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COUNCIL ON INDUSTRIAL COMPETITIVENESS ACT

May 6, 1986.—Committed to the Committee of the Whole House on the State of the
Union and ordered to be printed

Mr. St GERMAIN, from the Committee on Banking, Finance and
Urban Affairs, submitted the following

REPORT
together with
ADDITIONAL, MINORITY, AND DISSENTING VIEWS

[To accompany H.R. 2373]

_ [Including cost estimate of the Congressional Budget Office]

The Committee on Banking, Finance and Urban Affairs, to
whom was referred the bill (H.R. 2373) to improve the industrial
competitiveness of the United States, having considered the same,
report favorably thereon with an amendment and recommend that
the bill as amended do pass.

The amendment is as follows:

Strike out all after the enacting clause and insert in lieu thereof
the following:

SHORT TITLE
ASECT[ON 1. This Act may be cited as the “Council on Industrial Competitiveness
ct”.

FINDINGS AND PURPOSE

Skc. 2. (a) The Congress hereby finds that—

(1) the preeminence of the United States in international industrial competi-
tion is seriously threatened and the insulation of United States domestic mar-
kets from international competition is at an end;

(2) the United States has been slow to accept and adapt to the reality of a
highly competitive global marketplace and to regard the industrial development
of con;‘peting countries as a challenge and an opportunity for its own economic
growth;
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(3_) some major congequences of this failure to adapt are unnecessary plant
closings, high unemployment, and a deterioration in the quality of jobs avaj].
able for American workers;

(4) to be successful in the world arena, the United States must address the
erosion of comparative advantage of its basic industries in & number of areag
including innovation, investment, and productivity;

(5) efforts to revise the decline of American industry have been hindered by 5
number of factors, including—

(A) a long-term decline in relative productivity growth;
(B) insufficient capital investment in the revitalization of basic industries
and in the commercialization and diffusion of new technologies;
& (C) a lack of adequate patient capital to invest in smaller, innovative
rms;

(D) insufficient investment in civilian research and development in com-
parison with our major competitors;

E) a series of systemic inefficiencies in the management and organization
of business, including adversarial labor-management relations and short
term time horizons; and

(F) a serious erosion in the institutional support for production, including
tao-l__:«.\ck of high quality domestic and international economic data needed

(i) reveal sectoral strengths and weaknesses;

(i) identify potential new markets and future trends; and

(iii) provided necessary information regarding the industrial strate-
gies of our foreign competitors;

(6) helping to support the competitiveness of United States industries is a
proper and necessary role for government, working with the private sector;

(7) at present, industrial policy in the United States is composed of a variety
of Government programs, subsidies, and regulatory oversight functions which
often are not coordinated, cohesive, or consistent;

(8) while our economy benefits when business, labor, government, academia,
and public interest groups work together cooperatively, there exists no effective,
high-level forum for developing a consensus on economic policies;

(9) the decline in United States industrial competitiveness endangers the eco-
nomic stability of the Nation;

(10) such decline also endangers the ability of the United States to maintain
the defense industrial base which is necessary to the national security of the
United States;

(11) progress on the issue of competitiveness requires a recognition that the
world is moving rapidly toward the creation of an integrated and interdepend-
ent economy, a world economy in which the policies of one nation have a major
impact on other nations;

(12) effective management of such an integrated world economy requires a
significant increase in multilateral solutions to such issues as trade, tax, invest-
ment, and the distribution of world markets and world production;

(13) effective participation by the United States in this process has been in-
hibited by the lack of specific mechanisms—

(A) to identify the problems of particular industries and sectors; and
(B) to develop specific solutions to those sectoral problems within the
broader range of national economic policies;

(14) such lack of specific mechanisms has been particularly harmful to those
labor intengive industries which must compete with very low wages paid in for-
eign countries;

(15) it is now imperative that Government, business, labor, academia, and
public interest groups act together to develop and coordinate long-range strate-
gies for helping to assure the international competitiveness of United States in-
dustries; and

(16) such strategies should be balanced by—

(A) encouraging the development of emerging industries which can pro-
vide substantial economic growth and employment; and
d (B) directing resources into the revitalization of mature and linkage in-
ustries.
(b) 1t is the purpose of this Act—

(1) to develop recommendations for long-range strategies for promoting the
international competitiveness of United States industries; and

(2) to establish the Council on Industrial Competitiveness which will—
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(A) gather and analyze information regarding the competitiveness of
United States industries;

(B) create an institutional forum where national leaders with experience
and background in business, labor, government, academia, and public inter-
est activities will—

(i) identify economic problems inhibiting the competitiveness of
United States industries;

(ii) develop long-term strategies to address such problems; and

(iii) create a broad consensus in support of such strategies; and

(C) make recommendations on issues crucial to the development of coordi-
nated industrial strategies.

ESTABLISHMENT

Sec. 3. There is established in the executive branch of the Government an inde-
pendent agency to be known as the Council on Industrial Competitiveness.

DUTIES OF THE COUNCIL

Sec. 4. The duties of the Council are— .

(1) to develop and promote policies which enhance the productivity and inter-
‘national competitiveness of United States industries;

(2) to assess private sector requests for governmental assistance or relief and
to recommend, as a condition of such assistance or relief—

(A) those actions of the private sector which will ensure that the appli-
cant involved, by receiving the assistance or relief, will become internation-
ally competitive in the future; and

(B) any adjustment commitments which should be entered into by rele-
vant parties, such as management and employees of the applicant, share-
holders, creditors, suppliers and dealers, and financial institutions, to
f(—:\ni.:sure that the applicant will become internationally competitive in the

uture;

(3) to collect and analyze relevant domestic and international data concerning
current and future economic trends and market opportunities;

(4) to monitor the changing nature of the United States industrial economy
and its capacity—

(A) to provide marketable goods and services in domestic and internation-
al markets; and

(B) to respond to international competition;

(5) to prepare and publish reports containing the recommendations of the
Council with respect to industrial development priorities;

(6) to create a forum or forums where national leaders with experience and
backgr“?ﬂulnd in business, labor, academia, public interest activities, and Govern-
ment will—

(A) identify national economic problems;

(B) develop recommendations to address such problems; and

(C) create a broad consensus in support of such recommendations;

(7) to establish industry subcouncils of public and private leaders to develop
similar long-term strategies for sectors of the economy;

(8) to provide policy recommendations and guidance to the Congress, the
President, and the Federal departments and agencies regarding specific issues
concerning industrial strategies;

(9) to annually report to the President and the Congress—

(A) on the state of the national economy;

(B) on the state of major sectors of the national economy; and

(C) on the effect of existing Government policies on industries;

(10) to review and evaluate specific policy recommendations developed by the
industry subcouncils and transmit such recommendations to the implementing
agencies concerned; and

(11) to evaluate existing Government policies and business practices in terms
of the competitive impact of such policies and practices.

MEMBERSHIP

Skc. 5. (a) The Council shall be composed of sixteen members as follows:
(1) Four members appointed by the President, who shall be heads of Federal

departments or agencies, Members of Congress, or representatives of State or
local governments.
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(2) Four members appointed by the President, by and with the advice and
consent of the Senate—

(A) who shall be national leaders with experience and background in
business, including at least one individual selected from the small business
community; and

(B) who shall have a broad understanding of the United States economy
and the United States position in the world economy.

(3) Four members appointed by the President, by and with the advice and
consent of the Senate—

(A) who shall be national leaders with experience and background in the
labor community; and

(B) who shall have a broad understanding of the United States economy
and of the United States position in the world economy.

(4) Four members appointed by the President, by and with the advice and
consent of the Senate, each of whom—

(A) shall be selected from the academic community or have been active in
public interest activities; and

(B) shall have a broad understanding of the United States economy and
of the United States position in the world economy.

() The Council shall not commence its duties until all the members specified in
paragraph (2), (3), and (4) of subsection (a) have been appointed and have qualified.

(cX1) A vacancy in the Council shall be filled in the same manner in which the
original appointment was made.

(2XA) Any member appointed to fill a vacancy occurring before the expiration of
the term for which a member’s predecessor was appointed shall be appointed only
for the remainder of such term.

(B) A member may serve after the expiration of such member’s term until such
member’s successor has taken office.

(dX1) No member may serve more than two consecutive terms. .

. (Z%FMembers of the Council may be removed by the President only for malfeasance
in office.

(e) Not more than nine members of the Council shall be of the same political

party.

(fX1) Members appointed under paragraphs (2) through (4) of subsection (a) shall
be appointed for terms of six years.

‘ @ Of the members first appointed under paragraphs (2) through (4) of subsection
a)

(A) three shall be appointed for a term of two years;

(B) three shall be appointed for a term of three years;

(C) three shall be appointed for a term of four years; and

(D) three shall be appointed for a term of six years; as designated by the
President at the time of appointment.

(gX1) Each member of the Council who is not otherwise in the service of the Gov-
ernment of the United States or any State or local government—

(A) shall receive a sum equivalent to the compensation paid at level II of the
Executive Schedule, pursuant to section 5315 of title 5, United States Code, pro-
rated on a daily basis for each day spent in the work of the Council; and

(B) shall be paid actual travel expenses, and per diem in lieu of subsistence
expenses when away from his usual place of residence, in accordance with sec-
tion 5703 of such title.

(2) Each member of the Council who is otherwise in the service of the Government
of the United States or any State or local government shall serve without compensa-
tion in addition to that received for such other service, but while engaged in the
work of the Council shall be paid actual travel expenses, and per diem in lieu of
subsistence expenses when away from his usual place of residence, in accordance
with subchapter 1 of chapter 57 of title 5, United States Code.

(h) Nine members of the Council constitute a quorum, except that a lesser number
xg:y h(lnld hearings if such action is approved by a two-thirds vote of the entire

uncil.

- (iX1) The Council shall elect, by a two-thirds vote of the entire Council, a Chair-
man from) among the individuals appointed under paragraphs (2) through (4) of sub-
section (a).

(2) The Chairman shall serve full time.

() The Council shall meet at the call of the Chairman or a majority of its mem-
bers, except that the Council shall meet not less than six times during each calen-
dar year.
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(kX1) Each member of the Council shall designate one alternate representative to
attend any meeting that such member is unable to attend.

(2) In the course of attending any such meeting, an alternate representative shall
be considered a member of the Council for all purposes, including voting.

(X1) Except as provided in subsection (j), no action whatsoever (whether involving
administrative or personnel matters, establishing policy, or any other type of action)
shall be taken by the Council unless approved by two-thirds of the entire member-
ship of the Council.

(2XA) If a two-thirds consensus, as required under paragraph (1), cannot be
reached on a matter referred to the Council by the President, or either House of
Congress, the Council shall transmit a report to the President and both Houses of
the Congress explaining why a consensus could not be reached on such matter.

(B) Such report shall include all information gathered by the Council on such
matter and a list of potential policy options for addressing the concern involved.

(m) The Council may procure temporary and intermittent services under section
3109() of title 5, United States Code, but at rates for individuals not to exceed the
daily equivalent of the maximum annual rate of basic pay for GS-16 of the General
Schedule.

(n) Upon request of the Council, the head of any other Federal agency is author-
ized to detail, on a reimbursable basis, any of the personnel of such agency to the
Council to assist the Council in carrying out its duties under this title.

(0)X1) An individual may not be appointed as a member of the Council if, at any
time within the l-year period ending on the date on which any such appointment
would otherwise be effective, such individual has acted as an agent or attorney for,
or performed any other professional service for or on behalf of, the government of
any foreign country, any agency or instrumentality of the government of a foreign
country, or any foreign political party.

(2) If, after an individual is appointed as a member of the Council, such individual
acts or performs in any manner or capacity described in paragraph (1), such individ-
ual shall cease to be a member of the Council as of the date such individual acts or
performs in such manner or capacity.

EXECUTIVE DIRECTOR AND STAFF

Skc. 6. (aX1) The principal administrative officer of the Council shall be an Execu-
tive Director, who shall be appointed by the Council.

(2) The Council shall consult with the President and leaders of the Congress
before appointing an individual to the position of Executive Director.

(3) The Exectuive Director shall serve full-time.

(b) Within the limitations of the Council’s appropriations, the Executive Director
may appoint the personnel of the Council in accordance with the civil service and
classification laws.

POWERS OF THE COUNCIL

Skc. 7. (a) The Council may, for the purpose of carrying out the provisions of this
Act, hold such hearings, sit and act at such times and places, take such testimony,
and receive such evidence, as the Council considers appropriate. The Council may
administer oaths or affirmations to witnesses appearing before the Council.

(b) If so authorized by the Council, any member or agent of the Council may take
any action which the Council is authorized to take under this section.

(cX1XA) The Council may secure directly from any department or agency of the
United States information necessary to enable the Council to carry out the provi-
sions of this Act.

(B) Upon request of the Chairman of the Council, the head of such department or
agency shall furnish such information to the Council.

(2) In any case in which the Council receives any information from a department
or agency of the United States, the Council shall not disclose such information to
the public unless such department or agency is authorized to disclose such informa-
tion pursuant to Federal law.

(d) The Council may accept, use, and dispose of gifts or donations of services or
property.

(e) The Council may use the United States mails in the same manner and under
the same conditions as other departments and agencies of the United States.

(f) The Administrator of General Services shall provide to the Council, on a reim-
bursable basis, such administrative support services as the Council may request.
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(gX1) The Council shall establish, when and for such period of time as the Council
deems appropriate, industry subcouncils of public and private leaders representing
the major economic interests affected by sectoral policies.

(2) Subcouncil members shall serve on a part-time basis.

. (8XA) Such subcouncils shall examine the competitive problems facing individua]
industries in the economy and develop recommendations regarding long-term strate.
gies which could improve the competitiveness of such industries.

(B) In the course of developing recommendations, the industry subcouncils shal]
hold such hearings, sit and act at such times and places, take such testimony, and
receive such evidence as such subcouncils considers appropriate.

(4XA) The industry subcouncils shall report their findings and recommendations
to the Council.

(B) Where appropriate, each of the subcouncil’s reports shall assess the effective-
ness of employee ownership as one of the tools and long-term strategies for improv-
ing the competitive problems facing the industry.

(C) The Council shall review the findings and recommendations of the subcouncils
in preparing the Council’s recommendations.

EFFECTS OF/IMPORTS ON DOMESTIC INDUSTRIES

Sec. 8. (a) The Council shall examine and make available to the public all interna-
tional agreements on foreign trade that have been agreed to by the United States.

() The Council shall continuously monitor, and maintain public records regard-
ing, the effect of imports on all major United States industries and on such other
United States industries as may be specified by the Council.

REPORTS

Sec. 9. (a) Not later than one year after the date of the enactment of this Act, the
Council shall transmit a report to both Houses of the Congress and the President
containing recommendations of the Council for changes in any Federal policy neces-
sary to implement effective industrial strategies.

(bX1) The Council shall annually prepare and transmit to the President and to
each House of the Congress a report setting forth—

(A) the major industrial development priorities of the United States;
(B) the policies needed to meet such priorities; and
(C) A summary of existing Government policies affecting industries.

(2) Such report shall contain a statement of the findings and conclusions of the
Council during the previous fiscal year, together with any recommendations of the
Council for such legislative or administrative actions as the Council considers appro-
priate.

(cX1) Upon receipt by either House of the Congress, the report shall be referred to
the appropriate committee or committees of each House. :

(2) The Council shall consult with each such committee with respect to such
report and, following such consultation, each such committee shall submit to its re-
spective House a report setting forth the views and recommendations of such com-
mittee with respect to the report of the Council.

AUTHORIZATION OF APPROPRIATIONS

Skc. 10. There are authorized to be appropriated for fiscal year 1987 not to exceed
$25,000,000 to carry out the provisions of this Act.

DEFINITIONS

Skc. 11. For purposes of this Act—

(1) the term “Council” means the Council on Industrial Competitiveness es-
tablished under section 3;

(2) the term “member” means a member of the Council on Industrial Com-
petitiveness; and

(8) the term “United States” means the several States, the District of Colum-
bia, the Commonwealth of Puerto Rico, Guam, the Virgin Islands, the Northern
Mariana Islands, the Trust Territory of the Pacific Islands, American Samoa,
and any other territory or possession of the United States.
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I. PURPOSE AND SUMMARY

The purpose of H.R. 2373 is to establish a Council on Industrial
Competitiveness as an independent advisory body within the gov-
ernment. The Council would be responsible for developing and pro-
moting industrial strategies; assessing private sector requests_for
governmental assistance or relief, and developing recommendations
designed to ensure that such relief will improve the international
competitiveness of the industry concerned; gathering and analyzing
data regarding the competitiveness of U.S. industries; creating a
forum in which representatives of U.S. business, labor, academia
and public interest communities can work together to identify eco-
nomic problems inhibiting the competitiveness of U.S. industries;
developing long-term strategies to address such problems and creat-
ing a consensus in support of such strategies; annually reporting on
the status of the economy and major sectors; and making recom-
mendations on issues central to the development of coordinated in-
dustrial strategies.

The Council would have sixteen members appointed by the Presi-
dent: four from business; four from labor; four from government;
and four from the academic and public interest communities.

II. BACKGROUND AND NEED FOR THE LEGISLATION

The new international context

The decline in U.S. industrial competitiveness has now reached
crisis proportions. The skyrocketing U.S. trade deficit—a stagger-
ing $150 billion last year—is perhaps the best evidence of this de-
cline. America’s inability to compete in world markets, as Presi-
dent Reagan’s own Commission on Industrial Competitiveness re-
ported just over a year ago, is one of the most serious challenges
facing the United States. If we look beyond the short run, the ines-
capable conclusion is that competitiveness may well be the pivotal
economic issue for our country for the rest of this century.

Our economic environment has fundamentally changed. The
United States is now part of an increasingly integrated internation-
al economy. Today 70 percent of U.S. goods must compete with for-
eign products in domestic and foreign markets. The boundary be-
tween domestic and foreign commerce is blurring into non-exist-
ence.

Industrial revitalization depends on restoring U.S. competitive-
ness in both arenas. However, the United States has not adjusted
to the new world economy as effectively as some of our competi-
tors, most notably Japan and the other Pacific Rim nations. At a
time when our foreign competitors are moving aggressively to so-
lidify their positions in the world trading system, the declining
international competitiveness of American industries remains un-
addressed by any comprehensive or integrated strategy. Our most
obvious targeted policy response has been a purely defensive one—
insulation of beleaguered industries through protectionist meas-
ures.

We must face the fact that the economic dominance that pro-
duced the prosperity of the 1950’s and 1960’s for our country is
gone, and it will not be returning. We have to build our future
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brosperity in a world where many talented nations compete effec-
tively. The old habits and old policies will not suffice for our new
situation. To be successful, domestic economic policies—including
speqﬁc policies for revitalizing U.S. industry—must be developed
and implemented with close attention to their competitive impact.

Business and labor cannot solve the problem alone. Too many
variables are beyond their control. Wage cuts, labor cutbacks and
management efficiencies cannot be solely relied upon to close a
trade gap of the magnitude we face. Nor can traditional macroeco-
nomic fiscal and monetary policy succeed on their own.

Instead, only through a coordinated program can we effectively
address our competitiveness problems. The Committee believes that
attitudes must change. Strategies for enhancing competitiveness
must be developed in cooperation with business, government and
labor. In this era of fierce foreign competition both at home and
abroad, it is particularly important that realistic strategies be de-
veloped and that government fulfill its responsibility to create an
gnvéronment which advances the competitive interests of U.S. in-

ustry.

Facing our competitive problems

Beginning in 1983, the House Banking Subcommittee on Econom-
ic Stabilization embarked on an extensive series of hearings on
U.S. industrial competitiveness. The economic problems uncovered
through these hearings are profoundly disturbing. One fundamen-
tal fact is clear: both mature and emerging U.S. industries are
facing serious competitive difficulties when measured against their
international competition. Measures of our underlying competitive-
ness are getting worse, not better, and the trend is not new.

While macroeconomic problems, notably an overvalued dollar,
bear some of the blame for America’s competitive problems, they
simply do not explain everything. The United States did not have a
trade deficit in this century until 1972. The trade deficit has
climbed with few interruptions ever since, even when the dollar
was widely viewed as undervalued in the late seventies. Despite a
declining dollar, the United States now continues to post record
trade deficits. But, most significantly, the value of the dollar
cannot be blamed for clear competitive problems such as our slow
productivity growth, stagnant wages, or inadequate productive in-
vestment.

Continuing efforts to reverse the erosion of our competitive posi-
tion have been hampered by a number of factors beyond the dollar:
a long-term decline in relative productivity growth; insufficient
capital investment in the revitalization of basic industries and in
the commercialization and diffusion of new technologies; a lack of
adequate patient capital to invest in smaller, innovative firms; a
series of systemic inefficiencies in the management and organiza-
tion of business, including adversarial labor-management relations
and short-term time horizons; and a serious erosion in the institu-
tional support for production, including a lack of high quality do-
mestic and international economic data and the analytical capabil-
ity to make use of it.



Trade

The fundamental measure of our economic condition in a world
economy is our trade picture. Our merchandise trade deficit was
$42.7 billion in 1982, mounted to $69.4 billion in 1983, and nearly
doubled to $123.3 billion in 1984. It continues to mount, hitting
almost $150 billion last year. This country simply cannot sustain
trade deficits of this magnitude. A nation that buys $3 billion more
from abroad each week than it sells is draining its economic
strength and mortgaging its future. In order to pay for the foreign-
made products on which we increasingly rely, the United States
has become a net debtor for the first time since we emerged as a
major world power in 1914. Borrowing at a rate of over $120 billion
a year, the United States has already become the world’s largest
debtor. We have saddled ourselves and our children with enormous
future obligations.

Jobs and wages

Among the most straightforward measures of U.S. industrial
competitiveness is inflation-adjusted wages. Real wages grew stead-
ily from World War II until 1973. Since then they have fallen and
the trend is still downward. In real terms average gross weekly
earnings are at 1962 levels. Wage rates and living standards are
stagnant and we have eight million people actively looking for
work. There has been no reversal of the secular uptrend in unem-
ployment rates from peak-to-peak and trough-to-trough of succes-
sive cycles. While the civilian unemployment rate came down from
the December 1982 peak of 10.7 percent to 6.7 percent in January
of this year, the latter low point is still significantly above the pre-
vious cyclical low point of 5.6 percent reached in May 1979.

Some 168,000 jobs were lost in manufacturing last year. Fully
half the jobs in the U.S. steel industry have disappeared since 1979.
The vast majority of the new jobs in the United States have been
in construction and in services such as retailing, wholesaling, fi-
nance and government. These jobs, in areas not exposed to interna-
tional competition, provide little comfort.

Productivity

Productivity growth has come to an ominous halt. Productivity
has risen less in this recovery than in any other since World War
II, and it declined last year. Productivity growth is vital because it
ultimately determines wages, profits, and living standards. The
United States no longer is the world’s most productive nation in
several industries, including autos and machine tools, and the pro-
ductivity gap is widening rapidly. Our productivity growth has
been outstripped by virtually all our competitors.

Investment

Falling interest rates have led to rising corporate indebtedness,
but not to the sustained capital investment they were supposed to
foster. Business investment in new, commercially productive plant
and equipment is extremely low, ag 20 percent of our industrial ca-
pacity remains idle. Over 90% of the growth in capital spending
since 1979 has gone for automobiles and office machinery, not pro-
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duction equipment. Orders for plants and equipment have been
falling since last September. Instead of investing at home, U.S,
companies are stampeding offshore. Caterpillar, for example, now
makes or buys well over 50 percent of its components and finished
products abroad.

High technology and services

. Our problems are not confined to one region, or to only our basic
industries. The crisis in older “basic” industries has become
common knowledge. But too few people realize that we have also
lost market share in all the high technology or “sunrise” indus-
tries. Our electronics trade deficit with Japan is increasing in mag-
nitude; we have fallen into deficit in telecommunications where we
were once the world’s pacesetter.

For years, the United States led the world in science and tech-
nology. But we have fallen short in translating our breakthroughs
into new products and advances in manufacturing. The VCR and
robotics were invented in the United States. Today not a single
VCR is manufactured here, and we are far behind Japan in robot-
ics. But even as we wrestle with that problem, a problem which is
fundamental to our national competitiveness, a National Science
Board report recently noted that our leadership in science and
technology was in severe jeopardy, owing to inadequate laboratory
instruction and equipment, shortages of qualified faculty and out-
dated curriculum.

We have neglected investments in areas fundamental to our eco-
nomic future: the education and training crucial for a skilled and
adaptable work force, and the requisite level of science and tech-
nology needed to keep us at the cutting edge of competition.

The deterioration in American manufacturing cannot be comfort-
ably dismissed by the claim that we are becoming a service econo-
my. Services and manufacturing are often inextricably linked. If
the United States loses competitiveness in manufactured goods, it
risks losing position in supporting services. If other companies, no-
tably Japanese, dominate complex manufacturing, it is naive to be-
lieve that they will rely on our financial services, lawyers, or ad-
vertising agencies.

The changing nature of U.S. corporations

This country must make a concerted effort to put in place the
policies—tax, trade, investment—that can keep the United States a
country where it is possible to manufacture competitively. Current-
ly, U.S. companies are becoming second-class manufacturers and
many are giving up instead of doing something about it.

On March 3 of this year, Business Week magazine issued a
lengthy report entitled “The Hollow Corporation” detailing the
long-term damage that is being done to U.S. economic well-being in
the face of increasingly sophisticated foreign competition. That ar-
ticle paints a stunning picture of just how much of our manufac-
turing base has been liquidated in the past few years. In many
cases, American companies have gone abroad in search of cheap
labor to compete; in some cases, they have been in search of skilled
labor no longer available here. To a shocking degree, many of our
corporations—including companies like RCA, Kodak, Caterpillar
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and Hewlett-Packard—have begun to operate, not by competing
with Japan or Korea, but by distributing sophisticated products
made in those countries.

Such an approach may be sound strategy for each of the corpora-
tions involved. But taken collectively, it spells disaster for our
country’s economic future. World economic leadership will reside
in the countries that have the science and engineering, the technol-
ogy, and the skilled and educated work force to make advances in
manufacturing: new products and new processes. We are not going
to be prosperous very long as the advertisers, retailers, consumers
of sophisticated products made overseas.

Looking to the future

There will never be a day when a clear crisis arrives. It does not
work that way. Great Britain did not awake one day to discover
that its competitiveness and its standard of living were declining.
Rather, it was a gradual deterioration over many years, eventually
resulting in second-rate economic status for the nation. Some of
that deterioration has taken place here already; it will continue to
take place unless we dedicate ourselves to reversing it. But we
have great assets as a nation, and with a concerted effort, we can
insure a bright economic future for our country and our people.

President Reagan points with understandable pride to the long-
running recovery coupled with low inflation. But these positive
signs cannot dissipate the cloud that our deteriorating trade posi-
tion casts over our economic future. If our country is fortunate
enough to be in a period where some of the economic news is rela-
tively good, we should be wise enough to make this a period of op-
portunity, not complacency. It is a period of time for recognizing
the scope of the competitive challenge and for building consensus
behind policies that will allow us to secure our competitive future.
Lower interest rates, oil prices, and the price of the dollar do not
make up for the way we have neglected crucial investments in in-
dustry modernization, education and training, research and devel-
opment, science and technology.

III. FORGING AN INDUSTRIAL COMPETITIVENESS STRATEGY: THE POLICY
PROBLEM

Existing industrial policies: Policy without strategy

Our failure to positively respond to the competitive challenges
we face clearly does not reflect a reluctance to embrace policies de-
signed to assist industry. This country currently has an extensive
and expensive array of industrial policies, encompassing special tax
incentives, antitrust policies, federal credit programs, and various
forms of trade relief, to name just a few. These policies are neither
coordinated, cohesive, nor consistent. They are designed and imple-
mented randomly and in isolation from each other, with no evalua-
tion of their individual or cumulative impacts on the competitive
position of the industries they are ostensibly designed to assist.
This country’s current “industrial strategy” is a melange of stop-
gap measures undirected by any view regarding the kind of econo-
my we hope to sustain.
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The federal government ostensibly applies public policy in pur-

suit of a public purpose, but in fact often has no clearly articulated
purpose against which to measure the policy or its impact. In a
wide variety of industrial sectors, the federal government approves
trade relief intended to facilitate adjustment without a true under-
standing of the competitive position of the industry, the nature and
adequacy of adjustment efforts to be undertaken, or the likely
effect of the relief on import and export activity; it revises tax
policy to facilitate modernization and investment without a means
of probing or evaluating modernization and investment goals or
monitoring their pursuit; and it imposes antitrust constraints with-
out an independent means of assessing industry needs for restruc-
turing and rationalization.
. T}_1e Nation’s industrial problems are thus to a significant degree
institutional and procedural. While existing policies profoundly
affect individual industries, their overall impact on key industrial
sectors is too often neither intended, understood, nor anticipated.
Government “policy” toward the steel industry, for example, is
only what emerges from the interplay of tax, antitrust, trade, re-
search and development and other policies established and applied
in isolation without regard to their capacity to counteract and un-
dercut each other.

This country must face up to the reality that we have an expen-
sive, inarticulate and badly-coordinated set of industrial policies
which is inefficient in promoting the international competitiveness
of our basic industries. At the same time the Federal government
is pursuing its vast and incoherent array of “industrial policies,”
the industries which it is supposedly helping are continuing to de-
cline. Although we spend a great deal of money, the policies are
not coordinated into an effective strategy. Recognizing this reality,
and taking steps to increase the efficiency and conditionality of our
inc%}lstrial assistance process, is a fundamental task for public
policy.

At the heart of the deficiencies in current government policies
affecting the competitiveness of U.S. industries is an appalling lack
of both basic economic data regarding competitive opportunities
and problems and the focussed analytical capability that could
make use of it. Without a basic understanding of the shifts occur-
ring in the U.S. economy, the changes and problems confronting in-
dividual industries, and our Nation’s competitive position vis-a-vis
other countries, it is impossible for either the public or private
sector to make informed and effective economic decisions. We must
know where we are before we can intelligently debate where we
should be going.

The data problem

To be effective, industrial policies need to be based on accurate,
timely information. But deficiencies in current government policies
affecting industries have been caused in part by an appalling lack
of both basic economic data and the focused analytical capability
that could integrate and make use of them. Testimony presented to
the House Banking Subcommittee on Economic Stabilization sup-
ports the conclusion that the United States has one of the weakest
systems of economic record-keeping of any advanced industrial
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country. The President’s own Commission on Industrial Competi-
tiveness indicated that our data collection and analysis capability
and current agency efforts were inadequate.

Our data collection and analysis capability in regard to sectoral
information is particularly weak. Eleven different commissions, in-
cluding the Business-Higher Education Forum, the Labor-Industry
Coalition for International Trade, the Committee for Economic De-
velopment, the White House Conference on Productivity, the
American Federation of Labor and the President’s own Commission
indicated we needed to improve our sectoral research and informa-
tion-gathering capability. This Administration has instead reduced
funding for data collection programs during its tenure.

Our industrial data collection, integration, and analysis is inad-
equate and untimely. Wassily Leontief, Nobel Laureate in econom-
ics, has repeatedly criticized the quality and especially the timeli-
ness of economic data in the United States. It takes the United
States more than seven years to produce input-output tables for its
economy—Kkey research tools for determining the interrelationships
between industries. The last input-output analysis was completed
by the Commerce Department years ago and such analyses are rou-
tinely not regularly updated. Countries such as Japan and West
Germany produce them regularly.

The primary source of information on manufacturing trends is
the Census Bureau’s Census of Manufacturers, which is only pub-
lished at five year intervals. This census data, supplemented (insuf-
ficiently) by Census Bureau annual surveys of manufacturers, is
used by the Bureau of Economic Analysis and other agencies and
offices that perform economic analysis. The United States has no
system for more efficient collection of data, or for centralizing, inte-
grating, and disbursing the data that are collected. Labor market
information remains at the Labor Department; other industrial
economic data remains in various offices of the Commerce Depart-
ment; information relating to international trade is kept by the
United States Trade Representative, the International Trade Com-
mission, and the State Department. Data on the service sector is
virtually non-existent and our industrial classification system is se-
riously outdated. The result of all this is that business must pay
private consulting firms to compile and analyze data needed to
make sound business decisions.

The current policy process

Our diverse array of microeconomic interventions in the econo-
my has been variously characterized as ‘“de facto,” “haphazard,”
“reactive rather than proactive,” and “ad hoc, uncoordinated, re-
luctant, and poorly administered.” The overwhelming consensus of
observers is that while the United States has a broad and diverse
array of discrete industrial policies, it has no coordinated, coherent
strategy that serves the crucial goal of international competitive-
ness. Given the administrative structure through which we make
policy affecting industry, this conclusion is hardly surprising.

By design, our system of government splinters power. Authority
in Congress is divided among 8 select and special committees, 38
full committees and 242 subcommittees. The splintering of power
in Congress parallels a similar fragmentation in the Executive
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Branch. That power is now atomized among 8 major offices within
the Executive Office of the President, including the Office of Man-
agement and Budget; 13 departments, 55 indipendent agencies and
government corporations and hundreds of individual programs.

The likelihood of securing agreement in this environment of frac-
tured accountability is slim. Shifts in economic policymaking impli-
cate 33 separate agencies and departments outside the White
Hogse. Decisons about U.S. trade policies are divided among the
United States Trade Representative, the Office of Management and
Budget, the Council of Economic Advisers, the Secretary of Com-
merce, at least 25 other departments and agencies in the executive
branch and 19 committees and subcommittees of the Congress.

The administration and management of federal incentives to
firms and industries is fragmented among federal departments—
Treasury, Labor, Commerce, Housing and Urban Development, In-
terior, Environmental Protection, Agriculture, NASA, Defense, the
Small Business Administration—and numerous independent and
quasi-independent institutions such as the International Trade
Commission, the Export-Import Bank, the Overseas Private Invest-
ment Corporation, and the Federal National Mortgage Association.
No single federal entity, administrative or Congressional, has the
mandate to oversee, monitor, or manage the system of federal in-
centives. In light of this extensive fragmentation of administrative
and oversight responsibilities, and the particularized interests that
federal agencies represent, it is little wonder than an uncoordinat-
ed, and in some degree, incoherent array of policies toward indus-
try has evolved.

The decline in U.S. industrial competitiveness, if unaddressed,
poses a serious danger to the economic stability of this country and
will effectively destroy its prospects for long-term economic growth.
The Committee believes that the complex, fragmented structure of
the federal system slows decisionmaking and diminishes govern-
ment’s ability to address our competitive problems. The spectre of
a vast and poorly coordinated array of policies affecting industry
which are proving increasingly ineffective in solving the problems
of America’s industries creates an urgent policy problem which
must be addressed by the Congress. As a study by the Urban Insti-
tute concluded:

The fragmentation of the federal incentive system, the
diverse, uncoordinated, and, often, conflicting objectives
which it serves, as well as its massive costs, suggests stark-
ly the need for reconsideration of the system of industry
assistance, its objectives, administration, and the incentive
tools utilized in its implementation.

The gridlock, duplication, delays, omissions and unintended conse-
quences that now impede government and harm our Nation’s com-
petitiveness cannot be altered by simplistic nostrums such as elimi-
nating government, centralizing power, or abdicating public re-
sponsibilities. What are required are techniques of politics and gov-
ernance that will permit flexible, speedy decisionmaking and si-
multaneously preserve open and democratic government.
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Consensus on the need for a new approach

The Committee believes that the basic issue confronting the U.S.
economy is the inability of all those participants with important
stakes 1In its success to act together, to build a consensus about
common economic problems and to mobilize resources in pursuit of
our common goals. At a time when it is imperative that govern-
ment, business, labor, academia, and public interest groups act to-
gether to develop and coordinate long-term strategies for helping to
assure the international competitiveness of U.S. industries, coun-
terproductive adversarial relationships remain the order of the
day. No high level forum exits for developing a consensus on eco-
nomic policies. Consensus-building must, therefore, be the corner-
stone of anything called “industrial strategy.” This is the essential
_ starting point for the development of public and private sector poli-
cies supportive of economic growth.

There are those who argue the development of an industrial
strategy is too interventionsist, that government should stay out of
business concerns. Such a posture totally ignores current reality.
Government makes policy having a direct impact on industrial per-
formance and prospects all the time. In fact, experts estimate that
half of all actions taken by business are in direct response to the
decisions of government. The problem is that the techniques of
public adminstration have not kept pace with this reality. The
Committee is not recommending the imposition of industrial plans
by administrative fiat, but the initiation of a cooperative process
through which all parties with an economic interest can coordinate
efforts so as to enhance the competitive position of U.S. industry.

Since the Subcommittee on Economic Stabilization began its de-
liberations in 1983, there have been dozens of studies on long-term
competitiveness and the need to improve the quality and focus of
government decisionmaking. The blue-ribbon panels performing
these studies involved leaders from virtually all of the leading com-
panies (large and small), unions, academe, public policy institutes
and foundations, and hundreds of private citizens. One item on
which there was clear consensus was that the stunning confusion
that characterizes the U.S. policymaking process is a major obsta-
cle to improving U.S. competitiveness. Groups as diverse as the
Business-Higher Education Forum, the AFL-CIO, the White House
Conference on Productivity and the President’s own Commission on
Industrial Competitiveness concurred that we need an institutional
mechanism to focus attention on competitiveness issues in the pol-
icymaking process and develop consensus regarding government
policies affecting industry.

These varied studies emphasized the need to improve the coher-
ence of government decision-making, regardless of whether the size
and influence of government is larger or smaller. There was clear
consensus that it was critical to create a decision-making process at
the highest level of government that would ensure that issues af-
fecting the long-term competitiveness of American business and
workers were given the attention and priority they require.

The Center for National Policy reported that a missing ingredi-
ent in America’s competitive efforts is “an effective process for
making policy decisions.” The study called for “an Industrial De-
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velopment Board, composed of government, labor and business
leaders, to advise the President and develop cooperative strategies
to promote industrial growth . . . and help insure that government
efforts do not work at cross-purposes with private efforts.”

The Committee on the Next Agenda—a Committee convened by
the Administration and composed of leaders from the Brookings In-
stitution, the Heritage Foundation, the Hoover Institution, the
Hudson Institute, the American Enterprise Institute, and the Insti-
tute on Research of Economics of Taxation—informed the Presi-
dent that “there is an overriding need for a clearly developed and
articulated comprehensive foreign economic and trade policy. . . .
The current fragmented system needs to be rationalized or re-
placed by mechanisms that promote the formulation of coherent,
!ong-teg‘m and thoughtful approaches to foreign economic and trade
issues. :

The message that is being sent to the Congress and the President
by distinguished leaders from business, government, unions and
academe is that government must give much more attention to the
management of its affairs and how those affairs affect the competi-
tiveness of our nation’s economy. The Committee believes tht H.R.
2373 is an important step in that process. It provides high level
oversight and the mechanisms that are required to collect and ana-
lyze information, secure a broad, open consideration of views and
translate analysis into specific policy recommendations for the
President and Congress.

Those who criticize the search for coherence as the introduction
of some form of centralized planning completely miss the point.
What the Council would provide is not central planning but a bro-
kering mechanism which would play an important coordination
and consensus-building role. This mechanism would institutionalize
an economic policy apparatus that would integrate domestic and
international considerations, eliminate redundancies, and have suf-
ficient visibility to make its concerns a national priority.

The Council would help the President and other policy-makers
focus on the diverse concerns—such as trade and investment regu-
latory reform, technological innovation, and the development of
human resources—basic to an effective competition effort. This leg-
islation would begin the long overdue process of improving the co-
herence of federal decisionmaking, particularly as it influences the
competitiveness of U.S. industries. It would elevate the issue of
trade and competitiveness to a parity with foreign policy and na-
tional defense—an acknowledgement of the critical nature of com-
petitiveness concerns that has been too long in coming.

The President's Commission on Industrial Competitiveness

The Committee believes it important to note that this Adminis-
tration also has serious concerns about our competitive position. In
June of 1983, President Reagan appointed his own Commission on
Industrial Competitiveness, the Young Commission, thus calling at-
tention to the new reality of global competition faced by American
industry at home and abroad. He called for recommendations on
ways to improve the nation’s ability to compete, and he selected a
commission of 30 distinguished Americans from business, labor,
government, academia and the public.
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The Young Commission studied the global economy for 15
months and reported unanimously in January 1985, just over a
year ago. The Commission gave us an unflinching picture of where
we are and where we must go. Their report could have been a focal
point for a national debate and the foundation on which to build a
new consensus for needed policies. Their work was persuasive be-
cause it was the work of a blue-ribbon commission, representing a
diversity of interests.

In short, the Young Commission concluded:

Our ability to compete internationally faces unprece-
dented challenge from abroad. Our world leadership is at
stake, and so is our ability to provide for our people the
standard of living and opportunities to which they aspire.

The Young Commission then offered a series of thoughtful pro-
posals for government and private action: to develop mechanisms
for building a consensus among key sectors of society to better re-
spond to our competitive challenges; to better create, apply, and
protect new technology; to increase the supply of productive cap-
ital; to develop a more skilled, flexible, and motivated workforce;
and to make competitiveness a national priority.

The President’s Commission noted that “Government decision-
making can be strengthened significantly by providing a forum in
which consensus can be reached on the facts of an issue and in
wl}'ﬁ'cth the implicit tradeoffs among policy options can be made ex-
plicit.”

The Young Commission did some vital work for this nation. The
Committee notes with disappointment that the importance of that
work has been basically unrecognized by this Administration. The
President has done virtually nothing in the 15 months since the
Commission unanimously called on America to grasp the challenge
of this competition and to make it the primary economic agenda
for the next decade. The Committee believes that the Council will
provide the catalyst for a serious and sustained national effort to
enhance this Nation’s competitive position, an effort which is fun-
damental to our future economic prosperity.

IV. NATURE AND PURPOSE OF H.R. 2373

The Underlying Principles

In developing this legislation, the Committee has been guided by
the following principles:

First, we must accept the fact that we have industrial policies,
and we should be open and public about what these policies policies
are and whom they benefit. Back-door and behind-the-scenes policy-
making is both inefficient and destructive of the social consensus
which must underlie any economic strategy.

Second, industrial policies must be the result of negotiation be-
tween affected parties. We are too diverse a society, with too deeply
ingrained principles of democratic decision-making to tolerate eco-
nomic policies being imposed bureaucratically from ‘“‘above.”- The
Committee believes that affected entities must be involved in for-
mulating and implementing policies, if only because their coopera-
tion is essential to success.
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Third, industrial strategies should promote a diverse and vita]
economy. Such strategies should not focus on only a few industries
or sectors, be they smokestack or high-technology. Diversity is g
ke.y to the economic vitality of an economy such as ours. An indus.
trial strategy should aim to promote such diversity. Our policies
must enhance the competitiveness of declining industries and
create an optimal environment for emerging new industries and
frontier technologies, so that all can adapt to the new realities of
international competition.

Fourth, industrial strategies should be employment-oriented. The
Committee realizes that improving the competitive position of cer-
tain industries might require reduced capacity and result in fewer
jobs. Therefore, we must be cognizant of the need to promote the
growth industries which will assure enough good jobs for American
workers into the next century. We must not have policies that at-
tempt to put road blocks in the path of change. But, at the same
time, our policies must work to create jobs for Americans and sta-
bility for communities. Our focus should be on government policies
that promote the development of a skilled and versatile workforce
and facilitate adjustment to the changing structure of our econo-
my.

Conditionality

Most importantly, the Committee firmly believes that efficient
industrial strategies must be built on conditionality. A central
problem with existing government policy toward industry is the ab-
sence of any link between the assistance or relief granted and
strategies for improving the relevant industry’s competitive posi-
tion. Various forms of government assistance—e.g., tax incentives
to promote reinvestment, or trade protection to allow for restruc-
turing—are granted to effect a particular public purpose. Yet, the
granting of assistance alone is not sufficient to ensure that the pur-
pose is achieved. The Council that this Committee would establish
would remedy the current situation. It would assess private sector
requests for governmental assistance or relief, and develop recom-
mendations regarding conditions that will ensure that such relief
will ir(lilprove the international competitiveness of the industry con-
cerned.

If public resources are to be spent on a firm or industry, there
must be a clear understanding of what the public is going to get for
its money. Often, achievement of the desired goal requires the ne-
gotiation of commitments from various economic actors whose co-
operation is essential. By bringing the perspectives of all relevant
parties to bear in developing industrial strategies, the Council
would provide a forum that would demonstrate the need for and
facilitate the neogtiation of such commitments.

In many cases, there will have to be quid pro quo bargaining. In-
dustries or firms must enter into an agreement for modernization,
restructuring, and improved competitiveness. This process will in-
volve shared commitments of all those with a stake in the indus-
try—management, labor, suppliers, dealers, financial institutions,
etc. The firm or industry would have to be monitored to make cer-
tain that it carried through on its commitments. No more protec-
tionism, loans, or tax breaks should be granted in the hope of
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reform. Instead, we must have a real ability to guarantee reform in
return for support.

Industrial strategies must be market sensitive and promote inter-
national competitiveness. Government should help firms compete;
it should not get into the business of shoring up inefficent and non-
competitive firms. Thus, Government assistance or relief should be
extended only when that effort can produce a world-class competi-
tive industry, able to stand on its own without government assist-
ance in the foreseeable future. The Committee emphasizes that the
goal of policy should be to facilitate the process of adjustment to
new market realities, not to ignore the market.

An alternative to protectionism

The inevitable consequence of our lack of an industrial strategy
has been rising demands for protectionism. This approach is funda-
mentally misdirected and dangerously debilitating. In essence, it
evades the competitive challenge we face. The Council would pro-
vide an effective alternative to the ultimately self-defeating reli-
ance on insulating our indusries from competitive forces.

Trade relief is precisely what free market purists claim we do
not need and do not have: a targeted, sectoral form of industrial
assistance designed to provide special benefit to a firm or industry
unable to compete within the confines of general macroeconomic
policy. Government clearly does intervene on behalf of specific in-
dustries. However, we intervene increasingly, not to help our in-
dustries compete, but in a lastditch and ultimately ineffective
effort to artificially stay their decline.

Increased international competition has put a premium on the
ability of our industries to adjust and change. But, rather than act
strategically to promote adjustment and improve competitiveness,
too many of our industries have sought shelter from competition.
The effect is to inhibit the very adjustment essential to long-term
economic growth. : :

The Committee would emphasize the protectionism has the un-
fortune tendency to feed upon itself. Often, an implicit or explicit
justification for relief is that it would give American companies
time to adjust to changing market conditions and increased foreign
competition. Yet, in our current policy environment, there is no
way to enforce this bargin—no way to make relief conditional upon
improved performance. As a result, these policies merely insulate
American producers from incentives to adjust, making continued
protection all the more essential.

An additional disadvantage of protectionist policies is that they
inevitably invite retaliation and threaten the open world trade
system it has taken decades to build. Our own growth and the
growth of the world economy depends on our ability to sustain this
system. Extensive American trade proection or aggressive, unmea-
sured responses to government policies abroad will undermine
America’s capacity to provide essential leadership in the world.
Our objective must not be to punish or retard the competitive gains
m?de by other nations, but to do a better job of competing our-
selves.

In some cases, time-limited and conditioned proection could be an
effective part of an industrial strategy. But policies of protection
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should generally be strategically applied and self-liquidating. [t
there is any justification for protection, it should be that some
sudden. change by international competitors has left potentially
competitive U.S. firms without the time or the resources to re.
spond. Protection provides the time, but too often reduces the ip.
centive. The Committee believes that government should link pro.
tection for an industry to a plan for remaking the industry into g
world-class competitor.

The increasing preoccupation of our industries with eliciting pro-
tection from the government partly reflects the enormous gap we
now have to the policy level. The fact is that the Federal Govern-
ment cannot act strategically to promote industry adjustment and
improve competitiveness. We have no appropriate mechanism to
use. When trade relief becomes the only policy tool available, every
problem of encessity becomes a trade problem. Protectionist poli-
cies are relied on in large part precisely because we have no appa-
ratus for developing, and no coalition for supporting, policies that
actively promote American international competitiveness.

The Committee believes that the Council will provide that essen-
tial alternative. One of the Council’s principal duties is to assess
private sector requests for government assistance or relief—includ-
ing trade relief—and recommend conditions that will ensure that
the industry uses the respite provided by that relief to turn itself
into a world-class competitor.

Intent of the legislation

It is this Committee’s intent to create a structure for policy for-
mulation that will engender thoughtful deliberations regarding
strategic solutions to our competitive problems. The essence of in-
dustrial policy is not government provision of financial assistance.
It is the creation of institutional mechanisms that will promote the
integration of government policies toward industry into a cohesive
network. Such a coordinated web of policies directed at improving
the competitive position of our industries could have a far more
beneficial impact than the unfocussed and often inefficient assist-
ance the government now provides.

Accordingly, H.R. 2373 seeks to establish a forum where individ-
uals broadly reflective of the basic interests in society can convene
to analyze our economic problems, work out common objectives,
and then frame strategies to help the nation achieve those goals.
The Council would bring representatives of business, labor, govern-
ment, academia and public interest groups together towork out a
consensus strategy for enhancing the industrial competitiveness of
this country. It would formally institutionalize opportunities for
greater cooperation and communication between all parties with
an economic interest and serve as a catalyst for geneating solutions
to competitive problems confronting our economy as a whole and
specific industries and sectors. The Committee believes that a
formal mechanism for joint deliberations will promote early identi-
fication of industry problems and facilitate management solutions
or government policy based on collective and informal consensus
among those with a stake in the competitive position of our econo-
my.
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The Committee intends that this Council become the focus for
addressing critical economic issues and for developing consensus on
coordinated government policies to promote industrial competitive-
pess. The structure of the Council will facilitate the process of coor-
dianting our disparate policies affecting industry into a coherent
industrial strategy.

A coordinating council of this sort is absolutely essential if we
are to turn our present collection of ad hoc badly-targeted, insuffi-
ciently conditional, and overly-expensive industrial policies into a
strategy which could be effective in helping American industry
compete in world markets. By providing-for improved coordination
of policy development at the federal level, the Council will help
ensure that competitiveness considerations are given far greater
priority when policy decisions are made.

Under H.R. 2373, no industry action can be brought about by ad-
ministrative fiat. The Committee believes that the Council should
be a deliberative body with no direct line authority or program re-
sponsibility. The Council and its industry subcouncils are essential-
ly fora for bringing together the affected parties in our economy.
Their main task is the mobilization of consensus for an economic
strategy based on generally-accepted data and analysis and sup-
ported wherever needed by reciprocal commitments from affected
parties. Program responsibility would distract the attention of the
Council from its central task, possibly turning it into yet another
agency defending its turf or building up a self-protective constitu-
tency.

The Committee strongly believes that the multi-level deliberative
body it proposes is the best way for the United States to approach
issues of industrial strategy. Such an approach matches our cultur-
al institutions and political traditions better than an attempt at
centralized, bureaucratic policy coordination. It allows for diversity
of thought and expression, and does not depend for its authority on
the exercise of administrative power.

Without such an institution, the Committee is concerned that the
U.S. economy will fail to maintain the competitiveness and pros-
perity we as a nation need. Politically powerful firms or industries
will continue to demand—and receive—aid from the Executive
Branch and the Congress, and their petitions will always be pre-
sented in a crisis context. If our government fails to develop insti-
tutions to apply, examine, and coordinate these decisions on an
above-board basis, the alternative is what we already have: not the
absence of industrial strategies, but rather unwise ones, both costly
and ineffective.

Critics of efforts to create an industrial strategy for this country
have often mischaracterized it as “central planning” or a new gov-
ernment assistance program designed to prop up declining indus-
tries. Such characterizations reflect a complete misunderstanding
of the principles underlying the Committee’s proposal. The Council
has no authority to channel money to industry. That is not its
intent. The intent is to create a structure that would help to
ensure that whatever government assistance is channeled to indus-
try reflects conscious policy choices and effectively serves public
purpose.
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If industry efforts at cooperation that would improve our per.
formance in the international market are resisted because of gov-
ernment decisions effectively providing insulation from that
market, the intent of each individual policy that could improve in.
dustry performance is nullified. The overall effect is an inexplica-

gle heap of policies with no direction to give it coherence or cre-
ence.

The structure and composition of the council

H.R. 2373 would establish a national Council on Industrial Com-
petitiveness as an independent advisory body within the Govern-
ment. The Council is charged with thinking broadly about the
structure of our economy, and the problems of international com-
petitiveness. The national Council would in turn sponsor a series of
industry subcouncils to explore in greater depth the problems and
prospects of specific industries or sectors. The agenda for both the
national and sectoral councils would be the same: to determine
ways in which private actions and public policy can further our
common goals of economic growth and international competitive-
ness. :

If they are to be successful in their missions, the councils must
be able to mobilize wide public endorsement for their strategies to
create an economic environment conducive to growth. This kind of
support can be ensured only if the councils themselves are viewed
as unbiased and diverse bodies whose decisionmaking processes are
open and participatory. For such fora to be effective, the Commit-
tee believes it is absolutely essential that the membership of both
the national Council and the industry subcouncils be reflective of
the major participants in our economy. Individuals drawn from the
highest levels of leadership in U.S. business, labor, academia, and
public interest groups, such as the environmentalist and consumer
protection communities, need to deliberate openly with top-ranking
government officials.

Members of the national Council in particular must be individ-
uals capable of thinking broadly and deeply about the problems of
our economy. The Committee intends that these members shall
have a broad understanding of both the United States economy and
the United States position in the world economy and shall be effec-
tive representatives of the interests of the U.S. business, labor, aca-
demic and public interest communities. These individuals must be
able to weigh tradeoffs and balance interests, formulating a persua-
sive view of the national interest, which can be effectively commu-
nicated to the country as a whole.

Accordingly, to ensure the development of effective competitive
strategies capable of garnering the widest possible support, the
Committee has designed the Council to maximize participation and
balance competing interests. The national Council would be com-
prised of sixteen members appointed by the President, with mem-
bership drawn equally from key sectors of our society. Four mem-
bers shall be heads of Federal departments or agencies, members of
Congress or representatives of State or local governments; four
members shall be from the U.S. business community, including at
least one individual from the small business community; four mem-
bers shall be from the labor community; and four members shall be
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from the academic community or shall be individuals who have
peen active in public interest activities.

This Council would represent a fundmental shift in the way
policy toward industry is formulated. The cumulative effect of the
wide array of government policies that affect an individual indus-
try is now largely happenstance. All too often, business and labor
have no ready means of apprising government of competitive prob-
lems that could be averted or ameliorated before substantial
damage is done to an industry’s competitive position.

At no point in the current process can policymakers take an in-
dustry-wide perspective to analyze the overall effect of existing or
proposed policies. No conscious choice is made between the conflict-
ing goals and results of the array of policies affecting any individ-
ual industry. No mechanism exists for integrating individual poli-
cies into a cohesive package designed to promote industry competi-
tiveness. The central problem is that there is no forum for facilitat-
ing the necessary cooperation, and identifying and resolving con-
flicting claims.

In an increasingly competitive world economy, such an approach
is dangerous. What is more, it is extraordinarily inefficient and, as
a result, unnecessarily expensive. Different government policies
toward a particular industry may well pull the industry in contra-
dictory directions. Government policies intended to promote rein-
vestment for example, may be undercut by other policies that pro-
vide incentives for plant closings and easy diversification. Those
same reinvestment policies may also be undermined by other poli-
cies which encourage the relocation of American plants overseas.

The Council on Industrial Competitiveness would develop recom-
mendations based on the informed deliberations of all relevant eco-
nomic actors that would facilitate the making of necessary choices.
It would encourage cooperation, coordination and negotiation in
the development of policies affecting industry. In short, this forum
would create an opportunity for decisionmakers to work coopera-
tively to develop a cohesive strategy deliberately focused on im-
provement of the competitive position of individual industries and
our economy as a whole.

An example of how this approach would work in a particular
sector points out the sharp contrast to current policy formulation.
Government agencies responding to steel industry demands in the
past, for example, have necessarily been on the defensive. The in-
dustry has advocated for a number of policies that it agrued would
improve its competitive position, including trade relief, antitrust
waivers and special tax incentives. Individual government agencies
evaluating these isolated requests has no integrated perception of
the industry’s competitive position or prospects to provide a con-
text for evaluating the effectiveness of these approaches. Nor could
they counter industry representations as to capital requirements,
modernization goals, or possible competitive efficiencies to be
gained from these policies with independent analysis. While a stra-
tegic application of these and other policies in combination might
enhance the industry’s position, no individual agency has been is in
a position to devise, advocate or monitor an integrated approach.

Under the construct recommended by this Committee, the sce-
nario would be fundamentally different. Relying on the independ-
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ent analytical capabilitty of the Council, individual agencies woulq
be in a better position to assess industry demands based on
common perceptions of the industry’s status and prospects. Delib-
erations of an industry subcouncil would provide a forum for plac.
ing individual policies in the context of an overall strategy support.
ed by all elements of the industry. Council recommendations could
then clarify the interrelationships among various policies and link
them as part of an overall effort. They would also provide the basis
for identifying and securing necessary commitments from industry.

Taking a hard look at industry

An essential aspect of the Council’s structure is the inclusion of
outside experts in the deliberative process. The Committee made a
deliberative effort to avoid a structure through which business and
labor could get together, work out “sweetheart deals” that advance
only _thelr own narrow interests, and overwhelm the legitimate
public perspective that must be brought to bear.

The legislation provides that academia and the public interest
community will have substantial representation on the Council, en-
abling representatives of these sectors to play a key role in the
Council deliberations. In addition, the Committee would expect and
encourage the Council to hire consultants and independent outside
experts on each major industry to provide objective assessments of
what is required to improve industry competitiveness in particular
sectors. Council hearings will provide yet another opportunity for
outside experts to give the Council the benefit of their views. Indus-
try will itself be amply represented on the Council. It is, therefore,
particularly important that industry critics be able to voice their
positions and concerns, so that a balanced perspective on industry
problems can be achieved.

Too often Congress and the Executive Branch are effectively put
on the spot by industry advocates who approach government only
when crisis is imminent and insist that only the particular assist-
ance or relief they then seek will save the industry from pending
disaster. Under such circumstances, government representatives
are rarely in a position to effectively bring independent analysis
and the assessment of outside experts to bear. The Council will in-
clude outside critics knowledgeable about industry structure, poli-
cies and politics who will take a hard look at the position of indus-
try representatives and examine their perspective with a discern-
ing eye.

Industry subcouncils

By their nature, the industry subcouncils would be more narrow-
ly focussed than the national Council, bringing a “bottom-up” per-
spective to industrial strategy issues. Members of specific industry
subcouncils, by necessity, would have to have deep knowledge and
experience in that particular industry. The national Council would
receive proposals from its industry subcouncils, and it would be
charged with reviewing them carefully from its national perspec-
tive, modifying the proposals where necessary or sending them
back to the industry subcouncils for further deliberations.

The industry subcouncils would provide a negotiating structure
within which those with an economic interest in a specific indus-
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try’s fate could work cooperatively to enhance its competitive posi-
tion. Such a structure is particularly critical as U.S. industries in-
creasingly face competitive problems. Our past economic circum-
stances have permitted our industries to subsume the competing
demands of management, labor, consumers and other economic
actors in a stream of effortless growth. That luxury is no longer
available. The development of growth strategies when all compet-
ing demands cannot readily be accommodated requires negotiation,
adjustment, and shared commitment. Absent a structure that can
facilitate such a cooperative effort, the differing short-term eco-
nomic interests of various industry actors create adversarial rela-
tionships that become obstacles to economic growth in their own
right.

Executive director and staff

The primary purpose of the Council’s consensus-focused activities
would be to develop strategies that would enhance the ability of
U.S. industries to compete internationally. To achieve the desired
purpose, the Committee has provided the Council on Industrial
Competitiveness with a professional staff who is intended to be able
to interpret and analyze data on the nature of our economy, the
scope of our economic problems, and the activities of our interna-
tional competitors. The legislation provides that the Council will
appoint a full-time executive director as the principal administra-
tive officer of the Council, after consulting with the President and
leaders of the Congress. The executive director will appoint the
personnel of the Council in accordance with the civil service and
classification laws, within the limitations of the Council’s appro-
priations.

Duties and powers of the Council

The Council is to articulate a national perspective focussing on
our long-term prospects for economic growth and make recommen-
dations as to how government policies toward industry could better
serve that end. As the chief advocate of coordinated industrial
strategies, the Council will have the authority to advise other agen-
cies of government charged with developing and implementing poli-
cies that affect our industrial competitiveness.

The principal mandate of the Council is to analyze existing and
proposed policies and make recommendations to the President, the
Congress, and Federal departments and agencies on the kinds of
actions which should be taken to achieve industrial competitive-
ness. The Council would thus help coordinate the present array of
public policies and would help redirect them, when necessary, so as
to improve industrial competitiveness. In addition, the Council
would ensure that new policies effectively serve the same end.
Where an industry initiates a request for government assistance or
relief, the Council would assess the request, and develop recom-
mendations as to conditions that will ensure that such relief will
impr:(;re the international competitiveness of the industry con-
cerned.

The Council is directed to establish industry subcouncils of public
and private leaders when and for such periods of time as the Coun-
cil deems appropriate. These subcouncils are directed to examine
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the competitive problems facing specific industries, develop recom-
mendations for solutions, and report their findings and recommen-
dations to the Council. The Council is directed to review subcouncil
reports and rely on its review of the findings and recommendations
of the industry subcouncils in preparing its own recommendations.

For some of our mature industries, the industry subcouncils
would havq to focus heavily on questions of restructuring. For
others, the issues may be the development of new markets, techno-
logical innovation or support for cooperative research activities.
Subcouncil deliberations would assess the effectiveness of a variety
of tools and long-term strategies for improving an industry’s com-
petitive position. Such deliberations would encompass consideration
of employee ownership and other policy approaches designed to fa-
cilitate the use of existing facilities and reemployment of the exist-
ing workforce. The precise agenda for each subcouncil would have
to be determined by its members in consultation with members of
the national Council. ,

The Council’s imprimatur on any industry level consensus, re-
flecting its own sophisticated analytical capability and national
perspective, would add substantial weight to the recommendations
advanced. The force of these recommendations would in turn serve
as a strong inducement for widespread industry participation in
subcouncil deliberations.

The Committee has designed the Council’s decision-making proc-
ess €0 as to require that all parties with an economic interest work
cooperatively to generate consensus. In an effort to maximize con-
sensus, the Committee has directed that all substantive action by
the Council would require a two-thirds vote. Thus, no group or
groups would be in a position to dominate or skew the deliberative
process. Recommendations for competitive strategies arrived at
would necessarily reflect the interests and concerns of all major
economic actors. In the event a two-thirds consensus cannot be
reached, the Council shall transmit a report to the President and
both Houses of the Congress explaining the reasons. Such report
shall include all information gathered by the Council on the matter
at issue and a list of potential policy options.

Moreover, H.R. 2373 authorizes and the Committee would en-
courage both the national and sectoral councils to hold public hear-
ings. Such hearings, would provide the Council and subcouncils
with the broadest possible public participation and give them im-
portant insights regarding the practical impact of government poli-
cies on workers and communities. In particular, the subcouncils’
authority to hold hearings would ensure that their deliberation re-
flect the concerns and insights of those most directly affected by
economic adjustment. The geographical concentration of many of
our major industries makes it particularly important that the
councils establish links to the community so that adjustment prob-
lems can be identified and addressed in the process of developing
industry strategies. The hearings would also serve as a means of
engeéld;ring broad public support for strategies ultimately recom-
mended.

In summary, the Council, with the support of its professional
staff, would be responsible for; (1) developing and promoting indus-
trial strategies; (2) assessing private sector requests for governmen-
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tal assistance or relief, and developing recommendations designed
to ensure that such relief will improve the international competi-
tiveness of the industry concerned; (3) developing a sophisticated
analytical capabili? regarding the competive position of our econo-
my and others and the direction of their evolution; (4) analyzing
the impact of existing government policies and business practices
on industry and recommending policy changes that would coordi-
nate and redirect these programs into an overall strategy promot-
ing growth and competitiveness; (5) creating a forum in which rep-
resentatives of U.S. business, labor, academia and public interest
communities can work together to identify economic problems in-
hibiting the competitiveness of U.S. industries and develop a con-
sensus regarding how our economy should evolve over the long
term, both domestically and internationally; (6) providing policy
guidance to the Congress, the President, and Federal departments
and agencies concerning appropriate policy actions to take in sup-
port of that consensus; (7) reviewing, evaluating, and transmitting
specific policy recommendations developed by the industry sub-
councils; and (8) annually reporting on the status of the economy
and major sectors. ,

Integration with other agency functions

The Council is designed to play a unique role in our policymak-
ing process that is now not being performed, and to help coordinate
other agency policies that require some strategic direction. The
Committee does not intend that the Council duplicate existing
agency functions. It is the Committee’s intent that the Council, in
carrying out its duties, seek to avoid, to the greatest extent practi-
cable, the duplication of any service performed by, or activity con-
ducted by, any Federal agency or department. To help avoid such
duplication, the Council is authorized, upon request, to secure in-
formation necessary for the carrying out of its duties from other
United States departments and agencies.

The Council’s concerns will, however, necessarily overlap those of
other agencies and inevitably the potential for duplication of effort
will arise. In such cases, the operative standard should be what
agency or mechanism can most effectively and efficiently perform
the function at issue. If a particular function would most appropri-
ately be performed by one of the existing agencies or departments,
the Council would defer. Where having the Council perform the
function would be most consistent with the new emphasis to be
given competitiveness concerns that this Committee is advocating,
the Council should subsume the function. If it is determined that
the Council could most effectively perform functions now encom-
passed within the budgets of other agencies, it is the Committee’s
intention that those functions and the attandant funding be re-
moved from the purview of the other agencies involved.

Data gathering and analysis

Testimony presented to the Committee supports the conclusion
that the United States has one of the weakest systems of economie
record-keeping of any advanced industrial country. For example,
officials in the Japanese Ministry of International Trade and In-
dustry are said to know more about certain aspects of the Ameri-



28

can economy than our own government officials, and in every case
they know much more about the working of their own economy
than any of our counterpart public agencies know about ours. This
incredible lack of information contributes to this country’s inability
to devise effective economic strategies, and perpetuates our unfor-
tunate tendency to be “blindsided” by foreign competitive advances
which could easily have been foreseen. Some government entity
should certainly know as much about the state of our economy as
go securities analysts on Wall Street. It is not at all clear that any
oes.

This nation’s already inadequate data base has been eroded by
cuts this Administration has made in critical data collection pro-
grams. Yet, even before these reductions, the Federal Govern-
ment’s capacity to analyze international economic data from a com-
petitiveness perspective was minimal. The Council on Industrial
Competitiveness would be charged with undertaking precisely such
analysis. It would interpret and analyze relevant domestic and
international data concerning current and future economic trends
and market opportunities. Consequently, it would be in a position
to monitor the changing nature of the U.S. industrial economy and
its capacity to provide marketable goods and services in domestic
and international markets, providing an early warning system re-
garding problems in responding to international competition.

The Council’s analytical capability is intended to enable it intelli-
gently to evaluate existing and proposed government policies
toward industry from the vantage point of our international com-
petitiveness. It would articulate a national perspective focusing on
our long-term prospects for economic growth and make recommen-
dations as to how government policies toward industry could better
serve that end.

Currently, no federal entity has anything approaching such a ca-
pability. The Committee expects that this capability, coupled with
the participatory nature of its deliberations, would ensure that the
Council’s recommendations would be taken seriosly by the business
community and would make the Council a powerful voice in the
formation of economic policy.

Reporting requirement

The Council is required to report within one year after enact-
ment of this legislation and annually thereafter to Congress and
the President on the state of the national economy, the status of
major sectors, and the effect of existing government policies on in-
dustry. Those reports are to contain its recommendations regarding
any changes in Federal policy necessary to implement effective in-
dustrial strategies. Policymakers at all levels would thus be relying
in their deliberations on a common view of the competitive prob-
lems facing our industries. Under such circumstances, it is the
Committee’s hope that perpetual argument about the nature of the
problem should readily give way to a focus on the viability and rel-
ative success of alternative solutions.

Authorization

The Committee proposes an initial authorization level for the
Council of $25 million for fiscal year 1987. Such an authorization
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level is clearly reasonable when viewed against the billions of dol-
lars already spent on government policies toward industry. These
policies are far more expensive and less effective than they might
be precisely because of the absence of the coordination and integra-
tion the Council would help provide.

HISTORY OF THE LEGISLATION

The Council on Industrial Competitiveness Act, H.R. 2373, is sub-
stantively similar in concept to Title I of the Industrial Competi-
tiveness Act (H.R. 4360) which was introduced in the 98th Congress
by John J. LaFalce, Chairman of the Subcommittee on Economic
Stabilization, on November 10, 1983, and was reported out of this
Committee on April 10, 1984.

Beginning in May of 1983, the Subcommittee on Economic Stabi-
lization held an extensive series of hearings in the 98th Congress
focussing on the competitiveness problems of both mature indus-
tries and emerging sectors. Subsequently, the Subcommittee re-
ceived further documentation of the competitiveness problems of
U.S. industry in several months of hearings on trade, debt and
competitiveness held during the first session of the 99th Congress.

During the course of these hearings, the Subcommittee heard
from over 200 witnesses, representing all levels of government, the
business community, labor, trade associations, the financial world,
entrepreneurial interests, academia, community and citizens
groups, and the military. Additional information and data were
provided by studies done independently and under the auspices of
the Subcommittee. In particular, the report issued in February of
1985 by the President’s Commission on Industrial Competitiveness
served to substantiate the Subcommittee’s findings that the United
States economy suffers from declining competitiveness and a fail-
ure to heed the signs of a changing global marketplace.

The need for a mechanism to confront the ills of our industries
has been well-documented. Based on the knowledge and insights
gleaned from the indicated studies and hearings, H.R. 2373 was de-
veloped to provide the basis for the creation of a badly-needed in-
dustrial strategy. The bill would create a Council on Industrial
Competitiveness which would provide a forum in which govern-
ment, labor, business, academia and public interest groups could
work cooperatively to formulate a competitiveness strategy for our
economy and for specific industries and sectors.

On May 7, 1985, H.R. 2373 was introduced in the House by John
J. LaFalce, Chairman of the Subcommittee on Economic Stabiliza-
tion.

On April 17, 1986, the Subcommittee on Economic Stabilization
met to consider H.R. 2373. The legislation was reported out favor-
ably, with amendments, to the full Committee on Banking, Finance
and Urban Affairs by voice vote.

On April 22, 1986, the Committee on Banking, Finance and
Urban Affairs met and ordered H.R. 2373 favorably reported, with
one amendment, by voice vote.
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SECTION-BY-SECTION SUMMARY AND DESCRIPTION OF THE LEGISLATION
AS REPORTED

Sectiqn 1 states the short title of the bill to be the “Council on
Industrial Competitiveness Act.”

Findings and purposes

Sections 2 (a) and (b) specify the findings and purposes of the
Congress.

Establishment

Section 3 establishes in the Executive Branch of the Government
an independent agency to be known as the “Council on Industrial
Competitiveness”. '

Duties of the Council

Section 4 establishes the duties of the Council, which include: de-
veloping and promoting policies to enhance productivity and com-
petitiveness; assessing private sector requests for federal assistance
and recommending actions for industry to take to ensure its future
competitiveness in light of the assistance; collecting and analyzing
relevant data; monitoring the ability of the United States industri-
al economy to respond to international competition; preparing and
publishing reports regarding industrial development priorities; cre-
ating a forum where Council members from business, labor, acade-
mia, public interest groups and government can work cooperatively
to develop consensus recommendations; establishing industry sub-
councils; providing policy guidance to the Congress, the President,
and the Federal departments and agencies; reporting annually to
the President and the Congress; reviewing, evaluating, and trans-
mitting specific policy recommendations developed by the industry
subcouncils; and evaluating existing Government policies and busi-
ness practices.

Membership

Section 5(a) directs that the Council be composed of sixteen mem-
bers appointed by the President, which members shall have a
broad understanding of the United States economy and the United
States position in the world economy. Four members shall be heads
of Federal departments or agencies, members of Congress or repre-
sentatives of State or local governments; four members shall be
from the business community, including at least one individual
from the small business community; four members shall be from
the labor community; and four members shall be from the academ-
ic community or shall be individuals who have been active in
public interest activities.

Subsection (b) states that the Council shall not commence its
duties until all non-Government members have been appointed and
have qualified.

Subsection (c) states the Council’s policy concerning vacancies.

Subsection (d) states that no member of the Council may serve
more than two consecutive terms and that members may be re-
moved by the President only for malfeasance in office.
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Subsection (e) states that not more than nine members of the
Council shall be members of the same political party.

Subsection (f) states that non-Government members of the Coun-
cil shall have six-year terms and that the terms of the initial mem-
pers of the Council shall be staggered.

Subsection (g) specifies the compensation levels for members of
the Council.

Subsection (h) states that nine members shall constitute a
gquorum. A lesser number may hold hearings if two-thirds of the
entire Council approves such action.

Subsection (i) directs the Council to elect, by a two-thirds vote of
the entire Council, a full-time chairman from among the non-Gov-
ernment members.

Subsection (j) states that the Council shall meet at the call of the
Chairman or a majority of its members, except that the Council
shall meet not less than six times in each calendar year.

Subsection (k) requires each member of the Council to designate
one alternate representative who, when substituting, shall be con-
sidered a member of the Council for all purposes, including voting.

Subsection (1) provides that no action whatsoever other than the
calling of meetings shall be taken by the Council unless approved
by two-thirds of the entire membership. In the event a two-thirds
consensus cannot be reached, the Council shall transmit a report to
the President and both Houses of the Congress explaining the rea-
sons. Such report shall include all information gathered by the
Council on the matter at issue and a list of potential policy options.

Subsection (m) provides that the Council may procure temporary
and intermittent services at prescribed rates of pay.

Subsection (n) authorizes the head of any other Federal agency to
detail, on a reimbursable basis, andy of its personnel to the Council
té)o assi_sit the Council in carrying out its duties, upon request of the

uncil.

Subsection (0) restricts from membership on the Council any in-
dividual that acted on behalf of a foreign government, agency or
instrumentality during the one-year period prior to the effective
date of appointment. After appointment to the Council, a member
may not represent foreign interests in any manner.

Executive director and staff

Section 6 directs the Council to appoint a full-time executive di-
rector as the principal administrative officer of the Council, after
consulting with the President and leaders of the Congress. The ex-
ecutive director shall appoint the personnel of the Council in ac-
cordance with the civil service and classification laws, within the
limitations of the Council’s appropriations.

Powers of the Council

Section 7 describes the powers of the Council. The Council is au-
thorized to hold hearings, take testimony, receive evidence, and sit
and act at times and places it deems appropriate. The Council is
also authorized to administer oaths or affirmations to witnesses.
Any member or agent of the Council can take any action the Coun-
cil is authorized to take, if so authorized. The Council may, upon
request, secure information necessary for the carrying out of its
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duties from other United States departments and agencies. The
Council shall not disclose such information to the public unless the
department or agency is authorized to disclose such information
under Federal law.

The Council is also authorized to accept, use, and dispose of gifts
or donations of services or property, use the United States mails as
do other departments and agencies; and receive from the Adminis-
trator of General Services administrative support services upon a
reimbursable basis,

The Council is also directed to establish industry subcouncils of
public and private leaders when and for such periods of time as the
Council deems appropriate. Subcouncil members shall serve on a
part-time basis. These subcouncils are directed to examine the com-
petitive problems facing specific industries and develop recommen-
dations for solutions. The subcouncils are authorized to hold such
hearings, sit and act at such times and places, take such testimony
and receive such evidence as they consider appropriate. Industry
subcouncils must report their findings and recommendations to the
Council. The Council is directed to review subcouncil reports in
preparing its own recommendations.

Effects of imports on domestic industries

Section 8 requires the Council to monitor the effect of imports on
domestic industries.
Reports

Section 9 requires the Council to develop and submit certain re-
ports, including a report, within one year after the date of enact-
ment of this legislation, to the President and both Houses of Con-
gress containing its recommendations regarding any changes in
Federal policy necessary to implement effective industrial strate-
gies and annual reports to the President and the Congress contain-
ing specified information and recommendations.

Authorizaton of appropriations

Section 10 authorizes the appropriation of $25,000,000 for fiscal
year 1987 to carry out the provisions of the Act.

Definitions
Section 11 defines certain terms used in this Act.

STATEMENTS MADE IN ACCORDANCE WITH HOUSE RULES

In accordance with clauses 2(D(2)(B), 20)8) and 2(1)4) of rule XI
of the Rules of the House of Representatives, the following state-
ments are made.

COMMITTEE VOTE (RULE XI, CLAUSE 2 (1) (2) (B))

H.R. 23878, as amended, was ordered favorably reported by the
Full Committee on April 22, 1986, by voice vote with a quorum
present.
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OVERSIGHT FINDINGS AND RECOMMENDATIONS (RULE XI, CLAUSES
2(1) (3) (A) AND (D), AND RULE X, CLAUSES 2(b) (1) AND (2) AND
4(c) (2)

Numerous private sector and government studies and extensive
hearings conducted by the Subcommittee on Economic Statilizaton
with witnesses from business, labor, academia, and government
have provided ample documentation for the Committee’s finding
that the international competitiveness of United States industries
has eroded and will continue to erode unless a concerted effort is
made to reverse this decline. As illuminated by a series of hearings
held by the Economic Stabilization Subcommittee on trade and
competitiveness, U.S. trade problems are only partially due to ex-
ternal forces putting our industry at a disadvantage. A significant
percentage of our trade deficit is attributable to inadequacies in
our own policies, particularly our failure to coordinate the actions
of government, business and labor in a constructive fashion. Struc-
tural problems in the American economy deserve to be addressed
in a forum specifically atturned to the environment in which they
arise. As attested to by the President’s Commission on Industrial
Competitiveness, the lack of such a mechanism in the United
States is a detriment both relative to our foreign competitors and,
in an absolute sense, to our own future.

A Council on Industrial Competitiveness would bring competi-
tiveness issues to the forefront of our attention. Government poli-
cies that impact upon industry would become more explicit, as
would the effect of government and industry policies on the United
States economy overall. A Council would provide a means for par-
ties with an economic interest to voice their concerns and to take
responsibility for a strategic response to the changing international
economy. The Committee finds that this legislation would aid in
the development of a national competitiveness strategy for specific
in}(llulstries and sectors that will serve to improve the economy as a
whole.

The recommendation of the Committee, therefore, is that the
House pass H.R. 2373, as amended and ordered reported by the
Banking Committee.

The Committee has received no findings or recommendations
from the Committee on Government Operations.

INFLATION IMPACT STATEMENT

(Rule XI, Clause 2(1)(4))

The Committee estimates that this bill will not have any impact
on any inflationary trends in the national economy.

COST ESTIMATE OF THE CONGRESSIONAL BUDGET OFFICE PURSUANT TO
SECTION 403 OF THE CONGRESSIONAL BUDGET ACT OF 1974

(Rule XI, Clause 2()8XC))

The Committee has received the following report from the Con-
gressional Budget Office:
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U.S. CONGRESS,
CONGRESSIONAL BUDGET OFFICE,
Washington, DC, April 28, 198,

Hon. FERNAND J. St GERMAIN,

Chairman, Committee on Banking, Finance and Urban Affairs
House of Representatives, Rayburn House Office Building’
Washington, DC. ’

DeAr Mr. CHAIRMAN: The Congressional Budget Office has pre-
pared the attached cost estimate for H.R. 2373, the Council on Ip.
dustrial Competitiveness Act.

If you wish further details on this estimate, we will be pleased to
provide them.

With best wishes,

Sincerely,

RupoLpr G. PENNER, Director,

CONGRESSIONAL BUDGET OFFICE—COST ESTIMATE

1. Bill number: H.R. 2373.

2. Bill title: Council on Industrial Competitiveness Act.

3. Bill status: As ordered reported by the House Committee on
Banking, Finance and Urban Affairs, April 22, 1986.

4. Bill purpose: This bill would establish an independent agency
to be known as the Council on Industrial Competitiveness. The
council would report annually to the Congress on possible changes
in federal industrial and trade policy. The bill authorizes the ap-
propriation of $25 million for fiscal year 1987 for the council.

5. Estimated cost to the Federal Government:

[By fiscal years, in millions of dollars]

1987 1988 1989 1390 1991

Estimated authorization level 25 26 28 29 3l
Estimated outlays 23 26 28 29 3l

The costs of this bill fall within budget function 370.

Basis of Estimates: CBO assumes that the bill will be enacted
and that the full amount authorized will be appropriated for 1987.
Because the council would be a continuing rather than a tempo-
rary body, the estimate assumes that sufficient amounts will be ap-
propriated in future years to maintain the council’s funding at the
1987 level, adjusted for inflation. The estimated outlays are based
on historical spending patterns for similar agencies. '

6. Estimated cost to State adn local governments: None.

7. Estimate comparison: None.

8. Previous CBO estimate: None.

9. Estimate prepared by: Jim Hearn.

10. Estimate approved by: C.G. Nuckols, for James L. Blum, As-
sistant Director for Budget Analysis.



ADDITIONAL VIEWS OF HON. MARCY KAPTUR

The amendment offered and adopted added to Section 5, Mem-
pership, subsections (0X1) and (0X2). The purpose of this amend-
ment is to increase the effectiveness of the Council by ensuring
that all its members are working in the interest of the United
States. The amendment is designed to exclude from appointment
solely those individuals who may have a direct conflict of interest
as they are designing U.S. trade policy. Under the current lan-
guage of the bill, the President of a foreign corporation, the presi-
dent of Sony, of Toyota, or of Volkswagon, would meet the qualifi-
cations to serve on the Council.

The amendment which was adopted precludes individuals from
appointment to the Council if, within one year period ending on
the date of such appointment, that individual acted as an agent or
attorney for, or performed any other professional service for or on
behalf of, a foreign government, or an agency, instrumentality or
political party of a foreign government, and provides that any
member of the Council must resign from the Council if he or she
acts as such during tenure on the Council. It way my intent to also
exclude any individual who, within one year of appointment or
during tenure on the Council, performs any professional service for
any business which is organized, under the laws of, and has its
principal place of business in, a foreign country. This amendment
would disqualify from appointment an executive of a foreign corpo-
ration who may have a direct conflict of interest in designing and
promoting U.S. trade policy, without affecting and qualification
standards of any person engaged in business with a U.S. corpora-
tion, even if that corporation operates internationally or is in-
volved in joint ventures with foreign corporations.

Marcy KAPTUR.
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MINORITY VIEWS

We oppose H.R. 2373, which would establish a National Council
on Industrial Competitiveness, as unnecessary, duplicative, and an
intrusion into the workings of the market. While each of us may
not subscribe to all of the reasons set forth in opposition, we do be-
lieve that this legislation, if enacted, will not enhance America’s
economic performance and competitiveness. Rather, it will add an-
other costly layer of bureaucracy and present another obstacle to

economic growth in this country.

- We thoroughly agree with our counterparts that industrial com-
petitiveness is central to the attainment of all of our national
goals, whether they be providing for our national defense and the
defenses of the non-Communist world or the economic well-being of
our citizens. Indeed, few challenges today are greater than improv-
ing the competitiveness of the United States in international trade.

We recognize that changing dynamics in the international mar-
ketplace as well as deliberate actions by some governments in re-
straint of free and fair trade have combined to diminish the com-
petitiveness of American goods and services. Because we cannot
ignore these factors as well as certain critical determinants of long-
term competitiveness, such as declining levels of productivity and
investment rates, we believe the better approach to address these
issues is to support the Wylie substitute when H.R. 2373 is consid-
ered by the full House. The Wylie substitute calls for the creation
of a one-time, temporary Presidential Commission on Trade, with
Congressional membership, to examine the factors affecting our
larger trade picture and make recommendations to the Congress to
improve our trading and competitive position in the world. This
commission would not duplicate functions already being performed
by other Federal entities. It would not skew interests along eco-
nomic lines. Finally, and most importantly, it would cost the tax-
payer only $500,000, in contrast to a new bureaucracy’s initial
price tag of $25 million annually.

FLAWS IN THE LEGISLATION

I The premise underlying the need for the NCIC is wrong

The debate over whether this country has or needs an industrial
policy and what role our Government should play in planning and
pursuing specific policies to enhance industrial competitiveness has
become widespread over the past several years. The debate began
in earnest when our country plunged into recession in 1981. At
that time, high inflation and interest rates took their toll on pro-
ductivity. Levels of research and development were not sufficient
to maintain our country’s technological edge. Savings and invest-
ment levels reached troubling lows. And, Government policies and
programs exacerbated, rather than remedied, these problems.

(36)
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At that time, supporters of a new industrial planning council as-
serted that the United States was slow to accept and adapt to the
reality of the global marketplace and that, in turn, this failure had
led to the “deindustrialization” of America, accompanied by_ a shpt—
down of our manufacturing sector, loss of jobs, and a deterioration
in the quality of jobs available to American workers. They also con-
tended that while certain macroeconomic factors affected our
economy’s performance, our Government’s microeconomic poli-
cies—or lack thereof—were the bigger culprit in contributing to
America’s economic decline. According to them, our microeconomic

licies were ad hoc and often woefully deficient, splintered, unco-
ordinated, and irrational. In their view, the only way to reverse the
disturbing trend was to design, through consensus building, some
rational, coherent, and planned strategy to enable our economy to
compete against its international couterparts.

We do not agree with the premise that the United States is dein-
dustrializing and losing its competitiveness either at home or
abroad. In rebutting this notion, we would offer some data of our
own.

Over the last three years, the total volume of goods and services
produced by the U.S. economy has advanced to a level ten percent
higher than the previous peak in 1981. In the process, some nine
million new jobs have been created, the unemployment rate has
dropped from 10.7 percent to 7.1 percent of the civilian labor force,
and the proportion of adults at work has risen to a post-war high of
60 percent.

It is also wrong to assert that there has been a massive and irre-
versible shift away from our manufacturing industries. In compar-
ing our economic performance with that of the European econo-
mies, for example, we have outperformed virtually all of them
since 1973. Between 1973 and 1985, U.S. industrial production grew
at a rate almost double that of OECD Europe.

We recognize that the good news is marred by disturbing trends
which, if not addressed in the long run, could obliterate some of
the progress shown to date. For example, the economic recovery
has been uneven and certain industries have not shared in the
overall prosperity. Some, such as forest products, mining and cer-
tain manufacturing sectors have seen little or no employment
growth since 1982. Argiculture has been especially hard-hit, with
an actual loss of half a million jobs over this period.

We would note that the year 1985 has been one of transition for
the U.S. economy. While the recovery, begun in 1983, lengthened,
overall growth slackened toward the end of last year and the begin-
ning of 1986. Certain sectors of the economy are depressed, impact-
ed primarily by increased foreign competition (resulting from the
substantial appreciation in the international value of the dollar
that took place prior to March, 1985). Those industries producing
goods for export found that the dollar’s rise made their products
more expensive in foreign markets while at home the high value of
the dollar made imported goods cheaper compared to those pro-
duced by U.S. firms. We believe that most of these problems can
justifiably be associated with the Federal budget deficit and high
US. interest rates.
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However, the causes of these problems are disappearing. Both in-
terest rates and the international value of the dollar have come
down, and monetary policy is being conducted with a view to ac-
commodating these needed adjustments. Lower interest rates and a
weaker dollar are expected to provide a basis for continued moder-
ate but sustainable growth without additional inflation. The de-
cline in the value of the dollar, in particular, should provide a
boost to the economy. In fact, we have seen the beginnings of that
boost even now: during the first quarter of 1986, the economy ex-
panded at a healthy 3.2 percent after inflation rate, in contrast to
the paltry 0.7 percent growth rate in the fourth quarter of 1985.
This is reassuring, given the economic weaknesses of those sectors
of the economy, most notably that of energy and agriculture, which
are still in transition.

Despite the reassurances deriving from the recent plunge in oil
prices, the lower value of the dollar, and declining interest rates,
we do recognize that within the context of long-term global compe-
tition we cannot afford to be lulled into complacency. We must
adjust to the new global competitive environment, something
which we are fully capable of doing. But, we believe adjustment
does not take place instantaneously, nor does it call for Govern-
ment intervention through the creation of a new entity to provide
consensus and cooperation on microeconomic policies. Rather, we
envision Government pursuing policies which improve the global
economic arena and enhance our own free market economic
system.

II. Government cannot micromanage our economy or pick the eco-
nomic winners and losers

As noted before, advocates of H.R. 2373 claim that Government
has fallen woefully short in terms of its microeconomic responsibil-
ities. According to them, we need a structure, with a membership
drawn from the competing quarters of the economy, which can fa-
cilitate an open, participating, and balanced decision-making proc-
ess and provide the recommendations for a “game plan” of Govern-
ment policies which will best enhance America’s competitive pos-
ture. They note that the Council will provide the forum where the
adversarial pillars of the economy can exchange views on a nonad-
versarial basis and, in essence, bring harmony to Government poli-
cies.

While the bill’s objective is laudable, we believe that such a
council, as envisioned in the bill, is doomed to failure for several
reasons.

First, we do not share the same faith as our colleagues that a
central coordinating Council would be a purely advisory commis-
sion and insulated from political winds in either examining con-
stantly changing economic factors or making dispassionate recom-
mendations.

By its very nature, such a Council brings together various sectors
of industry which have a complete distrust of inherent Government
rationality and of each other. We find it hard to believe that the
creation of a new bureaucracy would be capable of reconciling all
the competing interests and needs that drive our Government
system.
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In fact, contrary to what its sponsors say, a new agency will not
be able to foster consensus building and rationality in decision-
making. Instead, it will engender a chorus of political demands and
appeals to do more to help industries hurt by imports or blocked
from exporting by unfair trade restrictions abroad, to shift tax poli-
cies to favor particular industries, to tilt Federal regulations one
way or the other, etc. Indeed, what we will be confronted with are
recommendations based on factional interests drawn along econom-
ic lines and limited to the judgment of a few individuals.

Proponents of H.R. 2378 disclaim this notion as an exaggeration
and cite the Council’s role as merely an advisory one. We would
note, however, that the legislation expands the Council’s role far
beyond the limited function of providing a forum for consensus
building. In fact, the Council moves beyond the realm of “adviser”
to “micro-manager” of the economy.

In Section 4, this new Council is empowered to review all private
sector requests for Government assistance and to “make recom-
mendations as a condition of such assistance. . . .” Yet, the param-
eters of the Council’s authority, in terms of what requests it can
review or what types of recommendations it can make, are not de-
fined anywhere in the bill.

Given this vagueness, we would submit there is nothing to pro-
hibit the Council from intruding into and wielding inordinate
power over all facets of our economy. For example, this new bur-
eaucrary presumably can act upon a bank’s request for temporary
liquidity assistance through the Federal Reserve’s discount
window, or an exporter’s application for a loan guarantee from the
Export-Import Bank, or a steel manufacturer action for import
relief under the Trade Act of 1974. We believe that this authority
is arbitrary and impairs current and more efficient processes
within our Government, most notably the departments and agen-
cies charged with policymaking, oversight, and regulation of their
specific industries. More importantly, it sets a dangerous precedent
in that one entity can effectively control the planning of each and
every sector of our economy. If the bill’s promoters did not intend
these kinds of results, then certain guidelines or restrictions should
have been included in the Council’s statutory charter.

Second, and more significantly, the legislation fails to recognize
that this country already has a highly efficient mechanism for allo-
cating the Nation’s resources. It is called the market and through
its system, resources are directed into their most productive uses.
While our economy has been on a roller coaster in recent years and
continues to face structural problems, brought about in large part
by changing economic conditions, the solution is not Government
involvement in the micromanagement of our industrial strategies.

In sum, we cannot substitute or supplement market-based invest-
ment decisions—decisions made by millions of investors and con-
sumers— with the recommendations of an agency based in Wash-
ington, D.C. The marketplace already provides a forum in which to
develop a consensus about those industries that are competitive
and those that are not.

This is not to say we should discount the role of Government in
the economic process. What we do emphasize is that Government
cannot legislate success. As past experience has shown, direct Gov-
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ernment intervention and support, as envisoned in H.R. 2373
cannot make a product commercially successful. Neither legislatorg
nor bureaucrats can predict what technologies will succeed in the
marketplace or what consumers are likely to prefer. We would
offer as a final note that there is ample evidence that centrally
planned economies are less efficient and less competitie than free
market economies. This is borne out by the fact these nations are
moving in exactly the opposite direction of what H.R. 2373 contem-
plates, that is, diminishing Government’s role in planning and
managing the economy.

III. The Council creates another costly Federal bureaucracy

H.R. 2373 creates a whole new, untested, and permanent Federal
bureaucracy at a cost of $25 million in Fiscal Year 1987. We be-
lieve this is irresponsible legislation, particularly in today’s eco-
nomic climate, when Congress is grappling with an inordinate Fed-
eral budget deficit and struggling to control Government spending.
Moreover, our history is replete with examples of bureaucratic en-
tities created to study perceived problems in this Nation’s economic
fabric and to make meaningful recommendations. What inevitably
happens is that we end up with another layer of bureaucracy, solv-
ing nothing and costing the American taxpayer in terms of dollars
that could be used more productively elsewhere.

IV. The Council is duplicative and unnecessary

Under the legislation, the Council would have the responsibility
of collecting and analyzing data on the competitiveness of U.S. in-
dustries, creating a consensus for long-term industrial strategies,
and making recommendations based upon that consensus. We be-
lieve that these functions are duplicative of current efforts.

First, the Government already is gathering a huge amount of
data from business. The primary entity that coordinates the collec-
tion and analysis of that data right now is the Department of Com-
merce. Further, the Administration currently devotes substantial
resources to researching and analyzing the effects on the U.S. of
foreign economic, trade, and investment policies, While this work is
concentrated in several departments and bureaus (i.e., the Bureau
of Labor Statistics, the Census Bureau, the Bureau of Industrial Ec-
onomics, and the Council of Economic Advisers), it is coordinated
by and between Commerce and the Office of the U.S. Trade Repre-
sentative. The results of this continuing effort are made available
to Members of Congress and the President through frequent re-
ports.

In addition, the Administration has established, either on a tem-
porary or permanent basis, advisory councils and commissions to
assess this data and make recommendations regarding our econom-
ic competitiveness. Chief among these was the President’s Commis-
sion on Industrial Competitiveness which conducted a through
study of our competitiveness and reported its findings to the Presi-
dent in January, 1985. While the Commission was temporary, its
recommendations did not fade away. To date, fully 90 percent of
the individual action items recommended have been implemented.
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Given the current structure, we see no need to duplicate the
rocess and add another bureaucratic layer—particularly one
which carries a price tag of $25 million for just one year.

CONCLUSION

We believe that Government can play an important, indeed piv-
otal, role in promoting economic competitiveness of industry. That
role should be one which creates an environment that fosters eco-
pomic growth, innovation, and successful commercialization. We
pelieve its responsibility lies not in directing the activities of the
private sector or ‘“picking the economic winners and losers”
through a new, untested bureaucracy, but rather in streamlining
its own processes and creating an environment in which the indi-
vidual and collective talents of the private sector can be focused to
meet the competitive challenge.

First and foremost, Government can coordinate its fiscal and
monetary policies to reduce further the Federal budget deficit, the
dollar and interest rates, and to ensure price stability. This, in
turn, will stimulate capital formation, investment, and, ultimately,
economic growth. Reducing regulatory impediments on productive
activity that are not justified in terms of cost/benefit analysis is
another positive policy. Promoting tax incentives which stimulate
research, development, and productive investments would allow the
market to determine where funds should be spent rather than the
Government dictating this function. Finally, assessing the trade
laws in the context of promoting our ability to compete in world
markets (including antitrust, export controls, reevaluation of
GA(’lI‘T) would also enhance the free flow and fairness of world
trade.

All of these factors are vital to the future growth, productivity,
and competitiveness of our economy in the global market. No
amount of government intervention into the microeconomic aspects
of our economy will have any impact on them. And, at worst, Gov-
ernment intervention, via a centralized Council, will only serve to
produce distortions and intensify our current problems.

For these reasons, we urge our colleagues to oppose H.R. 2373
and to give serious consideration to the Wylie substitute as a viable
option for promoting U.S. economic competitiveness.

CuHALMERS P. WYLIE.
NorMman D. SHuMwAY.
STAN PARRIS.

Birr McCoLLum.
GEORGE C. WORTLEY.
Douc BEREUTER.
DAvID DREIER.

JoHN HILER.

STEVE BARTLETT.
ToBY RorTH.

Rop CHANDLER.

A1 McCANDLESS.
JiM KoLBE.

J. ALEX McMILLAN.



DISSENTING VIEWS OF HON. J. ALEX McMILLAN

The objectives of the bill's sponsors with respect to trade are
laudable. While I do recognize that there is a lack of competitive-
ness in certain U.S. industries, I would question if the answer to
this problem is going to be found by the creation of a Council on
Industrial Competitiveness. Competitiveness will be determined by
industry response to world markets. Government efforts should be
directed toward achieving fair trade.

I would like to see the creation of a cabinet-level Department of
Trade which would formulate trade policy as well as direct courses
of action which would resolve the conflicts of competing interests.
This approach would be consistent with that adopted by many of
our trading partners in Europe and the Far East. The functions
transferred to this Department should include the negotiation of bi-
lateral agreements, the oversight of trade laws, and possibly the re-
lated enforcement responsibilities. within this framework, the
Council could serve to monitor the Industry Consultation Program
for trade policy matters as well as coordinate and analyze the data
collected utilizing current apparatus.

This Department of Trade should serve to advocate United States
interests, encourage full reciprocity of market access in interna-
tional trade, and propose and execute policies to counter-balance
subsidies and tariffs.

J. ALEX McMILLAN.
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