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PROCEEDI NGS

MR GRISWOLD: Good norning, everybody. Wlcone to the
Cato Institute's F. AL Hayek Auditorium | amDan Giswld. | am
the Associate Director for Trade Policy Studies here at Cato.
Qur mission at the Trade Center is to educate the public and
pol i cymakers about the noral and econonic benefits of free trade
and the costs of protectionism

One program note, Congressnman English shoul d be here
any nonent. Here we go. Perfect. The Congressman will be our
first speaker.

The nost urgent topic in trade policy today is the
di spute over America' s Foreign Sales Corporation tax law. This
| ong- si mreri ng di spute boiled over |ast year when the European
Union took the United States to the WIO Di spute Settl enent Panel
and won a favorable ruling that Anerica's FSC | aw grants tax
breaks to U.S. rmnultinational conpanies based on export
performance, a practice rightly defined and prohibited as an
export subsidy under nutually agreed upon WO rul es.

A WO appel |l ate body confirnmed the ruling in February
and set a deadline of Cctober 1st, which, if you have seen the
news over the weekend, has been extended to Novenber 1st, for the

United States to bring its tax law into conpliance.
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But if the revised |aw now working its way through
Congress is not found to nmeet the requirements, the United States
coul d be subject to trade sanctions on as nuch as $4 billion in
exports to the European Union. This trade dispute could rightly
be called "Nightmare in Geneva." |t conbines the arcane
provi sions of the WIO s agreenent on subsidies and countervailing
measures with the conplexities of the U S. corporate tax code.

It dramatically raises the ante on retaliation at a tine when the
United States is bidding to do exactly the sane with its carousel
| egi sl ati on.

Finally, its timng could not be nmuch worse. It pits
the world's two |argest trading entities agai nst each other at a
time when WO nenbers are struggling to get trade negoti ati ons
back on track after Seattle.

Despite sonme of these om nous inplications, there are
reasons for hope. Both sides have shown sone evi dence of good
will. The US. Congress is working with surprising speed to pass
| egi sl ation, and the European Union has pulled back fromthe
brink of a managed trade war by this agreenent over the weekend,
and al so signaling a willingness to consider trade |iberalization
as an alternative to self-destructive trade retaliation.

Specifically, the E.U has proposed that the United
States |l ower barriers to certain inports fromthe E. U to

conpensate for the alleged distortions caused by the FSC | aw.
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The E.U. also offered to further open its own market as a way of
resol ving the ongoi ng di spute about its own WO inconsistent
policies regardi ng bananas and hornone-fed beef.

| f the FSC di spute nmanages to revive the idea of
liberalization as a tool of enforcenent, then, in the words of
t he nost recent Econom st magazi ne, "The cycle of retaliation
bet ween the two sides could turn fromvicious to virtuous."

Qur own blueprint for WO negoti ations, the trade
policy analysis, titled "Seattle and Beyond," published by Cato
| ast year, contains a section witten by mnmy col | eague, Brink
Li ndsey, detailing just how such a systemcould work in practice.
And | would urge you all to take a look at it.

Finally, like so many trade issues, the FSC dispute is
in desperate need of a dose of economc rationality. U S
pol i cymakers should realize that export subsidies are just as
econonmically harnful as trade barriers. The intent of the FSC
|l aw, to pronote exports, nmakes no nore econoni ¢ sense today than
when its predecessor was passed in 1971, as a way of dealing with
what was then a bal ance of paynments cri sis.

And both the United States and the E. U should
acknow edge that nobody wins a trade war. Trade sanctions are
not a reward for the country that inposes them They are a cost.
They puni sh consuners, distributors and inport-using industries

in the country that inposes them just as they punish exporters
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in the target country. Trade retaliation is a fine that both
countries pay but nobody collects.

Well, to bring light, and maybe a little heat to the
FSC di spute today, we have gathered a distingui shed panel of
experts and principal players. Qur first speaker wll be
Congressman Phil English, third-term Republican fromErie,
Pennsyl vani a, and nenber of the tax-witing House Ways and Means
Committee. Along with Chairman Bill Archer, Congressnman Engli sh
has been a | eader in the congressional effort to rewite the FSC
I aw.

Congressman English has conpiled a voting record that
is generally supportive of freer trade. Qut of nine najor votes
in the 106th Congress that we | ooked at, he voted for expanded
openness eight times, including permanent normal trade relations
with China, continued U S. nenbership in the Wrld Trade
Organi zation, and the freedom of Americans to travel to Cuba.

W may need to have a little chat about steel quotas,
but we will |eave that for another day. Please join ne in
wel com ng Congressman Phil Engli sh.

(Appl ause.)

REPRESENTATI VE PHI L ENGLI SH,

R - PENNSYLVAN A
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CONGRESSMAN ENGLI SH:  Thank you. It is a rea
privilege to be here today.

As a representative of western Pennsylvania and the
State that produced the tariff of abomi nations, let nme just say
that it is an opportunity to be here today to maybe set the
record straight on this dispute and hopefully al so generate a
good di scussion. Because | think that the FSC issue is going to
have a profound effect on trade policy for a long tine to cone.

| think it is inportant in any discussion of FSC to
recogni ze that there is a history here. There was a predecessor
to the FSC, called the DSC, that went back to the m d-1970's.
And |ike the FSC, it was an attenpt to address a problemin our
tax system It was an adjustnent. And it was challenged in the
m d- seventies by the Europeans. And what happened subsequently
was very interesting.

The FSC was devel oped as a result of discussions with
Eur opean nenbers and, in 1982, was passed. To put it into
context, the United States had made simlar challenges to the tax
systens of France, Bel gium and The Net herlands. What resulted
was a deal that we woul d pass the FSC and that the Europeans
woul d not challenge it; and, in return, we would not engage in
simlar chall enges.

What happened subsequently was very interesting. W

had our FSC grandfathered in as part of a deal in the WIQ, but it
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subsequently was chal | enged after the U S. chose to challenge the
protectioni st European regines in the areas of bananas and beef.
We won there. Unfortunately, there was not real inplenentation
of our victory on the part of our conpetitors.

We now have faced a challenge to FSC and | ost, and we
now have an obligation to nove forward. W need to recognize,

t hough, in noving forward, what FSC has done. It is an attenpt
to adjust our tax systemto address the realities of
international trade, not to create a special advantage, but
instead to create a | evel playing field.

We have a system which is a worldw de systemin terns
of the treatnment of how we tax profits. By contrast, nobst of our
conpetitors have territorial systens. Wat that neans in rea
terms is that a country with a territorial system does not tax
profits fromactivities that occur outside of its territory.

Thus, a country with a territorial systemwould not tax the sales
profit from marketing and pronoting an export, provided the
activity took place outside of the country.

Under the worl dw de systemthat we have in the United
States, all incone of all U S. citizens and all incone of al
U S. corporations is taxed no matter where derived. Under the
wor | dwi de rule, even the foreign incone of a foreign corporation

can also be taxed if it is controlled by a U S. conpany. W have
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an extraordinarily anti-export tax reginme; nore on that anon.
And that has given rise to this attenpt to adjust.

The House has noved forward to pass |egislation,
recogni zi ng that we have been facing an Cctober 1st deadline, now
past. This legislation attenpts to deal with the FSC problemin
a direct way by taking sone of the preferences out of it. It
repeals the current FSC | aws, as of 9-30-2000. Al transactions
after October 1st are subject to new rules.

It allows for transactions begun before COctober 1st to
proceed under the current FSC reginme. It allows for
manuf acturing and/or a binding contract to continue under the
current FSC law until the end of the year. It also allows
el ections of current transactions into the new regine at the
option of individuals.

What remai ns unchanged is a 50 percent donestic content
requi renent, some administrative pricing rules that establish
arms length, and a trinmng back of rules related to
i nternational boycotts and bribery. In this legislation, which
was devel oped wi thout nuch E. U. cooperation, we sought the advice
of our trading partners and we did not get a | ot of feedback.

And it is inportant for us to now pass it.

First of all, it ensures that the United States w ||

honor its signature to the Uuguay Round. 1In doing so, it also

puts pressure on the European Union to honor its trade
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commtments, which so far again they have failed to do in the
area of beef hornone and bananas.

Second, it also nmeans that the United States is
conplying with a WO ruling and, in doing so, will avoid a
potentially very large and danmagi ng retaliation by the E. U
Again, as we wll discuss today, there are a nunber of forns that
that could take, and we are hopeful that instead of a retaliation
we mght, if it came to it, be able to accommodate |iberalization
of trade as an alternative. And that is sonething nenbers of the
Ways and Means Conmittee are very interested in.

Third, and perhaps nost inportantly, it noves the
United States to a partial territorial tax system by nmaking the
exclusion of foreign incone the general rule of our law. W then
add back certain kinds of foreign incone. But under the WO
rules, it is clear that if you can exclude all of your foreign
i ncome you can exclude part of it. And the significance of this
potentially is enornous.

Again, let ne reiterate: FSC |lowers taxes on exports.
It is an attenpt to address one of the central features of our
schene of international taxation. And it has a significant
i mpact on our exports.

For | oconotives manufactured by General Electric in
Eri e, Pennsylvania, the profit on those | oconotives is taxed

under the FSC at 30 percent rather than 35 percent. And in an
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enornmously conpetitive environnent that makes a significant
di fference.

| hope that we are going to be able to nove this
| egislation forward and see it enacted into |aw very quickly.

But in the interim let's understand that the FSC di spute has the
potential to have opened a Pandora's Box, but not with al
negati ve consequences, as was noted.

FSC may end up being a stinmulus for tax reformin the
United States. W feel this is an opportunity to open a
di scussi on on what kind of tax regine we should have for our
whol e econony, and particularly on the business side. | think
that if we are going to have a strong international,
out war d-| ooki ng econony in the next century, we need to have a
tax systemthat acconmpdates that.

For those of you who would |ike to see ny solution, |
wel come you to take a look at my Wb site and take a | ook at the
sinplified USA tax, a nodification of what Senator Nunn and
Senat or Donenici put forward a few years ago. On the business
side, we create a sinple border-adjustabl e business consunption
tax, one that will allow exports to go forward and, if it were in
pl ace, woul d put our econony at a conpetitive advantage by having
a much sinpler tax code and a nuch nore pro-export tax code that

woul d clearly be WIO consi stent.

ARTI Transcripts
(202) 347-0030 and wwwe.artitranscripts.com



1

The Pandora's Box may open as far as stinmnulating other
chal l enges by the United States in the future to other European
tax systens. And let nme say this: | don't think that in the
long run our international trading systemis going to sustain
public support if it gets into the business of mcro-managing its
menbers' tax systems too closely.

But | think it will be fair ganme, if the FSC chal |l enge
goes forward and it's pursued, for the United States or others to
consi der chal | engi ng sone of the European tax systens that have
sone of the sane anomalies. For exanple, the Dutch system And
inthe long run, | have a fear that this sort of challenge could
lead to significantly | ower support for international trade.

My hope, though, is that we can nove forward and that
we can nove in the direction of a nuch sinpler, nmuch cl eaner
taxing systemfor the United States that allows us to conpete
internationally with a I evel playing field.

| thank you for the opportunity to be here, and | | ook
forward to your questions.

(Appl ause.)

MR, GRI SWOLD: Thank you very nuch, Congressman. They
are taking a series of votes in the House, so the Congressman can
only be with us until a little after 12:00. So, | thought what |
woul d do is | et our next speaker, John Richardson, make a

presentation, and then we would open it up to a few questions to
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make sure the Congressman can be asked any questions about any
| oose ends that need to be tied up.

Qur next speaker is superbly qualified to bring the
view from across the pond. John R chardson has been M nister and
Deputy Head of the European Comm ssion's del egati on in WAshi ngton
si nce Cctober 1996.

Before that he spent 23 years at the E U Headquarters
in Brussels. He has served in the past as the Conmm ssion's
Division Chief for relations with the United States, and before
that Japan. And he was part of the E. U 's negotiating team on
services during the Uruguay Round.

M. Richardson is probably the nost frequently seen and
guot ed representative of the European Union in Washi ngton today.
Pl ease join nme in wel com ng John Ri chardson

(Appl ause.)

JOHN RI CHARDSON,

EUROPEAN COMM SSI ON REPRESENTATI VE

MR. RI CHARDSON: Thank you for that kind introduction.
It is a pleasure and a privilege to be here for the first time in
this great building, with the Cato Institute.

| am going to concentrate in ny introductory remarks,

at least, on the new events of the |ast few days and the end of
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| ast week. As you know, we cane to an agreenment with the United
States in the early hours of Saturday nmorning in Brussels. It is
a procedural agreenent on how to handle this particul ar dispute.

Up front, | have to say that you nust realize that the
E.U remains of the viewthat not only the FSC legislation is
contrary to GATT obligations, but also the draft FSC repl acenent
| egislation currently being | ooked at in Congress. So that is
clear up front. So we clearly have and continue to have a maj or
di sagreenent on substance with respect to the FSC and its
repl acenment | egislation.

G ven that we have that inportant disagreenent on
substance, what we have tried to do in the agreenent reached | ast
weekend is to avoid escalation of the dispute at this stage while
preserving our own rights under the WO di spute settl enment
under standi ng. Preserving rights neans preserving the
possibility at sonme stage to request approval of the w thdrawal
of concessions, colloquially known as retaliation.

One of the key elenments of the agreenment is that the
two sides agree that a WO panel will review the conpatibility of
the FSC repl acenent |egislation if adopted. And that panel wll
report before sanctions could be inposed by the European Union.

That is rather different fromthe situation in this
town when we are faced with simlar decisions with respect to

bananas. And we m ght well cone back to that.
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But in parallel to this review of conpliance by the
WO, the E. U would seek the necessary WO aut hori zations to
retaliate in a tinely fashion in order to preserve its rights.

So you have a twi n-track approach here. |In addition, and this is
t he second el enent of |ast weekend, the U S. wll ask and has
asked now the WIO Di spute Settlenent Body to postpone the 1st of
Cct ober deadline until the 1st of Novenber, which would del ay any
further procedural steps until later in Novenber.

We have agreed in the European Union not to oppose that
request by the United States in the Dispute Settlenments Body,
which will, | believe, be neeting on the 12th of October. W
remain commtted in the E.U to nmanagi ng trade disputes
effectively in a non-confrontational manner and in a manner which
is conducive to the strengthening of the WIO system

That is why | say this differs so nuch fromthe banana
di spute in 1998-99. At that tine, the U S insisted that it had
to introduce its own retaliatory neasures, not only before the
WO had approved them but al so before the WO had even revi ewed
whet her our banana regul ation was in conpliance with our
obligations. W said at the tine that that was not the right way
to go forward, and we are glad that the U S. has agreed with us
now, when the boot is on the other foot.

In this case, of course, one has to admt that the

stakes are even higher than they were with bananas. They are an
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awful lot higher. W are talking here about the w thdrawal of
concessions worth billions of dollars.

There is no legislation in place nowin the United
States. Technically, at the noment the United States is
infringing the recommendati ons of the panel decision on FSC,
whi ch gave the United States until the 1st of October to pass new
| egi sl ati on.

But we have chosen not to ask for imredi ate approval of
wi t hdrawal of sanctions. W are aware of the activity in
Congress to pass replacenent |egislation. And we consider that
it would be irresponsible not to give Congress the chance. W
are not in the business of creating conflict. W are in the
busi ness of managi ng di sputes in a responsi bl e fashion.

| actually like to quote ny illustrious fell ow
countryman, John Lennon, on this. Wat we are saying is, "W
will give peace a chance.™

(Laughter.)

MR. RI CHARDSON: Both sides, it has to be said, showed
flexibility in these quite difficult procedural negotiations. So
both sides, it would seemto ne, are the winners, and the system
is the wwnner. W are going forward in a way which is conpletely
WO conpatible, but a way which gets sonething for us, which is

i mportant, a custom agreenent safeguarding our future rights.

ARTI Transcripts
(202) 347-0030 and wwwe.artitranscripts.com



16

So, let's ook for a nonent at the two el enents again.
The U.S. is to request an extension of the deadline and the E. U
will agree. That is inportant. Let's not forget, though, that
the other nmenbers of the Dispute Settlenent Body have to agree,
as well. And | can just visualize the scene in Geneva: the U S.
makes its request, the European Union representative sort of nods

his head w thout sayi ng anything, and everyone | ooks around the

roomto see who will dare speak up. It will be quite an exciting
moment, | think, although I amsure that our coll eagues in Geneva
wi || have done sonme homewor k beforehand in talking to the other

del egati ons.

The second el enment, and perhaps nore inportant in the
future, the second element is how we are going to reconcile the
procedural difficulties which there are in the contradiction
apparent between the Article 21.5 conpliance requirenents in the
D spute Settl enent Understanding, and Article 22.6 on
retaliation.

The difficulty there is that Article 22.6 says you mnust
ask for retaliation within 30 days, and Article 21.5 says that
there are 90 days for the WO to rule on whether the | egislation
is compliant or not. There is a clear problemthere.

The way forward is what is colloquially known as the

Australia salnon case. It was a dispute on sal non between
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Australia and Canada, who found a way to conply with the
requi rements of both articles and thus preserve their rights.

The way this was done was the follow ng: Canada
requested authorization to suspend concessions within 30 days
fromthe end of the reasonable period of tinme, and at the sane
time requested the establishnent of a conpliance panel on 21.5.
Australia objected to the | evel of suspension requested by
Canada, and the matter was sent to arbitration.

Canada and Australia both asked the arbitrators to put
their work on hold, to suspend their work, until the conpliance
panel had given its ruling. That is possible because Article
22.7 in the Disputes Settlenent Understandi ng does not make
mandatory any tine limt within which the arbitration procedure
has to be conpleted. And it is the sanme basis as that on which
we have conme to an agreenent with the United States.

But the fact remains, at the end of the day, that al
this is contingent on action by Congress. | want to quote
Stewart Ei senstadt who said on Saturday, "W cannot enphasize
strongly enough how critical it is that Congress conplete action
on the FSC repeal and replacenent |egislation as expeditiously as
possible. It is the only way to neet our obligations in the WO
and avoid an unprecedented and i mredi ate confrontation with the
Eur opean Union."

| couldn't agree nore. Thank you.
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(Appl ause.)

MR. GRISWOLD: By the way, before | forget, the
Congressman's renmarks are available on the table out there, too,
as you | eave.

Since we are doing pretty well ontine let's just nove
on. Qur next speaker is well qualified to sort through the
|l egalities and the econom ¢ consequences of the FSC dispute.
Gary Huf bauer holds both a Ph.D. in Econom cs from Canbri dge
University and a | aw degree from Georgetown. He served in the
U. S. Treasury Departnent during the Tokyo Round in the |ate
1970's, where he directed the international tax staff. |In fact,
Gary was the U. S. Treasury's negotiator for the Tokyo Round
subsi dy code, which spurred the transition to the U S., law from
what was then the Donestic International Sal es Corporation or
DSC, to FSC. Gary is currently the Reginald Jones Senior Fellow
at the Institute for International Econom cs here in Washi ngton.

Pl ease join ne in welcom ng Gary Huf bauer.

(Appl ause.)

GARY HUFBAUER, SEN OR FELLOW

| NSTI TUTE FOR | NTERNATI ONAL ECONOM CS
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MR. HUFBAUER: Thanks very nuch, Dan. It is a great
pl easure to be here with Congressman English and John Ri chardson,
whom we have known together for many years, and Wl lard Berry.

| want to concentrate ny remarks on two issues. One is
t he substance, and the second is the trade strategy issues. On
t he substance, | have left sonme handouts, one a rather detailed
anal ysis of the FSC decisions, both at the panel |evel and at the
appel | ate body | evel, and then, secondly, sonme conmentary on the
way forward.

Just briefly on the decision. O course, everybody has
their favorite awful WIO decisions; this is near the top of ny
list, if not at the top of the list. This was a decision that
totally ignored the | egislative history, which Congressman
English referred to. It was judicial activismin the WO in the
foll owi ng sense: Wthout any textual support, they said that you
can have a mainly territorial systemfor taxing your foreign
i ncome, including your exports, but you can't have the kind of
US. territorial system

So if you exenpt all export income and all foreign
production incone, as essentially The Netherlands and France do
and sonme other countries in this world, that is okay. But if you
exenpt part, and give a little lower tax rate as we do, 30

percent versus 35 percent, that is not okay.
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Vell, the problemwith that is that there is no
| anguage support for that, that we are going to cut it here as
opposed to here as opposed to here, in the WIO. It is just nade
up. O course, they buried the nmakeup in about 260 pages of
| egal decision, which itself is ridiculous -- that they should be
witing these very |ong panel decisions.

Qut of a bad case, however, good things can cone. And,
here again, | amin agreenent wi th Congressman English, and I
think al so John Richardson. One can see sone good things and |
want to try to turn to those

Firstly, we have a very antiquated set of rules for
dealing with taxes internationally on exports. The rules date
back to the last century, and they nmake this distinction between
direct and indirect taxes, taxes borne by the product and taxes
not. This is all gibberish and has no econom c foundation
what soever. But they have been carried forward and carri ed
forward until we have this particul ar case.

What it neans in practice is that Europe and nany ot her
countries can exclude fromtheir donestic taxation all exports
when they inpose val ue-added taxes, goods and services taxes, and
the like, which are very spread. So, for Europe, ny estimte is
about $100 billion a year of taxes that are not collected on

exports to countries outside of Europe.
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In addition, they can inpose those taxes on inports,
whi ch they do do, because those are called indirect taxes. And
if you put a different | abel on direct taxes, then you can't
adjust them at the border. And this is a piece of nonsense which
Congressman English is valiantly trying to deal with by reform ng
the U S. tax system And | congratul ate that very nuch

Now, there are sone econom sts who would say, "Well, it
all washes out in the exchange rate.” That is fine if you are
sitting in Washington and in a confortable place such as Cato or
the Institute for International Econonm cs or Brookings. It's not
so good if you are in Erie, Pennsylvania, and manufacturing
| oconotives, because it doesn't wash out in the exchange rate.
The exchange rates are driven by capital novenents, as we al
know t oday; they are not driven by current account bal ances. And
it doesn't wash out conpany by conpany and i ndustry by industry.

So much for the substance. Now, let ne turn to the
trade strategy issues, which | think are equally interesting, and
perhaps nore interesting. And here John and | have sone
di fferences.

This is a manufactured case. This case has no
commercial interest in Europe, or very little. This is
bananas-squared or bananas- cubed, or sonething. The reason for
this case was to manufacture a bargaining chip. And they

manuf actured a big one, a $4 billion bargaining chip.
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Now, the question is how this bargaining chip is going
to be spent. That is what is going on right now That is why it
is being kicked down the road. You can't spend it with the
Cinton admnistration. The Cdinton admnistration is al nost out
of office. So there is a certain kindliness in suspending the
retaliation.

But, really, the purpose of this chip is to get the
next administration's attention on trade issues. Now, the U S.
can respond in various ways, and | think the right way is exactly
what the Congress is doing. And | think there is a very good
chance that the panel will reconsider and will find the new
| egi sl ati on appropriate, because it exenpts sonme foreign
production, as well as exports, fromtaxes. And, therefore, it
is nore of a territorial systemand gets further past the |ine.
So that is a possible outcone.

Suppose the panel finds it unacceptable and it goes
forward in this dispute procedure; where do we go fromthere?
Vell, the U S. has a lot of options. It can start manufacturing
bargai ning chips, too. There is a lot that countries don't do in
their systens that they ought to do in the WIQ, where there is no
commercial interest, but hey, you let the |lawers | oose and they
can find cases. That is what they are good at; and they wll.

So that woul d be one avenue, and we can manufacture

bar gai ni ng chi ps and get our piles of chips higher, and then we
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can have a grand negotiation. And if that grand negotiation

| eads to liberalization, which is the Brink Lindsey solution and
the Dan Giswold solution, that is really great. That is not a
bad outcone, especially given that other forns of trade

negoti ation seemto be stalled at present.

The ot her good outcone is that we m ght actually
enlarge our territorial system which is exactly the right way to
go. So we can start with the FSC anendnent 1, and if that is not
good enough for the panel, we just enlarge it alittle bit
further. And finally we get a tax systemwhich is in the 21st
Century.

Thank you.

(Appl ause.)

MR. GRISWOLD: Thank you, Gary.

| thought at this point I would give the Congressman a
chance, if you want to respond briefly to anything you have heard
so far.

CONGRESSMAN ENGLI SH: No, thanks.

MR GRISWOLD: kay. Wiy don't we nove on, then, to
our final speaker.

WIlIl Berry represents the private sector caught in the
crossfire of the FSC dispute. WII Berry is president of the
Eur opean- Aneri can Busi ness Council, fornerly known as the

Eur opean- Aneri can Chanber of Commrerce, a position he has served
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in since 1992. The Council represents European and Anerican

mul tinati onal conpanies that will bear the cost, along with

consuners, of any escalation of the trade retaliation between the

United States and the E.U. M. Berry has worked for |eading

nati onal and state organizations involved in international trade.
Pl ease join me in welcomng WIIl Berry.

(Appl ause.)

W LLARD BERRY, PRESI DENT,

EUROPEAN- AMERI CAN BUSI NESS COUNCI L

MR. BERRY: Thank you. | amvery pleased to be invited
here today and be anong such a distingui shed panel.

As you were just told, the European-Anerican Business
Council is a group of both U S. and European conpanies. Qur
concern over this issue has been whether or not it was going to
be resol ved and what danage it mght do to the transatlantic
trade rel ati onshi p.

| am not sure, although the figures are often repeated,
how nuch all of you are aware of how these econom es are now
integrated. | think if you look at the Wb site and you | ook at
Comm ssioner Monty's |ist of nmergers and acquisitions that are
pendi ng, that are being reviewed by the European Comm ssion,

which would be simlar to a list that would be in the Antitrust
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Di vision of the Departnent of Justice, you could see what is
goi ng on.

But the cross-investnent stock between Europe and the
U.S. is nowover $1 trillion, and accelerating. |f you |ook at
the i nterdependencies in terns of jobs, if you | ook at the export
figures, if you | ook at what subsidiaries of Europe and the U. S
sell in each other's market, you have a rel ationship of over $2
trillion, or maybe close to $3 trillion. It is just absolutely
enornmous and it is very integrated.

So there is a big concern in our nenbership that this
di spute not get out of control. This is sonething that we have
been concerned about and have witten about and been involved in
since | ast January.

We have conpani es that are on both sides of this issue.
We have European conpani es, and sone of them nmay benefit in the
United States, through are a subsidiary. W have European
conpani es who feel that they are put at a conpetitive
di sadvant age because of the Foreign Sales Corporation. W have a
ot of U S. conmpanies that are beneficiaries.

It is also clear that the U S. conpanies that are
beneficiaries very nmuch value this benefit and do not want to see
it conpromsed. At the end of this spring, we were involved in
organizing a trip of congressional tax staffers to Europe.

Congressman English's staff participated in the trip. W went to
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sone of the nmenmber states. We went to Brussels; we were in
various places in Europe. And I think the congressional staff
wer e convinced, upon their return, that the European Comm ssion
was very much convinced that it was in the right on this. And at
that tinme they had just rejected M. Eisenstadt's first proposal
to amend the FSC

But, as | say, at the conclusion of the trip, not only
was it found that people who were in Europe at the Comm ssion
t hought that Lam was right, but nost of the business
organi zations were solidly behind M. Lam and felt that M. Lam
was absolutely correct. So, at that point, we didn't see how
this i ssue was going to be resol ved.

And | think it is interesting that the flexibility that
has been shown and the interest on both sides, in not letting
this get out of hand, that we see this procedural agreenent,
whi ch was concl uded over the weekend. But we are still
concerned. There are still possibilities of retaliation. W
don't know what will develop in the short term In the
agreenment, there is no nmention of a retaliation list or what
m ght happen. In terns of a retaliation |ist being released in
Novenber, we are concerned that there is a |inkage between that
and a carousel list, which may well be rel eased.

So, | think, in the short term there can be sone

probl ens which m ght churn the waters a little bit in the short

ARTI Transcripts
(202) 347-0030 and wwwe.artitranscripts.com



27

run. And it is a procedural agreenent, so we wonder, in the | ong
run, how this solution would work out. So, one of our nmjor
interests is in avoiding retaliation and also trying to raise the
awar eness of conpanies in our nmenbership, and on both sides of
the Atlantic, about what retaliation could |ook |ike.

There is a little paper that we did, and | did bring
sone copies; | guess they are probably outside. But we tried to
do sone scenarios to | ook at what retaliation would | ook |ike.
And the primary conclusion is that everybody gets hurt. And it
is fairly obvious when you realize how integrated these econom es
are.

Just for purposes of illustration, we broke down all of
the exports fromthe U S. to Europe in 98 categories. And then
the first scenario assunmed that, well, you want the broadest
possi bl e inpact, so you would start at the bottomof the Iist and
work your way up. And if you just |look at the categories of
exports, that is over half of the categories of exports. That is
a pretty broad inpact on the U S

The second scenario was that if you | ooked at the
products which are the biggest exports, maybe where you could
hurt people the nost, and if you | ook at that and you | ook at
Eur opean exports to the United States, essentially you have the
same products. And if you look at the top 20 categories, the

overlap is substantial. It is 14 or 15 of the categories, which
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reflects not only the integration, it reflects the interconpany
trade and, particularly with the digital revolution and high
tech, how nmuch things just go back and forth between the U S. and
Eur ope.

The third scenario was to | ook at those products where
the U S. has the greatest conparative advantage. And of course a
| ot of that inpact would be on agricultural and related products.
But still, there would be consunmers, there would be processors
and there woul d be ot her people involved.

And just as a remnder, and it is not in that paper,
but a few years ago, with the Mad Cow di sease, the European
Commi ssion wanted to stop the use of Special R sk Materials,
SRMs. | think people were quite surprised at what happened as a
result there, because all of these pharnmaceutical products and
pills are coated with materials that are related to these SRMs
And when you started | ooking at all of the things that becane
i nvol ved and which, | think, was a well-intended response to this
probl em by t he European Conmmi ssion, you could have basically had
a public health crisis if you had to pull all of these
phar maceuti cal products off the shel ves of Europe.

The fourth scenario, and sonething that has been
suggested, would be an across-the-board tariff on all exports,
whi ch woul d be, at the $4 billion |level of retaliation, about

2.7. That is pretty dramatic when you realize that, at the end
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of the Uruguay Round, if all of the tariff reductions that were
agreed to, and with the phasings, you have an average reduction
of 3.2. So, essentially, that scenario would basically
neutralize all of the progress that was made in the Uruguay Round
internms of reducing tariffs.

So retaliation nust be avoided. Cdearly, the Congress
must pass the | egislation, because this procedural agreenent
assunes that that will happen

Then, | think, lastly, the U S. and the E.U has to
continue to negotiate on this issue and find a solution that
nmeets WIO rul es, and at | east consider contingency planning to
avoi d the devastating situation of sanctions in the event that,
in June perhaps, the WIO rul es agai nst the U S

Thank you.

(Appl ause.)

MR GRISWOLD: Well, two vigorous debates in two days.
| guess we can handle that. Let's turn to questions now. If |
could ask that right now we just take questions for Congressnan
English, since he will have to be |l eaving fromus any nonment now.

And | would ask you to raise your hand and wait for ne
to recogni ze you and then wait, because sonebody will bring a
m crophone around. State your nanme and your affiliation. And
try to keep the pre-orations to a mninmumand get right to a

di rect question starting with the Congressman.
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Are there any questions?

MR. GOULDER: Hello. M nane is Bob Goulder. | am
with Tax Analysts in Arlington, Virginia.

My question is: How do you think the G assley

Amendnment that the Senate Finance Commttee attached to the FSC

bill would fare in the House?
CONGRESSMAN ENGLI SH: The short answer: | really don't
know yet. | think, as |I understand the G assley Anendnent, and I

haven't | ooked at it, but | have had a pretty thorough
description of it, | can't say categorically that we couldn't
enbrace it at this point, but | don't want to nmake policy on it
at this point.

| don't necessarily think it is a poison pill. The
bi ggest problemwith it is it forces the issue back to the House,
and we may be sinply running out of tine.

MR MTCHELL: | amDan Mtchell, with the Heritage
Foundat i on.

When we got these WIO | enons, why didn't we just make a
full glass of |enonade by going to a full territorial systenf
Was there just not enough tinme? Because we are, in effect,
taking a step in that direction, why didn't we just go all the
way to sort of short-circuit the whole process?

And a follow up on that: You nentioned in your talk

that you were concerned that if countries were beginning to have
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their tax policies mcro-nmanaged, it mght reduce support for
trade |iberalization. And | was wondering if you had any
t houghts on what the OECD is trying to do in terns of its assault
on lowtax reginmes and the threat --

[End Side AL Begin Side B.]

CONGRESSVAN ENGLI SH:  What was the first part of your
question?

MR. M TCHELL: Wy don't we just nove to a full
territorial systenf

CONGRESSMAN ENGLI SH:  Lack of tinme and no consensus.
W tried to nove this forward as a consensus issue. | would have
been delighted if they had enbraced ny tax proposal. | know one
of the other nenbers of our panel, a very senior nenber, was
actually contenplating taking sonething simlar, just applying to
t he busi ness side, and suggesting this as the way to go.

But tax reformis so controversial, so difficult to
nove forward on, we didn't feel we could do a conprehensive fix.
| woul d have been delighted if we had tried.

MR GRISWOLD:  Yes?

MR QU NLAN. M nane is Andrew Quinlan. | amfromthe
Center for Freedom and Prosperity. | also have a coalition that
| have started for tax conpetition, which deals with the CECD

i ssue and a few ot her issues.
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One question that is a little bit off the subject is on
the issue of the Q, the Qualified Internediary, which is
sonet hi ng the European Union the way | understand this, is going
to happen starting January 1st. And the IRS is putting these
regul ati ons on other countries. W just feel that it is going to
be hurting investnent in the U S. if we are penalizing other
countries for investing here. Wat do you think about that?

CONGRESSMAN ENGLI SH: | think you have an excel |l ent
point and I think you have an interesting challenge in public
education. | don't think I have a conpl ete understandi ng of the
i ssue, and | don't know that many people, even on Ways and Means,
do. | think this is a very inportant issue, fromwhat | do
understand of it, and | think we need to get cracking next year.
Thank you.

MR GRISWOLD: John Richardson did want to nake a few
foll owup coments. So go ahead, John.

MR. RICHARDSON: | asked for the floor because |I woul d
like to say one or two things on taxation before the Congressman
| eaves and before we get back to WIO questi ons.

First of all, when Gary Huf bauer tal ks about i ndirect
taxation in Europe and giving advantages to exporters, nobody
shoul d be under any illusions. Indirect taxation is not another
way of taxing directly. That is not why it is called "indirect

taxation." Indirect taxation is better described as consunption
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taxes. W have a very |large consunption-based tax component in
Europe, which is the val ue-added tax, VAT. 1t is collected by
manuf acturers because it is easier to collect it through

manuf acturers than through the citizens, and there are various
ot her technical reasons.

But it is a tax on consunption paid by the consunmer in
the price he pays for a product. Naturally, you don't raise
taxes on foreign consuners. | would like to see the outcry if we
tried to raise taxes, the sane taxes that we take from European
consuners, from Anerican consuners in order to finance government
expendi ture in Europe.

Quite rightly, it is explicitly provided for in the
WO the consunption taxation can be and should be and nust be
remtted on exports. The consunption taxes are, however, applied
just as it is for good produced and sold in Europe to goods
imported into Europe. Why? Because they are consuned in Europe.
It is a consunption tax. It is not a conmpany tax.

It affects the conpany tax situation in no way
what soever, unless you believe what we have been told by many
econom sts in the United States for sonething |ike the |ast 10
years or so in the run-up to the correction of a single currency,
that we are shooting ourselves in the foot in Europe because we
have such high rates of taxation overall. But that is somnething

of a side issue.
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On the territorial taxation systens, let's be quite
cl ear about this. Al the European nenber states which have
territorial taxation systens tax exports in exactly the sane way
as they tax donmestic sales. W are tal king conpany taxation
here. Incone fromexports is taxed in exactly the sane way as
i ncone from donestic sales.

Finally, I think Congressman English |let the cat out of
t he bag when he said hinself that the reason for the introduction
of a FSC was the lousy United States trade deficit at the tine.
And | quote him "FSC |lowers taxes on exports.” | rest ny case.

CONGRESSMAN ENGLI SH:  May | speak to that?

FSC does | ower taxes on exports. It does it because
otherwi se our tax systemis hopelessly flawed in the treatnent of
exports. You can't consider FSC out of the context of our entire
tax system Again, | would love to be thrown into that briar
patch. |If we are forced to get rid of anything like a FSC, if
there is no adjustnent for our tax system we will inevitably be
forced to reformour system of business taxation and nmove to a
di fferent regine.

| think a consunption-oriented regi ne on the business
side, properly considered, could be the nost effective way to go.
What that would do is create a conpetition between the United
States and its conpetitors based on |evels of taxation. And we

tend to have a lower |evel of taxation, as M. Ri chardson not ed,
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in this country and, hence, our goods would be at a conpetitive
advant age.

If we were forced to clean up our tax system we would
be eating their lunch, and they know that. | don't m nd having
this debate, because, in the long run, we have a nove conpetitive
econony and, if stinmulated to continue to conpete and if
stimulated to reform | think we could take on anyone. That is
why | am confortabl e supporting open trade.

| believe, though, in the interim clearly we should be
allowed to maintain FSC, and the precedent that they have created
is a very dangerous one.

One last point. | have had a couple of neetings with
nmy col | eagues, European parlianmentarians, and | have been
interested to get their take on this issue. Their analysis is
very different frommne. They sinply look at FSC as a subsi dy
for Boeing, pretty nmuch the way LlIoyd Doggett | ooks at it.

(Laughter.)

CONGRESSMAN ENGLISH:  And let me just say that it is
interesting to understand that, because what they are trying to
do is make sure that their products, which in the case of Airbus,
is very clearly subsidized, continue to be at a conparative
advant age because of subsidies. Wat they are doing is attacking
what they consider a subsidy, not as a defense of free trade but

as an opportunity to get a conpetitive advantage.
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Now, | hope this can be ironed out. And M. Richardson
has done a superb job of presenting their position. M hope is
that all of these disputes can nove forward in a positive way and
that we can both be pushed to nove toward nore open trade and
towards support of an international trading regine that is
sust ai nabl e.

Thank you for having nme here today.

(Appl ause.)

MR GRISWLD: Wll, | do want to say before the
Congressman | eaves that we have had sone very instructive and
sharp differences here, but there was an agreenment anong all four
panelists that retaliation is a | osing proposition all around,
and that the WO system shoul d nove to sone form of
i beralization, as an enforcenent nmechanism Hopefully, we can
see sone progress on that.

Vell, let's continue with our questions. Again, please
rai se your hand. And | see one on the way back row there.

Pl ease state your nanme and affiliation and, if necessary, who
your question is ained at.

QUESTION: | found out last week this report that was
publ i shed by Brookings Institution and OAS, that there had been a
di spute going back to 1995. The E. U had conpl ai ned about U. S
trade sanctions agai nst Cuba. It seened |ike the history of that

di spute didn't seemto be really resolved at all. | am
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wondering, is that playing a role? The spokesman from Brooki ngs
sai d bananas was a factor in that dispute.

MR. RICHARDSON: | guess what you are referring to is
t he di spute we have had over the Hel ns-Burton | aw, which attenpts
to apply extra-territorial sanctions to European conpani es who
fol |l ow European | aw whi ch happens to differ fromUnited States
law. Which we regard as a sonewhat undenocratic thing to try to
do.

At present, that dispute is subject to an
under st andi ng, which we arrived at during the British presidency
with the United States, and there is sort of an uneasy truce on
that. And it is not involved at all in the discussions which we
have been having on the FSC.

MR CRISWOLD: Yes, in the back?

MR. GARZA: M nane is Chris Garza, with the Anmerican
Far m Bur eau.

We have been very strong advocates of carousel
retaliation because of the current beef and banana cases.
Recently in the press, we have read that the European Union is
| ooki ng at proposals in order to bring both of these issues into
conpliance, with the "first cone, first served" issue on the
banana |ist, which we understand that the banana industry does
not believe that it would bring theminto conpliance. But one

t hi ng we have not heard was, what is the proposal out there on
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bri ngi ng the hornone-treated beef into conpliance in the European
Uni on?

MR. RICHARDSON: First of all, with respect to bananas,
it is absolutely right that there are considerations underway in
Europe to bring in yet again a newregine to bring us into WO
conformty. There were discussions on that with the United
States and with the other conplainants to the dispute.

| have to admit that | have pretty well given up on
trying to understand the conplexities of that. It is a very
techni cal issue, indeed, how to respect WO obl i gati ons while
respecting also the rights of all the different parties,
including the Central Americans, the Caribbean countries, and the
U.S. banana conpanies. It is not about U S. banana exports, as
you know.

Part of the problemis that we are dealing with quota
systens. Al quota systens create systens whereby you have
acquired rights to rents. W have conpani es here who have
acquired rights fromthe past. And it is very difficult to get
everyone in agreenment on what actually happens.

So | think that at sonme stage we are probably, in
Europe, going to have to bite the bullet on that, either in
agreenent with the United States or without agreenent with the

United States, and have another go at bringing the reginme into
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conpliance. | think that can well happen in the fairly near
future.

The technicalities, though, are absolutely horrifying.
And | would say, whatever we come up with, we will put it to WO
and then we will sit back and see what WIO thinks of it. It is
not sinple on bananas. Bananas is terribly technical.

That is not the case with the hornones in beef dispute.
That is not about technicalities at all. It is about sonething
quite different. It is about the interface between trade rules
and consuner protection rules. As you know on that, we were
condemmed by the WIO because we had not respected our obligations
under the SPS Agreenent. Before bringing in the ban on hornones
in beef, we had not done a proper scientific risk assessnent, and
we were condemmed for that procedural reason.

Note that the WIO panel decision was not about whet her
havi ng hornones in beef is injurious to the consuner or not. It
was not about that; it was about procedures. W have now carried
out what we regard as a full scientific risk assessnent by a body
of independent scientists. That has cone to concl usi ons which
justify, in our view, the inposition of a ban.

So we now have new | egi sl ati on goi ng through the
Eur opean Uni on machi nery definitively banning one hornone where
there is clear evidence that it is carcinogenic and introducing a

provi sional ban on the other five because the wei ght of the
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evi dence suggests that there may be a problemin terns of
creating cancer. W regard that as a perfectly legitimte
reaction on the basis of the scientific evidence avail abl e.

When that |egislation has gone through, which will be
sonetinmes in the first half of next year, we will go back to WO
and say, "W have now got new | egi sl ation based on follow ng al
the procedures and, therefore, we would ask that this |egislation
be ruled to be in conformty with our obligations."

Now, that will solve our problem \Wat it won't solve
is the problem of beef producers in the United States. It won't
solve the cattlenen's problem So we are working in parallel on
a systemto set up -- and we are doing this with the U S.
Governnent -- to set up a viable systemwhich can reliably
certify U S. beef as hornone-free, if the cattlenmen concerned
have taken the rights neasures to ensure that it is.

If we can do that, then we set up the possibility of
the U.S. exporting hornone-free beef to Europe. There is already
a quota that can be used for that. And one of the ideas which is
around is to replace the current sanctions on beef hornones by
conpensation in the formof an increased quota for U S. cattlenen
rai si ng non-hornone-treated cattle.

That is a concession that could presumably be prol onged
even after we are in conformty through discussions in the

agricultural negotiations going on nowin Geneva. So, what could
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be tenporary conpensation could thereby be turned into a
| ong-term opportunity for export of hornone-free capital fromthe
United States.

MR. VWHI TNEY: | am Peter Witney, Control Ri sk G oup

| just wanted to follow up on the beef hornone
guestion. You say you have new scientific evidence. It is ny
understanding that it has been studi ed back to 1981, and,
repeat edly, the amount of hornones that the U S. beef industry
puts in the beef is really insignificant. It is certainly
carcinogenic, estrogen is, but the anobunt they put inis
sonething like two or three nanograns in the ear to nake the cow
grow faster and produce | eaner neat. A birth control pill,
conservatively, has 35,000 nanograns, and cabbage and soybeans
have nuch nore.

And there is no such thing as hornone-free beef. Al
beef has hornmones. So I find the panel in the WIO pretty
convincing that there has been no scientific evidence that the
anount of hornones that the U S. beef industry puts in, which is
a pellet in the ear of the cattle, a very, very tiny anount, to
| ess than three nanograns, conpared to hundreds and thousands of
nanograns we Anericans and Europeans consune every day in many
products. So | don't really quite understand what you just said.

MR. RICHARDSON: Well, it is an interesting argunent

that you present there. But | don't understand the panel having
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said that. The panel didn't say that. The panel made no finding
what soever on the scientific side of this. The finding was that
we had not done the scientific assessment before we entered the
ban. And that is what we are obligated to do under WO

The SPS Agreenent allows you to choose your own | eve
of protection against identified risks. As you yourself have
said, there is --

MR. VWHI TNEY: [OFf m crophone].

MR. RICHARDSON: No, no. I|I'msorry.

Under the SPS you are allowed to choose your own | eve
of protection against risk, provided you respect certain
procedures, which we didn't do at the time and which we have done
now. Wiich is why we fully expect our new |l egislation to be
found to be in conformity with WIO obl i gati ons.

Now, this whole question of different types of food
products and what they contain is partly a question of whether
you are tal king about something which governnents can influence
or not. Governnents can't influence how nmuch hornones there are
i n cabbages. They can influence whether additional hornones are
used, other than the natural ones which occur in cattle, in the
rai sing of cattle.

Nobody in Europe sees any good reason to do that and,

therefore, to accept the risk, whether snmall or |arge, which
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comes fromthe use of that nmethodology. So that is the
situation.

MR GRISWOLD: Wuld either of our other panelists |ike
to react to anything that has been said so far on beef and
bananas?

(No response.)

MR GRISWOLD: (Ckay, next questions.

MR. CERRELLA: Mark Cerrella from Bridge News.

M. Berry nentioned potential |inkage between FSC and
t he carousel retaliation list. And M. Hufbauer characterized
FSC as this kind of huge bargaining chip. So, a question for
both these two gentlenen: |If the disputes can be seen in those
terms, does it seemlikely then that the U S. would hold off on
rel easing the new carousel retaliation list until there is sone,
if not resolution, some nore progress in the FSC di spute?

Because if it is seen in ternms of a bargaining chip,
you have a $4 billion bargaining chip kind of hanging there, why
woul d you rel ease this carousel retaliation list and kind of
incur the wath that may happen? So, if those two gentlenmen can
address the question.

MR HUFBAUER: Thanks for nuch. Let ne take a shot at
this. Firstly, I think WIl was doing exactly what he should do
fromhis Association's viewpoint, and al so broader transatlantic

vi ewpoi nts, and point out the dangers of retaliation. However, I
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amno record as saying that that is not what this is about.

These dangers, yes, we have to be alert to them W don't want
to fall into the First World War again in trade and so forth, but
that is not what is a very likely outcone.

And since | suggested nore than a nonth ago that this
woul d be kicked down the road, and it has been kicked down the
road, I will speculate a little bit further on this. There won't
be any carousel |ist published during the Cinton adm nistration.
Sone reporter asked ne, Wiy don't they do it? Because the
Congress said they should do it. Wat | said was that they have
a teamof |lawers in the Treasury and the USTR, where are you
going to bring the case? Are you going to bring it to the
Supreme Court, to the Appellate Court in D.C ?

You can't force the administration to do sonething it
doesn't want to do unless you want to go through three years of
litigation. It is very hard to force it, and they don't want to
do it for the reasons that are indicated in your question. |
expect John will deny this, but let's look at the big picture.
The big picture is that at the end of 1993, the peace clause in
agriculture cones to an end.

Charl ene Barshefsky has said, and | guess she has done
her arithnmetic on this, that that is $7 billion of potenti al
retaliation there. Europe knows this. They know that their

agricultural prograns are conpletely in violation of the WIQ, as
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witten, once the peace cl ause expires. Europe needs sone big
chips to get the U S. attention to extend the peace clause, to
have a | onger phase-out, whatever.

There is the Boeing case that was nentioned by
Congressman English. That has been a di spute going back for nore
than 20 years, the Boeing-Airbus dispute. That could always
bubbl e over into sone trade litigation. But it has not yet. But
Eur ope wants a bargaining chip to offset that

And there are other things, but those are two of the
really big things right on the horizon, plus this beef and banana
heritage we have. So that is what is going on. People are
building up their little arsenals, and there will be a
negotiation. So that is why | amoptimstic. But |I would be
very surprised if the carousel list is both published and
i mpl enent ed.

MR GRISWOLD: | just want to nmake a point that the
peace clause is this agreenent that subsidies and countervailing
neasures and retaliation won't apply to agriculture. |Is that
generally right?

MR, HUFBAUER. For the security fund, yes, right.

MR, GRISWOLD: And 2003 is when that expires, and it
could bring a whole new round of trade retaliation.

WIl?
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MR. BERRY: In working on this issue, we have made
contacts with a nunber of officials and nenber states, business
groups and nenber states. It is clear how this carousel plays
out. It does affect the ability of |eaders to be flexible or to
be accommopdati ng. One of the people who has |ed, and one of the
| eaders who has been public about this, |I think, is the Prine
Mnister of the U K, who clearly has a problemif Kashmr gets
on the list. And that doesn't give himany flexibility.

So, if he, in one way, says, well, we shouldn't push
toward retaliation in the E U, he is hard-pressed to do that if
he has a part of his constituency which visibly and publicly
experiences severe harm That is why | say they are |inked.

MR GRISWOLD: Do you want to respond to sonme of that,
John?

MR. RICHARDSON: Yes. Let ne first say that one of the
things, as a Brit, which | find nost difficult to deal with in
the United States is the inmagery of violence and war, which so
perneates U.S. discourse. So, when Gary tal ks about falling back
into the First World War, the danger is that sone people may
actually believe that that is the sort of situation we are in. |
am sure he would agree with ne that is not quite what he neant.

We are tal king here about disputes under a system of
I aw, which we set up in the GATT first, reinforced by the Uruguay

Round Agreenent which gave it teeth at last, and very largely

ARTI Transcripts
(202) 347-0030 and wwwe.artitranscripts.com



47

because the E. U pushed for it and because the U S. pushed for
it, itself pushed by the U S. Congress, which wanted to have a
system of rules which could be made to work by building in
incentives to nake it work. W are tal king here about using that
system of | aw.

Al'l these disputes are about that. And they are al
about different aspects and about different rules. They are not
connected. It would actually be very, very difficult to inagine
any connection with a political package because we are no | onger
in the negotiating situation. W are in a situation where a
system of |aw which we set up has ruled. And we can't sinply
agree to things which contradi ct panel decisions and appell ate
body decisions. That is not any |onger possible, because we
wanted it that way.

You in the United States went in the direction of the
rule of law after having gone through a period of tenptation by
the vigilante tradition. You decided in ternms of the rule of
law, and that is what we have done internationally as well.

Now, with respect to this building up of chips, let's
| ook for a nonent at the history of the whole FSC di spute. W
first raised our concerns about FSC back in 1985, rather a | ong
ti me before even bananas got going. Wy did we not pursue it
then? Because at that tinme, any nenber of the WIQ, or as it then

was, GATT, could block a panel decision. And the United States

ARTI Transcripts
(202) 347-0030 and wwwe.artitranscripts.com



48

made it clear at the tinme that it would bl ock a panel decision on
the FSC. So we waited until we had the teeth, which we both
wanted in the WIQ, those teeth, in operation.

We raised our concerns already in 1996, |ong before the
panel decisions on bananas and on hornones. 1In 1996, we raised
themat the first review of subsidy notifications. W followed
that up with three rounds of consultations to try to get the
United States to listen before we went to a panel. The panel has
now rul ed against the United States. The panel, based on a
system we both set up, confirnmed by an appell ate body of
di fferent people.

|"msorry, Gary. It just doesn't wash. Just because
you di slike a decision, there is no reason to call into question
t he whol e system and the people operating within the system |
think that is scurrilous.

MR. GRISWOLD: Gary, that last word sort of obligates
me to let you make a brief |ast statenment directly on the point.

MR, RICHARDSON: | would say it is unjustified.

MR. HUFBAUER. No. You can question a decision, as
Eur ope has on many occasi ons, w thout challenging the system
That is exactly what | did. | didn't challenge the integrity of
any of the jurists, the appellate body that has the Anmerican on

it. It just shows Anericans can make m stakes, too.

ARTI Transcripts
(202) 347-0030 and wwwe.artitranscripts.com



49

MR, GRISWOLD: Just |ike the debate last night, the

character issue cones up right at the end.

| think we will have to close it there. You are al
invited to join us upstairs for a stand-up buffet. | have to
tell you, John, | can't guarantee that the beef sandw ches are

hornone free, but there are alternatives there. W haven't had
any reports of anybody getting sick.

MR RICHARDSON: Life is full of risks.

MR RISWLD: Life is full of risks. Thank you for
com ng. Please give a hand to our parti ci pants.

(Appl ause.)

(End of Cato Forum)
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