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OCEANS POLICY FCRMULATION AND ORGANIZATION

Background

Concern has been expressed by prominent members of both the Senate
Commerce and BHouse Merchant Marine & Fisheries Committees with regard
to policy direction involving Jjssues and programs. This concern focuses
primarily on general ocean issues involving the National Oceanic and
Atmospheric Administration (NOAA) and numerous other agencies and
Departments from the Maritime Administration and the Coast Guard, to
the Environmental Protection Agency and the State Department. Many

in the Congress feel that our ocezn policies, investment and organiza-
tion are inadequate to deal effectively with ocean problems—-ocean
pollution and coastal zone congestion, for example~-and unable to
realize ocean potentizls-——food, minerals, energy,.and international
cooperation at the Law of the Sea Conference.

On September 9 Secretary Richardson testified before the House Committee
on Merchant Marine & Fisheries' Subcommittee on Oceanography. Despite
‘vigorous OMB opposition, he stated his firm personal belief that a
Cabinet-level ocezns committee should be established to assist the
President in establishing ocean policy objectives and priorities. The
Secretary noted that, while ocean questions have bzen dealt with in a
variety of Cabinet committces (e.g., NSC, Domestic Council, Energy
Resources Council), and these committees have a large degree of common
membership, there is an important need to deal with oceans questions

as a whole and not simply as one item on an agenda.

Beyond a Cabinet-level policy body, the Secretary indicated the need
for a broader ocean corganization. He felt that an ocean agency should
be either Cabinet-level or a part of a Cabinet-level agency.

On the last days of the 94th Congress, Senator Hollings introduced
$.3889, a bill to establish a Cabinet Department of the Environment
and Oceans (DEU). The Hollings bill includes, among other entities,

~ EPA, NOAA, the Coast Guard and the National Park and Fish and Wildlife
Services and Bureau of Outdoor Recreation from Interior. Since the
elections, both Office of the Secretary and NOAA siaff have met with
Senate staff on this bill,

Issue

The issues are (1) how should the Tederal Government develop a more
coordinated policy thrust for ocean issues and programs; (2) what
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should be the role of NOAA in this area; and (3) what should be the
nature of the eventual organization encompassing oceans issues?

Analysis‘of Issues

1. Oceans Policy:

Ocean activities may be regarded in at least two fundamentally different
ways. One philosophy considers ocean efforts as functional extensions
of land~based efforts; this would group ocean transportation, food
production and energy development in the oceans with their counterparts
on land. On the other hand, Secretary Richardson has noted four funda-
mental qualities which differentiate ocean-based efforts from land-based
efforts and indicate that oceans should be treated as unique. First,
oceans are not divided by private property rights in the same way as

the lands; second, the ecological interrelationships of the oceans are
very tight and the impacts of oceans activities in the £fluid medium are
more widespread than are those of land activities; third, the technology
for marine resource development is qualitatively different; and fourth,
the oceans constitute an area in which U.S. interests butt up against
the interests of other countries. Regardless of our eventual oceans
organization, there will be a need to assure cross-cut consideration of
ocean issues in relation to each cother, as well as in relation to other
domestic and international govermmental functions. There is a general
sympathy within the Executive Branch and the relevant committees of
Congress for such an approach, although therc are differences of view
within the Executive Branch whether the Vice-President, the Secretary

of Commerce, or someone else should have the lead. In addition, the
State Department/Defense Department/NSC complex of institutions are
concerned that any such Cabinet-level effort might interfere with NSC
coordination of Law of the Sea negotiations.

2. At present, NOAA is the only agency of Government with general
ocean responsibilities. The objective of Reorganization Plan No. 4,
in establishing NOAA, was to coordinate and provide cohesion to our
ocean efforts. Despite this initial charter, NOAA has not been able
to provide ocean policy direction—-in part due to the competing

_interests of other agencies, in part due to opposition at OMB, and

basically because of a lack of statutory authority. On the other hand,
with the possible exception of the deep seabed mining issue (see

separate issue paper) the involved Congressional committees generally
support a more active leadership role by NOAA and the Commerce Department.

3. With regard to eventual ocean reorganization, the principal issue
is: what should be the principal context within which oceans issues



are dealt? Essentially, the oceans are a repository of resources

"(both living and mineral), a medium for transportation, and an important

determinant of environmental quality through the interaction of the
oceans and the atmosphere. These uses of the oceans involve both
developmental and environmental protection interests. Certainly, the
environmental service aspects of the oceans should be dealt with as a
whole. This is not the case at present; protection and regulatory
functions are spread as far as the Interior Department, the Corps of
Engineers, the Coast Guard, and the Environmental Protection Agency.
NOAA developmental functions with respect to fisheries, on the other
hand, are lodged together with conservation functions in the National
Marine Fisheries Service. In addition, a large portion of NOAA's
activities can be lumped under the heading environmental services.
Many other agencies such as the Geological Survey and the Coast Guard
provide related services. '

To complete this change, it would be logical to include ocean conserva-
tion and regulatory programs in a strengthened environmental agency,
which would generally be concerned with the management of common resource
properties. However, the case for including ocean development activities
is not as compelling. Indeed, arguments can be made against it, since
the pressure for development could compromise conservation interests;

the reverse is also true. At the same time, separating these activities
would losge the benefits of a single agency responsible for oceans policy.

Schedule

Both the Senate Commerce and Government Operations Committeeswill con-
sider the Hollings bill, which will be reintroduced in the 95th Congress
next year. The House Merchant Marine and Fisheries Committee intends
to continue its hearings on national ocean policy as well. This issue
should be the subject of immediate Secretarial involvement and leader-
ship, both within the Administration and in concert with the Congress.
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IMPLEMERTATION OF THE TISUERIES CONSERVATION
AND MANAGEMENT ACT (1976)

" Background

The Fishery Conservation and Management Act of 1976 allows vessels
of foreign nations to fish within the U.S. 200-mile fishery
conservation zone after March 1, 1977 if their governments have

(1) entered into a Governing International Fishery Agreement (GIFA)
not rejected by Congress, and a valid permit is aboard the vessel;
or (2) have an international fishery agreement in effect on the date
" of enactment of the Act, along with a registration permit issued

by the Secretary of Commerce for each fishing vessel.

A variety of nations have traditionally fished off our shores

beyond 12 miles (the width of our fisheries conservation zone prior
to enactment of P.L. 94-265) but within 200 miles. This fishing has
resulted in serious depletion of certain stocks. Japan and the USSR
account for 87% of the foreign harvest.

The principal purpose of P.L. 94-265 is to conserve and manage the
fishery resources found off the U.S8. coast and strengthen domestic
commercial and recreational fishing. To achieve this purpose, the

Act provides for the establishment of Regional Fishery Management Councils
to prepare fishery management plans which will achieve and maintain, on

a continuing basis, the optimum yield from each fishery. Among other
things, these plans will contain that portion of the optimum yield

which, on an annual basis, will not-bec harvested by U.S. fishing

vessels and can be made available for foreign fishing. Based on this
determination, the Secretary of State is to allocate the amount available
among foreign nations. :

The Councils were appointed in August, 1976. It is generally conceded that
the Councils will not be able to prepare plans by March 1. Therefore,

in accordance with the Act, NOAA has prepared draft preliminary fishery
plans which can go into effect, pending development of council plaus,

when State notifies Commerce that a foreign nation has submitted an
application for a fishing permit.

It appears that foreign vessels will not be able to have valid fishing
permits on board by March 1, 1977. Only four nations have to date

signed GIFAs, but one of these is the Soviet Union. Japan has not
signed, but negotiations are proceeding favorably. Even if all thirteen
countries which are anticipated to seek fishing privileges in U.S. waters
sign GIFAs by March 1, 1977, they will not have valid permits on board
because it takes approximately four months to complete the permit
application review and issue a valid permit.



Issue

_How do we assure a reasonable process to permit foreign fishing
after March 1 which is in accord with the purposes of P.L. 94-2657

Analysis

It is important to assure preferential opportunities for U.S. fisher-
men within the 200~mile zone and protect the authority of the Regional
Fishery Management Councils in this regard, It is likewise important
not to cause unnecessary fricticn with other nations which are pre~
pared to recognize our law and sign GIFAs. Therefore, a process must
be developed which will allow, on an interim basis, fishing by foreign
vessels of nations which have agreed, by signing GIFA's, to respect
our jurisdiction and conserve our fisheries, but which are unable to
obtain the necessary permits on time.

The legal and administrative requirements for obtaining congressional
approval of GIFA's, reviewing foreign applications to fish, approving
preliminary plans, complying with the National Envirommental Policy

Act, and collecting fees and issuing permits will require a time

period of approximately 4 to 5 months subsequent to signing a GIFA.

The key elements are the necessity to complete regulations for signing
GIFAs as early as possible and to obtain congressional approval of GIFAs.
The 60 continuous day wmandatory congressional review cannot start before
January 1977 and, hence, GIFA approval canuot be completed prior to
March 1, 1977.

Consequently, the Department will request a "one-time waiver" of certain
permit requirements of the Act, which would allow issuance of temporary
permits for the period March 1 to August 1, 1977, to vessels of countries
having cigned GIFA's. (Note: It may be necessary to modify the clause
“having signed GIFA's" to accommodate the Japanese problem, if the Japanese
have signed a satisfactory interim agreement and have engaged the processes
necessary, on their part, to formalize the agreement as a treaty.)

The Department of Commerce needs to secure the concurrence in seeking
legislative relief of the Department of State and the Coast Guard and the
support from the eight Regional Councils in the first quarter of fiscal
1977. The Administration must request Congress to provide the specified
"one-time" legislative relief in the second quarter .of fiscal 1977.



DEEP SEABED LECISLATION

Background

The deep seabed beyond the limits of national jurisdiction contain
vast quantities of manganese nodules composed of manganese, copper,
nickel and cobalt. While the technology has never been demonstrated
on a commercial basis and there are still questions as to whether
such technology will prove economic, two consortia led by U.S.

firms and two additional U.S. firms have indicated a considerable
interest in mining these nodules.

_ Regardless of what happens at the Law of the Sea Conference, it is
conceded that these nodules lie beyond the jurisdiction of any
coastal nation. They are in an international area which has been
termed by U.S. Administrations (beginning with the Johnson Adminis-
tration), other industrialized countries and the developing countries
as the great "common heritage of mankind.” The lesser developed
countries claim that, pending agreement cn an international regime,
there should be a moratorium on deep seabed development. They have
incorporated this view in a UN General Assembly resclution which '
the U.S. does not accept as binding. The U.S8., and other industrialized
- countries maintein that countries have the right under existing

international law and as a part of traditional high seas freedoms

to move forward in developing the deep seabed.

At the same time, in the Law of the Sea Conference, negotiations

are still underway to establish an international deep seabed regime
which would be administered by an International Seabed Authority (ISA).
However, the Law of the Sea Conference completed its fourth session
last September with little progress being made on any of the major
unresolved issues. In particular, the seabeds discussions deteriorated
into a "new international economic order" ideological debate. The

next Law of the Sea session is scheduled to begin in May 1977.

- There is considerable domestic interest by the Congress in developing
: h interim domestic legislation which would authorize U.S. companies

to move forward with deep seabed mining in specific areas. The
- . ~Senate Commerce and Interior Committees and the House Merchant Marine
and Fisheries Committee are all involved. The companies want such
legislation before they make major investments in commercial develop~-
ment. Key advantages in proceeding with such legislation is seen by
many as providing a stimulus to the Law of the Sea negotiations,
given the fact that the U.S. has a major technological lead.

Finally, there is a long standing dispute between the Commerce and
Interior Departments over which agency should have the lead with
respect to deep seabed development. Interior claims that deep seabed
development should be an extension of their mining responsibilities
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on land. OMB staff tend to agree with this view. Commerce
maintains that deep seabed mining is an oceans matter and not

at all like mining on public lands. Commerce also points to
Reorganization Act #4 of 1970 and President Nixon's transmittal
statement to buttress their view. This dispute has not been
resolved. (See more detailed issue paper on this jurisdictional

issue).

Issue

How and in what manner should the U.S. proceed with U.S. deep
seabed legislation? What should be the role of Commerce in this
regard?

Analysis of Issue

A detailed departmental options paper is available which provides
a detajled analysis. Secretary Richardson has decided to support
legislation in the first session of the 95th Congress. He would
urge that final action on the legislation not take place before
the next session of the Law of the Sea Conference, to provide more
negotiating flexibility. The more detailed paper sets out the

scenario which has been recommended to the NSC Law of the Sea
Task Force.

There are many unanswered questions about the kind of legislation
that ought to be developed. Companies maintain that they will
need investment guarantees against future treaty provisions which
render their deep seabed investments and operations impossible

or uneconomic. They also maintain that they need authorizations
to specific sites vis-a-vis other U.S. nationals. NOAA, in con-
junction with the Office of Energy and Strategic Reserves Policy
is undertaking a series of detailed analyses of these provisions.
They should be completed by the end of the year.

From a bureaucratic point of view, given the dispute between
Interior and Commerce policy leadership in connection with deep
seabed issues, it is important for Commerce to take a leadership
role in developing interim legislation.

Schedule

The Law of the Sea Task Force plans to submit a decision paper on
this subject to the President in December. The Congress reconvenes
January 4. Senate Commerce and Interior staff are working on draft
legislation now.



ENERGY ISSUES RELATED TO
IMPLEMENTATION O THE COASTAL ZONE MANAGEMENT ACT

Background e

As described in more detail in the NOAA portion of this document, the
Coastal Zone Management Act provides for a program of coastal zone
planning and management, with Federal grants to assist states in this
respect. Many elements of the Nation's energy "crisis', have a focus

on the coastal zone. These include the development of the gas and

0il resources of the outer continental shelves, the coastal siting of
nuclear and conventional power plants, the handling, storage and trans-
portation of petroleum products including deep water ports, liquefied
natural gas operations, and, in certain instances, coastal refineries and
petrochemical complexes.

In most instances, successful solutions to the siting problems associated
with these facilities will require a high level of intergcvernmmental
cooperation with positive steps being taken by all three levels of
government. Unfortunately, in many cases energy~related activities clearly
in the national interest, are being delayed or prevented due to the lack of
an adequate framework for the resolution of conflicts between levels of
government and the general lack of agreement on coastal goals and
objectives. . '

The Coastal Zone Management Act was designed to provide substantial help

in facilitating a rational resoclution of conflicts such as these. The
Coastal Zone Management program and the related Coastal Energy Impact
Program, which was authorized by the amendments of July 1976, relate to
these energy issues in twe important ways. First, the basic Coastal Zone
Management Act itself requires that states adequately consider the national
interests involved in the siting of facilities necessary to meet require-
ments which are other than local in nature in their coastal management
programs. To insure that this is the case, the Act recuires states to
fully involve appropriate Federal agencies in the development of their
state programs. Second, Federal financial assistance is available through
CEIP to assist coastal states and communities in energy siting planning and
dealing with impacts in their coastal zones caused by coastal energy activity.

A set of issues involves the implementation of the Coastal Energy Impact
Program. As discussed in the NOAA section of this report, draft regulations
have recently been issued. Given the complexity of the legislation that
ultimately resulted from the melding of the rather different views held

by the Ford administration and the Congress, it is not surprising that the
draft regulations are somewhat complex. A number of concerns with regard

to the draft CEIP regulations have been raised.



Issues

1., VWhat effort, if any, should be made to simplify or modify the
Coastal Energy Impact Assistance Program and its draft regulations?

2. Potential budget and policy issues with regard to funding of

program and the policies governing implementation.

Analysis of the Issues

1. The Coastal Fnergy Impact Program, as developed in draft regulations,
is consistent with legislative intent but admittedly is rather complex.
Given the Congressional differences involved in the passage of these
provisions (there were major differences between the House and Senate
versions), and the desire of the Louisiana Congressional delegation to
open up the bill to provide additional monies for Louisiana, it is
probably undesirable to attempt to simplify the provisions legislatively.
Nevertheless, the Office of the Secretary will want to insure that
administrative discretion is exercised as fully as possible to make the
program as simple as possible for impacted states and communities. The
Office of the Secretary should maintain oversight to assure that red
tape is minimized.

Concerning the discrerion propesed in the regulations for NOAA in
dispensing formula grants (a very controversial provisicn with some
segments of Congress), it is difficult to see how DOC responsibilities
under the National Envirommental Policy Act can be met without using the
procedures proposed. Nonetheless, NOAA should be encouraged to go as
far as possible in providing pre-clearance and pre-assessment procedures
to make the disbursal of these funds as close to automatic as possible.

2. Secretary Richardson, in negotiating with the Congress on the
provisions of the amendments to the Coastal Zone Management Act, com~
mitted the Administration to early implementation and funding of the
Coastal Energy Impact Program, a commitment that was taken very
seriously by members of Congress and one which played an important

role in the ultimate compromise.

a. Failure to fund the program at levels of Congressional
expectations will greatly increase the pressure for sharing

- of the Tederal revenues being obtained from OCS oil and gas
with the coastal states. A move in this direction by the
Congress, if successful, could have a drastlc 1mpact on
efforts toward a balanced budget.




b. The Department awaits final funding decisions which may
require review and change. '




REDUCING PORPOISE MORTALITY

Background

The Marine Mammal Protection Act of 1972 provides for the protection
of 2ll marine mammals and prevents the importation of marine mammal
products into the United States. Modern U.S. tuna fishing depends on
setting nets around porpoise schools which travel with schools of
yellowfin tuna. In the fishing process, large numbers of porpoise
are killed or injured. The Act requires that the number of porpoises
killed incidental to tuna fishing be reduced to insignificant levels
with a target of zero mortality.

‘The Act gave tuna fishermen a two-year grace period to reduce the

incidental kill of porpoise through scientific reseerch and authorized
Federal assistance. Following the two-year exemption, the incidental
taking of porpoises was allowed, subject to certain permit restrictions.
The U.S. District Court Decision in May 1976, determined that the National
Marine Fisheries Service interpretation of the Act regarding the incidental
taking of porpoise was not correct, and invalidated the tuna-porpoise
regulations allowing fishing for yellowfin tuna on porpoise. This Decision
becomes effective on January 1, 1977.

Issue

Reduction in porpoise mortality consistent with the requirements of the
Marine Mammal Protection Act, while maintaining an economically wviable
tuna industry. ’

Analysis

The National Marine Fisheries Service (NMFS) is taking positive action

to comply with Court Decisions by: (1) estimating porpoise population
levels and the Yoptimum sustainable population' for each stock of por-
poise; (2) estimating the impact of taking porpoise that would be allowed
under proposed regulations; and (3) publishing these estimates and pro-
posed regulations, and holding full public hearing before an administrative
law judge. The NMFS established a quota of 78,000 animals for the rremainder
of 1976 which was exceeded in November. NMFS then issued regulations
prohibiting further taking of porpoise associated with yellowfin tuna.

This decision was appealed and upheld by the courts. As of November 11,
1976, the taking of porpoise associated with yellowfin tuna was prohibited
for the remainder of the year. The proposed regulations for the 1977
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season are presently subject to intense public review, scrutiny, and
comment. The Department of Commerce is under severe pressure and con=-
siderable criticism, on the other hand for failure to stop porpoise
fishing in both domestic and foreign tuna fleets, and for the establish-
ment of regulations on purse seine fishing on the other.

The regime which is called for, with severe restrictions on setting on
porpoise, will affect the tuna industry adversely. Because foreign
fleets--which kill porpoise at a greater rate than do domestic ones--
may move into waters wvacated by the U.S. fleet, there may be a net
increase in porpoise mortality. The greater than 5 million sgquare mile
size of the fishing area may make enforcement very difficult.

It is likely that legislation will be introduced in the next Congress
to amend the Marine Mammal Protection Act to ease the difficulties in

implementation. Any such legislation is likely to be opposed by
environmentalists.

Schedule

The NMFS is taking appropriate steps in the first and second quarters
of 1977 ¥Y te implement strict regulations for the 1977 season; such as,

l. Estimate OSP for each population
2. Determine regulation for each population
3. Hold Administrative Law Judge hearing

4, Publish final regulations



MARINE MINERALS JURISDICTION

Background

Both the Department of Commerce and the Department of the Interior
are encouraging commercial mining of manganese nodules from the deep
seabed, beyond national jurisdiction, in order to provide the United
States with stable and economical supplies of copper, nickel, cobalt,
and manganese. Nickel, cobalt, and manganese are heavily imported
because of inadequate land supplies within the United States. Deep
seabed mining is being delayed by the lack of an adequate legal regime
(to be established either through a Law of the Sea Treaty or interim
domestic legislation) and by environmental concerns. In addition,
there is a Commerce~Interior dispute as to which agency should have
the lead role within the Government.

Historically, the Department of Commerce received deep seabed mining
related functions from Interior through Reorganization Plan No. 4 of
1970, which transferred the Marine Minerals Technology Center to NOAA.
However, there are arecas of expertise and responsibility within NOAA,
the Domestic and International Business Administration, Iconomic Develop~
ment, Administration, and Maritime Administration, for matters related
to fisheries, envirenment, insurance and investment, internaticnal
commodity agreements, maritime operations, and international resource
management, which are regquired of the agency with lead responsibility’
for deep seabed mining. The Department views deep seabed mining as the
development of one of many ocean resources, thus necessitating deep sea-
bed mining authorization and regulation to be a part of a comprehensive
ocean resource management program.

During 1974, Interior established an Ocean Mining Administration (OMA)
to assume responsibility for authorizing and regulating commercial

deep seabed mining when the necessary legal regime is established.
Interior views deep scabed mining as an extension of land mining and
outer continental shelf responsibilities, with the water column being
the equivalent of a soil overburden on land, and cites responsibilities
-of OMA, the Bureau of Mines, and Geological Survey and the Minerals
Policy Act of 1970 as the basis for it to be the lead agency. Interior
also feels that all minerals management functions should be vested in
cne department (Interior).

Issue
The basic issue is which agency (Commerce or Interior) should be the
"lead" agency for the authorization and regulation of deep seabed mining.
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Analysis

During the past two years there have been a number of meetings between
Commerce and Interior, including those between the Secretaries, in an
attempt to resolve the dispute. Tentatively agreed upon functions

were developed for Commerce and Interior, as well as areas of disagrecment.

Secretary Richardson personally sought to arrive at a compromise and
also sought to have impartial mediation by a three member panel which
included representatives of the White House, Office of Management and
Budget (OMB), and Departuent of Justice. Interior rejected this proposal
in favor of letting OMBE decide the issue.

Based on the Department of Commerce's competence and marine resources
responsibilities, the Secretary subsequently directed work to begin
considering the desired contents of interim domestic deep seabed
legislation which assigned responsibility to the Department of Commerce.
A classified Decision Memorandum on legislation was prepared for the
Secretary during early November 1976 and is available. The Secretary
also requested a Decision Memorandum, suitable for subsequent use with
OMB, on the jurisdiction issue.

Secretary Richardson has repeatedly advocated that the Department of
Commerce should be the "lead" agency for deep seabed mining, while
Secretary Kleppe has advocated Interior.

Schedule

If the Administration does not resolve the issue during the first quarter
of 1977, the issue of the "lead" agency will not be resolved until passage
of interim domestic deep seabed legislation which may occur in the 95th
Congress. Such legislation could be passed before the May-July 1977

Law of the Sea Conference, but passage shortly after the Conference is
more likely. The House of Representatives is likely to suppoert Commerce
having the lead role, while the Senate Interior Committee is likely to
obtain Senate support for Interior having the lead role.



RESOURCES FOR IMPLEMENTING NEW LEGISLATION

‘Eackground

Since the formation of NOAA in 1970, the Congress has assigned new

and ‘specific responsibilities to NOAA by legislation. These responsi-
bilities have addressed the critical issues facing the Nation relating
to food, energy, mineral resources, environmental problems. However,

in some cases, resources have not been sought by the Administration nor
appropriated by the Congress at levels to carry out all of the programs .
authorized by the Congress.

Issues

Rewly legislated programs and authorizations are not being fully carried
out through lack of appropriate resources.

Analysis

As a consequence of Congress passing legislation authorizing new programs
and subscquent decisions by the Administration to fund these programs at
levels lower than authorized, KOAA has faced criticism with respect to
meeting fully these additional responsibilities. The principal acts

and the related impacts are:

a, Amendments to the Coastal Zone Management Act of 1976
authorizing new catagorical grants, fourth year planming funds and higher
Federal matching shares. : o

b. The National Weather Modification Policy Act of 1976 (P.L.
94-490) <hich became law on October 13, 1976, directs the Secretary of
Commerce to develop a national policy and program on weather modificztion.
The Act specifically directs the Secretary to (1) undertake a comprehensive
study on weather modification and (2) submit to the President and Congress
by October 13, 1977, a final report on the findings, conclusions and
recommendations of this study. The study must consider various aspects
of weather modification such as: vresearch; development; economic, social,
environmental, and legal aspects; legislative factors; and international
agreements. NOAA does not have the resources, estimated to be $850,000,
to meet the requirements specified in the Act; a request for supplemental
funding has been delivered to the OMB. The 12 month period allotted for
completion of the study and report also is too short, given the complexity
and controvarsy of the subject; an extension request must be made at some
point. Resolution of these issues will be needed during the first quarter
of 1977.

¢. The Sea Grant Improvement Act of 1976 (P.L. 94-461) - The Sea
Grant Program was created in 1966 by the National Seca Crant College and
Program Act (P.L. B89-688). The Act authorized the establishment and




-

operation_of Sea Grant Colleges and programs of education, training,
research and advisory services related to the development of marine
resources. The program during the early years grew steadily from a
Federal funding level of $5.0 million in FY 1968 to $23.2 million in

FY 1976. However, since FY 1973 the Federal funding levels have increased
only slightly and inflation has consumed any hope for program growth.

On October 8, 1976, the President signed into law the Sea Grant Program
Improvement Act of 1976 (P.L. 94-461). This Act raises the authorization
for appropriation to in excess of $50 million and, more importantly,
authorizes several new program activities. These new activities include:
(1) the establishment of a National Projects program to support on a
realistic scale a number of specific projects directed at secretarial
identified national marinec related problems or needs; (2) the develop~
ment of a program of International Cooperation to support joint efforts
between U.S. institutions and their foreign counterparts. Initially,

the program will focus on marine technology transfer; (3) initiation of
a Sea Grant Fellowship program to provide assistance to highly qualified
individuals in fields related toc ocean and coastal resources.

d. The Whale Conservation and Study Act of 1976 (P.L. 94-532) -
The recently enacted Whale Conservation and Protection Study Act has placed
new responsibilities on the Secretary. This law requires that the Secretary
of Commerce, in consultation with the Marine Mammal Commission and the
coastal states, to conduct comprehensive studies of all whales found in
waters subject to the jurisdiction of the United States, including the
recently declared 200-milc fisheries conservation zene. The results of
this study, together with recommendations for legislative action, must be
reported with recommendations to Congress by January 1, 1980. Appropriations
totaling $1 million for fiscal years 1978 and 1979 are authorized by Public
Law 94~532. Funding is not yet available, but the 1978 OMB allowance
includes $309,000 for whale stock assessment which could be used to initiate
the program.

e. The Deepwater Port Act of 1974 (P.L. 93-627) became law on
January 3, 1975. It authorizes the Secretary of Transportation to issue,
transfer, amend, or renew a license for the ownership, construction, and
operation of a deepwater port. Under the Act, NOAA is required to
~(1) recommend, upon petition from a coastal State and subsequent request
from the Secretary of Transportation, whether the petitioning State should
be designated as an "adjacent coastal State'" based on risk of damage to
the coastal environment of the petitioning State by an oil spill as a result
of construction and/or operation of a deepwater port, (2) cooperate with
other Federal agencies in the preparation of the environmental impact
statement, and (3) to review the application and recommend approval or
disapproval based upon legal considerations within NOAA's area of responsi~
bility. Also, NOAA and EPA must periodically recommend to the Secretary
of Transportation environmental review criteria which shall be used to




evaluate a deepwater port. Since early 1975, NOAA has been actively
involved in carrying out its responsibilities assigned by the Act
with reprogrammed funds.

f. The Marine Protection, Research, and Sanctuaries Act of
1972 (P.L. 92-532), approved on October 23, 1972, assigned to Secretary
of Commerce responsibility for initiating or promoting programs of »
research related.to ocean dumping and other activities of man which
affect ocean ecosystems.

There have been significant problems encountered in implementing the Act.
It was not until FY 1977 that the first appropriation ($1.07 million)

was approved under the Section 204 authority. This money is to be

used to estzblish a NOAA program to study selected dumpsites in partial
implementation of Section 201.

To date, NOAA has not implemented Sections 202 or 203. Funding will be
sought for programs to implement these sections in the FY - 1978 budget.

g. The Endangered Species Act of 1973 (P.L. 93-205) established
a new list, "Species Threatened with Extinction,' in addition to retaining
the existing list of Endangered Species under the Endangered Species Act
of 1969 that considered only endangered species which were divided into
those native and foreign to the United States. NOAA row is responsible
for most marine species of mammals, and marine species of fish, reptiles,
and invertebrates. Under interagency agreements with the Department of
the Interior, NCAA receives assistance in listing, protecting, and
controlling the importation of threatened and endangered marine species.
Due to the lack of financial and/or personnel support, NOAA has been
unable to meet its statutory responsibilities under this Act. For example,
NOAA is unable to effect adequately the rehabilitation of endangered
species, and in the area of enforcement, coverage is not always available
to investigate reported endangered species cases which will result in an
increase of illegal traffic.
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DOMESTIC AND INTERNATIONAL BUSINESS

Bureau of International Commerce

o Need for and definition of Export Promotion Policies
¢ Role and composition of President's Export Council
O State/Commerce Commercial Relationships

Bureau of Domestic Commerce

0o Materials Policy and Federal Organization for
Materials Policy

o Economic Health of the Aerospace Industry

o U.S./Canadian Automotive Products and Parts
Trade Imbalance

o Telecommunications-Government Regulation and
Monopoly versus Independence

© Products Liability Program

o International Labor Organlzatlon Withdrawal
Question

O Workers' Compensation
O Business-Consumer Relations
o Ferrous Scrap

Bureau of Resources and Trade Assistance

o Implementation of GATT arrangement regarding
International Trade in Textiles

o PRC Textile trends

o0 Renewal of the Multifiber Arrangement
o Footwear imports

o Inmport Problem*-Steel

o Imporf Problem--Specialty Steel



- O

Import Problem—--Consumer Electronics Products

Bureau of East-West Trade

O

o

Normalization of Trade Relations with People's
Republic of China ’

The Trade Act of 1974 and East-West trade

Appropriate role of the Department in East-West

- policy :

Controls on the transfer of technology and
export of high technology goods to Communist
countries

Normalization of commercial relationships with
Cuba

Office of Energy Programs

A (o]

Relationships between DOC and the Business
Community

I@dustrial Conservation: Division of Responéie
bilities between FEA and DOC.

Energy Export Policies and Levels



Need for and Definition of Export Promotion Policies

Background

Export Promotion needs remain no less critical today than in
the past. The United States does not yet appear to be
exporting to its full potential consistent with comparative
advantage and to this extent, is not fully maximizing its
potential gains from trade. The Bureau of International
Commerce efforts to foster and promote a further expansion
of exports and a stronger export community are:

A. Serving U.S. policy and economic interest
B. Answering express needs and desires of the U.S.
business community

This is important wvhen we consider that:

-~ nearly 8 million Americans are unemployed;

- plant utilization in some instances is running at
less than 75% of capacity:

- U.S. industry is exporting less than 15% of its

~ output;

~ only about 8% of U.S. manufacturers are currently
active in exporting;

- U.S. imports, particularly energy, are on the rebound;

- rich export markets in OPEC and other resource-rich
emergent countries are largely untapped; and

- major competitor countries are intensifying their own
promotion efforts.

Comparing official U.S. export promotion efforts with those of
other countries, in 1974 (the latest yvear for which comparable
data are available) our major competitors spent three times on
the average, the U.S. amount for export promotion per thousand
dollars of manufactured exports--$1.08 compared with 30 cents

for the United States. 1In that year, our major competitors

‘also spent 40% more for export promotion as a percent of

total non-defense governmental expenditures. =
Issues

(1) The need for full and expressed Administration policy 6n“
the objectives of export promotion and the role of the
Federal Government in reaching these objectives.

(2) The need to resolve the gquestion whether Departmental
export promotion efforts should be directed almost
exclusively to new-to-foreign-market firms (which would
result in a broadening of the export base), or whether
a balance should be aimed at that would include export-
experienced firms into this effort (which would tend to
create large export sales in addition to the broadening
of the export base).



(3) Should consideration be given to small-and medium-sized,
export-capable firms for whom the cost of participating
in a Commerce-sponsored trade event becomes prohibitive?

(4) Should the Government achieve "full cost recovery" for
its export efforts by charging industry the cost of its
promotions?

(5) Clarification is needed as to who should have the
responsibility and therefore also the authority to
devise and execute the Government's export promotion
programs. Should it be the Department of Commerce or
the Office of Management and Budget which, through its
instructions to the Department, directs its export
promotion efforts, if not in name then in effect?

Analysis of Issue

The above issues are of extreme importance because of differences
of opinions among agencies and OMB. For the past two years,

a debate has continued within the Executive Branch on the
national objectives served by export promotion and the proper
role of the U.S. Government in this area. In March 1875, OMB
issued a draft report on the subject in which it put forth
limited objectives and a considerably diminished role for
export promotion. The primary agencies involved in export
promotion, Commerce, State, Export-Import Bank and Agriculture
took exception to these findings. The debate is unresolved

to this day. -

Schedule
The White House should, at the earliest possible time, determine
and issue export promotion ob3ect1ves and state the role and

level of Federal participation in export promotion.

Hearings should be held, at the earliest possible time, by the
relevant Senate and/or House oversight committees to determine

~ the objectives and proper U.S. Government role in export

promoction.

The Secretary of Commerce should meet with the Director of OMB
to reexamine and resclve issues two, three, and four above.



“Background:

Issue:

Analysis of
Issue:

Role and Composition of The President's Export Council

The President's Export Council (PEC) was establishad-
by Executive Order in 1973 to serve as a national
advisory body to the President on export expansion
activities. Through the Secretary of Commerce, it
advises the President, the Council on International
Economic Policy, and the President's Interagency
Committee. on Export Expansion on matters relating to
export trade.

The Council has two subordinate committees. The

Task Force on Export Promotion, scheduled to terminate
Decenmber 31, 1976, has been reviewing Commerce's
Export Promotion Programs. The Subcommittee on

Export Administration provides advice and offers
recommendations on ways to minimize the adverse

impact of export controls on U.S. business. The
subcommittee's activities are viewed as long-term

in nature. :

The PEC membership consists of a Chairman, a Vice
Chairman, and twenty other members representative of
business and industry. Each member is the chief
executive officer of his firm. Members are appointed
by the President and serve at his pleasure. Presently,
the Council has two vacancies and the position of Vice
Chairman will be vacated effective January 1, 1977.
Both the PEC and its Subcommittee will terminate on
Januvary 5, 1977 unless extended by Executive Order.

A decision is needed on whether or not the PEC and its
Subcommittee should be continued and if continued,
whether the role of the Council should be strengthened
and expanded. Replacement of all or a portion of the
Council members must also be determined.

Continuation of the Council and the Subcommittee on

Export Administration would keep a line of communication
open between the President, the Secretary and a corps of
chief executive officers of major U.S. industrial
organizations who provide industry views and recomrendations
on export trade matters. There are no other advisory

-committees which perform these functions. If the PEC
*is continued, its ongoing activities, generally those

agreed upon during a July 13, 1976 joint meeting with

the President's Interagency Committesz on Export Expansion
would also continue. The role of the Council would be
strengthened and expanded if the Administration were to
frequently scek the Council's advice.

» : ——-



Schedule:

Appendices:

Additionally, replacement of at least a portion of the
membership would provide new impetus to the Council.
However, the current Chairman of the Subcommittee, a
member of the Council, should be retained for reasons

of continuity, irrespective of any other Council member-
ship changes that may ultimately occur.

Decision on continuance of PEC and its Subcommittee -
last cuarter CY76

Decision on modifying PEC membership - first quarter CY77
First meeting of reconstituted PEC - second guarter CY77
- Executive Order 11753 of December 20, 1973

~ PEC membership List
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- ' Title 3—7The President il :
EXECUTIVE ORDER 11753 . S
Lstablishing the President’s Export Council and For Other Purposes. .

< ‘ - By virtue of the authority vested in me as President of the United 7 A

. y Sla‘cs of Amcrica, it is herehy ordered as follows: © . B

Secrion 1. Establisiment of the President’s Export Council. (a) ’
There s hereby established within the Department of Commerce the
President’s Export Council, hereinalier chrch to as the “Export Coun-
S cil, » which =h:~ll be composed of a Chaiman, a Vice Cxx.x....x.m, and

. tweaty other merabets representative of business and incustry of which

cight members shall be selected without regard to geographic considera-

) tions and tweive members shall be sclected 50 as to previde appropriate

= . regional represcatation. The President shall appoint the Chairman, the
* Vice Chairman,” and all other members of the Export Council,

(b) The Export Council shall scive as a national a(.\'ZSO‘) body to the
President on export expansion activitics.

(c) The Scerciary of Commuerce { }.m.m:xflcr referred to as the “Sce- -
— ' : - retary™) is direcied to insure that the recommendations of the Export
Council receive appropriate Governmental consideration.

, (d) The Scerctary, with the concwrence of the Chaimman, shall
w ( q : appoint an Exceutive Sceretary for the Export Council.
3 . e
" Suc. 2. Functions of the Export Cn aneil. The Export Council shall, .+ -
. through the Sceretary, advise the President, the Council oa Internatl onal
e iom Economic Policy (CIEP}, and the P resident’s Interagency Conmumittee .
. - Sy

for Export Expansion (PICLE) on matters relating to expart trade. Ix. '
-+ particular, the Export Council may— . >

(1) Jdentifyand examine problems xcg:udn‘" the effects of industy nl.
pr.uucc.s.on export irade and tiie need for industry to improve its exp
; cfforts, and recommesid solutions to these problems. :

{2) Swrvey and evaluate export expansion activities which rellect the
o ideas of the business community.

by A (3) Provide liaison among members of the busingss and indusuial ©

community on cxport expatnsion matteis. g

(4) FEncouwrnze the business and industrial commuaiyy to enter new
i . forcign markets and to expand existing export prograims. .
(5) Advise on plans and actions of the Federal Government involving
) export expansion policics affecting business and indusiry.

’
(6} Puavide a forum for busiess and Governsient en current and
emerging problems and isues in the field of export cxp.uxsic.n.

.

Sec. 3. Suborcinate Convaittecs. The Export Council may establisl,
& : with the concurrence of the Secretary, za execuiive commitice and such

FIOLRAL RICISTIR, VOL, 34, KO, 245%—FRiDAY, DICIMLIR 21, 1970

A\ | - | :
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other subnwilinate cemnmittees as it considers necessary in the performiance” .
of its functions. Subardinate committees shall be headed by a chairman
sclected from the membership by the Chairman of the Export Council
with the concurrence of tiie Scerctary. Merbers of the subordinate coin-
mittees shall be seleeted by the Sgeretary from representatives of business
and industry. : . s

Sce. 4. ddministrative dssistance. As peanitted by law and as neces-

sary to carry out the pwrposcs of this order, the Sceretary may provide or

. arrange for administrative and stafi’ scrvices, support, and facilities for

the Export Council, including its excqutive committee and subordinaic
committees. : ;

Skc. 3. Expeases.Members of the Export Council, including its exceu-

*  tive commiitiee and subordinate commitices, shall reccive no compensa-

-tion from the United Siates by reason of their services under this order,

but may,.to the extent pernsitied by law, be allowed travel expenses,
including per dicm in Jicu of subsistence, as authorized by law {35 U.S.C.
5703) for paons in the Government service emiployed intenmittently.

Src. b. Federal ddvisory Comnmiittec Act. The Depuranent of Gom-

- mmerce fhall perform such funciions with respect to the aduiinistration of

this erder as may be required under the provisions of the Federal Ad-
visory Convmitice Act {Pubilic Law 92-463; 86 Swat. 770).

Src. 7. Construction. Nothing in this order shall be construed as sub-

e jeeting any Federal agency, or any function vested by law in, or assigned

. pussuant to law to, any Fedwal agency to the authority of any oiier
Federal agency, the Export Council, or its Executive Comimiitee and aay
of its subardinate comumiitess, or as abrogating or restricting amy such
function in any manrer.

Stc. 8. Revocetion. The Interagency Cominitice o:“. Export Expansion
is hereby abolished and Execuiive Order No. 11132 of Dcecember 12,
1963, as amended by Exccusive Order No. 11148 of March 25, 1964,
is hereby revoked. ;

Tue Wirre Housrt,
December 20, 1973.

. {FR Doc.73-25085 Filed 12-20-73:11:51 am}
S - .
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COUNCII MEMBERSHIP

* Fletcher L. Byvrom
Chairman of the Board
Koppers Company, Inc.
Koppers Building
Pittshurgh, Pennsylvania 15219

-

»

¥* P, Perry Wilson
Chairman of ths Beard
Union 'Carbpide Corporation
270 Park Avenus
New York, New York 10017

-James H. Binns

President

Armstrong Cork Conp;:y

- Liberty & Charlotte SBtreests
‘Lancaster, Pennsylvania 17604

- Werney C. Brown
 Presicdent

Hercules Incorporated

810 Market Strest
Wilmington, Delaware 15869
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% Council Chairman
*#* Council Vice Chairman

»

R. Hal Dean
Chairman of the Board
Ralston Purina Company
Checkerboard Square Plaza
St. Louis, Missouri 631388

E. Mandell de Windt
Chairman of the Board
Eaton Corporation

100 Erieview Plaza
Cleveland, Ohio 44114

J. Robert Fluoxr

Chairman of the Board

Fluor Corporation

P.0O. Box 7030

Los 2ngeles, Caelifornia %0022

John L. Hanigan

Chairman of the Executive Comnmit
Brunswick Corporation

One Brunswick Plaza

Skoxie, Iliinois &0076¢

4

John ¥W. Haxnley
Chairman of the Board
ionsanto C "oawy

800 K. L*ncser n Boulevard
St. Louis, Missouri 631¢¢

Robert S. Hatfield
Chairman of the Boarad

The Continental Group, Inc.
€33 Trird Avenus

New York, New York 10017



Chairman of the Board
Carrier Corporation

1000
Syracuse, New York 13201

John V. James

Chairman of the Board

Dresser Industries, Inc.
718 .

Dallas, Texas 75221

Reginald H. Jones
Chairman of bﬁy Board
General Electric Company

Falkzleld,,Connectlc t 06431

J. Paul Lyet

Chairman of the Board
Sperry Rand Corporation
1226 Avenus of the Americas
New York, New York 10019

David C. Scott T
Chairman of the Roar
2llis-Chalmers Corporation
1205 8. 70th Street
Milwaukee, Wisconsin 33214

Mark Shepherd, Jr.
Chairman of the Board

Texas Instruments Inc.
Mail Station 2386

Box 5474 .

Dalias, Texas 75222
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Cnalrman of the Board
Armco Stcel Corporation
703 Curtis Sitreset
Middletown, Onio 45043

Thornton A. Wilson

Chairman of the Board
Boeing Company

P.0. Box 3707 .

Seattle, Washington 98124




- Background:

Issue:

Analysis of
Issue:

. goncern are: (1)

- State/Commerce Commercial Relationships

Until the Reorganization Act of 1839, the Depart-—
ment of Commerce (DOC) administered the Foreign
Commerce Service 0f the United States; however,
since that time, the DOC in its support of the
U.S. business community has had to rely on the
unified Foreign Service of the United States which
is administered by the Depariment of State (DOS).

The Foreign Service under the DOS has been dominated

by political and consular program demands which
have bzen consistently and traditionally the

major responsibilities c¢f the DOS. In the view

of the U.S. business community and the DOC, the
DCS has not given the proper program emphasis

and resource allocation to international commercial
and economic program activities within the unified
Foreign Sexrvice. Accordingly, the DCC should seek
to assume majority responsibility for management-
related matters which directly affect economic/
commercial functions of the Foreign Service.

~The DOC has primary international program

responsibilities in the fields of business support,
trade promotion, trade policy, and investment for
which the DOC has received inadequate support from
the. Foreign Service as administered by the DOS.

There are numerous program deficiencies which could
be analyzed and related to the primary issue;
however, those factors of greatest immediate

The DOC's reguirement for

full participation in the management of economic/
commercial opzrations of the unified Toreign
Service. (2) The DOC is not directly represented
at the D08 (Deputy Under Secretarxy for Management)
in making the final determination of Foreign
Service resource allocations and budgetary
expenditures. The DOC should press for such
representation as its international commercial

programs are dependent upon Foreign Service staffing

and, to a large degree, DOS funding. (3) Thz DOC
and the DOS should improve the State/Commerce
(Personnel) Exchange Program in terms oi proper
balance of perscnnel exchangeses for executive

and career development purposes so that both
Departments may establish an improved reservoir

of experienced employvees to fill key international
commercial positions. (4) The DOC funds and is




Schedule:

Note:

-2 -

held responsible for the management and operation
of the overall Trade Center program, Therefore,
the DOC should have final approval of all Trade
Center pzsrsonnel assignments. Presently the
responsibility for the staffing of the sixteen
overseas Trade Centers is shared by the DOC and the
DOS. The Centers are staffed by a mix of Foreign
Service personnel and General Schedule employeses

of the DOC.

(1) During the second guarter of PY 1977, it is
recommended that a meeting be held between the
Secretaries of the Departments of State and Commerce
to express DOC concern that it fully participate in
the management ¢f the overseas economic/commercial
operations of the Foreign Service.

{2) A reguest is presently pending to State's
Deputy Under Secretary for ianagement that the DOC
be represented in making the final determinations
related to Foreign Service resource alleocation. If
this issue is not resolved in accoxdance with DOC's
pending request, it should be on the agenda at the
above recommended Secretarial meeting.

. (3) Prior to July 1977, negotiatc a new State/

Commerce Exchange Agreement to assure a continuing
personnel source to meet DOC's staffing needs of its
international programs.

(4) During the second quarter of ¥Y 1277, it is
recommended that the Secretary of Commerce negotiate
with State for final approval of all Trade Center
personnel assignments.

The current State/Cocmmerce review of DOS/DOC
commercial activities, reported undexr Administration,
should provide additional insights and recommendations
relevant to this problem.

o e



MATERIALS POLICY AND FEDERAL ORGANIZATION
FOR MATERIALS POLICY

Background

There is increasing interest in resources and raw materials
issues, in establiching a coordinatcd llational materials
policy, and in organizatl n of the Executive Branch to deal
with materials =olicy. Resources/materizls policy has been
of concern for a number of vears. uOuﬁ the Paley Commissicn
(1952) and the National Cormission on laterials Policy (1273)
addressed materiale policy issues and Made general recommen-
dations for actual policy and Federal organ;zauion,“whilo

the Mining and Minerals Policy Act of 1970 (P.L. S1-631)
gives Lao Sccretary of the interior very broad responsikilities
for fostering and enccuraging develorment of domestic mining
and r "ou*c~ recovery industries. The »rincipal recent
interest has be=n in the aftermath of short supply problens

b

during the 1973-74 meriod, the Arab oil embargo of 1873-74,

and growing fears over susply and price stability for
import-denzndent comnodities. Several proposals have been

made fcr Federal roorcanizatio on, ranging fron strengthening

the capabilities of lire agencies (e.g., Commerce or Interic:)
to creation of a new Depariment of Eanergy and Natural

Resources or creation cf z % organization

centralized coordinatin
in the Executive 0Office of the President.

In addition to orcanization, considerahle interest has been
generated in material policy issues, including the use of
Federal economic stockoiles to prevent supply disruptions,
Federal policies Zor stockoiling of strategic and critical
materials for military emergency, the impact of environmental
regulation upon materials-produvwcing capacity, Federal land
use policy, and recycling.

The National Commission on Supplies and Shortages is exanining
a number of materials-related issues and 1s exnectsd to
complete its rervort by the end of 1876, thus providing new
impetus for continued interest in 1977.

The Reszource Conservation and Recovery aAct of 1976, designed
to foster reeveling and aisposal of solid and hazardous
wasto, provides a number of new responsibilities for the
Departnent of Ccmmerce. .

Issue

———————

The principal issue involves Federal organization for collect-~
ing and analyzing information on resources and materials

P

s .
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ECONOMIC HEALTH OF THE AEROSPACE INDUSTRY

Airlines/Commercial Jet Transport Manufacturing

Background

U. S. airlines employ 300,000 workers and represent a capital in-
vestment of $16 billion. In 1975 scheduled operators carried 205
million passengers 163 billion miles. They transported 4.8 billion
ton miles of freight - a 2.5% decline from 1974 - and moved 80% of
the inter-city first class mail. On this carriage, their net loss
-totaled $84 million.

These tarriers moved into the black during the first half of 1976
when the 11 major operators posted a traffic gain of 11.7%. For
1976 total industry profits may reach $300 million. Whereas most
analysts agree that the carriers will further increase their earn-
ings for several years, insufficient funds will accrue to finance
purchase of the new aircraft the lines will require for replacement,
to meet noise standards and for future traffic growth.

Traditionally dependent on the domestic airlines for the bulk of
their sales, manufacturers of U.S. jetliners exported 65% of their
production in 1975. The firm order backlog has fallen to ap~-
proximately 370 transports, 70% below the backlog of 1,234 planes
in 1969. The builders - with assets of approximately $25 billion -
- have not undertaken a new U.S. jet transport project since 18671,
limiting subseqguent production efforts to derivatives of current
models. Reflecting this situation, employment in the jet transport
manufacturing segment of the industry will fall to around 44,200
by the end of 1976 - down 65% from the 126,200 of 1968.

- 8ince World War II, the U.S. has produced the great majority of

civil transport aircraft in use worldwide. As late as June 30,
1976, U.S.~built turbo jet-powered aircraft constituted 84% of the
total air transports in use or on order by the world's airlines -
excepting AReroflot, the Russian national airline. Erosion of this
position has begun.

To improve foreign market position, U.S. aerospace companies have
entered into "offset" arrangements or shared production agrcements.
‘During 1975, transport aircraft produced in the U.S. contained over
14% foreign content in terms of value. Movement abroad of joint
manufacturing- ventures constitutes the next step. Already a French
manufacturer has teamed with McDonnell Douglas to produce in France
the Mercure 200, a 174 seat medium-range jet transport fitted with
2 GE/SNECMA CMF56 engines. Another engine joint venture between
Pratt & Whitney and Rolls Royce will produce "10-ton" engines for
new aircraft and retrofit of existing aircraft.



Issues
1. Source of funds required by airlines for:

{a) ‘The purchase of airxcraft needed for replacement and
future traffic growth; and

(b) Purchase of new aircraft or retrofitting of existing
planes to meet fleet noise standards.

2. Source of funds reqguired by the commercial transport
manufacturing industry to:

{2) Finance the R & D reguired to -assure continued U.S. =
- technological superiority; .
(b) Finance the development - estimated cost $2 billion -
of a new high technology narrow-bodied super critical
wing jet transport:; and

(c) To reverse the movement abroad of airframe and engine
manufacturing.

Analysis of the Issue

U. 8. airlines continue their efforts to secure CAB approval fcor rate
increases necessary to cover increased operational costs.

On November 18, 1976, Secretary Coleman announced that the domestic
U.S. commercial aircraft fleet must meet Part 36 Noise Standards by
1985. Unresolved cuestions remain relative to retrofit or replacement.
of the 1,600 older alrcraLt currently in use which fail to meet the

new standard. :

Sales of used aircraft and increased operating revenues will improve
airline cash flow and assist in generating funds reguired for the
purchase of new aircraft. Investigation of the feasibility of
government loans and of government guaranteed loans continues. In
addition, serious consideration is going to transfer of a portion of
passenger/cargo user charges now flowing to the Airport and Airways
Fund.

Competent authorities estimate the world requirements of new transport
aircraft in the period 1977-1985 will range from $40 to $50 billion.
Maintenance of the U.S. world leadership position in the supply of

jet transports to the Free World's commercial air fleet reguires de-
velopment of a new, high technology, narrow-bodied super critical

wing jet transport.

Schedule

Secretary Coleman has scheduled hearings on December 1, 1976 to
discuss financing the aircraft noise reduction program. A report
on the hearings will go forward to the President on or before

March 3, 1977. Should incorporated recommendations involve Federal
assistance to the airlines, Congressional action must follow.



U.S./Canadian Automotive Products and Parts Trade Imbalance

§9ckcround

With the objective of freeing up intercountry trade and avoiding a
costly trade war, the uU. §. and Canada negotiated the U.S. /Vanada
Autcmotive Products Trade Agrecment du-*ng 1964. President Johnson
and Prime Minister Pearson signed the Executive Agreement at

Johnson City, Texas on January 16, 1965. Duty free importation of
Canadian automotive products retroactive to Jeanuary 1, 1965 followed
enactment of PL 89-283 on October 21, 1865,

The aAgreenent has brought benefits to both nations. Total twc-wav
trade has grown from $716 million in 1964 to over $14 billion in 1875
(Appendiz A). Canada's share of Rerth American Automotive Industry

roduction ncow stands at 13% versus consumption of 11%. Canadian
employment in asscpoly cperations has increased 9% over the life of
the Agreement; in parts man~f*cgure, 16%.

The traditional U.S. favorable trade balance in automotive prcducts
swung into deficit as the Darticisating companies diﬁlomed adaitionsal
preduction in Canada. During this pericd Canada rejected U.s.
prcposals oy elimination of Ytransitional" safeguards. In 1973, the
balance moved into surplus again. Substantial surgluseu followed in
1974 and 1275,

t favorable bulunce in 1875 of §1.8 bllllon results frem a .

s of $2.4 killion in parts trade and a $.6 billion deficit on
led vehicles. 23 in 1974, the substantial surplus in paris
trade resulted from reduced economic act*v1+y in the U. 5. rather than
an explocive increase in U. S. exworts. As the health of the U. S.
sector improved, the flow of Canadian ourts has increased and ths

U.S. overall surplus has decreased. Figures for total automotive
procducts trade through July 197€ show an unfaveraple Canadian trade
balance of $6106 million compared to $1 billion for the same period

in 1975 (appendix B).

Issue

As one facet of its program to bring its international accounts into
balance, Canada seeks to reduce its unfavorable bzlance in automotive
products trade with the U.5. In this effort primary attention is
going to that portion of the deficit for which automctive parts
accecunt - $2.4 billion in 1975.

analvsis of Tzsug

Through the Agrecment the Canadians have achicved their objectives
of increased vehicle production and emplovment in Canada with safe-
guards. The resulting intograted Noxth American Automotive Industry
has, es (ﬁtl&llj, nllowed frce market forces to operate across the
border. Through statements to the press and in public forums,.
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Government of Canada and Canadian industrialists have declared
their continuing support for the Agrecment.

The great majority of Canadian parts production is concentrated
in “he Province of Ontario. blthouqh total parits production and
parits cxports have increased under the Agreement, Government

of Ontario is bringing pressure - in part, political - on the
Federal CGovernment to correct the imbalance in parts trade.

Ontario supports appropriate amendment of the Agreement or some
other intergovernn: ntal acticn to assure a greater share of the
parts market hor Cunadian vroducers. Any such action would affsct
pr0¢uct;on and employment in t . parts and components industry
and introduce additional rigiditi in U.S./Canadian trade in,
automotive prcducts.

wriw
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i
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Schedule

Wie can reasonably expect Government of Canada - under provi
of the Agreement - to seek a Joint Review of parts trade wi

i
hin

the North Amsrican Auvtomotive Industry., Such a reguest will probably
e J

reach Wasghincston, D.C. during the first guarter c¢f 1277. Th
Review will then commence during the second guarter of 1977.

- Apvendiccs

A - United States - Canada Trade Autcomotive Products, 1964, 1969-75"

U.S. Imports - Canadian Imports

B ~ United States~-Canada Trade in Automotive Products 19876~ - 1975
U.S. Imports - Canadian Imports in Transaction Values
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. Ve
United States - Canada ..oade autoemotive Preducts, 1964, 1969-75
U. S. Impor.s - Canadian Imports
?{}gJ“<ngmf>. U. 8. Dollars o
1964 1969 71970 1971 1972 1973 1974 1975 1/
U. 8. euports 2/
Cars 34 732 631 935 - 1,075 1,439 1,657 2,142
Trucks 23 244 263 334 504 643 915 922
Parts 577 2,134 2,019 2,448 2,860 3,552 3,920 4,409
Sub total 634 3,110 2,913 3,767 4,445 5,634 6,554 7,472
Tires and tubes 6 34 23 36 5 92 223 170 .
Total exports 640 3,144 2,936 3,803 4,496 5,726 6,777 7,643
U. 5. imports
Cars 18 1,537 1,474 1,924 2,065 2,272 2,595 2,809
Trucks 4 560 564 587 713 789 887 917
Parts 49 959 1,080 1,481 1,795 2,172 1,997 2,003
Sub total 71 3,056 3,118 3,992 4,573 5,233 5,479 5,734
Tires and tubes 5 5 14 8 22 68 65 67
Tetal imports 76 3,061 3,132 4,000 4,595 5,301 5,544 5,801
Net balance +563 +83 ~196 ~197 -9 +426  +1,232 +1,842
tlemn entry
Snowmobiles included
in truck exports ahove - 6 12 22 33 30 33 38
Snowmebiles included
in truck imports above - 111 141 124 104 66 35 28

1/ Prelanminary
é/ Canadian ir
charous
1972-% 1973-563

45
(e 3

NHote: Dabla exclude ULS,. Caradxan LLun in mati

parts.

Data arc aﬁjusted to reflect anngacblon values

nport data.
in millions of

Parts expo
U.5. dolla
;7 1974-51238; 18

$1.00 Canadian = $0.925 U.s., 1910
1972; $0.9997 U.S., 1973;-351.0224
Source: U.S. Department of Comnmercn

rts {Canadian imports)
rs as follows: 1269-$75;
75-$58.

for vehicloes.
4-G0r 50.958 U.S., 1970;

G, U.8., 1974;

$.984001, U.s.

$0.9%0 U.S5., 1971;
1975,

1971-$68.

adjusted to exclude tooling
1970-3598;

crials for use in the manufacture of automoti

slboog U.S



WA de A e bs e a bt ned B N O S Y S o L L N o A S A s LN - Ao

(U.S. Imports - Canadian Imports in Transaction Valuas?/

(tiillions of U.S. Dollars)

July Cum. Jan. thru July
1976 1975 1976 1975

U.S. Exp rtsé/

.u’»:l .
Cars 126.3 132.3 1,311.1 1,132.2
Trucks 29.4 82.2 582.1 542.7
Parts 332.5 297.4 3,185.5 2,465.7

(8]
>
Q2
.
[\S]
w
=
3%
N
w
~
¢
-
w
(o))
I
~
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ey
(]
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Sub~total

m
.
oo
[a]
™o
AN
~J
~J
.
oy
)
[
Q
.
+

Tircs and tubes

v

Total cxportis 5%4.0 525.2 5,190

.
~l
- -
&)
[S3]
~

U.S. Imzort
Cars 121.9 175.9 2,052,9 1,612.7
Trucks 84.0 G5.5 781.90 531.1
Parts 276.7 146.4 1,660.6 1,01e.4
Sub=-+otal 552.6 38E.8 4,494,585 3,15%.2
Tires and tubes 16.7 5.% 85.9% 31.9%
/. b
Total imports 562.3 - 394.5 4,580.3 3,171.12

!
1
Cy

.3 +139.6 +610.4 +1,n39.6

Momo encry
Snowmobiles in exporis

of trucks abocve 2.3 2.6 - 9.1 12.4
Snowmobiles in imports
of trucks alove 3.6 2.4 8.4 11.2

1/ Preliminary and subjoct to revision.

Z/ US imporis zra FAS or transaction values as published by Durcau of
tha2 Census. Canadian actemotive inporis are valued on similar pasi

3/ Cizadlgn import dat rted to U.S. dollars:C$1.00=USS$1.0256C,

i 3y - g T R 5 s -
SCURCE: U.S. Burecau of wh¢ Census: Latistics Canada.
" . -y iy ae 4 - 3 .y gy 45 - - 3 de m e
NOTE: Monthly Iigures are nreliminary and cumulative vear end totals
may contalin annual corrections net disgiriluated Ly meniino.
3 >
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‘ . TELECOMMJ TCALIONS - GOVfRVM“NT R“GULATIONS -
MONOPOLY vs. INDEPENDENT COMPETITIVE SERVICES

BACKGROUND

The regulation of telecommunications services and certain products is
a function of the Federal Cummunications Commission (FCC) and State
Commissions under the provisions of the Communications Act of 1934.
(This Act was *to provide the nation with a unified telecommunications
network at a reasonable cost.) Their regulations can limit or
encourage competition and can control the economic viability of the
regulated companies by rate structure decisions. The ICC exercises
control over interstate and international communications carriers and
total control over U.S. civil radio freguency assignments. The
various State regulatory commissions exercise economic controls over
carriers within their jurisdiction.

During the late 1960's, the FCC began to introduce competition into
the limited monopoly of the Bell System and some 1,600 independent
télephone companies by authorizing the direct sale or lease of equip-
ment to users on an unregulated basis and authorizing -
interstate-intercity private line services between fixed locations by
specialized carriers. These actions are bitterly opposed by the Bell
and independent telephone companies.

Prior to these decisions, interstate toll rates were based primarily
on distance, rather than cost. Basic local telephone service rates
were kept low, in part by charglng above cost for extension telephones
and business services, and by transferring some revenue from interstate
toll service to local telephone companies. The FCC's authorization of
competition from specialized common carriers, and sale of interconnect
equipment, pressures the telephone companies toward cost-based rates.
There is much controversy concerning how hizgh some rates might have to
go. In general, economists favor cost- Daaed rates, but many State
regulatory commissions prefer rates based on judgmental and political
factors (value of service based rates), as we have had in the past.

ISSUE

At issue is whether the public will recoive better and more econc:...cal
telecommunications service from a regulated quasi-monopoly (the L”Ll
System and the independent telephone cowpanles) or through the
introduction of competiting carriers into the domestic telecommunications
industry and authorization for the interconnsction to the telephone
network of switchboard and termlnal equipment not owned by the

telephone companies.

Some of the specific items within the issue that require Departmental
policy and economic analysis are:

| S



O Alleged increz

se of local service rates by as much as 75
percent as comps

tition syphons off telephone company revenues.
Duplication of investment and resources.

Division of responsibility and management for end to end
services.

) < )
© Ability to ensure standardization and interchangeability of
~ basic telephone sguipment.

Terms and conditions of access to national telephone
network - FCC or State level.

© Impact upon RED and innovation in a regulated industry.

ANALYSIS

As a consequence of technological innovation and entreprenurial
motivation, the precepts of the Communications Act of 1934 are being
challenged. In particular, the FCC's role in encouraging competition
in the domestic telecommunications industry is under attack by the
telephone industry. The telephone industry bases its' arguments on
the need to ensure the technical integrity of the National Tele-
communications Network and the claim that the diversion of revenues

- from large commercial users to competing specilalized carriers will

create an adverse economic impact on the individual telephone
subscribers nationwide. :

‘The telephone industry and other groups, including labor, are
. supporting legislation to remedy the problems introduced by the FCC's

regulatory policies. During the past session of Congress, numerous
bills entitled the "Consumer Communications Reform Act of 1976" were
introduced by some 192 sponsors and co-5DPONSors.

The thrust of these bills is to reaffirm the intent of the Communica-
tions Act of 1934: (1) by reaffirming the authority of States to
regulate the interconnection of customsr provided equipment; (2) to
prevent duplication of services by prescribing standards governing
FCC .authorization of companies that would provide intercity private

"line services; and (3) by assuring trues competition between firms

authorized to provide intercity private line service by requi?ing that
no competitive rates be denied on the 3>asis of being too low if they
are compensatory in terms of the costs involved.



_* Proponents of this legislation are the Bell and independent companies,
"~ the HNational Association of State Regulatory Commissioners, the labor
unions representing telephone workers, FCC Commissioner Benjamin Hooks,
and Professor Eugene U. Rostow of Yale Law School and Chairman of the
18€7-88 Presidential Task Force on Communicztions Policy. The U.S.
Department of Defense is also expected to favor the bills.

Opponents are the present Chairman of the FCC; the ad hoc Committee
for Competitive Telecommunications; the North American Telephone
Association; and various specialized communications carriers, such as:
MCI, USTS, Southern Pacific, RCA Global, American Satellite, and
Satellite Business Systems. ' '

The FCC is endeavoring to develop a data and enalysis base to reach a
conclusion on the question of competition and the public interest.
This requires unique and specialized skills, and is of such magnitude
as to severely tax the capability of the Commission's limited staff.

In addition, however, to the immediate gquestion of regulated monopoly
vs. ccmpetition in the domestic telecommunications industry, a
revision of the Telecommunications Act of 1834 must address itself to
impact of technological advancement on the structure of the industry.
Historical concepts are being outmoded. TFor example: the line of
demarcation between telecommunications and computers is rapidly
vanishing. One, but yet, a major point is the revolutionary change in
production technology now being evidenced in the manufacture of
telephone switching equipment. This equipment represents 30 to 40
percent of telephone system costs. Previously switching equipment was
necessarily electromechanical and required zn investment in the
hundreds of millions for machining parts and electrical/electronic
fabrication. The advent of solid state large scale integrated circuits
minimizes the need for large capital investment in machinery, and
permits most product/market oriented organization to enter the
switching-exchange market with a minimum of capital investment.

SCHEDULE

New legislation similar to the "Consumer Communications Act of 1876"
as well as a revision of the Communications Act of 1934 are said to
be priority items for the new Congress.



Product Liability Program

Background

Az a result of reports of increasing product liability claims
and sharply rising insurance premiums, the Economic Policy
Board requested in January 1976 that the Bureau of Domestic
Commerce prepare an issue paper on product liability.

The paper stated that sufficient evidence was found to justify
a more substantial investigation. The Board approved the
preparation of a study which was published in March 1976. The
Bureau of Domestic Commerce Staff Study, Product Liability
Insurance: Assessment of Related Problems and Issuss found
evidence that:

° Insurance premiums were rising sharply.

° Some industries were experiencing difficulty in
obtaining products liability insurance.

°® Some industries were experiencing an increasing
number of claims and lawsuits as result of product
related injuries.

°® Small businesses and capital gcods producers were
the most severely impacted.
It was also found that the meager data base available precluded
analysis of the causes and effects of the problems as proper
“analysis of proposed remedies.

As a result of the study, Mr. L. William Seidman, Executive
Director of the Economic Policy Board approved the establish-
ment of an Interagency Task Force on Product Liability (See
Attachment 1 memo from Mr. Seidman to Under Secretary James
Baker). The Task Force is composed of agencies that have an
interest in product liability problems and is chaired by

Mr. Edward O. Vetter, Under Secretary of Commerce.

An Advisory Committee on Product Liability was formed to advise
the Under Secretary in Product Liability matters. The

Committee has 19 members who are representative of the following
groups: Manufacturers, Distributors, Retailers, Lawyers,
Insurers, Insurance Commissioners, Labor and Consumers.

The Committee has had two meetings and has provided assistance
to the work of the Task Force. The Committee is chartered toO
exist until June 1978.



Issue

Product liability is the responsibility imposed on a manu-
facturer or others in the distribution chain, for injuries
or damages caused by a defective product. It has not bean

a problem to industry or of great significance to the consumer
or worker until recent years. Changing legal concepts, con-
sumer activism, and increased emphasis on product safety
have led to an apparent increase in the number and size of
products liability claims and lawsuits. Many companies and
industry associations have reportad that the insurance
problems may drive them out of business with resulting
unemployment. They cite the inflationary impact of the
increased cost associated with product liability claims.
They state further that many products may be removed from
the market place and that companies will be reluctant to
introduce naw products.

Analysis of Issue

Analysis of the product liability system, development of
remedies and preparation of the reports are conducted under
the direction of Professor Victor Schwartz, on leave from

~the University of Cincinnati. In addition to in-house
analysis, three major contracts were issued. In these, data
are gathered from the insurance industry, legal institutions
and manufacturing industries. These data are analyzed for
description of the product liability system and for use in
developing and evaluating proposed remedies. In addition,
data on injuries from State Workers' Compensation systems,
Occupational Safety and Health Administration systems, and
the Consumer Products Safety's National Electronic Injury
Surveillance system are used to analyze the nature of product
related injuries.

In addition to information received from the Advisory Committee
and from a symposium in which experts in the field presented
issues papers, a formal request for public comment and data

~ by the Under Secretary of Commerce was published in the Federal
Register.

The principal products of the Task Force project will be a
policy coptions paper, a composite research report and three
contractor reports. A partial list of currently available
products (see Attachment 2).

Schedule

The Task Force is reguired to report to the Economic Policy
Board on December 15, 1876. The incoming Administration would
probably wish to review the task force reports and determine
whether‘leglslatlon should be proposed, and, if so, what form
the legislation should take. -
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~ .
providing me with the packet of materials as requested
-concerning the program to address the problem of product lability, . I
have four suggestons:

I appreciate your
z ¥

1. We are aware of numerous reguests for copies of the staff
study on "Product Liability Insurance: Assessment of Related Prob-
.« lems and Issues' prepared by the Depar.‘“eu» of Commerce in response
T to a request from the Economic Policy Board Executive Committee,
~Our past practice has been not to release any documents containing
. ‘recommendations or alternztives for consideration by the Economic
Policy Boaxrd or the President. I am anxious to maintain this precedent
-and af the same time be responsive to legitimate requests ior the infor-
— o mation and data collected, Accordingly, I am hereby authorizing you o
release those portions of the study which are purely informeational in
nature and which dor o» coniain recomumendations or alternatives for
— consideration by "He Zconomic Pol licy Board.

" -
- - -
2. The tendency in government to create intera agency mechanisms
to address particular issues has in the past often led to a plethora of ’
- - . - » .‘, -
entifies with no overall direction or reporting mechanism to the Presi-

dent., The Economic Policy Board was created in September 1974 in
part to replace a host of interagency cabinet level commitiees that were
then dealing with cconomic policy matiters. Since itis impractical for
the EPB Execcutive Comumittee to itself undertake specialized studics,
we have adopted the practice of establishing task forces and subcom-

mitices, generally at the Under or Assistant Secretary level, to address
. particular problems and report to the TPB Ex ’

Executive Commitice and
ultimately to the President., Product liability is clearly an issue which
. requires an interagency eifort and tne ZP3 Executive Committee has
{ approved the establishment of a task force.

I suggest that the task {orce

o . 158114 =

) P §

——



-2

.

be chaired by the Depariment of Commerce and consist of representatives,
- at the Assistant Secretary level or higher, from the Departments of
. Commerce, Jusiice, Health, Dducation and Welfare, Housing and Urban
Development, Labox, Transporiation, Treasury, the Council of Eco-

: nomic Advisers, the QOffice of Manawe*nent and Budget, the Assistant to
the President for Economic Affairs, the Small Business Administration,
and the Consumer Product Safety Commission. Since you have been inti-
mately involved.in the efiort thus far, I recommend that you chair th
task force and that the task forde report periocically to the EPB .n.*’ﬂcu..we
- Cormamitiee.

3. Iagree that it would be useful for the task force to nave an
advisory commitiee on product liability to draw upon the expertise of
individuals in the private sector.

- 4, Iam somewhat concerned about the projected time schedule for
- the task force eifort. We now have approximately 8§ months until late
. December when the preparations for the 1977 State of the Union messa
_, should be receiving finzl consideration. I preier a time schedule for me
“task force geared to providing recommendations that might be included
in the 1977 State of the Unioa address,

A

I would be pleased to discuss these suggestions with yeu at your
—_ convenieace.- : ‘.

LA 9

prmr



Attachment 2

Materials Available:

= Transcript of the Symposium July 21, 1976.

- Transcript of Advisory Committee Meetings.
September 20, 1976 ’

ey

November 1, 1976

- Minutes of the Working Task Force Meetings.

- Working Paper £2 - On Proposed Remedies of Current
Product Liability Law.

" = Contractor Reports (drafts).

-
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International Labor Organization Withdrawal Question

Background:

The U.S. Government representation in the tripartite American
delegation to the ILO has been, in turn, tripartite. It
consists of representatives of thz Depariments of State,

Labor and Commerce. Within Commerce, ILO matters, including
representation at conferences and meetings of the Governing
Body, are presently handled by a Legislative Review Officer

in the Legislation Division, Office of Business and Legislative
Issues, Burcau of Domestic: Commerce. '

At the 1975 Annual Conference in June 1975, the Palestine
Liberation Organization was grantad "observer" status and
given the right to address, and particivate in the work of,
the Conference. Immediately thereafter, the U.S5. delegation
walked out of the Conference in protest. The AFL-~CIO
delegation did not return. The U.S. Government and emplover
delegations returned after a two day absence,

This action on the PLO was viewed by those in Washington
responsible for ILO affairs (including the U.,S. Chamber of
Commerce and the AFL-CIO) as the last straw in the trend
toward politicization within the ILO. The U.S. thereupon
began to evaluate a means by which the U.S. "could return
the ILO to its original purposes.” After succeeding in
having the House Appropriations Committee delete Department
of State appropriations of U.S. contributions to the ILO,
the AFL-CIO Executive Council called on the U.S. Governmant
to give a "notice of intent to withdraw," the constitutionally
required two-year notification. Until such notice was
transmitted, the AFL-CIO would no%* support payment of dues

to the ILO.

- Secretary of Laboxr Dunlop established an Inter-Agency ILO

Assessment Task Force comprising representatives of
Secretarial Offices of Commerce, State, and Labor to prepare:
1) a mini-study of the ILO issue; 2) an outline of a full
study on the ILO to be completed with the assistance of the
AFL-CIO and the U.S. Chamber of Commerce; and 3) a "notice
of intent to withdraw" from the II0. In addition, a staff-
level Working Group was established to assist the Task Force.

Although the Task Force did not succeed in preparing a
complete "mini-study,” nor an outline for further study,
they reached a decision to send the "letter." The President
concurred with this decision. The "letter," which was
developed after prolonged negotiations between all three
Departments, was delivered to the Director General of the
ILO on November 6, 1975.

youone



Issue:

Should the United States carry out its announced intention
of withdrawing from the ILO before the expiration of the two
year notice period, i.e., before November 6, 138772

Analysis of Issue:

The "letter" noted that the United States intention to with-
draw was the result of an erosion of support for the
organization within the U.S.’ Specifically, the letter

cited four trends within the ILO which had detracted from
its original purpose and which had changed its character.
These are: a) the erosion of tripartite representation
(government, employers and workers) b) selective concern

for human rights c¢) disregard for due process, and d) the
increasing politicization of the ILO.

Schedule:

To analyze the progress made in U.S. efforts to return the

. ILO to its original purposes the President has established

a Cabinet-level Committee. The Department of Commerce
official responsible for this Committee has been the Under
Secretary (others include, inter alia, the Secretary of
Labor and the President, AFL~-CIO). This Committee will
decide if the U.S. should remain in the Organization, or in
fact depart.

By mid-January 1977, the General Accounting Office is expected
to make its report on executive branch participation in the
ILO to Senator Ribicoff's Government Operations Committee.

In June 1977, the 63rd Annual Conference of the ILO will take
place in Geneva. Thereafter, the Cabinet-level Committee,

the tripartite delegation, and the staff will review the
Conference and developments since the "letter" was transmitted
to the Director General. By the end of July a decision should
be made to depart the ILO on schedule, or to "withdraw" the
letter.

Appendix - Lettexr of November 5, 1975, from the Secretary
of State to the Director General of the ILO,
giving notice of U.S. intention to withdraw
from the Organization and descrlblnc the
reasons for this action.
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in the postwar period. Two Americans have served with
distinction as the Direclors-Jeneral; many Americans
have coatributed to the work of the organization. Most
particularly, the ILO has keen the object of zustained
attention and support by tiree generations of represen-
tatives of American workers and American employers,

In recent yoars, support has given way to irncreasing
concern. I would empnasize that this concern has been
most intense on the part of prec isely those ¢roups which
-would gensrally be regarded in the United States cs the
most progressive and forward-looXing in matters of social
policy. It has been precisely those groups most desirous
that the United States and othier nations should rmova for-

- ward in social matters whicah have be n most concerned that

the ILO -- incredible as it may seem —- has been f£alling
back. With no pretense to coMgLunenvmvencss, L should lLike
to present. four matters of fundamental concern.

1. The Erosion of Tripartite Representation

.
8

The ILO exisis as an organization in which ‘re vvchLMd
tives of workers, erployers, fnd governments may come Logeilc
to further wutual intc;»sts._ The constitution of the (L0 is
predicated on the existence within member states oI relativel
independent and rcasonablj seli-@cfined and seli-directcd
worker and employer groups. Thz United Sta“cg fully recou-

h

‘nizes thac thesz assumptions, wihich may have ‘C¢n warranled

on the’ part of the western democracies which drafted the ILO
constitution in 1919, hav not worked out everywherc in the
world; in truth only a mirority of the nations of the worid
today have anything reserul:ng industrial democracy, just as
only a minority can lay claim to political democracy. ‘I'he

"United States recognizes that r“v151ng the practices and

arrangemants of the ILO is not going to restore the woxld

of 1919 or of 1944. It would be intolerable for us to denand
‘that it do so. On the othsr hand, it is equally intolerable
for other states to insist that as a condition of participati

in the ILO we should give up:our libertics simply bhecause the,

have another pclitical systom. We will not. Some acccuno—
dation will.have to be found, and some surely can be found.
But if ncne is, the United States will not submit passively
to what some, mistakenly, may suppose to be the march of
history. In particular, we cannot accept the workers' and
employers' groups in the IL ‘glllng under the domination
of governments

- @
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E In recent years the ILO has beccome increasinglv and

" excessively involved in political issues which are cuite
beyond the competence and mandate of the OrgariAaLion. The
ILO Juo have a legitinmzte and necec Sdly interest in cerxtain
issues with political rami_lCavwo“g. t has major responsi-
bAlltj, for example, for international action to pro‘oLc

.
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and protect fundamental human rights, particularly in respect.

of freedom of association, trade union rights and the duOll»l

4.1 L

of forced labor. But international politics is not.the main
usiness of the ILO. Questions involving relations between

states and proclamations of cconomic principles should be lel

to the ‘United Nations and other international agencics wherc

.2
.u
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ration ig nore relevan: to those organizations!
ies. Irralevant politicel issues divert the
e 1LO f:om imsrowving tno conditions of workers -

Lhelr consida
responsibilisi
attention of )
that is, From cuestions on wihich the L(ripartite' structure of

the XLO dgives the Organization a.unigue advantage over the s
other, purely governmental, organizations of the UY family. &

cion has. 50 strongly sup-

om its bhasic aims and
ed for purposes which

vorkers for .which the
23
it

In sum, the IL
ported appears To B
vb*echlvoa.and ;ncr

ons wnlch are committed

£fice and the member states of T

The International Labor Offi

rs been aware that these trends
nited 5i

zn &

‘the .Organization have for yeca
have reduced support in the U
is possible, however, that ths
the United States have not ke
app:eciated.

“Zrales for bhe I10. It
ses and depth of concern in
deqguately understcod or

-

I hope that ‘:hig letter will contribute to a fuller
apprcciation of the current at:titude of the United States
toward the ILO. In dus course the United States will be

bliged to.consider whather or not it wishes to carry out
the intontion stated in this lztter and to withdraw from
e ILO. During the next two ycars the United States, for
its wpart, will work constructively within the ILO to help

l

S <
the Organization return to its basic‘grinciolcs and to a-
fullier achievement of its fuandemszntal objectives

Po this end, the presiden i
avel Commnittee to consider how ti
The, Committee will of course ccasu
ruprgsentatives, as has been our p

s aestablishing a Cabinsi-
nis goal may be achiéved.

¢ with worker and employer
~actice for some four

ur ILO policy. The Com-

mittee will also enter into the closest consultations with " %
the Congress, to the end that a unified and purposeful

Anerican position should emerge. - . :
Respectfully,

Henry A. Kissinger "



Interdepartmental Workers' Compensation Task Force

Background:

Section 27(a) of the Occupational Safety and Health Act of
1970 mandated the establishment of a Commission to evaluate
the State workers' compensation laws to determine if they
provide an adegquate, prompt and eguitable system of
compensation. The Commission (known as the Burton Commission)
released its report in July 1972. The report enumerated a
number of recommendations, dncluding 19 referred to as the
"Nineteen Essential Recommendations,” and recommended that
the compliance of the Statés with the "Nineteen Essentials"
be evaluated on July 1, 1875, and that the U.S. Congress
legislate compliance at that time if ‘the States had not
acted. On iMay 13, 1974, following the introduction of bills
in the Congress which would federalize workers' comvensation
an Administration White Paper was released. The Wiite Paper
called for the establishment of a Federal Task Force which
would conduct further research in Workers' Compensation and

provide technical assistance to the states. The Task Force
- was established with Policy representation from the Department

of Commerce, Labor, HEW, HEUD, as well as OMB and the Council
of Economic Advisers. ' ’

Task Force Program

The Task Force is conducting programs of technical assistance
and research. The technical assistance group has been
engaged at the state level in evaluating the progress of the
states in meeting the "Hineteen Essentials"” and in educating
state legislators and employer groups on the need for improve-
ments in the workers' compensation systems.

The research group has contracted for surveys of practices and
analytic reports. The projected outputs of the Task Force
effort are the publication of three reports.

° A Technical Assistance Report

° A Research Report

° A Policy Overview Report with Recommendations.

Pending Issues and Commerce Role

° Development of any usable data base -~ DOC is working
with DOL to collect all of the data tapes and put
them in the NIH computer system wnere they can be
accessed, evaluated and used in the analysis of
policy options. '



the Interrelztionships among wo -
0SHA and products liability. Pote

fo bo‘% Y*o;:‘f«"'s’ compans atio
proauc;s ilit im ¥
the other tem. Any such recommendations should be
analyzed for their impacts on the other system; e.q.
significant increases in workers' compensationr benefit
levels is fregquently suggested as a solution to
proﬁaﬁt liability nvoolems DCC is attempting to
exanine all remedies for both Task Forces in light of
ability to solve immediate problems and their impact
on the other system.

Schedule for Reports

Significant delays have been e*merienceﬂ by the Task Force.
The current target date for the cqmole ion of the final reports
is Decembexr 15, 1976. In view of che fact that most of the

final contractor reports have not yet been received by the

Task Force and that only limited staff support is available

to complete the analysis and report production, it is unlikel
that the Descembar 15 date will be met for the Research Report.
Formulation of any policy recommendations logically will follow
this report.



BUSINESS-CONSUMER RELATIONS

Background

The term "business-consumer relations" implicitly acknowledges
that the marketplace involves both a buyer and a seller. The
Department of Commerce, which has the responsibility of promoting
the development of U.S. commerce and industry, recognizes that
both business and consumers must bénefit if a transaction is to
contribute to the nation's economic vitality.

In recent years the Department has, within the frarmework of
business assistance, substantially stepped up its actions re-
lating to consumer welfare. The National Business Council for
Consumer Affairs, an advisory group of 115 business leaders
reporting to the Secretary of Commerce, was established by
Executive Order in 1971. The Council reviewed seven key consumer
issue areas to identify current and potential consumer problens
and recommend solutions. The Council's reports, endorsed and
distributed by the Secretary of Commerce during 1971-74, called
for positive, voluntary action by the business Communmty to raise

‘the level of business responsibility to the consumer.

During 1975 and 1976 six regional Commerce business-—-consunexr
relations seminars were held to focus on consumer issues and their
impact on daily business decisions. The seminars, coordinated by
the Office of the Ombudsman, stressed Voluntdry solutions to
consumer dissatisfaction and emphasized the benefits that business
can derive from -assuming a leadership role in the consumer movement.

Issue

The business community is charged with bringing about sought-

after consumer benefits, whether this action is taken voluntarily
or is mandeted by leglslatlon or rules and regulatlons oi the

xecutive Lranch and 1naepenoeﬁt regulato ry agencies. The effec-
tiveness of business efforts on behalf of consumers, voluntary or
otherwise, is dependent upon business awareness and understanding
of consumer problems and their implications. Thus, for business to
be completely effective in aOlVlng many such problems, some means
of communicating them to the entire business community must be
developed.

In like manner, the need exists for information that consumers
can use as a basis for tlheir opinions on many consumer-related
economic issues. Trade-oiis should be determinced so the consuner
can weigh costs versus benefits.

The lines of communication between business and consumers,
however, are geﬂerally poor. The range of opinion on many consumer
issues, on the part of both business and consumers, also hinders
business-~-consumer xapport. » . :



Issue Analysi

The Department of Commerce can serve as a catalyst for
business and consumers in bringing about identification and
adoption of objectives to enhance the buyer-seller relationship
Toward this end, the former National Business Council forx
Consumer Affairs developed business guidelines for dealing with
the concerns of consumer satisfaction, advertising practices,
fair credit procedures, essential product information, and
safe, warranted products t‘at can be properly serviced.

‘A reestablished Council could aid the Department in
implementing the guidelines and reviewing emerging issues.
The Ombudsman Consumer Affairs and Business Relations Divisions
can facilitate joint business~consumer relations seminars.
The Department's Consumer Relations Council can coordinate the
development of pertinent data from analysts of the Bureau of
Domestic Commerce and other Department agencies.

In its catalyst role, the Department can act to help
accomplish the following objectives:

1) Establish a dialog with conSLmers, consumer advocates,
and business leaders.

2) Identify issues currently considered significant to
consumers, and anticipate those issues emerging as a result
of business~government decisions and economic developments.

3) Make both consumers and business privy to the issues
uncovered or identified by such action.

4) Conduct independent economic impact studies of the
conseguences induced by the solutions.

5) Arbitrate with both sides so that through trade-ocffs,
an optimum solution having maximum benefits to the consumer

ltimztely becomes the Dapartwent pJ51tloq.

6) IMake the position well known in business and consumer
circles and urge immediate voluntary business adoption. Make
position known to local governments as guidelines for supporting
local regulations.

7) Should the above action be proven ineffective for a
given issue after a reasonalbe period, propose enactment and
enforcement of the position by Federal legislation.

Schedule .

Most elements for resolving this business—government relations
issue already are in place within the Department. 2Analysis of
the issue has been ongoing and a formal, documented analysis
and recommendation can be completed in the second quarter of



FY 1977. The program can be operational during the third
guarter of FY 1977.

Immediate attention in 1977 should be given to a proposed
Executive Order reestablishing the National Business Council
for Consumer Affairs., Building on existing functions, the
Department can work to assure Iull partnership of business
and consumers in achieving consuner satisfaction without

. preempting long-term profitability.



Ferrcus Scrap
Background

Ferrous scrap is an essential ingredient in the production of
iron and steel products. It is used in mixtures with hot metal
(pig iron) by both integrated and non-integrated companies.

The latter, many of which are small and operate electric furnaces,
are particularly dependent on scrap as a raw material. Scrap
pPrices are quite volatile and can seriously affect the profit-
ability of electric furnace companies. Exports constitute a
substantial portion of the scrap market, accounting for from

15 to over 20 percent of the total scrap entering the marketplace
in recent years. A number of foreign countries are significantly
dependent upon U.S. supplies for sufficient scrap to operate
their iron and steel industries.

The supply of purchased ferrous scrap, which excludes run-
around scrap re-melted by the generator, can be only partially
predicted. The supply of prompt industrial scrap which is
derived from manufacturing operations by iron and steel product
consumers, such as automobile plants is directly related to the
level of those operations. However, the supply of cbsolete
scrap, which arises from discarded end-products, the demolition
of structures, etc., is highly uncertain.

Issue

The Dxport Administration Act, which is currently extended by .
Presidential executive order pending passage of legislation by
the 95th Congress, provides for short supply export controls
under certain inflationary or supply situations resulting from
exports, as well as for the monitoring of exports and related
information when conditions warrant such action. Although the
current state of the economy and of the iron and steel indusitry

. do not justify the imposition of controls or monitoring, the

expected recovery in 1977 could result in the need for formal
monitoring, if not actual limitations on exports.

Analysis of Issue

The decision as to whether to impose short supply quantitative
controls or monitoring will depend upon developments in domestic
and foreign markets for ferrous scrap. Raw steel production in
1977 is expected to increase by about 15 percent over 1976 and

to be approximately as high as the all~-time peak output, which
occurred in 1973. This rise, plus a recovery of steel production
in foreign scrap markets, will result in what could be unprece-
dented demands for ferrous scrap in 1977. Inventories in the
hands of consumers are at unusually high levels, both absolutely
and in terms of consumption rates. Information on stocks at
processing plants 1s not available. The extent to which the
total demand, as measured against supply, will affect the adequacy



2

of supply and result in price increases, will determine
Government actions under the statutes. .

The scrap processing/exporting industry and the scrap consuming
industries (steel mills and foundries) take opposite positions
on the question of export controls and monitoring. The
processing/exporting inaustry maintains that adequate supplies
of obsolete scrap and of capacity to process such supplies now
exist and that the flow of scrap to consumers will take place
- at reasonable prices. Conversely, the consuming industries
maintain that the supply of obsolete scrap is finite, in terms
of its arisings in a particular period, unless prices rise to
inordinately high levels to draw the scrap out. The scrap
processing/exporting industry therefore holds that no form of
export controls, or monitoring, is ever justified; while the
consuming industries maintain that under conditions of high
demand, export controls may be necessary in order to provide
adequate supplies, at reasonable prices, to domestic users, and
that monitoring may be justified as a minimum, in order to
— provide the information needed to carry out the Department's
responsibilities in this area.

Similar conditions of rising prices and increasing exports in
‘ the latter part of 1972 and early 1973 led first to a reporting
' system on export ovders beginning in May 1973, and subseguentl
beglnnlng in July 1973, to guantitative export controls. For
~ the last 6 months of that vear exports were limited to those
- orders which had been placed prior to July 1. For all of 1974
exports were controlled on a quarterly guota basis, and were
discontinued after December 31, as conditions improved.

Schedule

— The subject of export controls/monitoring is a continuing one.
It will reguire constant review and analysis as current and
.prospective conditions change, lcooking forward at least 12 months
at all times. Recommendations about policy actions would be
forthcoming as warranted, subject to approval by the Steering
Committee, which reviews such matters as required.

- Appendix

Attached are a table and two charts setting forth pertinent
information relative to this issue. Additional information
of this type would be provided as part of the analysis as
called for, from time to time.
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Ferrous Scrap and Reli «d Statistics, 1971-1975 o
(Million Short Tons)
Steel Mills Ferrous Foundries
Ifome tiome :
Raw Steel Scrap Scrap Net Scrap Scrap Net
Production Consumption Produced Reccipts Shipments Consumption Procduced Receipts Expor
120.4 1 63.7 42.6 21.8 16.3 17.9 6.6 11.0
133.2 73.4 44.4 28.5 17.9 20.0 6.8 13.1
150.8 82.5 50.4 30.9. 290.0 21.1 7.4 13.8
145.7 81.1 47.1 34.6 18.7 24.4 8.2 13.2
116.6 62.8 39.9 23.6 - 15.1 19.5 6.4 13.3
77.6 41.3 25.9 16.3 10.0 12.7 3.8 8.9
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IMPLEMENTATION OF GATT ARRANGEMENT REGARDING
INTERNATIONAL TRADE IN TEXTILES

BACKGROUND

The U.S. textile and apparel industry consists of
30,000 plants and 2.3 million workers, or one out of
every nine in manufacturing. In addition, 500,000
cotton farmers, 150,000 wool growers and 105,000 man-
made fiber workers also depend on a healthy domestic
industry. A high proportion of the industry's workers
are semi-skilled, minority group members, less educated
and older than the average worker. Textile and apparel
workers often are women heads-of-household, and reside
in areas without ready alternative employment.

Sharply rising imports from low-wage countries frequently
have had a disruptive impact on the domestic market.
Between 1962 and 1972 imports of cotton, wool and man-
made fiber textiles and apparel rose 312% to 6.3 billion
sye. In 1973, the U.S. joined with 50 other major textile
trading nations to negotiate under GATT the multifiber
Arrangement Regarding International Trade in Textiles, .
known as thes MFA, | '

ISSUE
Vigorous and effective implementation of the MFA.

ANALYSIS OI' ISSUE

Under Article 4 of the MFA the United States has negotiated
bilateral textile and apparel restraint agreements with

18 exporting countries. Under Article 3, the United States
can unilaterally restrain textile and apparel imports that
threaten disruption to the domestic market in accordance
with MFA criteria.

Decisions on the negotiation of new agreements or the
taking of unilateral import restraints arec made by agrece-—
ment of officials in the Departments of Commerce, State,
Treasury, Labor and the Office of the Special Trade Repre-
sentative (STR). The Under Secretaries of these agencies
and the Executive Director of the Council of International

e

B S



Economic Policy (CIEP), under the Chairmanship of the
President's Special Trade Representative, comprise the
Textile Trade Policy Group (TTPG), which was established
by Presidential memorandum.

Textile policy decisions are normally reached by consensus

of the operating level officials. Occasionally issues
are raised to the TTPG level for review or resolution.

The interagency Committee for the Implementation of
Textile Agreements (CITA) was established by Executive
Order 11651 to implement the MFA and agreements under it
pursuant to the TTPG's general instructions. CITA is
chaired by the Deputy Assistant Secretary for Resources
‘and Trade Assistance and is administered by the Office of
Textiles. The Committee's members represent the Depart-
ments of State, Labor, Treasury and STR. Under the Chair-
manship of the Chief Textile Negotiator of STR, CITA
members comprise U.S. textile delegations to bilateral
and multilateral negotiations.

On behalf of CITA, the Office of Textiles monitors imports

agreement restraint levels are not exceeded and to. identify
potential sources of disruption not restrained under a
bilateral agreement.

Based on the Office of Textiles monitoring of the domestic
market and the impact of imports, CITA may recommend to
the TTPG Article 3 unilateral import restraints or the
negotiation of new agreements.

CITA is authorized to direct the Commissioner of Customs
to deny entry into the United States of shipments that
would exceed the levels of bilateral agreenents or uni-
lateral import restraints.

SCHEDULE

This is an ongoing activity.

o-—
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PRC TEXTILE TRENDS

BACKGROUND

In'CY 1975, the PRC became the second largest supplier of
cotton textile and apparel products to the United States,
shipping 140 million square yard equivalents (sye). This
volume compares to 84 million sye for CY 1974. This 169
percent rise was in major part achieved in the last four
months of 1975 when the PRC shipped 103 million sye vs. 36
million sye for the first eight months.

This sudden rise of shipments became the source of much -
concern to Government officials responsible for the textile
program and the textile industry. Since the PRC is not a
signatory to the MFA and is the only major U.S. textile
supplier with which the United States does not have a bilateral
textile restraint agreement, much of the concern arose from

the unique uncontrolled status of PRC textile exports. Un-
restrained imports of this magnitude conflict with U.S. equity
obligations to our trading partners who are restraining their
exports pursuant to bilateral agreements.

ISSUE

The uncontrolled status of PRC textile exports to the United
States.

ANALYSIS OF ISSUE

Because this issue is but one element of the very sensitive
and complex relationship between the United States and the
Peoples Republic of China, the United States has been pursuing
a strategy to bring the problem under control outside the MFA
framework. This strategy thus far has taken the form of formal
and informal communications to PRC off1c1als in Washington and
: Peklng, voicing the U.S. Government's concern over the effect
these imports have on a very sensitive U.S. 1ndustry. These
communications include Secretary Richardson's discussion of
the problem with Ambassador Huang (Chief of the PRC Liaison
Office in Washington) on July 26, 1976, here at the Department
during the Ambassador's courtesy visit.



The PRC responses to these communications usually make the
following points: (1) the United States enjoys a favorable
trade balance with the PRC, (2) PRC textile exports are
very small in comparison to total U.S. textile imports and
U.S. textile consumption, and (3) most importantly, the PRC
is not willing to enter into any further normalization of
trading relationships until progress is made in the normal-
ization of political relationships. (Issue papers prepared
by the Bureau of East-West Trade discuss more fully the
overall U.S./PRC trade issue.)

From December of 1975 to the present, monthly PRC imports
have fallen off by 59 percent on an average monthly basis.
This drop has reduced some of the immediate concern of this
past spring, however, the issue still remains. The reason
for this drop is not at all evident. Three reasons have
usually served as the basis for conjecture: (1) the earth-
quakes of last spring and summer in the industrial regionms,
(2) the rise in cotton prices over the last nine months, and
(3) the political activity surrounding the death of key
political leaders.

SCHEDULE
"We will continue to monitor textile and apparel imports from

the PRC. Should imports again begin to rise, we will be in
a position to consider appropriate action.



RENEWAL OF THE MULTIFIBER ARRANGEMENT
REGARDING INTERNATIONAL TRADE IN TEXTILES (MFA)

BACKGROUND

Sharply rising textile and apparel imports have often caused
disruption to the domestic textile and apparel market and
have adversely affected the U.S. industry and its 2.3 million
workers. To bring order as well as growth to weorld textile
and apparel trade, the United States led in the negotiation
of the GATT multifiber Arrangement Regarding International
Trade in Textiles, known as the MFA. The MFA, which has
been signed by 38 nations, is scheduled to expire at the end
of 1977.

ISSUE
Administration support for the continuation of the MFA.

ANALYSIS OF ISSUE

The United States seeks early action toward renewal of the
MFA without change. During the next five years, there will
be continued threat of disruption to textile markets of
importing countries from low-wage develeping countries. The
United Stetes further believes that restraint measures
administered within an internationally sanctioned framework
which takes account of the special features of international
textile trade are preferable to unilateral measures by
importing countries. Such a framework can better reflect the
interests of exporting countries and would inhibit importing
countries from taking unjustified protectionist actions.

The MFA has provided significant liberalization in world
textile trade despite the economic downturn. While the MFA
is not perfect, it does represent a balance of interests
painstakingly negotiated between importing and exportlng
countries.

. . 3
The MFA should be renewed without modification. Efforts to
modify the MFA during renegotiation would not be constructive
since the conflicting positions of importing and exportin
countries would be difficult if not impossible to reconcile,
jeopardizing renewal.

o —
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The European Community officially has not made a decision

on whether to seek MFA renewal. However, the Community has
indicated it will seek renewal with significant modifications
that will be vehemently opposed by the exporting countries.

While a considerable diversity of opinion exists among
exporting countries, at léast publicly, most support the
Group of 77's opposition to continuad export restraints on
textiles. Leading textile exporting countries have stated
that any future international arrangement on textiles should
include changes favorable to them.

SCHEDULE

-The United States interest in early progress toward renswal
of the MFA is motivated principally by its desire to prevent
uncertainty among textile trading nations and textile traders.
In addition, early renewal would also prevent textile trade
issues from holding back progress in the Multilateral Trade
Negotiations. In the United States and many other importing
countries, assurance regarding the availability of future
protection for domestic textile markets would improve the
political environment for action respecting the MIN.

The Textile Commlttee, the plenary organization of all MPA

signatories, is meeting in Geneva November 29 to December_ 10.
At that meeting, . the NFA's operation will be reviewed and

renewal considered. While we hopes, at that time, to reach
agreement on simple renewal without modification, agreement
may not be reached in December, and additional meetings
during 1977 may be necessary.

L,
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Import Problem

NONRUBBER FOOTWEAR

Bacxground:

FPor the past decade, imports have been a serious wmroblem for the
U.S. nonrubber footwear manufacturing industry. As imporis
increased, domestic prouuction, shipments, and cmplovment decline
A series of investigations and studies were undertzken between
1968 and 1971, and in August 1975 the foctwear industry and its w
major craft unions petitioned the U.S. International Trade Commiss
(USITC) for relief from serious import injury under the libzralize
criteria of the Trade Act of 1974, The Commission, on February 20
1976, unanlmcasly found iniury as a result of ;mpo~ts, but wa
divided in ZIts recomxeﬂaatxo“ te the Presicent as to the rene
hlghe* import dutics, teriff rate guctas, or only adiustnen
assistance to 1nJare; firms, workers and communl_leb. Th
recommendation on the remedy precludel the possibility of 2
Congr0351o 12l override, otherwise provided in the Trade Act, of
any specific action the President would teake. he Presi 001
April 16, announced that he had ruledé ocut any Lorm of impor
s
a
g

€

straint as a remedy. Instead, he direccted the Secretarie
Commcrca an d Labor to provide expedited consideration to

also alrthed that the levels of U.S. Imports, productAod, and

employmant be monltored, and that reporcs be provided to the Whlite
House on significant changes as they occurrel, with appropriate
recommendations. ~

Meanwhile, the Senate Committee on Finance passed & resolution, ex-
pressing the sense of the Committee "+hat changed circumstances,
including increasing imports and rapidiy detericrating econonic
conditions in the domestic footwear inldustry constitute good caus
to institute a new investigation. On 3September 22, vursuant to that
resolution, the USITC opened a new investigation. '

Issue:

The President will face another decision on whether or not to take

“action to restrict imporis of footwear. Rutallc*u, importers and

consumer groups vigorously oppose such restrictions, while manu-
facturers and labor unions seek relief o enable thu domestic
industry to meet import competition. .

Analysis of the Issue

Imports since the mid-1960s have incrcased their share of the U.S.
market, while domestic producticn has been shrinking. In the women's



N

2.

line, more shoes are imported than are made domesticallv. The
overall import share of the narket is approaching 50 percent. As

each footwear import investigation is concluded without action

by the Administraticn, more small and medium firms are encouraged

to leave thne business, addinc to unemployment of shoe workers.

The larger manufacturing firms are discouraged from investing in
domestic production capacity and have expanded their import operation
leading to greater concentration of maerket power. Consumers may

not have benefitted from these devalopments as shoe prices have

been rising steadily.

On the other hand, cur international trads relations could be
adversely affected inasmuch as the imports now exceed $1 billion
annually, suvplied by some 50-60 countries. Many of these are
developing countries that need to earn foreign exchange. Unless
some cooperative international approach can be worked out, U.S.
action to restrict shoe imports could rzsulit in massive cleims for
compensatory trade concessions on cther products exported by th
supplying countries or could lead to retaliation against U.S. exports
Consumer groups maintain that shoe prices will be even higher if
import competition is curtailed. '

Schedule:

The UGSITC is seeking to complete its investigation by December 28,
18976. If the Ceonmission's finding is azffirmative, the Presgident
will have 60 davs, or.until March 1, 1977, to determine the method
and amount of import relief he will provide, or report to the
Congress wny the nationzl econcmic interest oif the Unitecd States
precludes the granting of relief. &Alsc, he would have to indicate
what other steps he is taking beyond adjustment assistance programs
immediately available to the industry to help it overcome seriocus

i

V
injury and to help its workers to find employment.



Import Problem
. STEEL

Béckground:

Steel imports (valued at $4.1 billion in 1075) have constituted
an important trade issue since the mid 1960's when 1nporbs bega
to increase sharply, stimulated by an appreciable price ad v*n:a

and by the hedge-buying of steel consumers in anticipation of

possible steel strikes, which accompanizd the necotiation of new
labor contracts at successive three-yvesr intervals. Concern cver
this import impact led to the negoviation of a Voluntary Resbraint

3
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Arrangement (VRA) on steel exports to the United States with %he
steel producers of Japan and the European Comnunity, in effesct from
1969 to 1874. Termination of the VXA cccurred at a time when

steel was in short supply and prices were rls+ng

Similar to the U.S. steel industry, the industry in the Buropean

Community has encountered substantial Import problems. In MNovembar
1975, as & result of industry denands for controls on the ¢
and prices of steel sold in the Common iMarket, the EC reguc
ad hoc meeting on Ctee~ within the 02CD. An informal vndersta
petween Japanese stee p"coucars and tne EC to limit shipments 1o
tHe Community has bben in - effect curing 1976. Thne U.S. industzry

“contends that this arrangement has caused a diversion of trade to

the United States.

In addition to seeking some assurance against disruptive or i
imports through a general safeguard mechanism in the multilate
trade negotiations or & special orderly marketing arrangement,
the U.S. steel industrv or some industry segments have filed

».*J

complaints under existing statutes concerning the impact of imports
on the domestic industry stemming from alleged unfair trade rractices.
{See Appendix)

In March 1976, the President directed his Special Representative

for Trade Negotiations to negotiate on a sectoral basis solutions
to the problems of cyclical distortions in steel trade, while
liberalizing the conditions of this trade.

Issue:

To deal with complaints by the American steel industry regarding
trade practices by foreign countries and import-caused market
disruption, the U.S. Government needs to £ind some means for a
cooperative international solution.

F 2ata



" Committeé chaired by the 0ffice c¢f the 8pecial Representativ

Analysis of Issuc:

Alleviation of cvclical disteriions in world trade is to be sought
by way of a steel sector approach in the multilateral trade
negotiations under the GATT, &s directed by the President.

The domestic industry has cited strong foreign govzrnmeni support,
even involvement and outright ownership of steel industries as
placing U.S. industry at a substantial competitive disadvantage.
Also, public ownership or p¢an11no guidar.ce abroad producc respoOnsaes
to declining demand quite different from usual private indnst’;
decisions. In the United States when demand declines, production

is cut and workers are laid off, whercas in forcign countrics outpu
and employment are maintained and production is often channeled

into the U.S. markecz.

Since the VRA expired, the American steel ind;strv has had ro
mechanism to assure against market disruption by lpport Dar
during downward swings in the business cycle. Rather Hah ZEeK
renewal of the former VRA, the U.S. industry is seeking a long-
term solution moving toward duty -free trade, while providing some
internationally acceptable safeguard mechanism specifically
applicable to steel trade problems.

y ¢t
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Schedule:

Public hearings are scheduled for December 9 befcre the Stee

oo
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completion of the Section 301 investigzticn) In addition, bi
consultations with Government officials in Japan and the Eu
Community are scheduled for early December.

O R W
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Trade Neg&tlaulong. (There is no statutory time limitation fc
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With the announced objective to complete multilateral tra de
negotiations by the end of 1977, great effort and creativity will ,
be needed tc develop a sectoral resolution c¢f the steel trade problexm.

FET
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Appendix

" . Pending Steecl Import Cdiiplaints

-

OCn October 6, 1976, the American Iron and Steel Institute (AISI)-

- filed with the Office of the Special Representative for Trade

Regotiations a complaint under Scction 301 of the Trade Act
alleging unfair trade practices resulting from the EC-Japan
bilateral understanding. The complaint alleges that the
understanding burdens or restricts U.S. commerce by diverting
significant amounts of Japanese steel to the U.S. market.

" There is pending before the U.S. International Trade Commission

a complaint by domestic producers of welded stainless steel
pipe under scection 337 of the Tariff Act of 1930, alleging
predatory pricing practices by the Japanese in the sale of this
item to the U.S.

There is pending'before the Department of the Treasury a com-
plaint by a domestic manufacturer alleging Italian Government
subsidies received by an Italian producer have resulted in

_very-low-priced exports of silicon electrical steel to the U.S.

market,

The U.S. Steel Corporation has filed an action with the U.S.
Customs Court, contesting a determination of the Secrctary of the
Treasury not to impose countervailing duties on steel products
imported from some members of the EC. The company has alleged
that the remission by seven Eurcpean nations of the Value

Added Tax (VAT) on exports of steel mill products to the

United States constitutesa bounty or grant under U.S. law and, -
therecfore, should subject such shipments to countervailing duty.

-



Import Problem

SPECIALTY STEEL

Background:

The specialty steel segment of the steel industry (producers of
stainless ard tool steels) and the United Steelworkers of America,
on July 16, 1975, filed an escape clause petition with the Inter-
national Trade Commission (ITC) seeking import relief pursuant t
section 201 of the Trade Act of 1974. On January 16, 1976, the

ITC determined ser o 15 injury from inc¢reased imporis and recommended
to the President imposition of mandatory import cuotas for a :;Ve-
vear pericd. Thre Prcsiden*, on Mercn 16, directed the Spec

Trade Representative to seek to necotiate orderly markeulng agree—
ments (CMA's) with principal supplying countries within 3¢ davs.
Commerce/BRTA varticipated in ﬁegohlabions with Japan and con
sultations with Sweden and the 2C. On June 11, by Proclamation
4445, the President announced that an C¥A had been negotizted
with Japan and that import guotas were being imposed on shinm
other countries effective June 14 for & period not to exceed
years.

F

Inport restraints are Da ed essentially on average actual imports
during 1971-75 and permit annual growth at a rate of 3 percent.
Separate ceilings apply to stainless sheet and strip, plate, bar,
and rods, and allicy tocl sieel, with specific allocations Lo
Japan, the Zuropean Commudltj couﬁtries, Sweden, Canada, end a
basket of other countries. Annual imports amount Lo some $200
million.

Issue:

While the import restraint program is in effect, pressures are

expecued to be maintained bv domevﬁic preoducers seeking its

retention and oy foreign supnlle*s scexing 1ts termination. (Releted
issues also arise concerning administroation of the program—--countrics
seeking individual quotas rather than inclusion in a "basket" group-
ing, product coverage, reallocation of guota shortfalls, statistical
and classification problems, etc.)

Analysis of Issue:

The import restraint program may be relaxed or terminated before
the end of the three-vear poriod if the industry's production and
employment improve. Under the Trade Act, modification or early
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termination of existing restraint levels would require & Setermi-
nation by "the President that such action, after taking into account
the advice of the USITC and the Sacretaries of Commerce and Laber,
was in the national interest. Thus far, recovery of the specialty
steel sector has been spotty. Compared with last vear's depresssad

1

levels, in the first nine months of 1576 domestic shioments oI
stainless steel sheet and strip increased considerably, but re-
mained lower than in the comparable period of 1974. Stainless siac
bar and rod shipments increased, but also remained lower than I
1974. tainless steel plate and alloy tool steel shipments, :
continued to decline. The EC, Japan, Sweden, and the other
countries have charged that impositior of the quoias is unju
and have reserved their rights under the GATT to *bba_lhte agein
U.S. exports or to seek compensatory trade concessions on other
products they export to the U.S.

+
U

Several half-year quotas were filled fairly earl v in the vprogram
(e.g. sheet and strip and allov tocl steel from "other countries,”
plate, rod and allov tool steel from thz EC, bar from Sweden). The
second half-year guotas will open on Decpﬂner 14.

Schedule:

Under an interagency monitoring system, domestic SthT
import data are reviawed gquarterly. The second
data were released by Comnerce on November 2Z;
periods will be relzased every thrcee montihs while the progre
in effect Prices and employment alsoc are nmonitored on & gua
basis. ho time limits are svecified in the Trade Act when ti
President seeks advice from the USITC and the Secretaries of
Commerce and Labor regarding the probable economic effect ¢f r
ing or terminating the guoteas. Eowever, a reasonable anount oI
time would be needed for the USITC to conduct public hearings
and the review process probably would taxe several months. Unil
sooner terminated, the import restraint program is scheduled to
expire in June 1979.




Import Problem

. CORSUMER ILECTRONIC PRODUCTS

Background:

In the face of import competition, annual U.S. factory shioments
of consumer electronic products declined from $3.4 billion in 1966
to $2.8 billion in 1973. During the same period, U.S. imports of
consumer electronic audio and video products increased from $390
million to $1.5 biilion. By value, 1975 imports ruoresentcd 3
cent of U.S. apperent consumption. 2y unit count, import
percentage of U.S. consumption exceeded ¢35 3chCﬁ€ in ra
tape recorders/players; 65 percent in auto radios 63
monochrome TV's and 18 percent in color sects,

In 1976, the color TV industry, the orly remaining major se
of domestically produced consumer c¢liectronics, came under s
lmporb pressure. During the first nine nonths of the vear, cclor
set imports totaled 1.9 millicn sets, a 154 percent increase over
the 766 thousand sets received &uring a comparable period of 1975.
By unit count, imports as a wercentage of apparent consumpti

which increased from 4 percent in 1966 to 18 percent in 1375, will
probably exceed 30 percent in 1976.

Total emplc‘mcrt in the consumer elecironics industry droracﬂ
from 117 thous d workexs in L966 to an estimated 71 thousan
1975.

Between Apxril 4, 1973, and September 30, 1976, the Department of
Labor certified 14,879 workers (30 oetltlons} in +he consumar
electronic product and related electronic parts industries as
eligible to apply Zor ad]ustvent assistance. As of September 30,
decisions as to certification in 13 cases involving 2,162 workers
were still pencing.

Several investigations by the U.S. International Trade Commission
currently are in progress (See appenaix).

Issues:

The President may have to decide whether or not restrictions should
be placed on U.S. imports of television receivers ii the USiTC
finds that increased imports are the substantial cause of su-¢ous
injury to the industry. In case of a finding of unfair iImport
competition, the President may have to decide whether such impor
should be excluded from entering the United States.

“ miwas e . —
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Analysis of Issues:

The issues surrounding the high volume of consumer electronics

imports are complex. One element involves the establishment of
labor-intensive cfishore operations by U.S. multinational corporation:
In some cases, multinaulonals nave gone 011¢ho; o maximize

profits by utilization o¢f cheaper labor, but in other cases, oifshors
operatlons were established in order to remain prlce competitive '
with foreign production.

Other factors involved are the financial aids, tax incentives, etc.
offered by government abroad to some major suppliers as a means

of attracting foreign investment for the local export-oriented
consumer electronic industries.

In addition, some strong foreign companies (mainly Japanese) have
invested in production facilities in the United States which
in employmient to Americans and tax payments to the federal &
local governments. At the same time, however, some U.S. co”p
contend that Japanese producers are seeking to overtake and mav
the U.S. market through cartel-~like activities.

Few COﬂuanies in the industry have joined with orga niz
petitioning for import reliei. MNost companies imdor 1
ducts and/o: components Qnd seck to kxeep their options op
U.S. manufacturers of TV components and parts. have had :o curta**
domestic prcducition a“zu/'w transfer productilon overseas to continus
selling to the TV manufacturers., -

vate-lapel distrisutor

Marketing practices also are a factor since pri
nat U.S5. TV makers are
cat

(Sears, Penneys, etc.) have maintained tha
i

unwilling to produce sets to their specif

Consumers, in the meantime, have benefitted from the competition a~C“ 
domestic producers as well as from imports.

Schedule:

The USITC is reguired to complete its section 337 unfair trade
practice investigation of color TV receiver imports from Japan within
18 months, or by October 1, 1977. There is a six-month deadline,

or March 22, 1977, for the section 201 escape clause injury investi-
gation. In the event the Commission finds injury, the President

must act on any USITC import relief recommendation within 60 days, o:
by May 21, 1977. .

}.‘
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Appendix
Summary of Pending Import Investigations

-

Based on a petition by GTE Sylvania, Inc. and Philco Consumer
Corporation, the ITC announced on April 1, 1976, the opening of an
investigation of alleged unfair import practices in the importation
of certazin color TV receivers from Japan. The legzl basis for the
investigation is section 337 of the Tariff Act cf 1930, as amended
in section 341 of the Trade Act of 1974. The petitioners sl
"the existence of predatory pricing schemes resulting in be lo
cost ané unreascnable low-cost pricing of such (Japancse) televisicon
sets in the United States"” and "economic benefits and incentives:
from the Govern ﬂeﬁu of Japan contributing to the below-cost and un-
reasonably low-cost pricing in the United Steates." Upon application
of respondents to terminate the proceedings and dismiss the Lamv’alnt,

and after consideration of a challenge to its jurisdiction in the
case, including objections presentoed by Treasury, Justice, State,
and STR, the Commission not only decided to proceed, but announced
extension of the decadline until October 1, 1977, allowing 18 rnonths
for the investigation in recognition of its complicated nature. ‘

In addition, on its own motion, the ITC nounced on April &
that it will conduct a preliminary investigation of wvirtually everv
type of uniair impcert competition action ever alleged against
Jazpanese TV producers, includzng Loth color and Woﬂoc ;rome scts.
The ITC said that the new inguiry, under section 603 oif the Trade
Act, vhich giveg it breocad investigative powers, will cover 14 zreas
of concern and, unlike the Sylvar¢a section 337 complaint which
accused five Japanese companies of improper acts, will encompass

the entire Japanese TV industry.

Based on a petition by 11 labor unions and 5 industrial concerns
séeking relief frcm color TV imports, the ITC instituted, on
October 21, 1976, an escape claase investigation under section 201 (o)
of the Trade act of 1974. The Commission on its own motion decidad
to add other products to the color TV®s originzlly specified in the
petition. The agency's notice of investigation said it would
cover "television receivers, both color and monochrome, assambled
or not assembled, finighed or not finished, and subasscmblics

thereof.”

Pending Defore the U.S. Customs Court at this time is an appeal
by Zenith Radio Corporation of a negative Treasury determination made
in January of 1976 on a complaint alleging that the Japanese Governmer
was bestowing bounties and grants upon certain consumer elcctronic
products in vxolatlon of the Countervailing Duty Act (19 U.s.C.,



section 1303). That complaint originally had been filed by
Zenith back in 1970.

pro



NORMALIZATION O TRADE RELATIONS
WITH THE PEOPLE'S REPUBLIC OF CHINA

BACKGROUND

U.S. policy towards the People's Republic of China (PRC) .is
set forth in the Shanghai Communique of February 1972. The
Communigque states that economic relations based on equality
and mutual benefit are in the interests of the peoples of
the two countries and that the progressive development of
trade should be facilitated. Sino-American trade grew to
nearly a billion dollars in 1974 on the strength of large
Chinese purchases of American agricultural commodities.
With the cessation of these purchases, however, trade has
declined and, in 1976 will be less than $400 million.
Although our trade continues and will likely increase, its
growth is inhibited by a number of unresolved but related
issues concerning blocked Chinese assets, nationalized
private U.S. property, nondiscriminatory (MFN) tariffs,
Eximbank financing, and U.S. controls over exports to the
PRC. (See Appendix for legislative authority concerning
Sinc~-American commercial relations}.

> x

ISSUES

The full normalization of our commercial relations with China,
at a minimum, calls for resolution of the linked question of
claims and assets, a Sino-American trade agreement, and
improved understanding where U.S. export controls are concerned.

Unresolved, the claims and assets question makes normal banking,
air, and maritime relations impossible and prevents the
exchange of trade exhibitions. Failure to conclude a trade

* agreement {which presently would need to take into account

the provisions of the Trade Act of 1974 concerned with free
emigration, reunited families, market disruption, and protection
of industrial property rights) precludes extension by the

Unites States of nondiscriminatory (MFN) tarifif status and
Eximbank financing to the PRC. Refusal by the Chinese to
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comply with certain of our export control requirements and

a possible Chinese misunderstanding of their intent, makes
it more difficult for the United States to treat exports

to China egually with those to the U.S.S.R. as called for -
by existing policy.

ANALYSIS OF ISSUES

~ Clearly the unresolved issues and the absence. of fully normal
commercial relations continue to inhibit Sino-American trade.
At the same time, Lecause of the close interrelationship among
the issues, the high political input in Chinese economic
decision making, the paucity of data, and the fact that
China is a non-market economy, no reliable estimate has
been developed to indicate how much trade would increase
with the either total or piecemeal removal of these trade
barriers. In guantitative terms, the increase in trade
would likely be modest overall, although perhaps quite
significant in some commodity areas. o

SCHEDULE

Since any resolution of the economic issues appears dependent

on U.S. political initiative, a decision to move ahead is
required from the President with the commencement of negetiations
aiming toward formally reccgnizing the PRC possibly beginning

in 1977. ’

It is increasingly apparent that the Chinese will not be
willing to discuss resolution of the economic issues outlined
above until the United States meets their threce conditions
concerning Taiwan (remove troops, abrogate the defense treaty,
and break diplomatic relations). Since the United States
would most likely be doing this only in connection with the
diplomatic recognition of Peking, it follows that political
decisions, not economic ones, will determine any schedule.
(Should the Chinese agree to the piecemeal resolution of

the economic issues prior to recognition, the claims and
assets questions would have to be solved prior to entering
into a trade agreement.)

o
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Appendix Legislative Authority Relating to China's
' ' Commercial Relationship with the U.S,

MFN Tariff Status, Eximbank Credits and a Trade Agreement
China, like the U.3.S.R. and most of the East European
countries is subject to the freedom of emigration provisions
of the Trade Act of 1974, applicable to, non-market economies
that are not presently accorded MFN status.

Blocked Chinese Assets Under authority of the Foreign
Assets Control kegulations, Chinese dollar denominated
accounts and assets were blocked on December 17, 1950 and
now total about $80 million.

Fixed Private (U.S5.) Claims In 1966, Congress enacted

the China Claims Act authorizing establishment of a Foreign
Claims Settlement Commission to evaluate the claims of
American Nationals for losses due to Chinese nationalization
of property. Adjudicated claims total $197 million.

Export Contrcls Under authority of the Export Administration
Act of 1969, as amended, China in February 1972 was placed

in "Category Y" and thus accorded the same treatment as the
U.S.5.R. and most of the East European countries.
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! THE TRADE ACT OF 1974 AND EAST-WEST TRADE

BACKGROUND

Section 402 of the Trade Act of 1974, the Jackson-~Vanik Amendment ,
has precluded the Executive from extending MFN (non-discriminatory)
tariff treatment and U.S. Government credits, and from entering
into trade agreements with communist countries' that deny their
~citizens the right or opportunity to emigrate. In January 1975,
the Soviet Union and most of the East European countries rejected
the conditions of the Trade Act as constituting direct interference
— in their internal affairs. Only Romania has agreed to provide the
United States assurances with respect to its emigration policies,
and, therefore, PN and access to U.5. Government credits have
" been extended to Romania, subject.to annual review.

The Trade Act limitations have served to retard the developnent
of trade between the United States and the communist countries.

- - These restrictions unfortunately also have been ineffective in
achieving the freedom of emigration objectives of their Congres-
sional sponsors. Moreover, they were enacted in such a way as to
preclude separate improvements in commercial relations with the
individual countries of Eastern Burope, even though the princip
concerns of the legislative restrictions had been with the U.S.

;- The Administration consistently opposed the provision link
and credits to emigration,. and had becgun to consult with the Con-

- gress in 1975 to determine whether changes in the legislation

X : might be possible. Soviet actions in Angola made pursuit of

R such an initiative inappropriate. Consequently, progress toward
normalizing commercial relations with most of the affected countries
has been minimal and can be expected to remain so as long as the
President does not have the authority to act on MFN and credit

" extensions in the conduct of East-Vest trade policy.

e ISSUE

Should the President attempt to bring about a change in the Trade

— . Act? Given good rapport with the Congress, the new Administration
’ ~would have a unique opportunity to achieve modification of the
Trade Act so that discretionary policy-making authority in the
East~-West trade area could be returned to the Executive branch.

ANALYSIS OF ISSUE

— The impact of the Trade Act on the growth of commercial relations
with the communist world, which recpresents about one-third of

the world's population, has been substantial. Already millions
of dollars worth of contracts that could have gone to U.S5. firms
have been diverted to our West Europcan and Japanese competitors,

oy



whose governments continue to provide billions of dollars in
‘'official credits, much of it at below-market rates, to support
their exporters. These diverted contracts represent lost op-
portunities for U.S. economic interests in the way of potential
jobs, profits for American firms, and contributions. to a
strengthened balance of payments position. 1In addition, the

U.S. consumer is being denied access to Soviet and East European
products. The failure to extend MFN and access to official credits
to the communist countries where warranted also represents a major
obstacle to the U.S. goal of normalizing bilateral political re-
lations. Prospects for future trade between the United States

and the East will depend to a large extent on how the legislative
issue is finally resolved. If no action is taken to modify the
current restrictions, trade with these countries may stagnate, or
possibly decline, and we will be deprived of a useful tool in
advancing the state of our political relations.

It is not possible at this time to know what the attitudes of the
new Congress will be toward removal of the legislative obstacles
to East~West trade. However, the new Administration should be in
a better position to address this sensitive issue, since the
President-elect has made clear his concern with the critical
‘human rights issue and has not been involved in the controversy
surroundingthe original legislation. Conseguently, he has a
better opportunity to convince interested domestic groups--
particularly the American Jewish community--that he should be
allowed to exercise ultimate control over the conduct of East-
‘West trade policy, especially in light of the failure of the

- Trade Act to achieve its emigration goals.

Of course, the overall state of U.S.-8Soviet relations will be a
crucial factor in determining Congressional sentiment for or

" against changes in the Trade Act. While an Administration
initiative to modify current legislation must take place in the
context of its active support for the principles of free emigration,
the President must make clear his intention to move cautiously at

a pace appropriate to progress in overall U.S.-Soviet relations.

Since a successful legislative initiative cannot take place
without bipartisan Congressional support, the Administration
should commit itself to extensive consultations with the Congress
in order to find a suitable basis for enacting changes in the
Trade Act.



APPROPRIATE ROLE O THE
DEPARTMENT IN EAST-WEST POLICY

BACKGROUND

&

-Since its inception in December 1972, the Bureau of
East-West Trade in the Department of Commerce has provided
most of the staff support and expertise for the operational
implementation of the U.S. Government's policy in the
East-West trade area which has been to facilitate the
expansion and normalization of U.S. commercial relations
with the communist countries. Currently, the Bureau of
Bast~-West Trade possesses the largest single concentration
of East-West trade expertise available in the Government.

This expertise is applied to a variety of primary functions
including:

© Assisting U.S. firms in promoting and marketing
their products in communist countries;

e Providing staff support for the intergovernment
Joint Commercial Commissions with the U.S.S.R.,
Poland and Romania ({(the latter two chaired by
the Secretary of Commerce); and

© Preparing interagency economic policy studies.

In addition, the Department is a member of the Congressional-
Executive Commission on Security and Cooperation in Europe.
The Burcau of East-West Trade will be responsible for pro-
viding most of the staff support for the Commission's
activities in the area of East-West economic cooperation.

~ Finally, Commerce has traditionally been the lead agency in

the interagency export control mechanism, and is responsible
for operation of the basic U.S. strategic export control
program, the primary impact of which is on our trade with
communist countries.



JSSUE

The substantial expertise in East-West trade located in the
Department should be used more fully and effectively in the
interagency and intergovernmental policy process. The new
Secretary might explore the possibility of obtaining the
lead role or at least a greater policy role for the
Department,.

ANALYSIS OF ISSUE

Any discussion regarding an increased role for the Department
of Commerce must be considered in the overall context of

the interagency East-West trade policy-making process.

For the past two years, this process has been characterized
by bureaucratic rivalry and freguent absence of interagency
coordination. The presumed (though not officially designated)
mechanism for interagency coordination of policy has been

the East-West Foreign Trade Board. However, the Board,
which is chaired by the Secretary of the Treasury, lacks

the staff, expertise, and clear Executive mandate to play

an effective coordinative role in the policy process,
Consequently, State, reflecting the interests of a powerful
Secretary, has tended to dominate the process, often to the
exclusion of other interested agencies.

Commerce, despite its frequent exclusion from the policy

process by State and Treasury, has performed well in its -
operational role; and, where given or having seized the :
opportunity, has had a significant impact on policy.

Discussion of the possibility of increasing the Department’'s
policy role has focused on two principal means:

e Returning the Chairmanship of the U.S.-Soviet
Joint Commercial Commission to Commerce, which
is the agency with primary responsibility for
the largest number of issues and therefore
provides most of the staff, regardless of who
holds the Chairmanship. (This would bes con-
sistent with the Secretaxry of Commerce's chairing
the Polish and Romanian Commissions.)

© Placing the Chairmanship of the East-West Foreign
Trade Board in the Commerce Department. Several
outside observers have made this recommendation,
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recognizing Commerce's predominant interest,
operational responsibility and expertise in

the area. (At the same time, of course, the
Chairmanship of the Board's Working.Group:- -
should be lodged in the Department, presumably
in the hands of the Deputy Assistant Seccretary
for East-West Trade. Again, this would reflect
the Department's major interest in and staff
contributions to the Board's working-level
functions.) ‘

It should be noted that a significant elevation of the
Department's policy role in East-West trade will be most
effective if undertaken in conjunction with a greater
strengthening of the Department's role in overall formulation
of international economic policy, or in a situation where
international economic policy coordination is centered in

the White House. Otherwise, the policy-making process will
continue to be characterized by interagency rivalries,

rathexr than effective and substantive controel.

SCHEDULE

As soon as he takes office, the President should launch a
review of the interagency policy-making process in East-Vest
trade. This could well be done in the context of a general
reassessment of the international econofmic policy-making
structure of the U.S. Government. Specific action forcing

~events will also require prompt decisions:

e Because the EBast-West Foreign Trade Board has
a legislative mandate to submit to Congress
quarterly reports, an early decision should be
made as to its Chairmanship. Secretary Simon's
designation does not dictate that the next
chairman must come from Treasury. Rather, in
appointing a new Board Chairman and Executive
Secretary, the most effective and logical
location of the positions should be considered.

© The U.S.-U.S.S.R. Joint Commercial Commission will

© probably be meeting in early 1977. Therefore, a
- decision must be made as to whether the chairmanship
" will return to the Secretary of Commerce, so that
preparation for that high-level meeting can begin.
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The Department is a member of the legislatively
mandated Commission on Security and Cooperation
in Europe, charged with monitoring the Helsinki
Agreements. A decision must be made by the
President as to who will represent the Department
on the Commission. This is especially critical,
since the Commission intends to hold hearings

on East-West economic cooperation, possibly in
early March,
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CONTROLS CON THE TRANSFER OF TECHNOLOGY
AND EXPORT OF HIGH TECHNOLOGY GQOODS
TO COMMUNIST COUNTRIES

BACKGROUND

The Secretary of Commerce is responsible, pursuant

to Executive Order, for administering the Export
Administration Act of 1969, as amended. This statute
calls for controls to be exercised in the interest of
promoting national security, furthering foreign policy,
and restricting undue exports of scarce commnedities.
Insofar as national security is concerned the Act declares
it to be national policy to restrict exports of gocds
or technology which would make a significant contribution
to the military potential of any nation or nations that
would be detrimental to the national security of the US.
The Department has control jurisdiction over all
commodities and unclassified technology exports from
the US except certain specialized items handled by
other government agencies, e.g., arms, ammunition, and
implements of war and atomic energy materials and
facilities. National security controls focus on such
high technology products as computers, semiconductor
manufacturing equipment, sovhisticated numerical
controlled machine tools, and certain electronic
instrumentation. Technology relating to production

of controlled products is also under control,

ISSUE

For several years increasing concern has been exXpressed
in many guarters over the transfer of US technology
abroad. A Defense Science Board Task Force {(a non-
government body which advises the Department of Defense)
expresses thz view that current controls over exports

of technology do not adeguately serve US national security
interests. The Task Force report identifies a number

of export policy issues and recommends a course of action
respecting them. Congress has interested itself in the
matter and in proposed legislation on which congres-
sional action was not completed prior to adjournment

of the 94th Congress on October 2, 1976, had included

Ao ~oammpty
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language to amend the Export Administration Act to
require any agreement with communist countries that
could result in the transfer of technology to be
reported to the Department of Commerce... At present
there is no real agreement in government or in the
private sector as to the nature and extent of the
problem and no consensus as to appropriate solutions.

One of the principal issues posed by the Task Force
Report is whether controls on strategic technology
exports both to the communist and free world countries
should be tightened. A corollary issue is whether

it would be appropriate from the standpoint of national
security to deemphasize strategic product controls

and solely to control strategic technology. This
guestion thus relates to the proper scope of the
Department's controls over products. Similarly, the
Report asks whether US strategic products should be
completely embargoed to communist countries instead of
being licensed for non-strategic uses as is the current
practice. This suggests a fundamental change in the
Department's approach to product controls.

* ANALYSIS OF ISSUE

A beginning has been made on the analvsis of these issues.
The Export Administration Review Board has taken cognizance
of the Task Force Report. A preliminary identification

of the principal issues raised by the Task Force is under
review within the Department. The Defense Department is
engaged in identifying technologies of national security
concern and is otherwise dealing with its internal
mechanism for making national security judgments on

export control matters. Components of the Department

are participating in this. As matters proceed, a number
of agencies concerned with national security export
controls and the governments of those other countries
participating in the international strategic control system
(CoCom) will be involved.

The process of identifying and analyzing the issues raised
by the Task Force Report is not sufficiently advanced for
agency positions or internal departmental views to have
been formed.



SCHEDULE

It is difficult to establish a.realistic-schedule-for
resolution of this issue in view of the number of
agencies and governments involved. 1In general, it

might be reasonable to assume that interagency agrece-
ment as to the critical issues to be addressed could

be reached by the end of February; interagency

discussiocn of the issues concluded and a US government
agreed position regarding the issues reached by early
fall; and discussion with our international partners
concluded by the end of 1977. This schedule assumes that
the Department of Defense will complete its identification
of strategic technologies by the end of April 1977,
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NORMALIZATION OF CCMMERCIAL RELATIONS WITH CUBA

Background

Since 1962, a strict embargo has existed on bilateral
commercial transactions between the U.S. and Cuba. (See
Appendix I for authorizing legislation.) The embargo
affects all U.S.-Cuban trade, whether direct or through
third countries, except in special humanitarian cases.
During 1275, the U.S. took some tentative steps toward
more normal commercial relations with Cuba and the Castro
government made some concilatory responses. The U.S.
concurred in the ending of the multilateral OAS embargo

~and, consistent with that position, in August 1975,

allowed U.S.-controlled companies in third countries to
engage in limited trade with Cuba. Further movemant was
suspended in November 1975 however, following the involve-
ment of Cuban troops in Angola. Castro has consistently
offered to besgin negotiations "if the essential aspects

of the embargo" are ended but the U.S. has not accepted,
demanding the return of Cuban military personnel to Cuba.

The incoming Administration will face the issue with
a new urgency resulting from Cuba's announced cancellation
of the 1973 antihijacking agreement, to become effective
April 16, 1977. Cuba claims the U.S. has failed to
fulfill its commitment under the agreement to curb terrorist
activities in the Cuban exile community. However, Castro
did allow for possible discussions, without preconditions,

-to salvage the agreement.

Issues

Before specific commercial issues can bz addressed, the
new Administration must first decide whether it is timely
to improve bilateral political relations with Cuba. If

positive determination is reached, then we can begin the

lengthly process of resolving the complex issues between

the two countries, including claims for expropriated pro-
perties of U.S. citizens valuad at $§1.8 billion. Ultimately,
fully normal trade relations can only be achieved through
Cuban compliance with the comprehensive provisions of the
1974 Trade Act. “his will require complex and laborious
negotiations. Nevertheless, since direct commercial
relations presently do not exist, significant proyress

could be achieved even before the Trade Act provisions

would need to L2 addressed. '

-



Analysis of the Issues

Cuba obtains about 75 percent of its hard currency
export .income from sales of sugar.. Now may be a strategic
time to negotiate with Cuba since low world sugar prices
have forced Castro to institute austerity measures and to
limit imports from noncommunist countries sharply in order
to conserve scarce hard currency reserves and to maintain
the country's international credit standing. Thus, the
economic foundation of Castro's bargaining.position vis-a-
vis the U.S. is significantly weaker than in 1975.

It is possible that an end to the embargo on direct
exports of food and medicines would satisfy Cuba's pre-
condition of lifting "the essential aspects of the embargo.”
An indication of U.S. willingness to do so could enable
direct negotiations, initially begun on the antihijacking
agreement, to proceed to other bilateral problem areas and
thereby restart the long normalization process.

The immediate economic benefits to Cuba of a limited
lifting of the U.S. embargo would probably be small since
the U.S.S.R. finances most of Cuba's current grain purchases,
supplied mainly by Canada. However, Cuba is a large rice
consumer and since the U.S. has a large surplus crop, Cuba
might divert some purchases to closer U.S. sources. Medical
care has a very high priority in Cuba even in ‘austerity,
therefore, immediate exports of U.S. pharmaceuticals are
likely. There would also be immediate political benefits
for the Castro government, including an enhanced status in
the third world, but these would result whenever the U.S.
decides to deal with Cuba. On the cost side, Castro would
lose the U.S8. embargo as a ready popular excuse for every
economic difficulty.

Unilaterally lifting the ban on food and medicines
would do little to weaken the U.S. negotiating position
on other issues because the economic impact of the embargo
on Cuba has been sharply reduced over time, particularly
since the OAS ban ended. Its effectiveness was further
reduced when we allowed foreign subsidiaries of U.S. firms
to trade with Cuba. The economic benefits to the U.S. of
food and medicine exports would be small in the short term,
consisting mainly of sales of rice and medical supplies.
However, grain sales could become substantial if the U.S.S.R.
were to instruct Cuba to divert purchases to the U.S. to
realize transportation savings.

~1
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Schedule

Substantative action on the political issues lies
within the purview of the Department-of State. However,
in dealing with Cuba,both commercial and political issues
must be dealt with simultaneously since Cuba steadfastly
refuses to open discussions until the trade embargo is
lifted. Furthermore, the negotiating process will involve
many issues, such as compensation for claims, that have both
political and commercial aspects which are difficult to
separate. Consequently, neither the political nor the
commercial can be easily used as a precondition for further
progress.

Analysis of some commercial aspects of normalizing
relations has becn undertaken in Department of Commerce
studies, although spccific positions have not yet been
taken. Appendix II lists actions Commerce could take
in concert with appropriate political developments.

Although the likely pattern of events is unknown,
there are two action forcing events that may provide
opportunities for progress. U.S. passport restrictions
on travel to Cuba, including the ban on business travel,
are due for routine review prior to March 15, 1977. :
Ending the travel limitatiocns cculd initiate a more positive
environment for future develcpmaents (as was accomplished

with China in 1969) with little actual effect on the volume =

of travel. The antihijacking agreement, set to expire on
April 16, 1977 may also require a U.S. initiative.





