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V. Trade

A. Trade deficit is too large.
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other export promotion actions like the recent wheat flour sale
to Egypt. I will be introducing legislation which will
facilitate such activities in the future. This does not mean
trade war, but does mean seeking to expand East-West trade,
developing a viable substitute for DISC, utilizing Ex-Im Bank
resources more adeptly, and moving the trade reciprocity bill
that the Finance Committee approved in 1982. Fair access to
markets must be a two-way street, and Congress will be under
considerable pressure to see that that is so.

C. Import issues. As you know, the House passed "local
content" legislation at the end of the last Congress. That 1s a
drastic proposal and likely to be counterproductive in the long
run if our goal is to increase access to markets and to gain
maximum benefit from the mutual advantages of international
trade. There may be other areas, however, where we might make
adjustments: 1in considering extension of the Generalized System
of preferences, there may be an interest on the part of some
members of the Finance Committee to restrict the program,
particularly in light of the failure of the GATT ministers to
agree on a new round of negotiations between developed and
developing countries concerning tariffs. Similarly, there may be
some objection to the trade provisions of the CBI proposal, and
it may be difficult to extend the President's authority to
negotiate tariff reductions on a limited basis. It is a good
sign that the Japanese have agreed to continue to voluntarily
restrain their automobile imports to this market for a third year
until the domestic industry has had an adequate time to get back
on its feet.

D. Clearly the heat is on when it comes to seeing that
American producers get fair treatment under our system of
international trade. If we choose our battles carefully to
secure an appropriate response from our trading partners, we have
an opportunity to making trade freer and fairer, to the advantage
of everyone. But we must avoid the two extremes of allowing the
world to think only the U.S. will play by the rules of free
trade, regardless of disadvantage to our citizens; or, on the
other hand, taking extreme unilateral actions that may look good
politically but that, in the long run, will provoke severe
reaction and deprive us of market opportunities. We need just
the right amount of leverage to open more doors, not have them
slammed in our face.

VvI. Conclusion

The months and years ahead must not be dominated by rigid
ideologies on either side--but neither can the President or the
Republican leadership be expected to cast aside the principles of
Government the American people so soundly endorsed in 1980.

Those principles--a more restrained Government, a freer economy,
greater accountability to the American people--are as valid today
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the U.S. market, which is relatively open.

In its petition to Brock last September,
the footwear group presented a multifac-
cted case. It alleged that Brazil, Japan,
Taiwan, Korea, France, Italy, Spain and
the United Kingdom, as well 2s the Euro-
pean Community as a whole, restrict shoe
imports. Then it estimated that 100 mil-
lion pairs of shoes were being diverted to
the U.S. market because of those restric-
tions. That is more than a fourth of all
U.S. shoc imports.

Unfortunately for the shoe industry,
Brock did not buy the diversion argu-
ment. In fact, he dismissed all of the
allegations against the European Com-
munity, France, Italy, Spain and Great
Britzin for lack of enough information.
What was left was the case against Tai-
wan, Korea, Brazil and Japan, and only
those aspects dealing with alleged import
restraints by those countries, not the ex-
tent to which their producers divert sup-
plies to the U.S. market.

“Diversion is our major argument,”
Evenson said. Although shoc manufac-
turers in the United States have in-
creased their exports somewhat and
would like access to foreign markets,
their long-range health depends on the
extent to which they can stem the tide of
inexpensive shoes allegedly being di-
veried to the U.S. market.

The diversion argument is not totally
dead. Brock invited the industry to come
up with facts to support its charges and
resubmit its case. He also directed his
staff to work with the industry in trying to
put together the data.

“It is clear that diversion can exist,”
said Thomas St. Maxens, who is in charge
of that effort. “We do not know whether
it is happening in footwear.” The way to
prove it, he said, is to show, for example,
that while quotas were in effect, a certain
volume of Korecan shoes moved to, say,
France, and that when quotas came off,
the French volume switched back to the
United States. Those data have not
turned up.

Brock’s stafl does not oppose the diver-
sion argument philosophically, said
Christine Bliss, a lawyer in the trade
office who is working on the footwear
proceeding. But she noted that the argu-
ment assumes that foreign producers
have clear production limitations, a hy-
pothesis that is hard to prove. For exam-
ple, when the quotas on imports from
Taiwan and Korea were lifted, did the
increased shipments to the U.S. market
come from other markets? Or were they a
result from increased production in Tai-
wan and Korean factories? The necessary
data are not available yet.

At least one other kind of diversion has
been documented, bowever. After the
quotas were imposed on Taiwan and Ko-
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The Top Ten—At Home and Abroad
(1981, in millions)
FOOTWEAR IMPORTERS LEADING FOOTWEAR STATES
Shipments to US. Production
Taiwan 119 Maine 48
Italy 50 Missouri 42
S. Korea 44 Pennsylvania 37
Brazil 43 Tennessee 35
Hong Kong 28 Massachusetts 25
Spain 19 New York 25
Philippines 13 Florids 23
China 7 Arkansas 29
Mexico 7 New Hampshire 18
Thailand 6 Ohio 18
All others 39 All others 75
Total 375 Total 375
SOURCE: Footwear Industrics Association Inc.

rea in 1977, U.S. shoe industry officials
noticed that shipments from Hong Kong
increased suddenly and dramatically.
The shoe industry officials alleged that
Taiwan was shipping its material to Hong
Kong for assembly before the eventual
sale of the finished products to the United
States. .

The United States negotiated an agree-
ment with Hong Kong under which the
latter certified that all shoes exported to
the United States from Hong Kong origi-
nated there, and the suspected diversion
disappeared. :

The Section 301 petition is being re-
sisted by the footwear importers, who are
organized as the American Association of
Exporters and Importers-Footwear
Group. *For the small and medium-sized
firm, the threat of renewed U.S. [import]
restraints is an issue of business survival,
not merely of potentially diminished prof-
its,” the group said in a memorandum to
Brock last November.

Like all importers fighting trade re-
strictions, it also evoked the broader frec
trade theme: “The group opposes trade
restraints at home or abroad, in principle
and in practice. The group supports U.S.
government cfforts to open foreign mar-
kets, to reduce impediments to trade
wherever they exist and to strengthen the
international trading system.”

Another group in the shoe trade, the
Volume Footwear Retailers of America,
is staying out of the case. The trade group
includes most large shoe retailers, which
carry the bulk of the lower-priced imports
as well as some domestic shoes.

“We did not take a position in the
case,” said Peter Maggiore, the retailers’
Washington representative. “I am in fa-
vor of open trade in footwear. If there are
barriers [to U.S. shoes in other coun-
tries], they ought to be knocked down.™

Although most in the footwear indus-
try are publicly restrained, there is a good
deal of gnashing of teeth in private over
the import issue. According to Stephen
Lande, a trade consultant who is giving
advice to the importers, those in the im-
ported shoe business find it ironic that
domestic manufacturers are now secking
to open up other markets because, he
said, the industry resisted efforts to lower
U.S. shoe tariffs as part of the multilat-
eral trade negotiations that ended in
1979. The domestic industry took other
protectionist pesitions during the 97th
Congress.

This has led to skepticism in the import
community about the footwear group’s
Section 301 petition to Brock. “They're
frustrated with the provision of the law
[that requires a two-year waiting period],
and they need to focus public attention on
their case™ until they file a request for
import protection, an importer said.

Evenson insists, however, that the in-
dustry is not counting on quotas in the
future.

The 301 petition promises only vague
and limited relief. U.S. negotiators ex-
pect Brazil, South Korea, Japan and Tai-
wan to have rcady arguments for not
opening up their markets to American
shoes. Brazl, for example, has canceled
all import licenses during its current eco-
nomic crisis. And Korea will defend its
import licensing procedures on the
ground that they are needed to control
foreign exchange.

If the bilateral negotiations, which
started last month, do not produce re-
sults, Brock has the option of taking the
case to the General Agremeent on Tariffs
and Trade in Geneva. But nothing hap-
pens quickly there.

The shoe may fit better at the White
House next July. o
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