer fabrication equipment, they avoid
having to invest stil) more funds in highly automated assembly
equipaent which would also be sudbject to rapid obsolescence. As
relative labor costs change; hovever, these companies will be
faced with the need to invest in automated assembly and test
equipment, resulting in a movement of assembly operations to more
developed country locations.

Tre chips are assembled into packages, and the resultant
seaiconductor devices are jmported into the United States under
favorable duty rates afforded by use of U.S. tariff items 806.30
or 807.00 or, more recently, duty-free under the U.S, Generalized
Syster of Preferences. Although most U.S. semiconductor
manufacturers nou perfors final testing at the assembly site,
since this permits early detection and rectification of errors,
some prefer to perform final testing in this country either in a
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duty-free zone vhere dutiez will not be assessed on defective
products or under duty drawback arrangements which permit return
of duty paid on defective products. JTn any event, the duty
savings and the labor savings occasioned by sasembly abroad are
reflected in lower U.S. prices for semiconductor devices which,
vhen passed on to the uliimate consumer, increase the
attractiveness and subaequent sale of the end products both in
this country and adbro.d,

Future Trends

Competition from sbroad, growing stronger daily, will increase
dramatically as more® countries realize the importance of having a
domestic high technology electronics industry. The case of Japan
may be too well known to bear repeating. However, it's no secret
that Japan has targeted the computer and photocopying industries
for the 1980's, and as in the past, these efforts will be strongly
supported by the Japanese government, The European Community is
developing plans to capture one~third of the world's compuler,
telecommunications and micro=-electrcnics markets by 1990, Other
governments--for exsaple, Mexico and Brazil--are in the process of
promoting their own data processing industries through outright
protection against imports, equity participation requirements,
subsidies, preferential procurements, and a variety of other
means.

Greater attention will be paid to innovation and productivity. As
a result the need for highly skilled RiD personnel will continue
to increase, placing additional strains on U.S. engineering
schools. Personnel shortages have induced firams to press for
restorstion of nonrestrictive stock options to attract and retain
skilled people, and for tax incentives to stimulate R3D, The RaD
incentives in the Economic Recovery Tax act of 1981 are generally
considersd to de more important than the new accelerated
depreciation rates which, for the high technology electronics
industry, are not significantly improved.

Capital equipment needs will continue to grow, particularly in the
sericonductor areas as techniques become more sophisticated and as
the obsolescence rate of current equipment increases. Nations
where capital is available st reasonable cost will reap a greater
advantage in leading edge, high technology products, A4s a result,
the industry will continue to press “or measures which increase
the availability of equity capital in the United States, incluling
further reductions in the taxation of capital gains,

Wage rates in low-cost ladbor areas abroad, although still low in
relation to the United States, are constantly increasing, as are
demands of local governments for additional and wider varieties of
manufacturing and RED activities. Despite this, sost U.S,
sen{conductor manufacturers will continue their assembly and
testing operations abroad, seeking to increase reliability and ~
yields of acceptable devices through a better use of their people
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and their facilities, and through a greater use of automated
equipment--an approach used by Japaneses semi{conductor
manufacturers with excellent results.

44, Semiconductor devices will become less costly per function as more
and more functions are built in, Equipment manufacturers using
these sore complex devices will see their direct labor costs
reduced and the reliability of their products improved.

8S. Greater attention will be given to developing products which other
industries can use to increase their productivity. For example,
me hanical control devices in manufacturing operations, consumer
pr. jucts, etc. will be rapidly replaced by electronic products
capable of controlling manv more operations with greater
precision, As a result; RiD and engineering personnel of many
high technology fires will have to work much more closely with
other manufacturers and the end users than has been the case in
the past.

46. The complexity of products will increase dramatically as increased
use is made of sophisticated semiconductor devices and computer
technology. At the same time, the demand for reliability will
continue to increase and the preasure to develop software will
mount, For example, industry sources estimate in the next three
to five years software will represent half or more of computer
sales. Automated testing will also be used more extensively in
production, and complex products will be equipped to perform
self-contained diagnostics in the field.

47. Telecommunications systems, equipment and services are rapidly
evolving from their specialized niche in each nmation's economy.
Due to the application of sophisticated electronics, marriage with
computers and availability of microwave, satellites, and fiber
optics, telecommunications markets have high potential for
competitive vendors. However, in many countries telcommunications
networks are primarily influenced by government policy, control or
ownership, The U,S. s woving rapidly towards deregulated, market
dominated telecommunications systems. The U.S. must press for: 1)
fair rules for procurement of major telecommunications systems by
developing countries, 2) open competition for telecommunications
customer premises equipment in all countries, and 3) competitive
value added telecommunications services availability without undue
restrictions on international data flows. In recent years,
telecommunications equipment has become more complex and
sophisticated; computers, microwave egquipment, satellites, and
fiber optics, for example, are all of increasing importance. Now
that deregulation of the U.S. telecommunications network is almost
;8 fact, U.3, equipment suppliers see a rapidly increasing market
for their products in this country. In contrast, telecommunica-
tions markets outside the 0.,S. remain largely under government
control, and in most cases, outright governaent ownership.
Moreover, with the exception of the Nippon Telephone and Telegraph
Company in Japan, the Government Procurement Code, so laboriously
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negotiated during th Tokyo Round of multilateral trade
negotiations, does not apply to this important market, which
remains virtually closed to U.S. exporters. If U.S. suppliers are
to obtain access to important and growing telecommunications
markets abroad, the U.S, government will have to: 1) press all
countries, developed and developing, for fairer rules of
procu-ement, presumably through broadening provisions of the
Governaent Procurement Code and obtaining more signatories; 2)
closely monitor implementation of the Government Procuresent Code
and take prompt and effective action whenever its terms are
violated; and 3) guard against under restrictions on international
dats flows,

In summary, ours will continue to be one of the most dynamic
sectors of the U.S. economy for the rest of the century. Our
prospects are bright, given sound domestic economic policy and
support for the trade pclicies covered above, The most important
challenge to the U.S. trade policy officials will be to forge a
dynamic trade policy, based on an understanding of the sector, a
willingness to abandon obsoclete goals and eagerness to address nevw
objectives more politically, economically and socially complex
then those being displaced.

O



