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‘ " Trade is an essential element ofrthe Clinton :
Administration’s economic and iforeign p011c1es. It derives its
1mportance from this Admlnlstratlon s'31gnal empha51s on
economics. This emphasis beglns at home, with policies aimed at
deficit reduction, new 1nvestment in educatlon and training, and
expansion of our nation’s 1nfrastructure|1n the traditional sense
and through the application of 1nformat10n hlgh technologies. It
continues by seeking to ensure that forelgn markets are open to
competitive exports. This fall Congress1onal passage of the
NAFTA and the successful conclu51on of the GATT Uruguay Round
negotiations demonstrated the| U.S. commltment to ach1ev1ng
greater economic growth at home and abroad through openlng
markets to trade and investment. ;,:

! | '

Around the world, deregulatlon and;market opening policies
are sweeping through places qew would have predicted. From
Eastern Europe to Latin America and A51a, countries with heav11y
restricted markets have moved toward la recognltlon that
.prosperity increasingly depends on the - ab111ty to compete in an
‘open international system, and that a closed ‘market only leads to

a loss of competitiveness and economic Yltallty.

Amid .a w1den1ng trend of openln& markets, the Japanese
economy presents unique challenges."lt is: impossible not to
admire the tremendous advances of the Japanese economy in recent
decades, or to recognize the’beneflclalllessons the world has

learned from Japanese management and;manufacturlng practices. - At

the same time, however, it 1s 1mp0551bﬁe to 1gnore the very
substantial economic imbalances that have continued for years

between Japan and the rest OT the world and its underlying

market access barriers. s | P '
° , l Lo
Whether one looks at economy~w1de|1nd1cators, such as
Japan’s manufactured goods imports as a percentage of GDP or its
o ; { N
1 / ;
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levels of inward foreign direct 1nvestment or sector spec1flc

indicators such as relative pr

ice levels |the conclus1on is the

same: as compared to other major 1ndustr1allzed econonmies,
Japan’s domestic market still remalns 51gn1f1cantly less open to
foreign competition despite years of market opening efforts.
When these facts are combined with Japan s enormous and
persistent global current account surplus -~ the single greatest
imbalance in the current intern atlonal{economlc system -- the
inescapable perception is that, for Japan, trade with the United
States and mich of the rest of| the world |is too much of a one-way
street. . | i ' g

Limited access to the Japanese market 1mposes high costs on
the United States and Japan’s |other tradlng partners, as well as
on Japan. Looking only at United States exports, the Institute
for International Economics estlmates|that a full liberalization
of Japan’s eConomy would result in anjexpansion of U.S. exports.
of $9 to $18 billion annually, half of whlch would be in
manufactures and a third in agr1cultura1|products. At
approximately 20,000 job opportunltles per $1. billion in U.S.
exports, this increase could translate 1nto 180 000 to 360,000
jobs. Of course, it is well-documented that export-related jobs
tend to be higher-wage jobs. Moreover, since the U.S. accounts
for less than 25 percent of Japan’s total 1mports, the job
creation benefits for the. rest of the world are at least twice
the number for the United States. b 3

Japanese consumers and business algo bear the brunt of
policies and regulatory practlces that restrlct market access in
Japan for fcreign firms.

As Pre51dent Cllnton said in his speech
at Waseda Uriiversity last July, Japan’s 'high prlces fall most
heavily on its own people. Limited market .access in Japan .
fosters inefficiencies that sllow economlc growth and today hamper
the competitiveness and product1v1tyrof (Japanese business.
Japan’s policies therefore burden not just .Japanese consumers,
but the Japanese economy overall, and w1th 1t the world economy.

g | o |
Many Japanese bus1ness and polltlcal 1eaders are themselves
recognlzlng the need to reform economlc1pollcles and reqgulatory
practlces in Japan as a means to emerge|from :Japan’s current
recession and restructure thelr economyland business. 1In a
speech before the Diet on August 23, [Prlme Mlnlster Hosokawa
stated: ‘ 1 }f‘f‘g

| o

. I intend to work v1gorously for expanded domestic
demand and improved market access and for such
consumer-oriented pollcles as rectlfylng the disparity
between domestic and 1nternat10nal prlces and promotlng
deregulation, and to strlve to reduce our current
account surplus, not just to maintain good external
economic relations, but| also toilmprove the quality of"
L
I Y

2

L
|
| |


http:fCtrel.gn
http:benefl.ts
http:creatl.on
http:m<;lrketopenl.ng
http:despl.te
http:competl.tl.on
http:forel.gn

Japanese 1ife{ -

The Minister of International Trade and Industry, Hiroshi
Kumagai, also has commented that "the [Japanese] market has
tightly closed aspects." He stated that l“for -Japanese firms to
make it in international society, this system must be. revised."

|

Prime Minister Hosokawa called on a spec1a1 advisory
commission on economic structural reform,‘made up of prominent
public and private sector representatlves, to analyze reforms
needed for the Japanese economitc systeﬂ. This commission, the
"Hiraiwa Comm3581on,“ stated that "Japan s ’‘catch up and
overtake’ economic system -- lnterpreted p051t1vely as '
cooperation and- negatlvely as collu51on -- has functioned well so
far, but it now requires reform "  The Kelzal Doyukal recently
1ssued a similar report. R P |

1
i

As may be inferred from these statements, it is believed
that a cycllcal economic recovery alone will not be enough to
restore economic dynamism in Japan and‘exbort opportunities and
corresponding job growth for the rest of the world. Rather, as
Japanese business and polltlcal leaders have p01nted out‘ '
fundamental structural and market access issues must be
‘addressed. . 1 1 '

i ;

It is this reality that has led the Cllnton Administration
to pursue, under the U.S. -Japan Framework for ‘a New Economic
Partnershlp, a bilateral trade 1n1t1at1ve with Japan which has as
its primary goal the openlng of Japan’s markets, and the
correction of macroeconomic 1mbalances'whlch inhibit global
growth and prosperlty. The Framework asllntended to further
- Japan’s econcmic convergence w1th the rest of the industrialized
world, in both macroeconomic terms and 1n market access. Japan
and the U.S8. have recognlzed the need,for a broad approach to
addressing macroeconomic, sectoral and structural issues. We are
seeking constructive solutloné for the many economic . imbalances
that have had a corrosive effect on the U S.-Japan bilateral
relationship. l l Ve -

Let me turn to a more detailed dlscu531on of the economic’
concerns underpinning the Framework dlscus31ons, and the specific
approach we are taklng in the negotlatlens.

-
|

Japan is the world’s secend largest{economy The United
States and Japan together account forfroughly one-third of global
output Japan is our second }argest trade partner and the U.S.
is Japan s largest overseas market. Two-way trade in goods and
services between the two countries totals $200 ‘billion. A strong

U.S.-Japan trade relationship| is thus cnltlcally important to
both countries and to the worild economy.| -

'
'

JAPAN’S MARKET ACCBSS IMBALANGE ' i
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Durlng the past period of rapid economlc growth Japan
developed massive trade and current account surpluses --
surpluses which have grown even largerfaS|Japan's economy entered
recession. In the 1980s, Japan s cumulative annual surpluses on

"the current account exceeded $450 bllllonL whlle merchandise

trade surpluses totalled almost $600 bllllon. tThJ.s year, as
last, the trade and current account surpluses of Japan are each
expected to be in the v1c1n1tylof $140]bllllon, or over 3 percent
of Japan’s GDP (about 3.5 percent of GDP 1n 1993 and 3.2 percent
in 1994). Such massive 1mbalances in Japan s current account --
the broadest measure of its economlc transactlons with the rest
of the world -- depress producrlon and employment throughout the
world. 1 _

Such large, sustained surpluses 1n énd of themselves do not

demonstrate a highly protected home market. ..However, such large

surpluses, when combined with other evudence of widespread
restrictions on foreign producers’ access to the Japanese market,

.strongly indicate an imbalanced approach 'to trade in Japan, whlch

creates enormous strains on Japan s trade relations with the
United States and other countries. . The Unlted States is not the
only country that is concerne% about Japan s tradlng practlces.

For the Unlted States, the contlnuance of such sustained
external imbalances by Japan and restrlctlons ‘on access to the
Japanese market are no longer acceptable. We strongly favor
measures by Japan that accelerate domestlc demand led growth,

deregulation, and a highly 81gn1f1cant reductlon in the current
account surplus. [ 3 ]

However, broad macroeconomic pollc1es to reduce Japan’s
global trade imbalance are only part of the solutlon to the
current problem. Structural changes removing specific barriers
to doing business in Japan --|in. both‘trade and investment ---
must accompany efforts in the macroeconomlc area to reduce
aggregate trade imbalances. 1 f :

The specific economic evidence of sectoral and structural
market access barriers appears in several statistics.

| ;I,
Japan's 1ow,receptivity to foreign gotds.

. : i ‘ .Y

Japan imports relatively| fewer mandfactured goods than any
other G-7 country. Japan’s- 1mports of manufactured goods as a
percent of GDP stand at about 3.1 percent as compared with 6.9
percent for the U.S. and 7.4 percent for the G-7 nations
excluding Japan. Not only is! Japan’ s ratio low, it has failed to
rise substantially over the ﬂast twenty{years ‘despite the
lovering of tariffs and other formal /trade barrlers. This
pattern contrasts with that qf otherimajor industrialized
countries, which have more than doubled thelr ratios of imports

to GDP over the past two decades. ; 1
'!
|
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The limited role 1mports and forelgnIflrms play in Japan s

economy relative to other major| economies is repeated in specific
sectors such as telecommunlcatlons medlca& dev1ces, insurance,
and motor vehicles and parts. These are a&l prlorlty sectors.
that are being negotlated under the Framework. . The numbers show
a per51stent pattern in which competltlve forelgn goods and
services find far less success in Japanis market than they do in
other industrialized economies. .

!

- In telecommunications equlpment the average foreign share
of the private and public telecommunlcatlons market in G-7
countries excluding Japan is 25 percent.. 'Yet the forelgn,
share of Japan’s market -- the worldﬂs thlrd largest - 1s

~only 5 percent. | r,”

- In medical technology, U.S. firms are hlghly competitive
' throughout the world, accounting for iover |50 percent of ‘the
global medical dev1ce market. In Uaﬁan, forelgn
participation is less than half that ;in other G-7 countries,
despite our clear competltlve advantage over Japanese
industry. | i

¢

— Although Japan has the second largest 1nsurance market in
the world, foreign access has been llmlted perennlally to
about 2 percent of the market. Forelgn .access in G-7
countries, excluding Japan, ranges from. ‘approximately 10-33
percent. Japanese companies hold only a very small share. of
the market in other G-7 countrlesq |

- In autos and auto parts, forelgn producers hold only 3 and 2
percent of the Japanese market, respectlvely, despite their
competitiveness and price advantages.

f

: I do not cite these numbers to suggest that foreign

participation in these sectors in Japan should 'be identical to
the levels in other G-7 countrles.' Nor do I ¢ite these numbers
to suggest that they should constltute p01nt targets for Japan.

These figures merely underscore the pclnt ‘that American producers

that are highly competitive in |world markets,'often against
Japanese competition, can not penetrate the Japanese market in a
manner that reflects that worldwide competltlveness.

Japan s low re cept1v1tz to forelgn cagltal

- Japan is even less receptive to forelgn cap1ta1 than it is
to foreign imports. In 1991, qapan hosted about $12 billion in
foreign direct investment, Wthh represented only 0.7 percent of
the world’s stock of 1nward direct investment +- the lowest level
of any industrialized country.| By. contrast the U.S. hosted $414
billion, or 22 percent, of the stock of 1nward direct investment
and the European Community had| $714 billion, or 38 percent. Even
countries such as Mexico, Brale and ChlPa are more receptive to

5 | ; .:,
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+hosted $34 billion,

‘goods would develop, and over

- regulatory practices.

inward direct investment than

in inward direct investment.

Japan’s lack of receptivi

$32 billio

|
l
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e
|
[ Eg

Japan.

|

| » [ '
]1991ﬁ these countries
n, and $23!

billion, respectively,

[

ty to forelgn 1nvestment serves as

a trade barrier in today’s global economy, iniwhich investment

pulls trade.

Foreign sub51d1ar1es frequently}purchase from or
sell to their parent companles back home‘

to the extent that

1ntracompany trade constltutes 30 to 40 percent of total global -

trade in manufactures.
investment in Japan translate

The low 1evels of foreign direct

into a substantlal loss of

potential exports from forelgn firms to thelr . Japanese

subsidiaries.

Japan’s high,prices.

Japan’s high prices prov:
access barriers.
problem well.
prices

According to a

N
; J

ide further ev1dence of market

Anyone who has traveled to Japan knows this

1991 jOlnt U.S.+ Japan survey on

comparable goods are on average 37 percent more expensive
in Japan than in the United States.

Food 1sﬂ;on average, 47

percent more expensive and auto partsiare over 100 percent more .

expensive.

Such large price differe:

for traders -- buying auto pa
re-selling them back into the

after paying transportation a
were not substantial barriers
cheaper foreign goods or even

would erode. The fact that t

|y
|

ntials should present opportunltles
rts or consumer,goods overseas and
Japanese market at a profit even

nd dlstrlbutlon ‘costs. If there

to Japan s market, a brisk trade in
re-lmportatlons of Japanese-made
time the large price differentials

hese sharp price differentials

persist underscores the difficulties of penetratlng the Japanese

market.

JAPAN‘S UNIQUE BARRIERS

f
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e
I«. I s

|
For the nmost part the market access problem in Japan does

not come from formal barrlers

amenable to conventional forms of tradefllberallzatlon,

tariffs. Rather the barrlers

invisible as they are pervasﬂve.‘

interaction of Japan’s econom
organizations and practices;,
private sector and government
These

at thetborder ~- i.e., those most
such as
to . the Japanese market often are as
They stem from the complex

|
ic structure, private business

relatloﬂs between the Japanese

, and government policies and

often 1nteract1ng forces have not

been the subject of government—to—government;consultatlons until

relatively recently.

The Japanese economy is
economic regulation -- a fact
business leaders, as well as

[

characterlzed by a hlgh degree of

recognlzed by many polltlcal and

by the Hiraiwa pomm1s51on that

s % o
o
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recently studied the issue. Just to c1te|one example the large
Japanese supermarket chain, Dalel, estlmates the cost of
obtaining licenses to open a single store is somethlng on the
order of $1.6 million.. This hlgh costlls driven by the need to
obtain 40 different licenses required under 19 dlfferent laws.

The problem is not just the sheer | number of regulatlons, but
also a pervasive lack of transparency and predlctablllty in their
application. In many cases, formal Japanese laws and regulations
are written only in general terms, w1th the details supplied by
administrative guidance. The resultlng broad ‘power and
discretion of government officials canlmake 1t extremely
difficult for foreign firms to learn what approvals may be
required to conduct business, and even‘more difficult to obtain
those approvals. : 1 -

‘ ! ! i

Government-business relatlons in Japan are closer and
different in nature and degree than in the Unlted States or in
- many other industrialized countrles. ]Thls poses special
difficulties for foreign firms that do not have commensurate
access to policy deliberations. For example,,the Japanese
government routinely consults with the prlvate sector through
trade associations, advisory commlttees, study groups and many
other informal mechanisms, whlch often serve as fora for managing
consensus on policy actlons that affect prlvate sector o
regulatlon. Such close government/bu51ness relations may be
helpful in developing consensus on 1ndustr1al development goals
and specific policy questions; but it can ea51ly disadvantage
those firms, both foreign and domestlc, that are not part of the
circle of consultation. : g { o

Business practices between suppliers and: producers,
producers and distributors, and companies within industry or
. corporate groups also limit market acceSS‘fbr‘newbentrants ——
foreign or domestic -- in many sectcrs of the Japanese economy.
Often, such practices effectively preyent new entrants from
winning customers on the ba51s of price, quallty, and service.
Although Japan has an Ant1~Monopoly Law,to ‘address anti-
competltlve practices, the law has many{exceptlons, its penaltles
in many instances are inadequate, and its enforcement has not
been sufflclently vigorous. |’ L

L

Finally, Japan’s mult1 layered énd in many areas outdated
distribution system remains- an 1mpedﬂment to ‘foreign firms and
new market entrants. In many areas, . 'it|is extraordinary costly.
It is very difficult and expensxve for forelgn firms to establish-
their own dLstrlbutlon channels or to enter u51ng existing '
channels. _ l | J

Senior Japanese bu51ne55‘and polltlcal leaders have
recognized these structural barriers| 1n1the Japanese economy .
MITI Minister Kumagal stated that, "major companles have a’ strong

i
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tendency to defend the market by refusing to admit newcomers.
Even if a company tries to open a bus1ness, they will not accept
them in their society." When asked by a journallst if. he meant
that the Japanese market is exclusive, Mlnlster Kumagai stated,

"I think it is exclusive in the sense that it, has many 1nv1s1ble
barriers." , b

. R i
PAST NEGOTIATING APPROACHES | L

The United States over the past decade has tried many
different approaches to deallnq with Japan s trade barriers. For
example, in the mid-1980s, the U.S. railsed the issue of Japanese
barriers to sales of telecommunlcatlons and medlcal equipment,
pharmaceuticals, forestry products and[auto parts through the so-
called Market-Oriented Sector-Spe01flc (MOSS) talks. In the last
years of the 1980s, the U.S.- focused on ellmlnatlng Japanese '
barriers to sales of. supercomputers, satellltes, and wood
products utilizing the Super 3q1 prov151on of the 1988 Trade Act.
In the early 1990s, the U.S. used the Structural Inpediments
Initiative (SII) focused on Japanese barrlers to investment,
exclusionary business practlces, enforcement of the Antl-Monopoly
law, and other structural trade and 1nvestment 1ssues.

The fact that these 1ssues remains on our . negotlatlng agenda
today suggests that past agreements and approaches to opening up
Japan’s market to greater foreign competltlon have had only

‘limited success. :

In meeting Japan’s unique
the Clinton Administration has
partlcularly those that relied

trade 11berallzat10n challenge,
determlnedithat past approaches ——
solely on changes in rules and

procedures. -- will not provide solutlons to the very real and
specific problems posed by Japan’s barrlers. ‘0f course, where
changes in the rules contribute to the| elimination of real trade
barriers and to more open markets, as they have in the
agricultural area for example, a strlctly rules~based approach is
appropriate. But in the majority of areas in whlch U.s. and
other foreign producers are 1nternat10naﬂly competltlve,
experience suggests that changes in ruleé and procedures alone
may not be enough to ensure real change in the;marketplace.
THE FRAMEWORK APPROACH p - ; |
» (‘ | -
For this reason, the Clinton Admlnlstratlon proposed a new
approach to the bilateral econbmxc relatlonshlp in the United
States-Japan Framework for a New Economic Partnership, signed
last July. - i : . ,

i
'

At the lieart of the Framewcrk lleg ﬁhe'ba31c proposition

;that for both nations and the rest of the world to prosper into

the next century, Japan’s per81stent trade and current account
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imbalances cannot be sustained. The Framework represents a
comprehen51ve approach to sectoral structural and macroeconomlc
issues, aimed at these fundamental economic. 1mbalances.

i !

The Framework -- to which the’ U.S; and Japan agreed --
establishes a results-oriented |approach to U.S.-Japan trade. It
states that "tangible progress must be‘achleved " and calls for
the use of qualitative and quantltatlve crlterla to assess
‘implementation of the agreements reached.{ Whlle focussing on
results, the Framework makes clear that the beneflts achieved
will be available on a most favored natlon ba51s to Japan s other

trading partners. 5 ; }

[

‘The Framework elevates the U.s. —Japan trade relationship and
bilateral and economic issues to the high level where they
belong. By establishing semi-annual heads—of~state meetings

“preceded by deputy minister level meetlngs, the Framework ensures
that issues will be reviewed and resolved*under the guidance of ‘
- leaders focussing on the 1mportance of | the U. S.-Japan
relationship and the 51gn1f1cance of these 1ssues for the global
econonmy . : } | o !

’ P h

In the macroeconomic area, the Framework commits Japan to
pursue a "highly significant" decreaselln'lts current account
surplus, as well as 51gn1flcant 1ncrease§ in its imports of goods
and services over the medium term The Framework commits the.
U.S. to pursue a reduction of 1ts flscal def101t promotion of
savings, and a strengthening of its 1nternatlonal competitiveness

. =- goals toward which we clearly have made substantlal progress
in this Admlnlstratlon. . :

|
In its five “baskets' of sectoral’and structural issues, the
Framework addresses major sectoral and etructural barriers faced
by foreign firms seeking to sell into the Japanese market. These ‘
baskets include: : | % . :
. & : . )

- Government procurement, in which Japan has committed to put
into place measures aimed| at 51gn&f1cantly expandlng
Japanese government procurement of competitive foreign goods
and services in such ‘areas as telecommunications equipment
and serv1ces and medical technologyI

-- Regulatory reform and competitlvereés, 1n<whlch we are

_ addressing Japanese ‘laws, regulatlons, and administrative
practices that impede market access (for. forelgn goods and
services. In this basket| we are seeklng initially an
agreement with respect to Japan s insurance sector.

| ¢

-— Other major sectors, in which wegseek to' reach agreement to

' remove barriers in Japan to forelgn auto and auto parts
producers, and to achieve substantlally 1ncreased 1mports
‘into Japan in this sector.

{

|
|
|
|
|
|
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Economic harmonization, in whlch{we are. addressing issues
affecting foreign dlrect|1nvestment intellectual property
rights, access to technology, and buyer suppller

relationships. | ! ; P
—— Existing arrangements and measures,| in’ which we are

reviewing all prior arrangements and measures entered into

between our. two countries. ' "

The U.S. and Japan have Lgreed to the use of quantitative
and qualitative criteria to assess the Framework agreements.
wish to be clear on exactly what this| means. In each of our
Framework negotiations, we 1ntend to work with Japan to establish
the changes we seek and the crlterla that will be utilized to
assess whether the agreements are ach1ev1nq their fundamental
purpose: substantially increasing marke% access and sales in

|
\ i

1

Japan. .

The United States is not
seeking to un-manage and expa
managed and regulated economy
country.
set point targets for foreign
However, we also are not willi
entering into agreements that
difference in the marketplace

|

/
|

engagin§ iln managed trade; it is

nd trade»lﬂ one :of the most highly

of any major industrialized

As we have said from the outset, we are not seeking to

market share levels in Japan.

ing to repeat ‘the past mistake of

do not result in a tangible
. We are looklng for practlcal

solutions to the problems fofelgn flrms have encountered in the

specific sectors under negotlatlon.

In each of our agreements, we

must have a firm basis for confidence that the steps agreed to
for removing market access barriers in fact leading to greater
market access and sales for competltﬂvelforelgn firms.

We have much work to do
priority areas by the heads-o
However, I am confident that
both sides over the next few
will begin the process of set
new course, laying the founda
Japan, the United States, and

L

|

[

|

to reacg agreements in our four

f- state,meetlng .on February 11. .
throughxthe concerted efforts of
weeks, we will reach agreements that
ting our bllateral relationship on a
tion for greater prosperity for

the rest of the world.

10
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.Mr. Chairman, ' members of the Ccmylttee, I am pleased-to

appear before you today to discuss: Chlna s mld year results in
i

meetlng ‘the clinton Administration’s condltlons for renewal of

| MFN, as well as the status of| our bllateral trade
relatlonshlp. . s _ f '

i ; i : ~

|
B
l
i

) . ; i o .
As outlined in the President’s Executive Order of May 28,
- i .
1993, China must meet certaiﬁ conditions on émigration and prison

!

labor, and achieve "overall, 51gn1flcant progress" in flve

specified human rlghts areas |if the Pres1dent is to grant Chlna
MFN status next year. The ExecutlveEOHder'rs clear on these

I will leave an extended discdssienrof the Presideﬁt’
Executlve Order on MFN to the testlm;nf of the State Department

issues.

But let me emphasize that steady, contlnuous progress an human

rlghts in China is an essentlal element of thls Administration’s
I |

' N
trade pollcy toward China, and that renewal of MFN will not be

! !
p0581b1e under the Pre51dent‘s pollcy absent overall, significant

_progress on human rights. | f . ﬁ
. . X S 3

: , |

t

|

|
|
i
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With respect to trade, the Admlnlstratlon has pledged in
the Executlve Order, to "pursue resolutely all‘leglslatlve and

executive actlons to ensure that Chlnalabldes by its commltments
l O f
to follow falr, nondlscrlmlnaﬁory trade practlces.

Ve !

to the Congress Concernlng Exten51on of Walver Authorlty For the

The Report

People s Republlc of China 1sjeven more expllc1t "It commits the
a’

Administration to pursue market access and kntellectual property
rights Agreements and other ﬁ;sues a@d to make use of Section 301
| | v '
where necessary in these areas. | '; 5”?
This Admlnlstratlon has;met.fuliy theee;obligations‘with
x ; ‘

respect to the bllateral trade relatlonshlp We have spent much

|

of the past year actively pursulng full implementation of our
; 1 !
resolv1ng ~—fsuccessfully -- some of

! .
oduced real results, Where

current trade Agreements,

I

- our more serious concerns. ,we_havefpr
TR
the Chinese have not proven w1lllng‘toj ake the-measures
1 ; '

. necessary to open thelr markets to fabr competltlon, this

j.
Admlnlstratlon has not he51mated and we Wl%l not hesitate to make
i H .
full use of the legislative tools available to us.
As I testified beforefthis Committee last June, we have
| : : : ' k

' ‘ [ L , .
clear goals that we wish to achieve in our=trade relationship
. ‘ |
with China. We have madefsome progress toward achieving those

|
.goals, though much remains to be«done. Flrst we intend to
i t

s
R ,

.pursﬁe market opening ini tlatlves for U S. goods and services.

|

|

!

l

‘ i .
U.S. business should have access to the Chlnese market comparable

H l

to that avallable to Chlna Ain’ the Unlted States
l l :
Second, over time, 15 a result of greater comparablllty in
!
P ‘

j L
:

N
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1

| Lo

I |
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market access, we expect more rapid grpwth in our exports to

. . : T DA P
China. Finally, we want to maFe certain  that '‘China accepts the
' . . ] o .
rule of law as 1t applies to trade ~-!that 1s, that China’s trade

and economic pollcles be consﬁstent Wlth lnternatlonal norms and

}
‘, F

the rules and disciplines of éhe GATTi o

& : r
| |
: ! !

China’s Market Potentlal

The United States has an’lmportant,stake in gaining genuine

ﬁ

access to China’s markets -- Eor both goods and services.

Increa51ngly, uU. S economic growth 1s drlven by growth in

|

exports, and our economic health depends on open markets

' a f S

throughout the world. - P

\"‘.
i
i l"I

{ i :
China is now the world’s fastest QrOWing major economy. In
l .

1992, its economy grew at an'off1c1al rate of 12.8 percgent, with
| :

growth in the booming 01t1es[along thefeast ‘coast at even hlgherv
rates. In 1993, China agal% sustalgedithls high rate qf growth.
The accelexatlng accumulation of wealtg in coastal Chlna and the
concomitant: growth in the pqrches;né pewer:ef China’s industries
and its consumers wil} ensu%e that %hi%a'sfﬁarket'becomes
increasiﬁ@ly attractive to p.s. eprr%s..‘f
Over the past decade, bhina’siélébai;trade has.grdwn on
average by more than 11 peqcent anﬁuaily:f% twiee the rate pf

‘ , . b, b Cqns .
" worl@-trade growth -- increasing from~lessvthan $40 billion in
|
1980 to $196 billion in 19?3. Whlle changes in accounting:

s

methods have reduced the csten51ble s ze of China’s forelgn

I

reserves, at $20 bllllon, they are]stlll formldable. In trade

i Py

i
f 3. '
‘



H

;
. |
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|
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|

terms, China is a major player. j o
The growth of our bilateral trad; r%latidnship with China
over the past decade and a half has béen?érem%tic. our two-way
trade has grewn from $2;3 billion in i979 te>ﬁore than $40
pilliop in 1995;’ The United States i%vnéw Cﬁina’s,largest export
. market, with some 34 percent of China?s %xperts going tp the
United States. Last year Americans i%po%tep:pearly $32 billion

of Chinese goode, which included someépﬁodddts originating in
other Asian countries. f : f’. |

. . C
our trade4relatienship, however,yié out . of balance " The
bilateral trade deficit stood| at $23{bllllon 'in 1993, up 25

i
1 H i

percent over 1992. In light of the lack of comparablllty of

\
market access between our two countrles' we cannot ablde Chlna s

!
’huge and grow1nq trade surles with the Unlted States, now second

only tO*that of Japan.

; a
s ; !

While the potential of China’s ¢arget is enormous, U.S.

. SR AT S

exports to China still lag behind thpsefongQr major trading
P :

L S :
partners in Cchina. Last year, Tokyo?séstatistics indicate that

!

Japan’s exports to the Chlnese market grew by 44 percent, far

more than ours. China’s planners also 1mport proportlQnately
|

l

more from the European Union| than fromithe United States. Not

i

only is our deficit with Chlna unacéeptable“ but our trade

xpattérn vis-a-vis our foreign competltors lS dlsturblnq and must
be reversed. ' ? E‘ i.“

China needs the products and sérvéées(that U.S. companies

are the best in the werld at providing} ipyeddition to supplying

4

|
1
|

i
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f
|
i
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|

China with wheat, fertilizer, and woodf—i products that we have
Lo o ‘ '

long sold to China -- the mix of produbts that we now export is

o T
dominated by the high-technology secto%siin which we exgel.
Thus, the United States exported $273«m11110n 1n wheat and $629

mllllon in fertlllzer in 1992, but over $2 bllllon in alrcraft

|

and parts and over $1 billion in computers anq power generatlon

e@uipment( along with substantial sales of eléctrical machinery,
i
telecommunications equipment, and scient%fio‘gnd contraql
instrumeﬁts'<~, | | A ; ? ' H
In addltlon, U.S. investment in Chlna:-~ whlch in many

respects augurs an increase in trade +- reached record levels

last year, totalling about $3 bllllon, ath total pledged
investment above $7 billion. Many Fortu;e 5?? companies have
‘made Chinafohe,of.their'strategic tar%eos, investing in large
'scale ventgres in China, with preparaiiéns‘ﬁo:export‘a greater

variety of products such as telecommunications equipment,

computers, medical equipment and heav& machinery. More than 550
; Loy .

U.S. companies ﬁow'have offices in Chine.
Opportunities for enormous expan51on of . exports -- and

thus for creation of hlgh-wage export ]obs -- are plentiful,

provided that market access barrlerslare ellmlnated U.s.

competltlveness in the areas of greatest 1nterest to China --
‘
alrcraft high-technology exports, computers, fertlllzer -~ is

excellent. China estimates that it w1ll requlre more than $350

bllllon in project~related 1mports o&er the - course of its Elqhth
I I

Five Year Plan, which will be completedlln 1995. The

-

i



opportunities for U.S. eiports are eno#mops.’:,
For its part, the U. S -China Bu51%e%s Counc1l estimates that

the market for power generation equlpment in Chlna over the next
1

25 years ranges from $40 to $100 bllllon, for alrcraft and

aerospace over $40 billion over the next 20 years for

|
i
I
|
télecommunications about $30 billion over the: next five years,

and for auto parts, $29 billion over tpe;next'three years.

In short, the boom in China’s eCoboﬁy, éupport for domestic
economic expansion and change, and the enormous potential of
. . 1 I \ 1

China’s market for U.S. companies provide the United States with
4' | . A .'
a rare opportunity to press for open ﬁnd fair, markets in China.

i

If we wait, we may find that our 1ndustr1es aée placed at a

o 1 'fﬂ
permanent disadvantage relative to those‘of‘oqr trading partners.

1

IR

POLICY ON TRADE'waH@cHINA
The Administfation supports a st%oné, éteble, and prOspereus
China. 1In Beijihg, Treasury Secreteré Béhteeﬂ commended China’‘s
-recent decisions to move forward with%mafkeﬁ-ériented‘reforms of

its mohetary and banking systems, tax;syetem,fand fore;gn
exchange system. ' Indeed, at its Third Pienhm;in NOVember.199§,
China announced major steps forward iﬁvits eebnomic reform
program. These steps, if 1mplemented w%ll move China further
| L
Nonetheless, Chlna maintains a hlqhﬂy pr btectlonlst trade

o . \ |
regime. It has in place multiple, overlapplng non-tariff

i

H
i
i
towatd a market economy. |
i

barriers to imports and maintains relatlvely hlgh tarlffs. ‘While.
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China’s export regime has undergone a remarkable transformatlon

over the past decade, turning China 1nto one . of the world’s most
1 | ' f
formldable export engines, China’s 1mportlreg1me still remains

. the creature of central planners and state bureaucrats. And
b

China’s market for services remains closeh to all but a few
! .

companles that are allowed in only on an‘"experlmental" basis.

.A fundamental tenet of our trade pOlle toward Chlna,
| “
therefore, is the establlshment of a solld framework that makes

the rule of law a basis for China’s conduct‘ofytrade. A second
\ ,n .

|

access to China’s markets comparable to that afforded China’s
A ‘ , I
exports to the United States. If Chinese business has the

o
‘ ‘ o
| P

ability to trade and invest freely in the United. States, then

: . | o,
and equally important tenet is that U.S. companies must have

J

U.s. bu51ness should have the same rlghts ianhina.
! I P

T

' \
Trade Agreements. The trade agreements that we have signed

J
|
with China represent 1mportant steps toward the creatlon of a

oo
solid framework for the U.S.-China tr&de‘relatlonshlp. The

L e g .
intellectual property rights-Memorandum of Understandlng (MoOu) ,

signed in January'1992 ‘commits Chlna to the establlshment of a
solid 1ega1 structure for the protectlon of 1ntellectual
| I

property. The market access MOU, 51gned|on October 10, 1992, is
based.on GATT rules and disCiplines It commlts Ch1na to make

i .
sweeping changes in its import reglmelover a flve year period.
Since I last testified, we have held.rntenS}ve discussions with
the Chinese cn implementation ‘of these Agreements -- with real
i

N t
| -
C
!
|
]

|

!

|

1

| :
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o
!

|

|

|
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progress in somevkey market access areasé
‘ o .
Let me take each of the MOU agreemeﬁtsiin turn:
Market Access Agreement. Pursuant to a'December 31, 1993
\l 2o

deadllne, China has taken 1mportant steps to 1ncrease the
transparency of its trade‘reglme, and | to openylts market to U.S.

‘ i
industrial goods. Specifically, China c?mmitﬁed to:
D D

o Increase the transparency of 1ts trade reglme, by publlshlng

and maktng readlly available to forelgn traders
1
and governments all trade and in?estmeneerelated documents.
Lo C
In addition, China has issued a $taFe Cepncil directive
’ ! | P

mandating that no unpubllshed law, rule,fregulatlon or
.admlnlstratlve guidance can be. enforced“ Chlna has also
published data on major central government pro;ects through
the year 2000 and the United States expects full dlsclosure

of project-related information 1p Chlnaﬂs provinces.
| R ,
o
P . . S DR .
o Eliminate import barriers -- including licensing
. ) ) ] . !
requirements, quotas, controls, end restrictions -~ in many’

l

key U.S. export sectors. Effectlve December 31, 1993 China

eliminated import restrlctlons on 258 1tems by HTS ‘tariff

| 1
l;ne. These items 1nclude products ef con51derable export

interest to the United States, such as agrlcultural

products, including citrusifrulﬁ ?pples and glnseng; iron

|
and steel products; heavy’ machlnery, machlnery tools,

o
8 ] i s



textile machinery; rail locomotlves :

\

equlpment, and commercial alrcraft.
. 1

helicopters; scientific

In addition, effective

January 1, 1994, China eliminatedgahéad qr schedule import

restrictions on integrated circuits as well as on selected

chemical products, and removed'exbliéitfréstrictiqns for 171

machinery and electronics products, lncludlng constructlon,

energy generatinq, and telev151on broadcast equ1pment.

|
i
I

On March 31, 1993, china also ellmlnated a directive that

i

restricted sales of-digital switching sYstems ‘equipment to

three non- American suppliers -- NEC

Alcatel and Siemens.

As a result of the elimination of thls dﬁrectlve and the

removal of controls on digital sw;tcplng,systems equipment,

U.S. suppliers sold more than $500 mﬁllidh of this equipment

i

i

to China during 1993 -- with the likelihdbd'of'suhstantially

increased sales in 1994 and beyoné.:
<

EllmlnatP the use of 1mport substltutlon p011c1es and

measures. In August, 1992, Chlna;publlshed an order

i

forbidding the issuance of importisubsﬁitution lists that

|

designate‘equivaient Chinese domeét%c sﬁbstitutes for

P
foreign products..

\
P
|
i

Remove, as barriers to trade, scientlflcally unsouynd

 standards and testlng requxrements.

o

' When' complete, this

action will further open China‘s markets to U.S. products,




\ i .

[ l. oo
A
oo ‘
|
. . | B

especially agricultural products. On non-agricultaral

. . ’ L .
l1ssues, China has agreed to apply he same testlng and
I

certlflcatlon standards to 1mported'and domestlc products
‘ !
and to apply these standards un1formly throughout the

|

P

! l :::
Reduce tariffs by a general average‘of‘SO percent and in

country.

" no instance lower‘than 35 percent on Soicategories of

A
products --. including about 200 1tems by HTS tarlff line,

effective January 1, 1994. The products include fruit,

. L
edible o0ils, photographic and c1nematograph1c goods,
miscellaneous chemical products, larticles of iron and steel,

machinery and mechanical appliancesi electrical machinery
’ | |

“and parts, essential oils, perfunery, cosmetlc and toiletry

preparations, and toys, games and sports articles. .On:

January 1{ 1993, Chlna reduced tarrffs.grom 80 to 5 percent
on instant print film and instant cameras/ and from 70 to 15
percent on chocolate confectioneries andisugar
confectioneries. %- i J
‘

o

While China is to be commended for these marKet opening measures,

much remains to be done with respect to market access. U.S.

s . . . N Y .
negotiators will discuss next week in;Beljing: the 1issue of

liberalization of quantitative restrictions_(QR) for key U,S.'

export products cited in the MQU. Weiexpect China to liberalize

QRs at a rate that is in line with the growth of the market 1n

10
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|

. : ’ i ) )
each sector. We will continue to work with China to achieve this

goal. In addition, although China hasiiiftéd restrictions on

many machinery and electfonics producté{écertain tendering

. ‘ { |
. | : : : .
regulations have been put into place which are unacceptable.

China must bring its tendering regulatéoﬁs up to the level of

standard international practice, inclu?iﬁg thét embodied by the
. . H | : ‘

GATT Government Procurement Code. Fin%l#y,fchina must meet its

obligations to base sanitary and phy£o$anitarylstandarQS on sound
science. .Without substantial progresS;iJ tﬁié‘area, China will
. ! ) ‘ -

be in violation of its MOU commitments. i
: I , RN
oo

1
Intellectual Property Rights. Protecting, intellectual
_ A

property is vitally important if U.S. &ndustries are to maintain
their comparative advantage in the high-%echﬁélogy sectors they
dominate. Unfortunately, despite sign#ficaﬁt?éhanges_ih China‘’s
intellecﬁuai'property4fegime,_there is%aq abséhce of effective

enforcement. Infringement of trademarksﬁand‘éopyrighted works is

endemic in China and the Chinese gover?ment‘has done little to

bring it under control, much less elimindte it. China does not
_ ‘ it

have effective IPR enforcement agencies. and Chinese law offers no

‘ Il i

‘criminal penalties for copyright infringémehﬁ;l Clearly,'on

! 'v: 3 t. .'
enforcement, China lags well behind most countries in the region.

. . ! ‘ P

In addition to market barriers, the absence of effective IPR

enforcement is the greatest hindrance to}aécess to-China’sAmarkét
o ) | i ’

by the recording, motion picture, computer éoftware, and other

industries. ‘ T R

\
11 ‘
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The most egregious example of faileP IPRfenforcement is the
H

infringement on a massive scale of forelgn CDs and laser disks.

i

China has permltted the establlshment‘of 26.. CD and lasgr disk

companies in south and central China rhat have a producgtion
capac1ty of more than 50 million CDs L— 1n a domestlc market of
roughly 2 million. Exports of plrated CDs are now floqdlng Hong
Kong -- where more than 93,000 were. selzed by»Hong Kong Customs .
last year aleone -- and are also enterlng]countrles in southeast
Asia and c€anada. One factory ln the Shenzhen Spec1al Economnmic
Zone oppbsite Hong Kong appears to be amonglthe largest
offenders, exporting pirated ver51ons'of]fllms, like Jurassic

Park, that have not yet been released for home vxewlng in the

United States. - - é ?L“

| [
|

In view of China’s unwillingness?to;dare?to-take the

necessary steps to ensure.effective.IéR enforcement, USTR placed

‘China on the Special 301 Priority Watéh List in November. If

China does not take prompt and effectiVefmeaéﬁres to enforce

1ntellectual property rights, we w1ll elevate Chlna to Prlorlty

P!

Foreign Country status, which would subject Chlna to passible

trade action. ‘ o ' { <§ ',ﬁ

| Apart from enforcement, China hae lmplemented the IPR MOU
satlsfactorlly, in most 1nstances. In the Agreement China
committed to bring its 1ntellectual property rlghts regime to
world class standards. For example* i
o] 'On copyrights, China hes*joined_%heiBerné Convention -for the

Protection of Literary and Artistic' Works and the Geneva

12



Textiles. For the past several years, mas81ve

S

. ‘ f :
Convention for the Protection of Producers of Phonograms

i

Against Unauthorized Duplication of ?heir;Phonograms, issued

, P v

regulations implementing the Berne Convention in Ghina, ‘and
. L e

promised to protect existing copyrighted works.

China now protects cemputef software |as ' eﬁllterary work as -

‘ \
defined by the Berne Convention. . | .H'
. o

. i |
; |

|
'

e
l

On patents, China has taken 81gn1f1cant steps to redress

weaknesses in its patent reglme, anludlng amendmegnt of its
patent law to extend protection béyond pfbcesses to

agricultural chemical and pharmacéutical»éroducts.

f ‘E‘EI
i
|

%1llegal

transshipments of textlles from China end overshlpments have

i

undercut the effectiveness of the textﬁlegquota system. After

months of fruitless negotiation and Chinese inéction, the

Admlnlstratlon took dec151ve actlon,’publlshlng sharp unllateral

reductions in Chlna s textile quotas. A new bllateral textlles

agreement was entered into between, the U S. and Chlna in mid-

January, just hours before unilateral quoéa ;e@uctlons were to be

| Lo
implemented. This agreement reflects three major

|
. . . . [
acconplishments: . | P
: i o
’ |
|

o

|
i
The Agreement establlshes 51gn1f1qanﬁ reductlons in the

access the Chinese will have to tWe‘U.Sg market., It
contains no growth in the quotas @etween 1993 and 1994, and
. . E X s :
13"
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|
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|
3
I
|
1

growth rates in the remaining yearslof the agreement ~-- 1995

and’lgéa -- have been reduced‘suhstantlally. In addltlon,

b

overshipments from 1993 will be eouhted,against the 1994

gquotas. Over the term of the Agreement,ﬁChina's aecess to

the U.S. market for non-silk products Qiil decling by 13

percent or approx1mate1y $700 mllllon.'

EEN }

} {
; {

¢ - The Agreement 1ncorporates language'that ‘potentially

subjects China to additional substaﬁtlalycutSjln'access to

h
o
I

the U.s. market if transshipmehtfcehtiths unabated. After

three additional violations of the Agreement through

!

| . v .
transshipment, the U.S. Government can reduce China’s quotas

by up to three times the quantity ihvoi?éd in transshipment.

\
i
P
[
I

0 Finally, Chlna S exports of silk apparel to the United

!

States;‘for the first tlme, are now subject to agreed

!

limits, or ceilings. Chinese 511k expprts to the United

' States exceeded $2 billion in 1993,| so, this agreement

represents an important'new restraint.
e

|
The reductions 1n access to the U S{ market for Chlnese

textiles and apparel are entlrely justlfled glven the substantial

transshipment and overshlpments that have occurred in violation

i
|

‘of our previous bilateral textlles agreement“ U.S. Customs has’

; i

determined that transshlpments are occurrlng through at least
| !

countries and estlmated the value of Chlna s quota v1olatlons

i
l
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$2 billion anrwually. '
: , o
[

. . | P ) ‘ . .
Accession to the GATT. The United Statés is committed to
, . N .
"staunchly support" China’s accession to the GATT and to work

constructively with China and other GATT &ontracting parties to
| :
achieve an "acceptable protocol" of acce551on., Under the
1 3
condition that China’s protocol cf acce851on must be a strict and

detailed one that further opens its maékets and commitg it to

51gn1f1cant reform of its trade,reglme, the Admlnlstratlon
. N . \ ‘ l

1

regards China’s eventual accession to ﬁhelGATTVaS~an important

‘step toward further opening China’s markets and holding China to
international norms. 1 :
As a result of the conclusion of %heéUruguay Roung in

December 1993, we have altered'our appﬁoach to”all current ané

- future accessions to assure that we bulld‘the approprlate brldge
to the adherence of all the Uruguay Round agreements far any

.country wishing to accede to the GATT/World Trade Organization
(WTO). That 1is even more important inQChinafe'case. In lightvof

|
Chlna s growing 1mportance in the world trade system, and as a

|
tradlng partner of the United States, we belleve it is essentlal
|

that the terms by whlch China accedes are.comprehen51ve and
enforceable. Accordingly, China’s accessionimust address three
. P | ' . 1

basic- elements. ‘ L

| {
| :

o The terns and conditions of acce551on - the protqcol

! L
o) The schedule of concessions for gqods fPH
o The schedule of initial commitments for services.

! ‘ Lo
! N ol
) .
. IS
H ' P
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f S
We have 51gn1flcant issues yet to resolveuln Chlna’s
!

accession bid and cannot speculate about the tlmlng of the

»

completion of the accession process. The pace of progress wlll

depend on the commitments China will take to 1mp1ement and
enforce the rules and disciplines of tﬁe gATT‘and its suecessQr
| regime, the wio. We expeét«China.éo fdrt%er‘ééen its market for
U.S.. goods and services and to reform fts;reéiaé so that Chiaa.

accords the United States comparable ﬁarket aeeess and |

advantages.

|

Services. U.S. cOmpanies that haﬁe entered China’s market
are severely limited in their ability to expana and to provide

the full range of products and serviees availaﬁle to Chinese

customers. In most instances, U.S. compa?les cannot offer after-

" ‘sales service, do not have direct access to sales and
. I .

‘distfibution networks, canhot\whollnyJn their~own retail
: 3 | o | - .
outlets, are restricted in their rightltomopetate leasing
e :
companies or holding companies in China, -and are otherwise

{ i . .
restricted in their access to a vast array of business and local

customers. If U.S.vindustries are goigg Lo esiablish‘a'long~term
and successful preaence in China’s marﬁeta, ﬁhey willAneed to be.
able to draw cn a highly artlculated serv1ces eector.

“The market access Agreement set tge stage for the openlng of

China’s potentially extensive market fer servibes. We will begin
’ ! i

formal bilateral negotiations with Chiﬁa,én seyvices in Beijing

on March 2 and 3. We expect those negotiations to lead to
|
. ‘ ! ‘
|
i
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substantial market access for U.S. serv&ce proViders.

i
|
| e
, P 3
Conclusion ; o
] B .
i
i

We have an historickopporéuﬁity to,gépand‘our trade

, RS : , .
-relations with China and to help create| hundreds of thqusands of

i .

high wage jobs here in the United States through incregsed
N N . . l 1 ‘ .

exports. We have a great stake, not oniy‘from a global,

. . i ; .

strategic perspective, but also from a domestic perspegtive, in
. . . ,’ . v

opening China’s markets and ensuring thht China;plays hy the

rules. We will make every effortAto‘seé that‘this happens. Let

- me -emphasize, however, that this must'hhppen,iﬁ@the context of

i !

-the President’s Executive Order, which reéuires?that there‘be

i

overall, significant progress on human rights in China for the
o H . i ‘I“

i

President to renew China’s MFN status. f ; N
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FUTURE OF WESTERN HEMISPHERIC
TRADE AND INVESTMENT RELATIONS

, Keynote Address by i
AMBASSADOR CHARLENE BARSHEFSKYH
DEPUTY U.S. TRADE REPRESEN‘I‘ATIVE
I :
Before the o E‘U
INTER-AMERICAN DIALOGUE SRS

March 2, 1994 . 1
! |
I

It is indeed a pleasure to speak before the| Inter-American
Dialogue -- a forum which includes many of the ‘real experts on
Latin America and the Caribbean. It is a toplc that has taken on
increased interest in the Americas as the ‘countries of this
hemisphere pursue their economi¢ interests'in thlS uncertain and

unrelentingly rompetltlve global economf :

INTRODUCTION

'

The Administration’s Overall Policy Ob1ect1ves !
{xi ‘if . ,
One year ago at the American Unlver81ty, President Clinton
delivered a major address on U.S. economlc‘pollcy In this
important speech, he called upon the American people'to make a
tough choice at the "third great momentlof|de0151on in the 20th

century." He asked us to reject a path that would lead us to
repeat past mistakes of turning inward and, instead, to reach
outward -- to "compete, not retreat."™ | | -

f

This Preszdent clearly has a deep understandlng and interest
in the effect of the global market on the U.S. economy. The two
are inseparable and our economic futures are ultimately one in
the same. The process of global economic transformatlon is not a
distant topic of discussion for those who may be intellectually
interested, but a reality on Main Street U|S A.! It holds both
promise and perll Our objectlve is toiselze the promise and
pursue U.S. economic growth in an expandlng wor;d economy .

; ! )

To do this requires an integrated approach to economic
policy which starts at home, Improved éducation and labor
skills, a re-employment program, healthlcare reform, more
efficient and effective government, stlmulatlon of research and
development, all are part of the Cllnton Admlnlstratlon’s agenda
to improve our ability to compete effectlvely 1n the global
- economy to improve the lives of Amerlcansi !

" Trade and investment pollcy is an ;néegra¥ component of our
overall economic strategy. It is the centlral role of trade
policy to oper markets, expand trade, and]stlmulate U.8. and

global economic growth. ; o
. i 1
!
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Never before has trade and investment policy been such an
important element in our economic pollcyiand fortunes
Approximately 25 percent of our gross domestic product is reliant
on trade, and this percentage is expected to 1ncrease The
global economy is our future already. | i )

.
ol

The Administration believes that global economic
1nterdependence and trade expansion offer tanglble routes to a
new prosperlty The opportunltles for the Unlted States are
enormous in a broad range of capital goods,ltelecommunlcatlons,
computer related and digital electronlcs' creative intellectual
property reliant industries, not to mention high valued added
agriculture and other high skilled manufactprlng and .service
sectors. Latin America and the Caribbean is an increasingly

important market for these U.S. goods and %erv1ces

Latin America and the Caribbean: Its Place 1n the Global Economy
I

Latin America and the Caribbean has undergone a profound
economic and polltlcal transformation that}rlvals any region in
the world. It is now a dynamlc region of economic growth, the
second fastest growing reglon in the world after the Asian
Pacific Rim. 1It’s economic prospects have'dramatlcally changed
with bold and sound leadershlp that recognlzes the crucial role
the global ecoriomy plays in domestic ecoFomlc prosperlty

Rather than turning inward, the countrles in Latin America
and the Caribbean have opened their markets Afew illustrations
might be useful. : ,]

' i
o Average peak tariff rates in Latin Amerlca and the Carlbbean
‘ have fallen from triple digits percent to. around 25 percent
the 81mple average tariff rate in thelmajor countries in the

region is under 15 percent. i ] 'p

o] Mogt countries have substantlally reduced -- and in some
cases all but abandoned -- the use oflnontarlff barriers,
llke ‘restrictive import licenses and 1mport quotas.

0 Countries that once publicly conde%ned multlnatlonal
corporations and decried the evils of . forelgn investment are
now compeilng for those resources by rev1sfng their laws and
practices to prov1de attractlve 1nvestment env1ronments

l|‘

Latin America and the Carlbbean s pollc1esrhave benefitted
the United States. Let me share with you some numbers to
illustrate my point. S ﬂ f .

| . :
e} Forty three percent of all imports 1nto Latln America and
' the Caribbean come from the United States U.8. merchandise

exports to the reglon rose from nearly $44 ‘billion in 1988

to over $78 billion in 1993, an increase'of 77 percent.

" U.S. exports to the region have 1ncreased at over twice the

4

rate of U.S. exports overall. o Lo

i
P
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o We have had a merchandise trade surglds w1th the region for
‘ the past three years. T f

. E
Ke! Most U. S exports to the reglon are.hlgh valued goods --
exactly the kind of products the Presmdent sees being the
sourc¢e for creating future U.S. jobs | The preponderance of
U.S. imports from the region are raw materlals and
complementary products i
| Co
o} The U.S. market share in most countrles in Latin America and
the Caribbean is three to four tlmes the share of the
country’s next trading partner. I | S0

o The large.t stock of U.S. foreign dlréct 1nvestment with any

developing region of the world was in |Latin, America and the
Caribbean -- $77 billion as of 1991 (thellatest avallable
year). . |

'\ i
The Administration is currently in the prodess of developing
its trade and investment policy for enhanc1ng our commercial ties
with -- and taklng advantage of opportuntles offered in -- Latin
America and the Caribbean. We want to develop the right approach
-for this important region of the future. I D
U.S. Pollcy nd the Reglon ‘ I R
. o
U.S. policy toward Latin America and the Carlbbean has

historically been heavily. focused on polltﬂcal concerns. We
. conceritrated on ways to provide a851stancelto the region, instead
of finding the means of working with countﬁles in the hemisphere.
_ The driving factor in our more mature,poiioy towards the
region is our collective economic future|. The President is
committed to making the Americas a better place 'to live through
expanded trade and investment opportunltaes Let me briefly
explain what trade policy elements are in place -and then touch
upon addltlonal considerations. i ] “

I
Element One The Uruguay Round : 2 i C

P

The 1mportance of the completion oflthe Uruguay Round, while
viewed by some as not having the same 91gn1f1cance to the
hemisphere as the North American Free Trade Agreement (NAFTA),

- should not be underestimated. In add1t19n|to the vast scale and‘
comprehensiveness of this global trade agreement the success of
the Uruguay Round sets in motion a range\of actions unprecedented
. in global economy hlstory -+ expanding jObS, enhancing
productivity and increasing real wages. | Economist estimate that
the increased trade will pump between $100 and $200 billion into
the U.S. economy every year after the Round is fully implemented.
Early entry into force of the Uruguay Round will build the
foundations for an tremendous expansion Pf trade and prosperity
for the 21st century.

|
l
F
|
|
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‘Element Two: Sub-Regional Undertakings i :
- The NAFTA, which is of immense 1mportance to our

relatlonshlp with Latin America and the Carlbbean, will increase
economic growth for its members and provide| expanded trading
opportunities to this growing market for'countrlés outside the
NAFTA. The NAFTA is the largest and best deflned of the
subregional trading blocs in the hemlsphere, but it is not the

only one. , IR !
I i .

To their credit, Latin Amerlcan and Carlbbean leaders are
also mOV1ng rapidly to build more opportunltles for their
economies through bilateral and sub- reglonal market openlng
agreements that have helped, along with sound macroeconomic
reform, spur trade within the region. Ceuntrles in the region
are strengthening their commercial ties. by rev1v1ng old, or
forming new, trading blocs -- the: Andean Pact, he Caribbean
Community (CARICOM), the Central Amerlcan Cbmmon ‘Market and the
Southern Common Market (MERCOSUR) . 1In addltlon,tlnd1v1dual
members of subregional blocs are "cross- 1ntegrat1ng" with
countries outside their subregional bloc;--'e.g. 'the "G-3"
(Colombia, Mexico and Venezuela), Chile w1th each of the "G-3"
members, and the Central -Americans and the Carlbbean countries
with Mexico and various countries in South Amerlca

{

The results of reglonal 1ntegratlon§has been impressive.
Aggregate trade within Latin America and the Caribbean jumped
from $186 billion in 1985 to $326 bllllon 1n 1992 and increase
of 57 percent. During the same period, reglonal aggregate
imports from all sources increased 12 percent per year. The
" leaders of Latin America and the Caribbean recognlze that access.
to 'developed country markets is not enough -- that a new
‘prosperity starts at home and with 1mmed1ate nelghbors

| i

.  The United States wants to work Wlth 1nstead of compete

against the many subregional tradlng arrangements being formed
in Latin America and the Caribbean. 'These sub-regional groups
will be an important factor affectlng tradeland investment flows
in the hemisphere. We should recognlze thls reallty and respond
" to it with constructive efforts in market openlng and trade ‘
expansion. We need to explore with members of ! the subreglonal
arrangements the most appropriate means of ach1ev1ng mutually
beneficial results. , i : b

—
|

v
i LI S
[ .

Element Three: Bilateral Efforts
Bilateral efforts at opening. markets are a. necessary
component of any U.S. trade strategy foriLatin America and the

Caribbean. We are exploring a number of.ways to:enhance our
bilateral relationship with countries 1n;the reglon.
. ; |
We are, of course, commltted to a free trade arrangement
with Chile and are considering the most approprlate means and
timing of moving forward w1th that 1n1t1at1ve Also, we want to.

f
. | H
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a
give President-elect Frei’s new admlnlstration a4 chance to
formulate its views on this issue. - I

Other types of bllateral agreements can set 1mportant

precedents that encourage higher: standardslof dlSClpllne in the .
trade and investment arena. The ex1st1ng trade; and investment
framework agreements with virtually every country in the region,
with the exception of Haiti and Cuba, are vehicles that should be
utilized to focus energy on concrete problem solv1ng

- Beyond the dialogue under the framework agreements, we
intend to work constructively on a bilateral basis where’
important trade and investment interests are at..stake. "Building
blocks™ such as investment treaties and 1ntellectua1 property
rights agreements can play-an 1mportant;role in, ratchetlng up
regional and multilateral disciplines and in 1mprov1ng the
overall bllateral relatlonshlps i ‘

Additional Measures , ' j i po

The Administration is also examlnlng addltlonal ways to
stimulate the opening of markets and expan81on of trade within
the Americas. Broad based regional efforts in confidence
building measures -- for example examlnlng]customs facilitation,
tariff schedule and rules of origin harmonlzatlon -~ and improved
transparency of trade and investment reglmes may be considered.
Regional discussions on these issues can help round out the
effort to confront trade impediments collettlvely as part of a
multi-pronged strategy. Although efforts of this type are not
necessarily headline grabbing, they can‘have 1mportant
implications for.the trade and investment communlty and signal a.

pragmatic approach to work cooperatlvely together to expand trade

' opportunities. . , ; . | l o
Conclusion . : , o o
Co | IR )

In this time of global economic transformation, the
President understands the necessity of,, and is ‘committed to,
moving forward. Expanded trade is an integral ‘component of the
Administration’s economic policy objectaves at home. Latin’
America and the Caribbean provide substantial- new opportunities
that we 1ntend to pursue. ; ‘

E i
There are those that will’ always re81st efforts to change

the status quo. We need to recognize thls, deal with it in
constructive and sensitive ways, and craft pollcy mechanisms for
change that will keep us economically healthy Change is a
constant in this global economy. We cannot stop it; we can, and
must, seek out new opportunltles and gneater ‘prosperity. " The
Cllnton Admlnlstratlon is determined to do just[that

Thank you. i }
i
[
]
|

|
|
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 Ambassador chaxlene Barshefsky

i

Talking P01nts for wWashington Internat10na1 Busmness 0qunc11
March 8, 1994 o

i ! 1
; ;<? :
We are at an 1mportant juncture in the U.s!i - Japan
trade relatlonshlp ! o y
o ;
The current chapter in this relatlonshlp began with the
Framework agreement of July 1993-'| |
P :
The Framework established a set ofiprlnc1ples undsgyr
which the U.S. And Japan would attempt to address
Japan’s economic asymmetries with the ,world economy.
These asymmetrles are well known. AsIPres1dent Clinton
said during his press conference w1th‘Pr1me Minister
Hosokawa on February 11, Japan remalns less open to

imports than does any other G-7 nation.
i

. The economic facts support this statement

o} 1993 trade surplus with U. S. $ 59 3
billion; , , ? .
| "ﬂ
o) 1993 trade surplus with the wmrld —-$ 141.4
: blllxon, ‘ 5
: ' |
o 1993 current accounts surplus - $ 131 4
"~ billion; - : :
o Manufactured imported goods as share of GDP - 3

percent, or less than half that of the U.s.
As little as one-six that of other G- 7

nations. r v

e Less than one percent of the total world

stock of inward direct 1nvestment.,(0 7
percent) : L ;!
: |
ThlS trend towards imbalance is repeated when you look
at specific sectors. To take just two.:.
Rt

o) Telecommunications. Forelgn market share, G-

‘7 average, excludlng Japan, 25 gercent
Foreign share of Japan’s market 5 percent

o Insurance (Japan world's second 1argest~
market), foreign market share of G-7, except
Japan, 10-33 percent. JapanWs,lz percent.

. : [

In the sectoral arena, we’ve been;tr%;nghfor

§

t
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\ senlor political leaders.

improvement for decades. Over 30 bilateralitrade

agreements since 1980. Lo » ‘

Some successes. Many dlsapp01ntments,§where we thought

we’d addressed barriers to access to competitive

foreign goods only to find new barr;eﬂs in their Rplace.
. ‘ | c * '

This is real danger in the trade relationship. Cycle.
of frustration where issues are noti really resolved,
only disgquised through cosmetic agreements 1ead1ng to
no real change in the Japanese market.

For the beneflt of the overall relatlonshlp, we are
trying to break this cycle under the Framework.

1 l} i
! .

We agreed to concentrate on openlng markets, and to
seek agreements leadlng to “tanglble progress" , .which
was to be measured u31ng "objectlvelcrlterla"

| e :
We negotlated intensively with the Jaganese over the
past six months to apply these principles to new
agreements in four key sectors: Japanese government
procurement of telecommunications and medlcal
technology, insurance, and automoblles and auto parts.

Throughout these talks, Japanese negoﬂlators failed to
acknowledge 1n any useful way the key framework
principles -- "results" and "objectlve crlterla“ to
which they agreed last July. | E :

In the weeks leadlng up to the CllnFon - Hosokawa
meeting, we attempted to engage senior japanese
political leaders in an effort flnd a,mutually
agreeable approach to bring the negotlatlons to a

satisfactory resolutlon. : ; i ‘VJ

iSecretary Bentsen visited Tokyo on January 23 to qonvey

a message of U.S. resolve, noting that we had to reach
credible agreements under the Framework; that the
pattern of concludlng cosmetic agreements that yielded
no real change in the Japanese marketplace ‘was no

longer acceptable. D

Ambassador Kantor, visiting Tokyo FFbruary 1 throuygh
February 4, reiterated this messagetto the Japanese
Prime Minister, members of -his cablnet and other
i;%%i |
In a final series of talks between %mﬁassador Kantor
and Foreign Minister Hata,' runnlnq‘almost until dawn on
the day of the Clinton-Hosokawa meetlng, the Japanese

" failed to acknowledge the key framework principles as a

basis for successfully concluding negotlatlons.

i
f
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Cellular Telephones

- This impasse was reflected in President clinton’s

comments on February 11. The President stressed that,
given the stakes involved for the UJS.J for Japan, and
for the rest of the world, it was better to have
reached no agreements than to have reached empty
agreements. : o i o
!

We are now assessing the viability df the framework as
the primary means of addressing Japan’ s economic

‘imbalances with the rest of the world.| We'are also

considering other options for deallng mlth these

imbalances. . |

P

.Washington - Boston corridor in the!U.S.

I

' \
On February 15, the USTR announced a determlnatloq

~under section 1377 of the Omnibus Trade and

Competitiveness Act of 1988 that Japan had not complled
with the 1989 agreement to open 1ts‘cellular telephone
market to U.S. manufacturers of cellular telephone
equlpment : | :
. : | o
This action resulted from a clear- cut fallure of Japan
to live up to a series of commltments in this area
spanning almost ten years, of which. the 1989 agreement
was merely the most recent example. o
.\
The Japanese Government promlsed u. s. 1ndustry
"comparable access" to the Japanese i cellular telephone
market, yet .consistently supported actlons{whlch

1mpeded such access.
. {

The market access barriers erected agalnst the highly
competitive u.s. industry amounted to an exclu51on of
U.S. manufacturers from the cruc1a]\Tokyo—Nagoya
market, a market corresponding in 51ze,to|the

This determination is a measured response,wln

~accordance with U.S. law, to this clear instance Qf

non-compliance with a bllateral trade agreement
u

The next step under the 1377 process 1s to develop a

- list of Japanese products on which to levy sancthns

equivalent to the lost sales to U.S. 1ndustry as a
result of the continued market barrlers. Th1s list
will be published by mid-March, followed by an
opportunity for public comment. , y
The 1377 review of this agreement took place larggly
outside of the U.S. - Japan framework.I Japan’s
behavior in this sector, however, is an excellent
example of why we need to pursue results orlentatlon in
our trade agreements with Japan. f o

J‘y-
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Future/perspective ' B }

i

§
b

Key aspects of the 1989 agreement Ment themselves to
delay and ambiguity in their implementation. Use of
criteria such as that proposed within the Framework
might well have averted this latest episode of
frustration in our trade relationship 'with Japan.

TR L
We did not call for, nor do we want, pledges of a fixed
numerical market share -- a targeti-—*infthis sector.

- But perhaps we should have sought a date'by which

coverage of the Tokyo-Nagoya market for U.S. Industry
would have been available, or othen guldeposts, sq that
we could indeed have had the opportunity for comparable
~access called for in the agreementﬁ . :

I .

The administration is in the process of rev1ew1ng a
number of different options regardlng'the next steps in
our trade relatlonshlp with Japan. |

our response will be prompt, respon51ble'and cautious;
reflecting a full appreciation of the: importance af our
bilateral relatlonshlp with Japan and the. importance of
our. econonic ties to each other and to the world
trading system. - i

But as the President said on February 11th,

"ult:mate?y, Japan’s market must be open"
|

' We need to continue these efforts forsthe health af the

global economy and world trading system, -and these
efforts must take place on both the macroeconomlc and
sector specific levels. o f,q

i | : }
We also need to continue these efforts for the graowth

- of the U.S. economy. A closed Japanese market cogts

U.S. exports and U.S jobs -- partlcularly in the high
technology arena. { i ,

Lo o

Quite aside from the issues of the trade deficit,

- Japan’s closed market‘practices are denying the U.S.

benefits it should expect in an open'qlobal world
trading system. Output and jobs in our most
competitive sectors —-- high tech and others -- are
lower than they would be because of Japanese practices.
U.8. real average wages and 11V1ng standards are 1ower
than they should be.

L

|

'For this reason, we would need to ﬁursue Japan’s trade

barriers on the sectoral level even 1f we were 1n trade
surplus with Japan. 1

Our Japan policy is fully consistent
| |

ith the

'
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I
%%% administration’s goal of expanding world trade ang
v adding exports and jobs to our economy in the proqess.

Next Steps . . § ' ‘“t

- As I said, we are looking at a broad range of options
' in addresslng our trade problems w1th Japan
|
- As to the Framework negotiations, 1t 1s up to Japan to
return to the table with credible proposals in the
priority sectors which meet the key Framework
principles. o : ; foh
- We have heard that the the Hosokawa ' Government is in
: the process of drawing up unllateral plans to open the
Japanese market. Of course, we support such efforts.
; l .
-- But to be credible, such plans must! be'spe01f1c and
‘ must yield real and measurable changes in the Japgnese
market. ; :

Super_ 301 , : o «! !Nf

%g T - The Administration has long supported relnstatement of
super 301 as a tool for complementlng our market

opening efforts around the world, and helplng to -

establish our trade prlorltles . D

£
¥

&

I
l
-~  In reinstating super 301 last week, we;dld not
designate any specific country or 1ndent1fy any
specific foreign practice. Such de51gnat10n would
normally not take place until September. P
. l
-~  Rather, we have glven curselves a very!flex1ble
instrument for pursuing our trade pollc1es of open
,markets and export expan51on worldw1de§ :

L
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Washington International Business ¢ Counc:l

818 Connecticut Avenue, NW., 12th Floor, Washmgton, D.C., 20006—2702
‘ Do :

| o
Lo |

February 25, 1994

The Honorable Charlene Barshefsky |
. Deputy U.S. Trade Representative |
" Office of the U.S. Trade Representative | | .
600 17th Street, N.W., Room 200 S
Washington, D.C. 20506 : i
|

Dear Ms. Barshefsky:

We look forward to welcoming you to‘ our Washington

. International Business Council luncheon! dxscu851on meeting on on

Tuesday, March 8, 1994, from 12:15 p.m. to 2:00 p.m in the Ballroom
(second floor) of the Army and Navy Club 901 17th Street, N.W.

For your information, I am enc1081ng a]copy of the background
paper we have distributed to the executlves who will Dbe
participating in the meeting. You will @ be introduced at the
luncheon by Ms. Mary Lou Lackey, Vice Pre51dent and Director of
Internatlonal Trade Relatlons, Motorolal Inc.

We will call your office before the meetlng to see if you have
any questlons. ‘ |

SBS:jmb - 1

Enclosure

'i'

|
|
|
l
|
|
|

Telephone (202) 872-8181 « Fax: (202) 872-8696 » Telex 440511 IBGC Ul
Program and Management by International Busmess-Govemment Counsellors, Inc. -

R,
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Washington International Business (!joun\c:ilif

818 Connecticut Avenue, NW., 12th Floor, Washin!gton,? D.C@ 20906-2?02 ‘
I

N o

February 25, 1994 -

| .

BACKGROUND PAPER FOR LUNCHEON ﬁIBCUSSIdN MEETING
B | | .

, 3 { "H
JAPAN AND THE UNITEDISTATE

;
| ]- i ol
Honored Guest: THE EONORABLB'CH&RLBNB BARSHEFSBKY
. Deputy U.8.! Trade. Representativa
office of the Co

U. 8.,Trade]Rapresentative
; _ 1 L
| Place: THE ARMY AND NAVY ‘CLUB
o 901 seventeenth st.,

The Ballroom i .
(8econd Floorn o

' .

‘
I
1

Time:s Tuesday, March ag‘1994
. ‘ ‘ 12:00 noon ~ ﬁ:ooxﬁsm.
R ' cod
Moderator: Ms. Ma Lou Lackey: .
Vice President and Director
of Internapional Trade Relations
Motorola, Ich
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January 5, 1994 Ca
R .
. ‘ £ P
The Honorable Charlene Barsheysky N ~ \\
Deputy U.S. Trade Representative P TCS ‘ Qf
Office of the U.S. Trade Representative| X
600 17th Street, N.W., Room 200 | b Q\

Washington, D.C. 20506

‘ . : P

Dear Ms. Barsheisky° o - \

I am writing on behalf of the executlves of the Washington

International Business Council to 1nv1te1you to be the honored

guest of the Council at a luncheon dlscu831on, which we would
arrange at your convenience in February ; , .

Our Council is a group of executlves from leading Amerlcan
international. corporatlons. The activities and membershlp of the
Council are described in the enclosed leaflet ‘The purpose of the
Council is to be aware of American 1nternatlona1 economic policy by
an interchange of facts and views between unternatlonal business
and government policymakers. Over the past‘several years this has
been done most effectively through 1nformal discussion meetings
with key officials of the Executive Branch, Congress, embassies and
international organizations. Some of 1our recent guests have
included:  U.S. Trade Representative | Mickey ' Kantor; Special
Assistant to the President for National Security Affairs and
Economic Policy Robert Fauver; Special. A551stant to the President
and Senior Director for International Trade and Investment Robert
Kyle; Department of the Treasury’s As51stant Secretary for
International Affairs Jeffrey Shafer; Senators Frank Murkowski,
Mitch McConnell, and John D. Rockefeller, Congressmen Richard A.
Gephardt, Lee Hamllton, and Charles D. rRangel, Chairman. of the
House Committee on Banking, Finance & Urban Affairs Henry B.
Gonzalez and Chairman of the House Commlttee on .Science, Space &
Technology George Brown; Japanese Ambassador Takakazu Kuriyama;
Head of the Delegation of the Commission of the European
Communities Andreas van Agt; and Russian Deputy Prime Minister
Boris G. Fedorov. » % N

Oour discussion meetings are strictly informal and off-the-
record. We would invite you .to make 1ntroductory comments of
approximately ten minutes duration, followed. by a two-way
interchange with an opportunity for you to ask questlons of the
group as well as make comments. : .
|
l )

!

i v*'.
l

Telephone (202) 872-8181 « Fax: (202) 872-8696 » Telex 440511 IBGC UI

Prooram and Manacement hv Internatinnal Bucinans o b oo



N INTERNA'I*IONAL BUSINESS COUNCIL

The Honorable Charlene Barshevsky
January 5, 1994
Page Two ‘

The Council would llke to dlscuss with;
dlscu581ons\w1th Japan. ‘

I very much hope you can join us for a
February. We will call your office early

can schedule a convenient tlme.v ; wﬁ
Sincérely,é;*v
o
. olvelg" éﬁlelmann
Chairman and Elxecutlve Director
|
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COMMENTS BY ; ! o
Ambassador Charlene Barshefsky

SRI Internatlonal
Washington International Corporate Circle
Washington, D.C. ‘
March 18, 1994
(
{

Last year, the Unlted States

- enjoyed a successful -- and

important -- year in trade. In
one year, we accompllshed the
follow1ng | 5 ;~

(3 A$ the G 7 Summlt 1n Tokyo in
July, the Pre81dent reached a
market access a‘reement with
~the "Quad" natlons -- the
"European Communlty, ‘Japan,
Canada, and the United States
-- which prov1ded a jump- start
for the Uruguay. Round After
»yed s of grldlock we
un@/“&g&é

whloh will stlmulate the U.
and the global economy, and
~create a new organlzatlon - =
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the World Trade Organlzatlon -
- that will support a fair

global trading system into the
next century, '5 j“

We negotiated supplemental

agreements to the North
American Free Trade Agreement

(NAFTA) and saw its, approval

by Congress;  NRPIAS
e Mo dod W WY Soyon | @ Ngﬁm\ 31,0

successful meetlng of Asian
nations -- the fastest grow1ng
economic region on earth -- in
Seattle, culminating a year of
U.S. leadership of the ASla“{me
Pacific Economic Cooperatlamfcwﬂa
which will lead to expanded

trade in the region;

We negotiated key agreements mamﬁ
which opened prev1©usly closed ﬁmm

- markets to U.S. companles - - a@WM@

‘heavy electrlcal equlpment &Nymﬁ
-'agreement with Europe, a g
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= ‘construction agreenﬂht\w1th
Japan, and a v, 5

teleoommunlcatlons agreement
” '?EEEEN-—'whlch represent
a further step in our effort
to create jobs and foster | A

growth; and n ¥

® @im&N@hM&%w _ |
We negotiated dozenﬁfof'
bllateral agreements with \ﬁ&@$

5

y countrles from Cyprus to $§m«
'f g o VenéEﬁETa\that help ensure -

U S. workers and companles can )y
compete falrly 1n the global
economy A

I
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We met the Challenges 1n 1993 --
and we will continue to meet
them in 1994. We w111 ‘work to
see the Uruguay Round approved
“and successfully implemented; we
will continue to work towards -
~greater trade with the two areas
of fastest economlc qrowth in

the world -- Latln Amerlca and
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Asia; we will continue to ensure
American workers and COmpanies
can compete falrly 1n the global
economy . R

- Our blggest challenge at thi
time, and the most 1mportant
unfinished business from%%993

~1s the dual effort tdm' -
Cﬁ@ the Japanese and Chinese
economlies to our goods a
serv1ces | BN

WM“

o R | L RN
" The .S.»trade.deflc;tglast

was just over $115 billion. Ours
trade dsficit with two countries
-- China\and Japan -7 represent
- $83 billion of that figure.
Clearly, that trade deficit is
not the result of Amerlca s
‘sability exr in blllty to compete.

Although many Aconomlc factors
affect a nation’s trade balance,
in these cases, it is clear that
American products, whlch are
‘bought around the ‘orld

4 .
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well. These closed markets(%qugggo
deprive Amsricans of ‘economic ,
~opportunitieg. At the same time,
nations that ‘close thelr markets
hurt their own people by raising
prices and limi 1ng ch01ces

Last July, at the G 7 Summlt in
- Tokyo, we created a framework

- for negotiations w1th Japan to
open their market. Since then,
however, we have been unable to h}
reach & concrete agreemenﬁsmo s
that will open the. Japanese“
"market. Around 4:30.in the
morning ot February ‘11th,
negotiations on the . framework
broke down as it became clear

that there was no possibility 1
that we would be able to reachﬂﬂﬁ%ﬁ
agreemeng\ o ]

This has never happened before

r :
51
f i



Prev1ous admlnlstratlons have
papered over the differences.
Both sides go away feellng good

we—Ccah a1t —feel ha , :
business goes on as usual And
we then find 6 months or a year
later that-nothing happened and
the cycle of bltterness and |
recrimination contlnues

At the marglns of the Economic
Summit 1in Tokyo last July,
President Clinton and Prime
Minister Hosokawa agreed to
establish the Framework for a
New Economic Partnershlp between
our two countries, to achieve
reform in Japan’s economy, open
the Japanese market and correct
macroeconomic 1mbalances which
inhibit global growth and
prosperity. Since then we have
not been able to make,more than

i

llmlted progress. .

The cellular telephohefease is a
clear example of the problem



.....

that exporters face in -

‘penetrating the Japanese market

and a clear example of the
frustration over how to resolve
issues. For ten years, we have
negotiated a series of
commitments to open. the Japanese
market, of which the 1989 |

agreement was the most recent
example. The Japanese

government promised U. S

industry "comparable access" to
the Japanese cellular telephone
market. Yet they con51stently
supported actions which impeded
such access.  The market access
barriers erected against the |
highly competitive U.S. industry
amounted to an exclus1on of U.S.
manufacturers from the crucial
Tokyo-Nagoya market, a market
corresponding .in s1ze to the
Washington- Boston corrldor

1 l

While the l377~review§t00k place.

‘largely outside ofytbe;U;S;—

7 o



Japan Framework Japan s
behavior in this sector is an

excellent example of;why we need

to pursue results orientation in

our trade agreements with Japan.
Key aspects of: the 1989 |

agreement lent themselves to
delay and ambiguity ' in their
1mp1ementatlon Use of criteria
such as that proposed w1th1n the
Framework might well have

averted this latest eplsode of
frustration. Had we. ‘sought a
date by which the Tokyo Nagoya

market would have been open, or
other guideposts, both Japan and
the United States would have had
a clear and unambiguous

indicator of comparable access

called for in the agreement.
With the agreement reached with
Japan on this issue last week,

“we now should have an agreement"

that WLll do the jOb



The growth of our bllateral
trade relationship w1th China
over the past decade ‘and a half
has been dramatic, e%e%eugh |
~largely one-sided. Our two-way
trade has grown from $2.3
billion in 1979 to more than S41
billion in 1993. The United

ﬁb States is now Chlna“s largest

¥ export market, w1th more than 34
percent of China’s exports going
" to the United States‘ Americans

1mported $32 billion, of Chinese
goods in 1993, 4 puaby - VA G040 (00K

| s (VWS f j-\%% 09
‘ThE"oﬁa T ing ]

| expereeﬂeeﬁo£~Japan The China
- trade agenda will concentrate on
four areas: market access, IPR,
services, and GATT Acce581on

In the Textile area, the United

i
i
9 Lo




States and China already reached
a three-year agreement that
substantially reduces China’s
access to the United States and
establishes rigorous procedures

to prevent further quota

violations and strong penaltless
in the event of such violations
by transshlpment -

!
b

' With respect to market access,

Ambassador Kantor determlned in
December that China was:'

substantially in compllance Wlth:

its 1992 market access.

“agreement. Nevertheless we

need to pursue some spe01flc
areas. First, we eXpect |
significant llberallzatlon of

~,Aquant1tat1ve restrlctlons on the
- remaining products on the
Agreement annex dealing with

computers, medical equipment and
heavy machinery. And second, in

‘agriculture, we need to ensure

that swnltary and phytosanltary

10
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standards are based on. sound
sc1ence i
I

But overall " the market access
commitments are belng met and

~they will bring about

unprecedented access for U. S
companies to China’ s market in
virtually all of our key export

sectors. o |

.

The problems in thegarea ofv

intellectual property rights

mimics many of the IPR problems
in the region. The issue is not
adequate laws or regulatlons‘

‘that are consistent. w1th

international norms. Rather,
the problems relate to |
enforcement of those laws -- a -
far more difficult problem to
address, especially since those
laws are enforced at the local
level, not the national level.

‘The extent of those: losses are

significant. U.S. 1ndustry

11 ;
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‘claims that they are losing over

$400 million annually in
copyright piracy alone.f

If our experiences 1n the rest

of Asia are any gulde,;ﬁ
continuous pressure is needed to

achieve resgults. Ambassador

Kantor placed China on the

Priority Watch List 'in November.
If China does not take effective
enforcement measures to protect
U.S. intellectual property, the
danger increases that Chlna
would be identified as a
prlorlty foreign country.

In the services sector ‘U.s.
companies that have entered
China’s market are severely
limited in their ability to

“expand and to .provide their full
~range of products and services

to Chinese customers. 'In most
instances, U.S. companies. cannot
offer after-sales service, do

12
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not have direct access to sales
and distribution networks,
‘cannot wholly-own thelr own
retail outlets, are restrlcted
in their right to operate |
lea51ng companles or holding
companies in China, and-.are
otherwise restricted in their
access to a vast array of
business and local customers.
If U.S. industries are going to
establish a long- term and
successful presence in China’s
“markets, they will need to be
able to draw on a hlghly
artlculated services sector

i

The market access agreement sets
the stage for the openlng of
‘China’s potentlally extensive.
market for services. We will
begin formal bilateral
negotlatlons with Chlna on
services 1in Beljlng on: March 2
and 3. We expect those
negotiations to lead te Chlna S

13
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market for services openlng to
U.S. companles

ASEAN

Our trade agendalwith the rest

of Asia, while not as visible |
- and contentious as With'Japan or
" China, is just as 1mportant 1n’

aggregate terms. Exports to
ASEAN oountries for example
have grown by almost 20 ‘percent

annually over the last six

vears. Our exports to. Talwan

‘and South Korea have also grown

at double digit rates, but more

importantly our deficit with

Taiwan if half what it was in
1987 and a quarter of what it
was in 1987 with South Korea

In the past our Trade agenda

with ASEAN has been ~ |
characterized by 1nd1v1dual
dlsputes over IPR and worker

14
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rights issues. ”Whi]e the |
remnants of those 1ssues remain,
substantial progress has been
made those areas. As a result,
we have reoriented our trade'
policy with ASEAN through the
U.S. ASEAN Alliance for. Mutual
Growth. This new program o
combines our trade promotlon and
pollcy objectives so that we are
‘using cooperative programs in
ways that will encourage policy
‘reform - “and pursulng pollcy
reform in ways that do not
impede our trade promotlon
objectives. In partlcular we
will be concentrating on policy
~reforms that have commer01al

s1gn1flcance SRR B
5

What the Alllance does is
establish an 1ntermed1ary
‘mechanism, a more constructlve
approach, to promote U. S
business and commer01a1
interests alongﬁw1thipo}1cy

15
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LoOkinghto.the Futufe

The end of the Cold War means
our domestic and economic |
‘priorities are no langer
subsumed by foreign pollcy

~ priorities -- they now work in

‘tandem. A safe prosperous world
engaged in commerce !is.a foreign
-~ policy goal of the Unlted
States, as well as an economlc
goal .

At the same time, becomlng -
competitive abroad first beglns
at home. Our trade pollcy is
inextricably linked to our |
domestic policy. The President’s
domestic agenda -- redu01ng the
deficit; reforming health care;
improving education rand worker
retraining; 1ncrea81ng public
investment; repairing the

P
P

|
Py
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nation’s infrastructure -- all
work together to create jobs,
foster growth, and make our
nation: more Competltlve;

Since trade policy 1s an
rlntegral part of our domestlc
economic policy, the
Administration hag 1ntegrated
our efforts to open markets
abroad and create jobs here at
home. Through the Trade
- Promotion, Coordination:
Committee, co- chalred by
Commerce Secretary Ron Brown and
Export-Import Bank Pre81dent.
Kenneth Brody, all agen01es are
working together to promote
exports. Embassies are more
attuned to U.S. economic
concerns; export llcen51ng has
been streamllned and |
liberalized; and our aid )
policies are more closely tied
to U.S. economic 1nterests

|n '|
'
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The Unlted States 1s unlquely
‘positioned -- both o
geographically and culturally - -
to reap the benefits of the
global economy. Geographically,
because we are the only economlc
power that is both an Atlantic
and. a Pacific nation. We have
extensive trade with the mature
economies of Europe and Japan as
well as the dynamic growing
economies of Latin America and
Asia. | | %i:fW

Culturally, becauseéouf' |
tradition of dlver51ty, freedom
and tolerance ensures that we
will never stagnate as a people.
Our democratic and economic
institutions ensure that when
change is necessary@ we will
continue to face our challenges.
And under President Cllnton S

- leadership, we are fac1ng up to
the tough problems we face in
becoming more compet;t;vezand

18
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i . ‘ Gerald E. Connolly

The Honorable Charlene Barshefsky
. Deputy U.S. Trade Representative . N
Office of the U.S. Trade Representative | L
Winder Building, 600 17th Street, NW :
Washington, D.C. 20506 : §

Dear Ambassador Barshefsky:

1 am writing to express our sincere appreCIat:on for your very valuable
participation in our Washington International Corporate Circle meetmg last week. We -
and the participants in the Corporate Circle found your candor and thoughtfulness to be
.of great value, and feel that your involvement contributed significantly to making the
discussions so successful. We hope that you found; the session to be of interest, as
well. ‘ ; ,

As you may know, SRI International is one of the lardést‘ not-for-profit research
and problem-solving organizations in the world, and over half of our work is for various
departments and agencies of the federal government. With operating groups in
engineering, science and technology, and business and pohcy, SRI has decades of
solid professional e~xper|ence across the range of todays most: pressing issues. Our
Washington office - with some 100 people working across the spectrum of issues of
interest to governiment and business -- is the largest outside of our California
headquarters. | would hope you do not hesntate to contact me if there is any way in
which we can be of ass;stance to you. ;

In order to express our thanks for your participatiorj in our Corporate Circle
meeting, we are enc¢losing a small memento of the March meeting.
- . |
Once again, our sincere thanks. o

i

S;ncerely yours, X

GECm | o L
Enclosure B : SRR

SRI International o o |
1611 N. Kent Street « Arlington, VA 22209 + Tel: (703) 247-8534 - Facsimile: (703) 247-8522 + Telex: 6714879 (SRi DC)
: S . :

o
. .I

_ Vice President Washington Operations



Status of U.S. - Japan Trade Relatlone
Testimony to the House Committee on Government Operatlons
Subcommlttee on Commerce, Consumer, and Monetary Affalrs

Ambassador Charlene Barshefsky
Deputy U.S. Trade Representatlve

March 23, 1994
!

Mr. Chairman, I am pleased to be here thlS mornlng to discuss
with you the status of the U.S. - Japan trade relatlonshlp The
bilateral econcmic relationship with Japan'is ‘one of extreme
importance, not just for Washington and Tokyo, but for the world
economy and for the world trading system. . That. is why this
relationship, together with NAFTA and completlon of the Uruguay
Round, has ranked as a top trade prlorlty from the outset of this
Administration. In all of these areas, our formula has been
simple and  consistent. The U.S. is committed’ to achieving
greater economic growth at home and abroad thrOugh the opening of
foreign markets to trade and investment! ,

The President stressed the importance ef the bilateral economic
relationship during his meeting with Prime Minister Hosokawa on
February 11. He noted that as the world’s second largest
market, Japan is a vital potential partner in our efforts to
promote global growth. However, Japan has yet to show that 1t is
prepared to part1c1pate fully in such a partnership. _As
y d \*JapanimemaA,swles§%9pen to impo:

y other member of the G-7 group of . 1ndustrlallzed :

v ‘
» i . i

i

el

The President made these remarks durlng a press conference with

- Prime Minister Hosokawa on February 11. The comments of the two

leaders focussed primarily on the 1nab111ty of ‘the U.S. and Japan
to resolve a set of negotiations on four sectors -- Japanese
Government procurement of telecommunlcatlon and medical
technology; insurance; and the automotlve sector, which had been
taking place over the previous six months under the U.S. - Japan
Framework Agreement. We tried until 4:30 a.m.. on February 11, at
the level of Ambassador Kantor and Japanese Foreign Minister
Hata, to move the negotiations toward resolutlon Ultimately,
the Administration decided against concludlng last minute
agreements that would have papered over our differences with
Japan and on the need for Japan to take credlble action to
address its global trade imbalances. It was an unprecedented
decision, but as the President said, the’ 1ssues between Japan and .
the United States are s0O 1mportant for our own nations and for

the rest of the world that it was better to. have reached no

agreements than to have reached empty agreements

!

I want to first review the nature of the economlc imbalances
which lead us to seek major changes in the bilateral economic

'
.-
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relationship, and how we are trying to address;these imbalances
under the Framework. I would then like .to comment on some of the
specific sectoral negotiations which were the focus of USTR
activity under the recent negotiations. I would also like to
comment on activity in the telecommunications sector concerning
the determination that Japan had not complied with the Third
Party Radio and Cellular Telephone Agreement of 1989. As you are
aware, this issue was resolved on March |12, in.ad manner which has
significant implications for broader tr%de concerns.

While we recognize the breadth and scope of Japan’s economic
achievements ' since the end of the Second World War, it "is also-

. evident that the Japanese economy performs in a manner which sets
it clearly apart from the other major industrialized countries in
general and the G-7 in particular. This is evident when looking
at the macroeccnomic dimensions of the problem,'@t Japan’s
massive current account surplus, which now corstitutes the major
asymmetry in the world economy today; and at its comparatively
low levels of inward direct investment and imports of
manufactured gcods. o

of th gl%%alNS~ock inw ,Méirect investment .
percent, as. compared to 38.5 percent in, Europe and 22 . percent 1n
the United States. Y i 01nt out that trade follows
investmentsst &=t
limits the ablllty of U S and forelgn flrms to use thls channel
to increase export. flows., -

. . o . ' . ‘H . X
In 1991, manufactured goods imported by ‘the U.S, accounted for
6.9 percent of GDP, an average of 7.4 percent for the rest of the
G-7, excluding Japan, but only 3.1 percent for Japan. Among the
G-7 nations Japan also ranks consistently low 'in measures of
intra-industry trade. Intra-industry trade refers to the
tendency of most industrialized economie’s to import products
similar to the products they export. One measure of intra-
industry trade based on 1990 data calculated that 58 percent of
Japan’s trade were in exports and imports within' the same product
category. The comparable figure for the U.S. was 83 percent,
those of the European members the G-7 averaged 73 percent.
Japan’'s low level of intra-industry trade is consistent with
other evidence pointing to the relatlvely closed nature of
Japanese markets. , A

Invcaseéaﬁter case, U S M$~

efforts to enter andwprospervln ‘the Japanese*markete Sectoral
barriers against foreign products and services.in Japan raise
problems for the U.S. quite apart from any concerns over our
bilateral trade deficit. They affect our domestic economy by
llmltlng the composition of our trade with Japan: -- by telling us
in what sectors we can and cannot exportr These%practiCes deny

2
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the U.S. and other foreign countries the beneflts to be expected
under an open global trading system. Output and jobs in our most
competitive sectors are lower than they would otherwise be
because of Japanese practices. We must address .these sector
specific barriers in the Japanese economy in order to enhance the
volume and qua ity of our exports and export related jobs.

This Administration was determined from- the outset to respond
firmly and effectively to these economic imbalances. The need to
address both macroeconomic and sectoral/structural issues was
reflected in the U.S. - Japan Framework Agreement, agreed to by
President Clinton and then Prime Mlnlster Miyazawa in Tokyo in
July 1993. @ o i
Under the macroeconomic portlon of the Framework Japan committed
to pursue objectives promoting sustalned demand-led growth and
increased market access for competitive foreign, goods and
services leading to a highly significant decrease in its current
account surplus over the medium term, and to promote a
significant increase in global imports of goods and services.

The macroeccnomic dialogue is being conducted largely in the
context of ong01ng G-7 discussions. l S
| : :

USTR has been~primarily responsible for ivarious 'sectoral and
structural aspects of the Framework. Under the' Framework the
U.S. and Japan committed to seek new agreements in four priority
areas prior to the February 11 meeting between President Clinton
and Prime Minister Hosokawa. As I have noted, .these sectors are
Japanese government procurement of telecommunlcatlons and medical
technology; insurance; and automobiles and auto parts. USTR.
chaired the government procurement area, and led the insurance
talks for the U.S. side. We held intensive negotlatlons in these
areas from September 1993 until February 11. - :

Let me describe for you the problems we face 1n ‘the areas of
Japanese Government procurement and 1nsurance "In each, highly
competitive U.S8. and foreign industries jare extremely under-
represented 1n the Japanese market. For example, in 1991 the
foreign share of Japan’s market for telecommun%catlons eguipment.
-- the third largest market in the world -- was five percent:

In the G-7 excluding Japan, foreign import penetratlon averaged
25 percent. In medical technology, Japan hosts an uncompetitive
domestic industry which holds about 70 percent of its home market
while only seven percent of the world market 'An extremely
'v1gorous U.S. industry which has more than a 40 percent market
share in the forelgn markets outside of Japan is limited less
than half that in Japan. "And although Japan has the second
largest insurance market in the world, forelgn access has
perennially been limited to only about two percent of the market.
Imports of insurance services constltute between 10 and 33
percent of the markets in the other G-7 countrles

[
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In light of these discrepancies, the U.S. tabled proposals in
telecommunications, medical technology and insurance. In
telecommunlcatlons, our proposal contalned prov181ons to ensure
that procuremernt procedures are open, transparent and non-
discriminatory, such as advance notice of. procurements and limits
on the use of sole sourcing by procurlng entities. We made it
clear to the Japanese that the closed nature of the Japanese
market in this key sector was unacceptable, partlcularly given
the global competitiveness of U.S. and other forelgn
telecommunications companies. . |

In medical equipment, the U.S. draft 1ncluded specrflc prov1smons
to improve the procurement of medical devices' and services by
Japanese Government entities. In partlcular, the U.s. proposal
called for the widespread use of the best overall value approach
in evaluating bids to ensure access for more costly but cost
effective technologically advanced U.S. equipment. We also
gsought fair and transparent access to the procurement system for
all categorles of medical products and serv1ces, including
expensive capital equipment and relatlvely low- end low-price
products in which U.S. competitiveness is also ¢lear.

In insurance, we sought to address seridus U.S. concerns
regarding the closed nature of the Japanese market. Limited
foreign access is caused by, among other things, a nori-
transparent requlatory regime based on extensive use of
"administrative guidance"; a highly concentrated industry

- structure; "keiretsu" and cross- shareholdlng arrangements, and a

highly restricted insurance product approval process which limits
innovation. The Japanese Government is aware of the need for

change and is currently in the process of drafting legislation to
reform its insurance industry. Our negotiations sought to ensure
that this process of reform resulted in |[real transparency in the
marketplace, and yielded real access for our innovative industry.

These sectors are each very different, and I would be reluctant
to generalize too broadly the degree tonhlch the negotiations
paralleled each other. In general, however, what we gought from
the Japanese Government in each sector was procedural reform that
would lead to significant increases in access and sales in Japan
of competitive foreign goods and servrces the. "tangible
progress" that was called for in the Framework” Also as the two
governments hacd agreed to under the Framework, we. sought
objective criteria, both quantitative and qualltatlve, as a means
of measuring the success of the agreements. Flnally, these new
agreements were to have been entered into on a most favored
nation basis; the dividends of 1ncreasrng openness would be
available all of Japan’s tradlng partners whlch are competitive
vendors in the ie sectors. , :

Durlng the negotiations, we made some limited progress on

procedural reform, but as February 11 anproachedAthere were still

4 .
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significant differences in these areas. :More trbubllng, Japanese
negotiators failed to acknowledge in any meanlngful way the key

‘principles on which our two governments had agreed last July -- -

results orientation, that is, the need for tangible progress --
and measurement through the use of objecplve criteria.

The Japanese negotiating posrtlon on theEe issues was confined
essentially to one statement: "no managed trade targets". This
was a public relations device intended to label the U.S. position
as unreasonable. It was not an accuratel statement of the U.S.
position. Our goal is to unmanage the most managed major
economy in the industrialized world. This goal is shared by many
of Japan’s other trading partners and by many - ‘Japanese. Rather
than a single, fixed market share ‘goal to be dchieved by a given
deadline, we proposed from the outset a set of qualitative and
quantitative criteria, that, in the aggregate, would permit us to
assess implementation of each agreement and whether procedural
reforms led to expected change in the marketplace The Japanese
approach, was essentially to disavow the very Framework
principles to which both governments had agreed

Following the February 11 talks, but unrelated to them, the
Administration, on February 15, determlned under section 1377 of
the Omnibus Trade and Competitiveness Act of 1988 that Japan had
not complied the 1989 agreement to open [its cellular systems
market to U.S. manufacturers of cellular telephone equipment. The
determination resulted from a clear-cut failure of Japan to live
up ‘to a commitment to grant U.S. industry ¥"comparable access" to
the Japanese cellular systems market under the Third Party Radio
and Cellular Agreement. U.S. our efforts to address market
access barriers in this sector spanned almost 'a decade and
included two government-to-government agreements and a letter of
commitment. While "comparable access" was pleédged, the Japanese
Government consistently supported actlons whlch 1mpeded such

progress.

Following the determination of non- compllance, in accordance with
the 1377 process, we began to develop aillst of - Japanese products
on which to levy sanctions equivalent to the lost sales to U.S.
industry as a result of the market access barriers. The draft
list was to have been published for publlc comment by March 17.
However, on March 12, the U.S. and Japan agreed to a detailed
series of actions to be put into place over the next 21 months
that will ensure completion-of the Cellular system and comparable
market access for U.S. equipment vendors. The, section 1377

- process will shortly be formally terminated. :}

Our experiences in this sector reflect Eroadly on the
frustrations we have encountered in a number of our past
bilateral trade experiences with Japan and our. determination to
pursue results oriented agreements, subject to objective
evaluation, under the Framework. We have concluded over 30
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trade agreements and initiatives with Japan since 1980, and
despite that, as in the cellular telephone sector, we have had to
come back to the table again and again,. in many instances
raising issues in sectors in which we already have an operative
agreement : : ! v

- | L
There are many examples of agreements which have never translated
into expected gains in the marketplace For example, in the
glass sector, Japan made commitments in' 1992 under the Global
Partnership Plan of Action aimed at increasing the foreign share
of Japan’s consumption of flat glass. In 1991, the foreign share:
of this market was about 5.1 percent. By the end of 1993, this
share had fallen to about 3.5 percent. ' We also have a 1992
agreement calling for an increase in market access for foreign
firms to Japan’s 32 billion dollar market for prlmary paper and
paperboard products. In 1991, prior to!the agreement, foreign -
share of this lucrative market‘was only: 3.7 percent. As of 1993,
this share held stagnant at about 4 percent. And we also have
ongoing concerns as to the way Japan is' implementing other
agreements, including those covering semiconductors, wood,

supercomputers, computers, and amorphous metalsv to name a few.

. . {
In semiconductors, for example, we remain concerned that U.S. and
other foreign semiconductor suppliers are not ‘achieving improved
access to the Japanese market on a sustained basis commensurate
with their very strong worldwide competitive position.

‘Consultations are under way this week to discuss effective

measures needed to ensure. that gradual and steady improvement in

foreign market access continues through! the . duration of the
Arrangement as contemplated by the arrangement

Under the 1992 computer agreement, the Japanese[Government :
committed to expand procurements of competitive foreign computer
products and services in Japan. The data we reviewed with the
Japanese Government in December of last' year showed that while
foreign companies made progress in quasi-governmental purchases
in Japan, foreign computer companies’ share oJf ithe Japanese
national government market had declined from‘4 ‘percent to 3.7
percent. We are particularly concerned with this development
given that the national government segment is the largest and
only rapidly growing segment of the Japanese c¢omputer products
market. The thrust of our future efforts.to ensure full
implementation of this agreement will center: on efforts by the
Japanese Government to open- this important segment of the market.
I
This need for constant re- negotlatlon ahd consultation is one
reason why we placed the existing body of trade‘agreements with
Japan in the Implementation basket of. the Framework for
monitoring and to ensure compllance 'And it is' the major reason

we seek results orientation and the use of objectlve criteria for

the evaluatiomn of success in new agreements arlslng under the
Framework. | .
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As of this date we have not yet resumed discussions under the
Framework. However, we are actlvely monltorlng our existing
agreements with Japan, and engaging in consultatlons as called
for under these agreements. We are also alert to new areas of
possible concern. One such troubllng issue, whlch we are
following closely, is the review now underway in .Japan concerning
the decompilation of computer software. Spec1f1ca11y, the Agency
for Cultural Affairs is undertaking a review which could lead to

the weakening of copyright protection now granted software in

Japan, a development which would seriously harm U.S. interests
and put Japan out of step with international practice. The
Administration has made it clear to Japan that we would view such
a development with the gravest of concern. ’

We are on new ground in our trade relationship with Japan. We

view this as an opportunity to build our overall bilateral

relationship by restoring balance and confidence in our economic
ties. We would like to see these tieg as strong as those which
bind our political and security relationships'and our ability to
cooperate on global issues. We believe that the political
leadership in Tokyo shares this view. While we are assessing
our options in the trade area, this Administration’s approach to
Japan will continue to be responsible, dellberate, and conscious
of our shared concerns as well as our dlfferences

The Japanese are also reassessrng their p081tlon. We understand
that the Japanese Government is preparing proposals on a range of
unilateral market opening measures to be released late this
month, some of which may seek to address Framework issues. We
encourage ‘such activity, and support. the Japanese Government'’s
steps at deregulation. We would hope to see ‘measures, however,

which are bold and aggressive with respect to market access. As

the President told Prime Minister Hosokawa our door remains open
to meaningful proposals from the Japanese, but in the end, it is
the Japanese market which must be open. | We look forward to’
working. closely with Congress as we purspe:thisﬂgoal.

| Do
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The Relationship”

Clinton - Hosokaﬁa Summit

the prev:ous six months.

JAPAN TALKING POINTS - |
{For Use at JCA Luncheon)

‘The bilateral economic relationship’with Japan is the.

most important in the world for the! Unlted States and
for the world trading system. , y e

This relationship, together with NAFTA and completion
of the Uruguay Round, has ranked as' a top trade
priority from the outset of this Administration.

Our formula has been simple and consistent. The U.S.
is committed to achieving greater economic growth at
home and abroad through opening forelgn markets to
trade and investment. - : ; BENERE

o

The President underscored the impoﬁtancerf Japan’s
trade relationship with the United iStates and the world
during his meeting with Prime Mlnlster Hosokawa in
Washlngton on February 11. S

He noted that as the world’s second largest market,
Japan is a vital potentlal partner in our efforts to
boost global growth. .

But we must question whether Japan‘ls prepared to
assume its full share of the responslblllty in such a
partnership. :

. ' L |
As the President also stated, Japan remains less open
to imports than does any other member of the G-7 group
of 1ndustr1allzed countries. , . Lo

U.S. and Japanese negotiators wererunable to resolve
negotiations on four sectors whlch'had been taking
place under the U.S. - Japan Framework Agreement over
; o

The Admlnlstratlon con501ously dec1ded agalnst the
alternative of concluding last minute agreements that
would have glossed over our differences with Japan on
the need for Japan to take credible action to. address
its global trade 1mbalances. r ,,;

It was a serious de0191on, but aslthe President said,

the issues between Japan and the United States are so
important for our own nations and for the rest of the
world that it was better to have reached,no agreements



§§) , than. to have reached empty and inefﬁective;agreements.

The Japan Problem ‘ f

i

- This Administration has great respect for the
tremendous advances in the Japanese economy since the
end of the Second wOrld War. ‘.n

- Our securlty relatlonshlp, as well as our ablllty to
cooperate on global issues, is strong

- The economic 51de of the relatlonshlp 1s, however,

urgently in- need of repair.
N

- Last year, Japan s current account surplus reached 131
billion dollars, or about 3 percent of Japan S gross
domestlc product. : :

- This surplus is the major asymmetry 'in the world
econony. today.

-- It serves as a drag on global demand and slows the pace

of economic expansion and job growth in other nations.
i

i R

Low_Level of Imported Manufactures f :f

- I an also deeply concerned Japan’s per81stent lack of
receptivity to the import of manufactured goods.

- Expressed as a share of gross domestlc product
Japan’s manufactured imports stood at only three
percent in 1992, a figure less than half that of the
United States and only about a third to a'sixth of that
of the remaining members of the G-7.

- Among the G-7 nations, indeed, even when. compared to
some newly 1ndustr1a1121ng countrles, Japan ‘also ranks
consistently low in measures of 1ntra 1ndustry trade.

-- Other 1ndustr1allzed economies 1mport higher levels of
the, same products that they also produce for export.

- This is consistent with other evidence that Japan’s
markets are relatively closed. | _‘w

-- 'Low foreign market share in some key hlgh technology
sectors reflects this problem. {

- For example, the forelgn sﬁare of Japan’s market for
telecommunications equipment in 1991 was five percent.
In the U.S., this figure was 28 percent : Among the
other members of the G-7 , this number ranges from 11
to 38 percent. ,

D
o
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The Framework

Japan’s sectoral barriers against imports |raise
problems for the U.S. quite apart from any concerns
over our bilateral trade deficit.

They affect our domestic economy by restrlctlng the
composition of our trade with Japan; by telllng us in
what sectors we can and. cannot export.j : Lo

Lo
This is obv1ously unacceptable to this Administration,
as it should be to any Administration, which places a
very strong emphasis on building the competﬂtlveness of
U.S. high ftechnology industries.

Even if our bilateral trade numbers»w1th Japan wvere
reversed, that is, if we were runnlng a major trade
surplus w1th Japan, we would still have to address
these sector specific barriers in the Japanese economy
in order to enhance the quality of our exports and
export related jobs. :

i
i
i
i

Our drive to address both macroeconémic and .sectoral
issues was reflected in the U.S. - Japan Framework
Agreement, initiated by President Cllnton and then
Prime Minister Mlyazawa in Tokyo in July 1993.

1
HER

From September 1993 untll the early mornlng of February‘
11, 1994, the Administration was engaged in an
1nten81ve series of negotiations to reach new
agreements in four sectors de51gnated ‘as prlorltles
under the Framework. i :
These sectors are Japanese Government procurement of
telecommunications and medical technology, insurance;
and automobiles and auto parts. ;

I . s ’
In general, what we sought from the Japanese in each
sector was new agreements that would lead to 1ncreased
1mports by Japan of competitive foreign goods and
services in these sectors: "tangible progress" in the
language of the Framework. = .
In plain: language, we wanted results we could see in
the Japanese market. ' P

Also, as we had agreed to under the Framework, we
sought objective criteria, both quantitative and
qualitative, as a means of. measurlng the success of the
agreements. i ;‘M

We made some limited progress on procedures but
Japanese negotiators failed to acknowledgelln any
meaningful way these key prlnc1ples that our heads of



state had agreed to last July -- results and
measurenent.

The Japanese negotiating position on these issues was
confined essentially to one»statement:~"ne_numerical
targets“ Co

The Japanese perslstenty attempted to 1abel the U.s.
position as a call for managed trade.

Nothing can be further from the truth. j
First, our goal, and here we are in; agreement with
Prime Minister Hosokawa and many voices in Japan, is to
unmanage the most managed economy in the 1ndustr1allzed
world P ‘

i c
Second, under our Framework talks, we never :sought
numerical targets as the Japanese were suggesting. We
never sought a single, fixed market share goal to be
achieved by a glven deadline. |
Rather we were 1ook1ng for a set of qualltatlve and
quantltatlve criteria, that, in the aggregate, would
permit us to assess 1mp1ementatlon of an agreement.

The Japanese approach, was, in essence, to deny that
the term "quantitative criteria® had any bearlng on the
Framework talks. :

In the weeks leading to February 11 we attempted to
engage senior Japanese political’ leaders in an effort
to convince the Japanese to acknowledge the key
Framework principles in a manner that would enable us
to bring the negotiations to a satlsfactqry‘conc1u51on.

With hours left until the Clinton - Hosokawa meeting, I
continued to work with Foreign Minister Hata in an
effort to get the Government of Japan to embody in the
agreements what they had already agreed to in the

‘Framework. ' A .

It was the inability of the Japanese Government at any
level, to take this step, which led to .the impasse in

the talks announced by the President.
L

Cellular Tel phones

Con March 12, I announced that the United: States and

Japan had reached a results-oriented agreement that

will provide U.S. cellular telephone systems comparable

market access to Japan. o

As a result of this agreement, I am suspending further
: . i : .



action under USTR‘s February 15 determination under
section 1377 of the Omnibus Trade and Competitiveness
Act of 19838 that Japan had not complied with the 1989
agreement to open its cellular telephone market to U.S.

. manufacturers of cellular telephonelequlpment

The determination will be termlnated in 30‘days upon
completion of a detailed deployment. plan for the
systen.
The 01rcumstances surrounding the determlnatlon, and
the agreement that was reached last/ weekend; illustrate
some of the sectoral barriers we are trying to address
in the Framework, and support the administration’s

approach to our trade agenda with Japan. ﬁ

The determlnatlon resulted from a clear- cut failure of
Japan to live up to a commitment to, grant U,S. 1ndustry
"comparable access" to the Japanese'market under the
Third Party Radio and Cellular Agreement,,

our efforts to address market access barniers in this
sector spanned almost a decade and included two trade
agreements. and a commercial understanding.

. : [ [

While "comparable access" was pledged the Japanese
Government con51stently supported actlons whlch 1mpeded
such progress. i

: [ :
Most notable was the forced selection of a'Japanese
firm to develop a system in the Tokyo - Nagoya area of
Japan, using Mctorola'S'technology; when the Japanese
firm in question already had a major investment in the
construction and subscription of a competlng Japanese
system. ! ,

While the Japanese firm completed constructlon of the
competlng system, construction of the system using
using Motorola technology languished, with. the Japanese
partner refusing even to take dellvery of necessary
equlpment for two years. S L

Nl .ot i
i

At the time of the determination, thls behavior had led
to the virtual exclusiaon of U.S. 1ndustry from the
crucial Tokyo - Nagoya market. 4

Follow1ng the determlnatlon, in accordance w1th the
1377 process, we began to develop a list. of Japanese
products on which to levy sanctions equlvalent to the
lost sales to U.S. industry as a result of the market
barriers. :

But, we encouraged the companies involved to seek a
resolution that would adequately redress the problenm,
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and we engaged the Government of Japan in. order to
ensure that the responsible ministries would monitor
and oversee the contruction of the system, and ensure
compliance with the quarterly schedule of actlons.

Fortunately, through the extremely hard work of all
parties, a satlsfactory solution was reached.

Our experiences in this sector reflect broadly on the
frustrations we have encountered in our past bilateral
trade experiences with Japan and our determlnatlon to
pursue results oriented agreements.; ’ |

! Cel
After ten years and two»trade aqreements and and a
major commercial understanding in the same area of the
telecommunications sector, we were st111 compelled to
take trade action in this case. f
Use of criteria, such as those proposed within the
Framework, might well have averted this latest episode
of frustration in our trade relationship with Japan.

b

Accordingly, the March 12 U.S. - Jaﬁan Arrahgement on
Cellular Telephone Systems is a results-oriented.
agreement which links comparable access to the Japanese

market to a specific, verifiable schedule of quarterly

committments. e

These commitments will yield 159 new base statlons,
containing 9900 additional voice channels. . These
commitments will ensure coverage of. 95 percent of the
key Tokyo Nagoya market by December. 1995.° "

We did not call for pledges of a flxed'numerical market
share for U.S. industry in this sector.

But we do have a step-by-step pian of action associated

"with specific and measurable actions by the: Government

of Japan and the Japanese commer01a1 entltles involved.

This agreement validates the results orlented approach
we are pursuing under the Framework

It demonstrates that the U.S. and Japanese Government
can work together to achieve tangible results in terms
of increased market access in Japana‘

It highlights the work we have yet to do 1n other

sectors. R f Do

Semiconductors

The Semiconductor Arrangemerit is one of our success



. stories, but we need to remember the difficulties
experienced in the implementation of this agreement and
the that the improved market access promised in the
agreement has been achieved only with great effort.

-~  On March 18, I announced that foreign market share in
the fourth quarter of 1993 had reached 20. 7 percent.

- Obviously we are pleased to see thls 1ncrease in market
share. !

— However, we should note that this rise occnrred‘after
three consecutive quarters of decline from the 20.2
percent level we reached at the end. of 1992.

---  We are still concerned that U.S. and other foreign
- suppliers are not achieving access to the Japanese
market commensurate w1th their worldwide competltlve
p031t10n.

- We are consulting with the Japanese:Government this
week to on effective measures are taken to ensure that
gradual and steady improvements in in foreign market
share continue the the duration of the Arrangement.

;
I

Future

--  This is where we stand at'present in our trade
relationship with Japan. It is appropriate that I. give
you some idea of where I think we are headed from thls
p01nt. i :

- Parts of the media, and some other alarmlsts, have
trotted out the military lexicon and predlcted that we
are about to enter a trade war w1th‘Japan}.i

-- This is not going to happen. The leadership in both

: . Washington and Tokyo have a keen apprec1at10n for the

[

overall importance of our relatlonshlp ;

- The resolutlon of the cellular telephone dlspute shows
that we can keep trade issues from escalatlng, and ‘
address them in accordance with the Framework
pr1nc1ple“.. : - ] ‘ i!ﬁ

- This Administration’s approach to Japan w1ll be
deliberate and respon51ble. : . R

-- While we have not yet resumed dlscuss1ons under the
Framework, we continue to monitor our ex1st1ng
agreements with Japan, and to be alert for new areas of
possible concern. ‘ : :




We are assessing a number of different options
regarding the next steps in our trade relatlonshlp with
Japan. ; '
l
We believe that the Japanese are also asse551ng their
position. , ; -
i : ';‘,
We hope that they will take serlously thelr
responsibility to spur global growth through trade.
Partnership implies shared respon31b111ty
Recently, Japan has missed a number’ of opportunities to
show a real interest in such a role;. in the Framework,
in the Uruguay Round market access negotlatlons, and in
the lackluster efforts at unilateral deregulation
embodied in the weak final report of the once promising
Hiraiwa Commission. Co i

To fulfill this role, Japan will have to be
dramatically more forthcoming if we are to return to

. the negotiating table than they have been to date. -

For our part, we anticipate worklng closely with
Congress as we pursue the goal of ensuring that Japan’s
markets are open to competltlve U.S. and forelgn goods
and services. | _
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Deputy U.S. Tradc Representative - Rl G
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Attention: Carol

Re:
‘Dcar Ambassador Barshefky: S

- In my capacity as Chairman of the Speakers Bureau of the Japan
Commerce Association of Washington, D.C. ("JCA"), I would like' to

of the JCA,

JCA is a not- for~proﬁt orgamzanon Wthh 1nciudes approxmlatcly 100
‘corporate and 200 individual members who transact business or maintain an
office in Washington, D.C.  The 'corporate . mcmbers include the
Washington representative offices of major Japanese compamcs For your
information, I enclose a listing of the JCA corporate mcmbf!:rs Despite the
appearance ofas itrong business orientation, JCA is, in essence, an informal
association of Japanese businessmen who penodlcally meet (o discuss
current topics. JCA also conducts various social programs, for the families
of the membership. Monthly luncheon meenngs consumte lgue of the main
activities of JCA. . ; ;

The "breakdown" of the U.S.-Japan framework ncgotnanons and the
subsequent issuance of an executive order reinstating the, Super 301 law
have created a great deal of anxiety. in the Japanese business community in
Washington over the future of the bilateral relations.
responsible for formulating U.S. trade policy, as well as 1mp1emf:ntmg such

subject of bilateral relations will be particularly valuable to'{ he members of
the JCA. Please understand that the Japanese business commumty here is
deeply concerned about what appears to be 'a ‘downward-spiralling

relationship between the United States and Japan. :Your remarks at a JCA

luncheon meeting will provide needed guidance for thc thmkmg of Japancsc
busmessman in th1s respect. : o |
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request your attendance as a guest spcakcr at a monthly lunchcon ‘meeting

As an individual

policy through negotiations with foreign governments, your vicws on the
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