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THE WHITE HOUSE
WASHINGTON
May 13, 1994

INFORMATION 8414y 13 Pd: 49
MEMORANDUM FOR THE PRESIDENT
THROUGH : ROBERT E. RUBIN (L&~
ANTHONY LA@/
FROM: NEC PRINCIPALS
SUBJECT: Uruguay Round Implementing Legislation

This memorandum is intended to update you on the key issues
surrounding the Uruguay Round implementing legislation. On
Thursday, May 12, principals from the NEC, NSC, OVP, OMB, USTR,
and the Departments of the Treasury, State, Commerce, Labor and
Agriculture, together with representatives of the White House
Chief of Staff, Legislative Affairs and Communications offices,
met to discuss the status of the Uruguay Round effort. We
continue to believe that the implementing legislation has a good
chance of passage this year. A successful strategy should be
based on several elements:

Promote Benefits: As with NAFTA, members will wvote for the
agreement because we have persuaded them of its benefits --
and because they do not want to vote against the agreement.
In this regard, the foreign policy/U.S. leadership
ramifications of rejecting the agreement are particularly
important.

Bipartisan Support: As with NAFTA, Republican support will
be key, especially in the development of a funding package.
That is why it is particularly important to dissuade
Representative Gingrich and others from criticizing the
agreement on sovereignty grounds; criticism of the substance
of the agreement could spill over into lack of cooperation
on funding, which would seriously impair chances of passage.

Build Strong Supporting Coalition: We believe a strong
coalition can be created around the business community,
certain consumer groups (e.g., Consumers Union) and others.
Our efforts to include environmental and labor discussions
in the new World Trade Organization (WTO) has helped mute
opposition from the AFL-CIO and moderate environmental
groups. But there is a delicate balance here: pressing too
hard on labor and the environment will strengthen Republican
opposition. We believe a sensible balance can be struck.

The remainder of this memorandum alerts you to the major issues
likely to arise in the implementing legislation.
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Chief of Staff



Timing

We continue to believe it is imperative that the Urugquay
Round be enacted this year, for several reasons:

Strike While the Iron is Hot: Your NAFTA victory last fall
created the correct impression that good trade agreements
can be economic and political winners. We should capitalize
on the NAFTA momentum this year. Delay will only give time
for opposition to develop, as the delay to date has shown.

Foreign Policy/U.S. Leadership: Most other countries have
stated their intention to implement the Round by year end.
Failure by the United States to act quickly would overshadow
our leadership in concluding the Round and undermine our
ability to set the agenda for new trade negotiations. It
also may have an indirect effect on our international
leadership in non-economic areas if others perceive us as
hamstrung by domestic political or budgetary problems.

Funding: Paying for the agreement will be difficult in an
election year, but it is not clear that it will be much
easier next year.

We hope that the implementing legislation can be finished before
the August recess, leaving the Fall largely for key issues like
health ‘care. As you recall, under fast track trade procedures,
Congress first develops a "mock" bill (through "mock" markups and
conference), which you then formally submit to Congress, with any
changes you choose to make. Once submitted, debate is limited
and no amendments are allowed. The schedule for the Uruguay
Round bill is as follows:

Mid-Late May: Ways & Means Subcommittee "mock" markup

June: Full Ways & Means/Finance Committee "mock"
markups. (Other committees must act as
well.)

June-July: "Mock" conference.

Mid-July: Formal submission of bill.

Early August: Final vote on bill (before August recess).

We realize this is an ambitious schedule. Ways & Means and
Finance consideration of the implementing legislation has to fit
with the work of those committees on health care, and that will
be particularly difficult in the case of Finance, where all the
work gets done at the full committee level. To force action in
the Committees, at some point you may want to formally announce
that you intend to introduce the bill on a date certain in July.
(As you recall this worked effectively in the NAFTA context.)

Funding

OMB, Treasury and USTR senior staff are continuing discussions
with Congressional staff on funding options. As you know,
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preliminary estimates would require offsets of approximately $13
billion over five years. Additional offsets would be required if
other measures were added to the bill (e.g., renewal of the
Generalized System of Preferences, which expires September 30,
1994). We recently provided you with a memo on potential
offsets.

As you recall, an important issue involves the budget waiver.

The Senate budget resolution now requires that costs be offset
over 10 years, for a total of $36-40 billion. There is unanimity
within the Administration that it would be impossible to identify
offsets necessary to satisfy the second-five-year Senate rule.
Therefore, we intend to seek the sixty votes necessary to waive
the Senate requirement that we offset the total costs for the
second five years. We think the prospect of success in getting
the sixty votes is good, provided we present a viable plan for
financing the first five year costs. We do not intend to ask for
a waiver of the first five years, because we do not believe broad
bipartisan support would exist. (The Senate Republican
leadership already has stated they would oppose a waiver for the
first five years.)

The funding issue will be difficult to resolve until there is
sufficient congressional support for the Uruquay Round agreement
and momentum for passing the implementing legislation this vyear.
By getting Chairmen Rostenkowski and Moynihan (as well as other
Committee Chairmen with smaller pieces of the bill) to begin
considering the bill, we hope to create this climate of overall
support. We will continue consulting on this issue with
congressional bipartisan leadership. We strongly believe that,
as with NAFTA, a funding solution will emerge at the end of the
process if we succeed in building a climate of bipartisan
support.

Sovereignty

Representative Gingrich may give us some trouble over the
sovereignty issue. He has been arguing that the World Trade
Organization (the successor organization to the GATT) will
undermine U.S. sovereignty and U.S. freedom of action to take
unilateral action to resolve trade disputes.

A number of good, persuasive argquments for how the WTO improves
on the GATT system seem to be making headway on the Hill. The
question is whether Gingrich and his supporters will begin to
play this issue in a partisan fashion and whether that will spill
over into other arenas (e.g., funding) in an effort to defeat the
agreement. We seem to be making headway in persuading Gingrich
and others not to take this approach.

Fast Tack Authority

It is important for the Administration to secure the continuation
of fast-track negotiating authority. This will be key to the
completion of certain Uruguay Round negotiations (e.g., financial
services) as well as the negotiation of further bilateral free-
trade agreements (e.g., Chile) and other arrangements. Our
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trading partners know that, without fast track authority,
Congress will pick apart any trade agreement.

There is some emerging opposition to the renewal of fast track
authority. Leader Gephardt and other Democrats, reacting to the
view their hands were tied in the NAFTA debate, have introduced
legislation requiring the House Rules Committee to certify that a
completed Chilean free trade agreement must meet certain
environmental and labor objectives before being given fast-track
treatment. Conversely, some Republicans would constrain the
Administration’s discretion in multilateral negotiations on trade
and the environment and workers rights.

Continuation of fast track authority is very important. It will
be worth it in the long run to expend some political capital to
get renewal of this authority.

Subsidies

Senator Danforth is concerned about the Urugquay Round’s so-called
"green light" category for subsidies. This category allows a
government to support up to 50% of a company’s applied industrial
research and 75% of its basic industrial research for approved
projects. In other words, programs that qualify under the "green
light" will not be subject to unfair subsidy cases.

Senator Danforth is concerned that this provision will open the
door to broader industrial policy (e.g., flat panel display
initiative) and spur on a subsidies war with Japan and Europe.
It is unclear how many other Senators share Danforth’s concerns.

The U.S. sought the "green light" category for several reasons.
First, without it many of our technology programs would have been
at risk, including the Clean Car initiative, SEMATECH, and
Cooperative Research and Development Agreements. Second, since
the United States is the greatest supporter of industrial
research in the world, we had the most to lose. 1In 1991, for
example, the U.S. spent one-third more on R&D (civilian and
military) than Japan, the former West Germany, the UK, and France
combined. Finally, we believe that the "green light" category is
narrowly tailored and will not negate the effectiveness of the
Uruguay Round agreement in disciplining the more egregious forms
of government subsidies, such as the production subsidies’
utilized by the European Union.

Antidumping/Countervailing Duty Laws

To implement the Urugquay Round agreement, the U.S. must make a
number of changes to its antidumping and countervailing duty
laws.

The domestic industries that use these laws, such as the
integrated steel producers and the semiconductor industry, will
object to any changes to our laws that will make proceedings more
expensive and relief less certain. On the other hand, export-
oriented industries, such as the computer industry, are concerned
that other countries will copy our legislation (thereby
protecting themselves from U.S. challenge) and use it to keep out
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American exports. To balance these interests, we will maintain
as much of our current law as possible while ensuring that the
implementing legislation is faithful to and consistent with the
negotiated texts of the Uruguay Round agreement.
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EXECUTIVE OFFICE OF THE PRESIDENT
COUNCIL OF ECONOMIC ADVISERS
5 WASHINGTON. D.C. 20500

MEMBER 94 MAY 13 pT: 17
May 13, 1994

MEMORANDUM FOR THE PRESIDENT

FROM: ALAN S. BLINDER | (
4— k\.’\_,

SUBJECT: Interest Rates and the Stock Market, Week Ending Friday, May 13, 1994

Interest rates rose sharply on Monday, but then fell late in the week on favorable PPI and CPI
reports. Changes in Treasury borrowing rates were as follows:

Close 5/6/94 Close 5/13/94 Change
3-month bills 4.18 4.12 -0.06
10-year notes 7.35 7.29 : -0.06
30-year bonds 7.53 7.50 -0.03

The stock market closed slightly lower for the week. The broad-based S&P index closed Friday
at 444.14, down 0.8 percent from the preceding Friday’s close. The Dow Jones Industrial

Average closed Friday at 3659.68, down 0.3 percent for the week.
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SUBJECT: Foreign Economic Developments

Exchange Rates: The dollar rose slightly this week overall, but sharply relative to the yen.

Value of the Dollar Week Ending Week Ending Percent change from:
in terms of: 5/6/94 5/13/94 Week ago Year ago
Deutschemark $1 = 1.6637 DM $1 = 1.6690 DM +0.3% +3.3%
Yen $1 = 102.68 Yen $1 = 104.80 Yen +2.1% -6.2%
Multilateral 92.97 93.35 +0.4% +2.6%
(March 1973 = 100)

European Interest Rates: » The Bundesbank cut its key discount and Lombard rates by SO basis
points on Wednesday. The central banks of France, Italy, Denmark, Belgium, the Netherlands,
Portugal, Austria, Spain, and Ireland followed with interest rate cuts of their own. Long-term bond
rates fell in response.

Japan: » The Economic Planning Agency said that the economy remains sluggish, but is showing
some bright signs. The gurrent-account surplus rose to $15.8 billion in March, but is $3 billion lower
than a year ago. Sales of imported cars are 35.1% higher than a year ago, despite a drop of 6.1% in
total car sales. Imported cars now account for 8.4% of the Japanese market.

Eurgpe: » West German consumer prices rose 0.2% in April and are 3.1% higher than a year ago.

Wholesale prices also rose 0.2% in April, but are only 0.5% higher than a year ago. Inflation in the
east also remained moderate, with consumer prices up 3.3% from a year ago.

» French industrial production rose 0.6% in February. Consumer prices rose 0.3% in April
and are just 1.7% higher than a year ago.

» British industrial production fell 0.6% in March, but remains 3.7% higher than a year
ago. The trade deficit fell to $1.1 billion in February.

» Spain’s GDP rose 1.0% in the first quarter after falling for S consecutive quarters.
Unemployment fell slightly to 17.8% in March.

Other Countries: » Australian unemployment fell to 10.1% in April, down from 10.7% a year ago.




