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Chapter 10

U.S. Government Policies: Issues and Options

SUMMARY

International competitiveness has domestic
roots: the ability of an American firm in any
industry to compete with foreign rivals depends
on its costs of production, on the design of its
products, on its marketing skills—in short, on
its ability to provide customers with what they
want, at a price they’re willing to pay. No U.S.
trade or foreign economic policy can in itself
reverse the fortunes of an industrial sector that
has lost, in a fundamental sense, the ability to
compete internationally. Domestic policies of
the U.S. Government might (or might not) be
able to help such an industry rebuild its com-
petitiveness. Trade policy might be able to
equalize the terms of competition between U.S.
and foreign firms. The same logic holds for an
American industry at the top of the interna-
tional competitive ranking: Federal policies
cannot ensure that the sector will remain on
top, although they can support the industry’s
own efforts. The implication: when it comes
to international competitiveness, the first con-
dition for effective policymaking is an appreci-
ation of what government can expect to accom-
plish and what it cannot. The second condition
is an appreciation for the ways (often subtle and
indirect), and the time scales (often long), in
which domestically directed policies—whether
dealing with regulation of banking, with sup-
port for technology development, with educa-
tion and training—affect the international com-
petitive ability of American firms.

Such is the context for the discussion in this
chapter of government policies that affect the
competitiveness of the Nation’s service indus-
tries. The chapter covers 33 policy alternatives.
Much of the discussion reflects the “new is-
sues” character of trade and competition in the
services. Governments are just beginning to
grapple with the implications for international
trade and competition of economies heavily
tilted toward the services. While the United
States is further along than most, here too the

process of articulating goals and implement-
ing policies remains in its early stages. Efforts
by business interests to get services trade onto
the Nation’s policy agenda began in earnest in
the 1970s. By 1982, the U.S. Trade Representa-
tive (USTR) was seeking a place for services in
a proposed new MTN round (multilateral trade
negotiations, ch. 9). Congress, in its 1984 trade
bill, gave USTR responsibility for coordinat-
ing the development of trade policy for the serv-
ices, and charged the Department of Commerce
with devising a service industries development
program. Meeting in Uruguay in September
1986, members of the General Agreement on
Tariffs and Trade (GATT) agreed to begin a new
trade round including discussion of services.

The Uruguay Round negotiations promise to
be lengthy and difficult. The concessions the
United States can realistically ask of other na-
tions, and those it can offer in return, will de-
pend to considerable extent on domestic regu-
latory structures. But while trade negotiators
must remain keenly aware of the constraints
and opportunities presented by domestic pol-
icies, the linkage has been mostly one-way: con-
siderations of international trade and compe-
tition have seldom had much influence on
domestic policymaking. The policymaking
apparatus stems from an era when trade and
domestic policies could be kept separate and
distinct. Even in the 1950s and 1960s, the im-
pacts of Federal policies rarely extended be-
yond the domestic economy. This is no longer
true, but policymaking processes seldom reflect
the new realities—and far less for service in-
dustries than for manufacturing (because serv-
ices trade is not only smaller but less visible).
The central message of this chapter can then
be summarized as follows:

● American service industries must compete
in a world of increasingly potent rivals.

● Federal Government policies traditionally
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viewed as domestic affect the ability of
American firms to compete interna-
tionally.
Policy makers—including those in regula-
tory agencies—need to consider, as a mat-
ter of course, the impacts of their decisions
on international trade and competition.
This new and broader view will be more
vital for the services than for manufactur-
ing because government policies have
greater influence over competitiveness in
the service industries, many of which are
regulated,

If the needed changes come too late, U.S. in-
ternational competitiveness in the services will
probably slip. If competitiveness in the serv-
ices slips as much as it has in manufacturing,
the Nation’s living standards will be further en-
dangered,

Although the new competitive realities for
American industry have been apparent since
the 1970s, Federal agencies by and large con-
tinue to slight the international impacts of do-

mestic policies. Today, policy issues—be they
matters of R&D support for industries like engi-
neering and construction (E&C), the role of the
Federal Communications Commission (FCC)
as the telecommunications industry continues
to restructure, or restrictions on interstate
banking—must be seen in a new context. This
context—one in which U.S. industries are im-
mersed in a global economy, sometimes com-
peting with foreign firms, sometimes cooper-
ating with them—means that domestic and
foreign economic policies can no longer be
viewed independently, Because the changes are
so fundamental, it may be time for Congress
to seriously consider equally fundamental shifts
in the structure of the Nation policymaking
apparatus. While changes in structure (for in-
stance, the establishment of a cabinet-level de-
partment of trade) are no substitute for good
policy, they could give policy makers the tools
needed to implement well-conceived policies—
tools that, judging by results, they do not cur-
rently seem to have.

OVERVIEW OF POLICY OPTIONS

Beginning with trade issues, the discussion
in this chapter turns to linkages between do-
mestic policies and international competitive-
ness, to human resources, and to technology
development, before returning to the policy-
making process itself, This section outlines the
main themes, with selective references to the
policy options listed in table 55. This first table
identifies the issues and options covered in the
chapter, listing each by number. Tables 56, 57,
and 59-61, which follow later, summarize the
options. Appendix 10A, at the end of the chap-
ter, outlines a few of the many ways in which
tax policy can affect competitiveness in the
services.

With major trade bills (H.R. 3 and S. 490)
quickly introduced in both House and Senate,
a new record current account deficit in 1986
(some $141 billion), and a new GATT round
beginning, there is every reason to expect that
trade will remain in the spotlight during the

100th Congress, The Administration, as well,
may be ready to assign competitiveness a higher
priority. 1 Two overriding concerns will con-
tinue to shape the debate: 1) how to manage
the strains that rapid competitive shifts have
forced on the U.S. economy; and 2) how to con-
tinue working toward a more open interna-
tional economic system. These two broad ob-
jectives inevitably come into conflict.

A trade policy that the public understands
and accepts must be based on a shared view
of U.S. interests. The question policy makers
constantly face from domestic constituents and
interest groups is this: How, specifically, does
the United States benefit from continued liber-
alization of the world trading system? Good an-
swers depend on an understanding of the

I President Reagan’s competitiveness package is the proposed
Trade, Employment, and Productivity Act of 1987, H.R. 1154
and S. 539.
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Table 55.—Summary Guide to Policy Optionsa

Issue Area Option Relevant service sector

/. The Services and U.S. Trade Policy (see table 56, p. 336; for details)
A. NEGOTIATING OBJECTIVES

—Congressional guidance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1
B. COORDINATION OF SERVICES POLICY

c.

D.

E.

Il.
A.

B.

Ill.

—Oversight on coordination of trade negotiations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2
TRADE ANALYSIS AND DATA
—Long-term analysis for trade policy and planning . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3
—Oversight on collection of services trade data (also see Option 12) . . . . . . . . . . . . . . 4
—Improving the data on trade in services and on technical licensing . . . . . . . . . . . . . . 5
SUPPORT FOR THE NEGOTIATIONS PROCESS
—Staff and budget for USTR and other agencies. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6
–Service sector advisory committees (also see Option 16) . . . . . . . . . . . . . . . . . . . . . . . 7
—Continuing evaluation of U.S. and foreign regulations that act as non-tariff

barriers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  .   . . . . . . . 8
OTHER TRADE-RELATED ISSUES (see table 57, p. 345)
—Overseas promotion of exports . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9
—Tied aid and mixed credits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10
—Trade and Development Program (TDP) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11

Linkages between Domestic Policies and International Competitiveness (table 59, p. 349)
EXAMPLES FROM BANKING AND FINANCIAL SERVICES
—Data on international trade in banking . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
—Office on international impacts of banking policies . . . . . . . . . . . . . . . . . . . . . . . . . . .
—International coordination of regulations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
EXAMPLES FROM TELECOMMUNICATIONS
—Negotiating objectives . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
—Advisory committee on telecommunications negotiations . . . . . . . . . . . . . . . . . . . . . .
—Institutional mechanisms for addressing impacts of domestic policies on

competitiveness. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Human Resources (table 60, p. 357)
A. EVALUATION

—Fundamental reexamination of human resources policies as they affect
competitiveness. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

B. ADULT EDUCATION AND TRAINING
—Demonstration projects for training/retraining of the active work force . . . . . . . . . . .
—Increasing the national commitment to education and training of active workers . .
—Postsecondary vocational/technical curricula . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

C. INSTRUCTIONAL TECHNOLOGY
—Inventory of federally developed training materials . . . . . . . . . . . . . . . . . . . . . . . . . . . .
—Transfer of federally developed training methods, procedures, and course

materials . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
—Funding for research, development, evaluation, and dissemination of instructional

technologies. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . .  .

IV. Technology Development (table 61, p. 362)
A. R&D IN THE SERVICES

—Improving Federal Government data . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
B. THE U.S. TECHNOLOGY BASE

—Federal support for commercial R&D . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
—Technology diffusion to industry . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
—Implementation of Japanese Technical Literature Act. . . . . . . . . . . . . . . . . . . . . . . . . .
—International exchanges of technical personnel . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
—Equitable access to foreign technology . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
—Analysis of impacts of defense-related R&D on U.S. competitiveness . . . . . . . . . . . .

C. TECHNICAL STANDARDS
—Federal testing and demonstration facility for ISDN . . . . . . . . . . . . . . . . . . . . . . . . . . .

—Preparation for upcoming meetings of the
International Telecommunication Union . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

12
13
14

15
16

17

18

19
20
21

22

23

24

25

26
27
28
29
30
31

32

33

all

all

all
all
all; licensing

all
all

al I

primarily E&C
primarily E&C
primarily E&C

banking
banking
banking

telecommunications;
telecommunications

telecommunicate ions

all

all
all
al I

potentially all

potentially all

all

all

all, E&C
all
all
all
all
all

information and
telecommunicate ions;
indirectly all

information and
telecommunications;
indirectly all

aThf~ table a p p e a r e d  In ch 1 as table 2

SOURCE Off Ice of Technology Assessment, 1987
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sector-specific strengths and weaknesses of the
Nation’s economy. This will be as true when
it comes to liberalization of trade and invest-
ment in the services as it has been for goods
trade. OTA’s analysis in earlier chapters shows
many U.S. service industries to be highly com-
petitive internationally. It is the case that the
E&C industry has been losing ground since the
1970s, while sectors like banking face strong
competition. But considering the services as
a whole, liberalization of trade and investment
should help maintain U.S. advantages.

To get agreements in the services, however,
the United States will probably have to make
concessions elsewhere: discussion of services
in the new round will not take place in a
vacuum. With GATT discipline over trade in
goods breaking down, crafting the U.S. posi-
tion may prove tricky. Along with other indus-
trialized nations, the United States has re-
stricted imports of goods ranging from steel to
textiles, automobiles to television sets. Some
of these restrictions plainly meet GATT tests;
others have evaded the spirit if not the letter
of the rules. As pointed out in the preceding
chapter, much of the opposition to services ne-
gotiations in the new round has arisen among
developing nations that have found access for
their exports of merchandise closing down. De-
spite the two-track nature of the Uruguay
Round, the Third World will certainly ask that
the industrial countries take more of their goods
in return for liberalization in services.

On such questions concerning the place of
the services in U.S. trade policy, OTA discusses
eight policy options (table 55), beginning with
negotiating strategy in the Uruguay Round.
While Congress traditionally gives the execu-
tive branch considerable flexibility in conduct-
ing such negotiations, congressional guidance,
formal or informal, will be needed if the Admin-
istration is to bring back a politically accept-
able agreement (Option 1). Congress may also
wish to assure, through oversight and legisla-
tive action where needed, that executive branch
coordinating procedures are adequate to de-
velop and maintain consistent U.S. positions
in GATT and the other international forums
where services will be discussed (Option 2).

With a growing number of countries active
in world trade, and with trade negotiations on
more fronts, better analytical support has be-
come a critical need for U.S. trade policy (Op-
tions 3-5). As OTA has noted elsewhere, Fed-
eral agencies could with little difficulty
substantially improve their data on trade in
services. 2 Better data will not be of much value
to decisionmakers, however, without the ana-
lytical expertise to place it in long-term policy
perspective. The desire to strengthen processes
for formulating and implementing policy lies
behind many of the proposals to create a new
department of trade, or otherwise reorganize
executive branch trade functions. By itself,
trade reorganization would not necessarily ac-
complish this; but Congress could create bet-
ter support systems—available should policy-
makers choose to call on them.

Regulatory decisions influence U.S. competi-
tiveness in many ways—some direct, some
indirect—particularly in sectors like banking
and telecommunications, overseen by numer-
ous agencies having overlapping or com-
plementary responsibilities. Yet potential im-
pacts on U.S. competitiveness rarely have much
of a role in agency decisions; when they do,
the matter is usually viewed as exceptional.
Sooner or later, this will have to change, with
decisionmaking, regulatory and otherwise, rou-
tinely encompassing competitive impacts:
OTA’s analysis points to the need for a better-
developed institutional framework for dealing
with the linkages between domestic policies
and international competitiveness. Here, exam-
ples from banking and telecommunications pro-
vide the primary context for examining alter-
natives (Options 12-17).

Previous OTA assessments have consistently
pointed to human capital as the foundation for
internationally competitive industries. Ameri-
cans will need new skills as their employers
restructure and adopt new technologies. Peo-
ple with poor skills are most likely to lose their
jobs as a consequence of restructuring. But
compared with other industrial nations, the

2Trade in Sertrices: Exports and Foreign Revenues [Washing-
ton, DC: Office of Technology Assessment, September 1986].
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U.S. Government provides little public support
for adult education and training (Options 19-
21). More emphasis on the development of in-
structional technologies also seems called for;
computer systems pose fundamentally new op-
portunities at all levels of the educational sys-
tem. Using them effectively will demand re-
search and pilot projects (Options 22-24). Most
generally, adapting an education and training
system rooted in the 19th century to the needs
of the 21st may well require a comprehensive
overhaul of public policies. The first step is to
reevaluate these needs and policies at the most
fundamental level; the effort to reformulate hu-
man resources policies has hardly begun, de-
spite the many studies of the U.S. educational
system to appear over the past several years.

Throughout this report, OTA has stressed the
interdependence of manufacturing and the
services—with the competitive ability of U.S.
firms in data processing and information serv-
ices, for instance, depending on the competi-
tiveness of U.S. computer and telecommuni-
cations equipment manufacturers, as well as
software firms. Likewise, U.S. competitiveness
in financial services stems in part from the ex-
cellence of the Nation’s telecommunications
infrastructure—and, more generally, from the
ability of American companies to effectively
utilize computer-based technologies of all kinds.
As such examples suggest, the services depend
on much the same technology/science base as
manufacturing. Because the very idea of R&D
in the services has been ill-defined and often
unrecognized, the first step here is simply for
Federal agencies to acknowledge the role of

THE SERVICES IN

U.S. Trade Policy: Overtaken by Events?

Although the United States has worked ac-
tively to promote a liberal international eco-
nomic order since the 1940s, our leadership has
been called into question in recent years. And,
with other nations catching up economically,
a series of Administrations has been criticized
for lacking policies suited to the new problems

technology in service industries (for instance,
by revising procedures for collecting data on
R&D related to the services–Option 25).

But as the analysis in chapter 6 suggests,
along with previous OTA reports, the Nation’s
technological problems go much deeper. In re-
cent years, the political climate has been less
than hospitable for Federal spending on applied
research (except for defense) or commercial
technology development; the Reagan Adminis-
tration has been content to fund basic science,
holding that this will suffice to rebuild the in-
ternational competitiveness of American indus-
tries. Congress, in several pieces of legislation,
has enacted a framework for a more compre-
hensive technology policy. As yet, the Admin-
istration has implemented only a few of the spe-
cifics in these laws. If Congress wishes to
strengthen the Federal role in development and
diffusion of commercial technologies, addi-
tional directives to the Administration maybe
required (Options 26, 27, and 31).

Finally, the Nation’s overall policymaking
system may itself need redefinition. Structural
change in the U.S. and world economies has
helped bring the problems into focus, but real
change—in the sense of better coordination and
integration of trade and domestic policies (as
these affect both the services and manufactur-
ing)—has yet to follow, Redefinition need not
imply self-conscious attempts at reorganizing
or reapportioning responsibilities for either
trade or domestic policies, although there is no
reason to rule these out a priori,

U.S. TRADE POLICY

of maintaining U.S. competitiveness in a world
of increasingly able competitors.

OTA’s previous assessments of international
competitiveness have stressed two points con-
cerning trade policies and trade negotiations:3

‘See, in particular, lnternatjona) Cornpetiti\’eness  in EIef:tror]jcs

(Washing tori, DC: office of Technology Assessment, November
1983), ch. 11.
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Structural change in the world economy
has outstripped the response capability, not
only of GATT, but of U.S. trade law. Driven
in part by technological change and in part
by international business practices, pat-
terns of production and trade now take
forms that were not anticipated when the
GATT framework was devised. In effect,
governments have greater difficulty in
defining national interests in a highly in-
tegrated global economy—one in which a
fifth of U.S. imports (and much more for
some products) represent shipments from
American-owned affiliates abroad.
National industrial policies, adopted by
governments around-the world, have also
changed the rules of the game. Providing
multiple forms of indirect support for do-
mestic firms, industrial policies aggravate
the problems posed by non-tariff barriers
(NTBs) because many of the routine tools
now used by governments can be viewed—
i.e., by other nations—as trade restrictions
or unfair forms of competition. The rec-
ord remains mixed when it comes to the
effectiveness of industrial policies, but it
seems clear that many countries are learn-
ing to make steadily better use of them. Cer-
tainly, experience over the past two dec-
ades has taught foreign governments how
to bargain more effectively with multina-
tional corporations (MNCs), using the tools
of industrial policy to shape economic de-
velopment in accord with national goals
(chs. 6 and 9).

Structural shifts and evolving practices in in-
ternational business have affected trade and in-
vestment in the services fully as much as in
goods-producing industries. So have national
industrial policies, particularly in sectors like
telecommunications.

Policymaking processes within the U.S. Gov-
ernment, as well as in bodies like GATT, have
shown no more than modest capacity to adjust
to the new realities. Whether in the steel indus-
try or microelectronics, events now seem to
move too quickly for the policy apparatus to
respond. By the time trade complaints have
moved through the system, and some resolu-

tion seems at hand—often a matter of years—
the competitive landscape may have changed
almost beyond recognition. Voluntary restraint
agreements (VRAs) covering imports of ma-
chine tools, for example, came (at the end of
1986) a decade after the Nation’s trade balance
in these products turned negative, and more
than 3 years after a request for relief by the Na-
tional Machine Tool Builders’ Association.
More fundamentally, history offers little hope
that, in an industry like this, VRAs will make
much difference for competitive prospects.

The mounting U.S. trade deficit has resulted,
on the one hand, in sector-specific trade restric-
tions like the machine tool VRAs. On the other
hand, the United States has continued to advo-
cate further liberalization of world trade—both
rhetorically, and through concrete proposals
in GATT and other international bodies. As
events continue to unfold, it becomes more dif-
ficult for the government to reconcile the dis-
crepancies between these two sets of actions.
The enormous number of trade bills proposed
in recent years—more than 700 introduced in
the 99th Congress, 400 in the first five months
of the 100th—shows the extent of concern. Con-
gress enacted major trade laws in 1974, 1979,
and again in 1984. Trade remained a promi-
nent legislative concern during the 99th Con-
gress—a concern that carried over into the
100th Congress.4 In April of 1987, the House
passed an omnibus trade bill (H.R. 3); in May,
the Senate Finance Committee reported out its
trade package (S. 490). (Other Senate commit-
tees were still at work on their contributions
to comprehensive trade legislation.)

The Service Industries: New on the American
Political Agenda

Trade in services has more visibility in pol-
icy circles than ever before, as reflected in ac-
tions taken by both Congress and the execu-
tive branch over the past dozen years. Since

dThe House passed an omnibus trade bill in 1986 (H. R. 4800).
While several major trade bills were proposed in the Senate dur-
ing the 99th Congress, none was reported out of committee. See
R.J, Ahearn, et al., “Trade Legislation: Comparative Analyses
of H.R. 4800 and Selected Senate Trade Bills, ” Congressional
Research Service report 86-740, June 10, 1986.



the early 1970s, business interests have sought
to focus attention on barriers to services trade,
with prominent corporations arguing that they
have been underrepresented in previous MTN
rounds. Banking and finance, insurance, tour-
ism, motion pictures, telecommunications, and
transportation got much of the early attention.
In 1982, the first business organization con-
cerned with the services as a whole emerged—
the Coalition of Service Industries (CSI), with
members ranging from banks to firms provid-
ing temporary help services. While the U.S.
Chamber of Commerce includes a services
group, and sectors like banking, insurance, and
construction have had their own trade associa-
tions for years, CSI was the first organization
formed to promote the interests of all services.

On the labor side, unions representing serv-
ice industry employees—including the United
Food and Commercial Workers, the Service
Employees International Union, Communica-
tions Workers of America, and the American
Federation of State, County and Municipal
Employees—have been active much longer than
CSI. In recent years, organized labor has placed
a high priority on gaining members on the serv-
ice side of the economy, where, in contrast to
manufacturing, U.S. employment has been ris-
ing. Labor unions, however, have expressed
deep reservations over bringing services into
GATT; in part, this reflects a concern that the
United States might need to give ground in
manufacturing as the price of lower barriers
to services trade,

In Congress, the most important initiative to
this point has been passage of the International
Trade and Investment Act, part of the Trade
and Tariff Act of 1984 (Title III of Public Law
98-573). The Act gives primary responsibility
for developing services trade policy to USTR;
specific duties for the Department of Commerce
include developing policies to increase the com-
petitiveness of U.S. service industries (in con-
sultation with other agencies), collecting and
analyzing data on the services, preparing a bien-
nial report for Congress and the President, and
providing staff support to USTR on services-
related trade issues. On a day-to-day basis, the
Office of Service Industries (part of the Inter-

Ch. 10—U.S. Government Policies: Issues and Options ● 335

national Trade Administration, ITA) has
responsibility for Commerce’s service indus-
tries development program, While the 1984 law
provides a legislative mandate for coordination
among the dozens of Federal agencies involved
in services policy, it is far from clear that the
executive branch has managed to implement
it effectively. Nor had the initial report on Com-
merce’s services program been submitted when
the 99th Congress adjourned.

Negotiating Strategies in the Uruguay Round

During the new GATT round, negotiators will
deal with services and goods on separate tracks,
Other new issues will share the stage with serv-
ices, as discussed in the preceding chapter, with
intellectual property rights and counterfeiting,
as well as trade-related investment, on the goods
side of the agenda. In addition, the Uruguay
Round will take up agricultural trade—a sub-
ject GATT has been unable to come to grips
with in the past. With the new round sched-
uled to last until the fall of 1990, Congress will
have ample opportunity to review progress and
provide guidance to U.S. negotiators. An op-
portunity seems likely in 1987, as Congress
looks at alternatives to renew fast-track ap-
proval processes for trade agreements. This or
some other early occasion would give Congress
the opportunity to take stock of U.S. negotiat-
ing strategies (Option 1, table 56),

The Tokyo Round showed ongoing congres-
sional involvement to be desirable and most
likely essential if U.S. negotiators are to bring
back a politically acceptable agreement.’ Many
channels, formal and informal, can serve this
purpose. Members of Congress—five from each
house–serve as official advisors to U.S. MTN
delegations. In this capacity, they can attend
negotiating sessions, and are to be kept in-
formed of all developments. Congressional
committees with jurisdiction over trade can
seek the views of, and provide guidance to, U.S.
negotiators in executive session. Congress also

‘See R, R, Ri\rers, “The S\stem CAN Work: The Trade Act of
1979, ” and R.S. Strauss, “Colmnlentary: On Trade, ” &faking Go Ir-
ernmen t 11’ork:  From JI’hite Hou,se 10 Congress, R.E, Hunter,
\\’. I.. Berman, and J, F’, Kenned\’,  eds. ( Boulder, CO: West\ ’iew,
1986), pp. 8-30.
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Table 56.—issue Area 1: The Services and U.S. Trade Policy
—

Issue Options for Congress Comments
A.  NEGOTIATING OBJECTIVES
While negotiators need flexibility, close con-

tinuing contact with Congress is essential
if the Administration is to secure a trade
agreement acceptable to the legislative
branch

B. COORDINATION OF SERVICES POLICY

Developing trade policies for services will
require effective coordination among more
than 30 Federal agencies (including nu-
merous regulatory bodies) with responsi-
bilities for services. U.S. negotiators will
need to develop and present coherent po-
sitions at GATT and other multilateral fo-
rums, as well as in bilateral discussions.

C. TRADE ANALYSIS AND DATA
Better analytical support would make for

better U.S. trade policy. Long-term policy
planning is a particular need, given the pro-
tracted nature of negotiations in forums
such as GATT, which often span two or
more administrations and several Con-
gresses, (Indeed, because the U.S.
negotiating position may shift over time,
other countries sometimes take a wait-
and-see attitude before negotiating
seriously.)

The current database on trade in services is
seriously deficient. Without better infor-
mation, policy makers will have continuing
difficulty devising negotiating strategies
and weighing trade-offs among competing
objectives.

OPTION 1: While the Uruguay Round is in
its early stages, Congress could provide
specific guidance to the Administration
on the outcomes it views as most critical
to U.S. interests. This could take forms in-
cluding:
● informal congressional consultations

with USTR;
● requiring formal consuItation and

reporting at several junctures before the
Administration seeks congressional ap-
proval of new GATT agreements;

● legislative statements of U.S. negotiat-
ing objectives, possibly including objec-
tives for specific service sectors, This
could involve amending the relevant
portions of the Trade Act of 1974 (e.g.,
Sec. 104A, added in 1984 to define
broad goals dealing with services trade,
foreign direct investment, and trade in
high-technology goods).

OPTION 2: Also at an early point during the
Uruguay Round, Congress could conduct
oversight (and provide guidance and direc-
tion where needed) on executive branch
coordination of services trade policy, un-
der Title Ill of Public Law 98-573. In partic-
ular, Congress might use the oversight
process to determine whether coordina-
tion is adequate for ensuring consistent
U.S. positions in GATT and the other in-
ternational forums where sector-specific
and specialized issues (e. g., intellectual
property protection) will be discussed.

OPTION 3: Establish a new office for trade
policy analysis, to provide continuing ana-
lytical support and institutional memory
for executive branch decisionmaking. The
office could focus on support for day-to-
day decisions, on longer term policy de-
velopment, or both,

OPTION 4: Conduct oversight on implemen-
tation of the International Investment and
Trade in Services Survey Act (as amended
in 1984) to determine whether some of the
discretionary provisions for data collec-
tion should be made mandatory.

The new GATT round raises fundamental
questions concerning the U.S. role in the
world trading system—matters going far
beyond possible GATT coverage of the
services:
● In what ways would a stronger GATT

serve U.S. interests?
● WilI U.S. initiatives in services trade

and other new issues—and in agricul-
tural trade—serve to strengthen GATT
as an institution? Will some of them
and not others?

. Other nations will inevitably seek con-
cessions in exchange for agreements
that U.S. policy makers view as impor-
tant. What sorts of trade-offs is the
United States likely to face as we move
into the Uruguay Round?

● How will U.S. negotiators assign rela-
tive priorities to goods and to services
when conflicts between the two arise
during the discussions?

Title Ill of Public Law 98-573 gave USTR
responsibility for developing and coor-
dinating services trade policy, using the
interagency Trade Policy Committee (or
its subcommittees). The law assigns Com-
merce the task of developing, in consulta-
tion with other agencies, policies to
increase the competitiveness of U.S. serv-
ice industries.

Negotiations affecting trade in services may
take place in other forums as supple-
ments to or in parallel with GATT, Exam-
ples include OECD, the World Intellectual
Property Organization, and the internation-
al Telecommunication Union. (See table
54 in ch. 9 for further examples.)

The primary reason for creating a new trade
policy analysis unit, rather than simply
providing more resources to an existing
office, would be to place the new group
close to policy makers—and to staff and
structure it accordingly.

In Section 306 of Public Law 98-573, Con-
gress amended prior law to give clear
authorization to the President to collect
data on trade in services, as well as to
continue surveys on foreign investment.
However, Congress left collection of serv-
ices data discretionary; implementation of
some surveys has been substantially
delayed within the Administration (see
Option 5).
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Table 56.—issue Area 1: The Services and U.S. Trade Policy—Continued

Many of the needed Improvements in serv- OPTION 5: Direct the Commerce Department

ices data would entail changes I n proce- to take specific action to improve data on

dures of the Bureau of Economic Analysis trade in services. Possible steps Include:

(BEA) ,  t he  Commerce  Depa r tmen t  unit ●

tha t  compi les  t rade s ta t is t i cs  The Ad-
min is t ra t ion has fa i led to  approve some
B E A  p r o p o s a l s .  W i t h o u t  a  c o n g r e s s i o n a l  “
d i rec t ive ,  de lays may cont inue

●

surveying service transactions between
unaffiliated firms (by proceeding with
the BE-20 survey or a modified version),
expanding the Census of Service in-
dustries;
altering BEA procedures for presenting
royalties and license fee data to distin-
guish technology from other categories
of intangible property, and to provide
data on numbers of Iicense agreements
by year, and on receipts and payments
on new Iicense agreements in a given
year

D. SUPPORT FOR THE NEGOTIATIONS PROCESS
Despite the growing number of issues on

If

the Nation’s trade agenda, budget and
staff resources for negotiations remain
modest To be effective in GATT and
other forums, USTR and other agencies
will need Increased support

discussions on services trade move be-
yond the umbrella stage to sector-specific
topics —and for such talks elsewhere—
U S negotiators will need more input
from service industries and their em-
ployees, and from users of services

Regulatory policies lie behind many of the
barriers to services trade and Investment,
includlng regulations that serve Important
public purposes Progress in reducing bar-
riers will depend on willingness by coun-
tries to acknowledge and identify
regulations that unnecessarily dis-
criminate against foreign firms

SOURCE Off Ice of Technology Assessment, 1987

OPTION 6: Expand USTR’s budget and staff
to meet not” only the heavy continuing
workload expected over the course of the
Uruguay Round. but also to carry on plan-
ning and preparations for subsequent
negotiations, including those in other in-
ternational forums.

OPTION 7: Direct the Administration to es-
tablish several more Industry Sector Advi-
sory Committees (ISACs) to speak for
particular service industries, and several
additional labor subcommittees to speak
for their employees To prepare for sector
specific talks—indeed, to help determine
whether these would be desirable from
the U.S. point of view—Congress could
direct the Administration to establish and
consult with the new advisory groups at
an early date

OPTION 8: Direct USTR (in cooperation with
other agencies) to give high priority to
evaluating both U S and foreign regula-
tions that act, Intentionally or Incidentally,
as non-tariff barriers to trade and invest-
ment in the services By taking the initia-
tive, the United States could encourage
other major trading nations to examine
their own regulatory barriers.

has the option of prescribing specific negotiat-
ing goals (e. g., as amendments to existing ob-
jectives in Sec. 104A of the Trade Act of 1974,
as amended).

OTA’s analysis suggests a number of specific
issues that Congress could examine as it re-
views prospects for the Uruguay Round:

● How difficult will it be to take meaningful
steps toward liberalization of trade and in-
vestment in services? The obstacles seem
real enough: 1) continuing resistance from

Comments

OTA discusses further steps for Improving
the database on services trade in its spe-
cial report, Trade in Services: Exports and
Foreign Revenues. Also see Opt Ion 12 in
table 59 on financial services

As part of this process, Congress could
direct the Administration to compile and
annually update a statement Iisting the
contributions of all Federal agencies to
U.S. trade negotiations, and specifying
measures taken by these agencies to
maintain support at adequate levels

The trade advisory committee system autho-
rized by Sec. 135 of the Trade Act of 1974
provides a mechanism for private sector
i n put into trade negotiations. WhiIe an
overall Services Policy Advisory Commit-
tee exists, only one ISAC (or two, count-
ing that for wholesaling and retailing)
represents the services at the sectoral
level, compared with 14 for goods (See
Option 16 for discussion of telecommuni-
cation s.)

USTR reports annually to Congress on for-
eign trade barriers. The agency made a
start on identifying U.S. regulations af-
fecting trade in services when it prepared
the U S. national study on services. sub-
mitted to GATT in 1983 To reach agree-
ments on reducing barriers to services
trade, nations will first have to decide
what topics are appropriate for dis-
cussion. —

developing countries and some industrial-
ized nations, the latter mostly centering on
sector-specific issues; 2) probable conflict
within the U.S. Government over relative
priorities for services and other concerns
(i.e., agriculture, trade in manufactured
goods); 3) resistance to liberalization of
services trade on the part of some domes-
tic interests.

The International Engineering and Con-
struction Industries Council, for example,
has cautioned that bringing services into
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GATT could mean costs as well as bene-
fits to the U.S. E&C sector.6 As for labor,
the AFL-CIO continues to express its con-
cern that the price of liberalization in the
services might be further concessions on
goods, leading to more imports, further ero-
sion of the U.S. manufacturing base, and
job losses.

Under these circumstances, U.S. officials
have been forced to advocate selective lib-
eralization of services trade. Easing entry
for foreign workers is a politically sensi-
tive issue; so are some kinds of NTBs.
While many U.S. service firms would like
to see GATT guidelines that would let them
move professional employees freely from
country to country, such an agreement
would be hard to achieve without opening
the way for, say, foreigners to work on con-
struction projects here. Among the more
notable NTBs affecting services, restric-
tions on shipping, such as the Jones Act
in the United States—which limits domes-
tic shipping to vessels built here, crewed
by Americans, and flying the U.S. flag–
would be difficult to change. (Many other
countries have similar laws.)
How useful would an umbrella agreement
on services actually be? USTR seeks a
broad and general set of principles that
would create a framework for continued
discussions in later years (see ch. 9, p. 298).
Later in the Uruguay Round, negotiations
under that umbrella, dealing with narrower
topics and with specific service sectors,
might or might not take place. One of the
primary umbrella objectives, for example,
is for all GATT members to concur in
honoring the principle of national treat-
ment for foreign-based service firms—
meaning that domestic and foreign com-
panies would operate under the same rules.
Such goals seem sensible if abstract, and
not very ambitious. While an umbrella
agreement would set the stage for sector-
specific talks, there are real questions about
the ability of GATT to resolve the sticky
political problems that would follow.

“’IECIC Paper on GATT-March 20, 1986, ” International Engi-
neering and Construction Industries Council, Washington, DC.

●

For the United States, moving onto sec-
tor-specific subjects (bilaterally or multi-
laterally) would mean soliciting a good deal
more input from individual service sectors
and their employees. Lacking this, it is hard
to see how U.S. negotiators could conduct
an intricate series of bargaining sessions
dealing with the particular problems of par-
ticular sectors.

Regardless of whether sector-specific dis-
cussions take place during the Uruguay
Round, a U.S. policy of conducting bi-
lateral negotiations while the GATT delib-
erations continue seems unavoidable—
indeed desirable (ch. 9). Moreover, mul-
tilateral discussions will also be proceed-
ing in other, more specialized, forums. The
International Telecommunication Union
(ITU) has an important series of talks
scheduled for 1988 and 1989, while the
GATT ministerial declaration states spe-
cifically that the Uruguay Round discus-
sions on intellectual property rights are not
to prejudice initiatives in the World Intel-
lectual Property Organization (WIPO) or
elsewhere.
Is it realistic to expect GATT to deal with
questions of investment? Continued open-
ing of the international economic system
implies greater integration of trade and in-
vestment regimes; it has become increas-
ingly difficult to retain the rather artificial
separation between the two. Because in-
ternational business activity in many of the
services requires foreign direct investment
(FDI), any substantial reduction in barriers
to services trade implies a loosening of re-
strictions on FDI. But many developing
countries view control over inward invest-
ment as a vital tool for steering economic
development; they will resist any move to
reduce their leverage. Indeed, some less
developed countries (LDCs) may fear that
talks on services are little more than a stalk-
ing horse for an agreement on direct in-
vestment.

GATT itself has traditionally focused on
trade, with investment issues a matter for
bodies like the Organization for Economic
Cooperation and Development (OECD) and



.

the International Monetary Fund. In the
Uruguay Round, trade-related investment
—basically, the question of performance
requirements (such as rules permitting FDI
only on condition that some fraction of pro-
duction be exported) –will be on the goods
side of the agenda.

• With so many highly contentious issues up
for discussion, does the Uruguay Round
promise to strengthen GATT, and thus help
move the world economy toward greater
openness? Dependent on consensus among
its members, and lacking in enforcement
procedures, GATT appears weaker today
than ever. With its ability, as now struc-
tured, to maintain a minimal level of dis-
cipline over goods trade in some doubt,
would an agreement on services help to
strengthen GATT? Put another way, if the
objective is a stronger GATT, would it
make more sense to concentrate on exist-
ing and widely acknowledged problems be-
fore taking up new issues?

Without teeth in GATT enforcement pro-
cedures, and without, for example, modi-
fying the safeguards provisions—Article
XIX, which permits governments wide lat-
titude in negotiating “voluntary” restraint
agreements or other import restrictions—
there seems little prospect of reversing the
incremental movement over the past dec-
ade toward a system of managed trade. If
this movement continues, bilateral agree-
ments and exceptions to GATT principles
such as the Multi-Fiber Arrangement will
eventually become the dominant reality.

If the United States really seeks a
stronger GATT, fundamental problems
such as these deserve high priority. If, on
the other hand, the United States would
prefer to continue withdrawing as cham-
pion of an open international economy,
then a strategy of pursuing incremental
changes that serve U.S. interests, rather
than seeking more basic reforms of GATT
procedures, becomes appropriate. Con-
gress may wish to delve into such matters
before the Uruguay Round moves too far
into matters of substance.
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In any case, given a range of services-related
issues to be addressed in a range of interna-
tional forums, effective coordination among the
various U.S. delegations will be necessary (Op-
tion 2, table 56). As noted above, the Trade and
Tariff Act of 1984 assigns both USTR and Com-
merce statutory responsibilities for coordina-
tion and consultation with other agencies on
policies related to the service industries. At this
point, it is not clear how well the procedures
are working, Congressional oversight could
reinforce the importance of coordination; Con-
gress could also explore the possible need for
additional legislation.

Trade Analysis and Information

This and other OTA studies have stressed the
need for good information and analysis in sup-
port of trade policy (and domestic policies as
they affect trade)—an especially critical need
today, with international trade relations far
more complicated than when GATT was estab-
lished. Not only have many more nations be-
come active exporters and importers, but the
multinational corporations that now play such
a prominent role in trade and investment hardly
existed 40 years ago. Congressional action to
strengthen the analytical support system for
trade decisions could lead to better policy. So
could improvements in the data on trade in
services.

U.S. trade policy has become increasingly
reactive over the past 10 or 15 years, respond-
ing primarily to immediate pressures—surging
imports of machine tools or semiconductors,
the fluctuating strength of the dollar, Lobby-
ing by business, labor, and other interest groups
focuses on matters of short-term advantage or
disadvantage, For their part, politicians often
tend to view interest groups as tactical allies
in the short run, rather than partners in an on-
going effort to develop a coherent policy. Un-
der these circumstances, trade policy can eas-
ily devolve into a string of contests over the

topical issues of the day. In the absence of
longer term perspectives, changes in the world
economy and shifts in international competi-
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tiveness catch the United States unawares.
Then the consequences—plant closings and
layoffs, an enormous trade deficit, the Nation’s
new status as an international debtor—become
the pressing realities, to be dealt with in a cri-
sis atmosphere.

This process, in which long-festering prob-
lems percolate to the top of the policy agenda,
to be dealt with (or dropped) so that Congress
and the executive can go on to something else,
contributes to the ad hoc decisions and even-
tual contradictions in U.S. trade policy touched
on above. Domestically too, deregulation can
be seen in part as a consequence of failure by
government to find ways of coping with tech-
nological and structural change: pulling back
may sometimes be the easy way out. (The posi-
tive side, of course, is that deregulation has
helped many American industries to compete—
e.g., in international banking. ) Nonetheless,
public recognition of the inter-relationships
among international competitiveness, struc-
tural adjustment, and the Nation’s standard of
living has been growing. Policy makers seem
more willing to acknowledge the links between
foreign economic policy and domestic policy.
The new GATT round could provide the oppor-
tunity for a major reassessment of the U.S. po-
sition in the world economy.

Analytical Support

The many proposals for reorganizing the
trade responsibilities of the Federal Govern-
ment reflect not only a sense of frustration, but
a sense that new sets of institutional linkages
between trade and domestic policy could lead
to a more effective policymaking system. Some
proposals would strengthen USTR, and give it
more responsibility. Others would combine
USTR with parts of the Commerce Department
(and perhaps other agencies] to forma new de-
partment of trade, or department of trade and
industry. Several proposals have called for a
White House council on trade to replace or sup-
plement the statutory (but largely inactive)
Trade Policy Committee, As discussed in the
section on “Organization and Effectiveness of
Federal Policymaking” near the end of this
chapter, most of these suggestions focus on the

need to coordinate policy among executive
branch agencies, with the heads of departments
and agencies serving on the council.

Here, the fundamental point is that regard-
less of the structure of the policymaking sys-
tem, better analytical capability would be an
antidote to short-term thinking on the complex
problems of trade and competitiveness (Option
3). The Uruguay Round is just beginning, and
a new MTN agreement will probably not take
effect until the mid-1990s. Action during the
100th Congress to provide better analytical sup-
port for U.S. trade policy could help the United
States define objectives, weigh possible trade-
offs, and develop alternative negotiating posi-
tions as the new round unfolds.

At present, many agencies gather data and
information on trade, but the data become use-
ful to policy makers only to the extent that they
can be placed in a meaningful framework.
Should Congress create a department of trade,
a small analytical unit, comprised of highly
qualified professionals, would be a valuable
addition to the agency. To help assemble the
needed expertise, Congress could exempt the
staff from normal civil service rules.7 Such a
step could also help preserve some of the vital-
ity USTR has exhibited in the past. While it
might be possible to achieve similar ends by
building on an existing analytical group (e.g.,
one of those currently within ITA in the Com-
merce Department), the real need is for new
approaches and unusually qualified people—
placed close to the center of policymaking.

An alternative—e.g., if trade reorganization
does not come to pass–would be to establish
a separate analytical unit within USTR, or sub-
stantially expand USTR’s small existing com-
plement of analysts. Such a group would be in
the right place—close to high-level executive
branch decisionmakers. On the other hand, it

7As OTA has suggested previously —’’Statement of John H. Gib-
bons, Director, Office of Technology Assessment, Before the Com-
mittee on Governmental Affairs, U.S. Senate, May 12, 1983, ”
Trade Reorganization Act of 1983, hearings, Committee on Gov-
ernmental Affairs, United States Senate, Mar. 17, Apr. 26, May
11, 12, June 24, 29, Sept. 14 and 15, 1983 (Washington, DC: U.S.
Government Printing Office), p. 264.
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would probably be difficult to insulate from
USTR’s day-to-day staffing needs, particularly
at a time of heavy ongoing workload because
of the MTN process itself. If Congress takes this
route, it could help avoid these dangers by en-
suring that USTR (and the other agencies in-
volved in the Uruguay Round) have the re-
sources they will need during the GATT talks
(as discussed below). Finally, if Congress estab-
lishes a trade council in the Executive Office
of the President, it could encourage the hiring
and retention of highly qualified professional
staff for long-term policy planning and analysis.

By their nature, the centers of policymaking
responsibility in the executive branch have lit-
tle institutional memory, People come and go;
those that set policy tend to be well-removed
from the analytical groups that do exist. Given
this, any step to improve the analytical support
for policy runs two risks, The group may end
up submerged in the swirl of day-to-day events.
Or it may become irrelevant. The first risk is
unavoidable—if the people are good, those in
charge will want to put them to work on im-
mediate problems. If the people aren’t that
good, they will quickly become irrelevant in any
case. In addition to the quality of the staff, po-
litical independence will be necessary: unless
institutional memory can be preserved across
administrations, the analytical function will be
at least a partial failure. And of course, no struc-
tural change can do more than make policy sup-
port available for decisionmakers who choose
to use it.

Data on Trade in Servicesa

Analysis depends on data, but the U.S. data-
base on services trade is a poor one. Better pro-
cedures for gathering data, and for turning it
into useful information, would make for bet-
ter policy. Indeed, the current database on serv-
ices trade seems distinctly inadequate for sup-

Whis section reiterates a number of major points from OTA’S
special report Trade  jn Ser~’ices: Exports and Foreign Re~’enue,s,
op. cit. The special report, prepared as part of this assessment,
estimates the impa(;  t of ser~’ices tracle on the [J. S, balance of pa\-
ments, discusses current data collection procedures and their
Imitations (also see the section on “Measuring Services Trade”
in ch. 2 of this report), and analyzes policy options for impro~ing
the data (pp. 7-I I of the special report).

porting the complex negotiations that would
follow should the Uruguay Round move on to
sector-specific issues.

The statistics compiled by the Bureau of Eco-
nomic Analysis (BEA, part of the Commerce
Department) seriously underestimate both ex-
ports and imports of services. The data are not
only inaccurate, they are incomplete and lack-
ing in detail. When it comes to trade in goods,
BEA compiles data in about 10,000 categories;
the services data can be disaggregated into per-
haps 40 categories. The government collects
no information on some types of service trans-
actions, In other cases, collection methods leave
gaps or large uncertainties. Some of BEA’s cat-
egories mingle factor income (dividends, inter-
est) and non-factor income (revenues for value-
-added services)—a fundamental conceptual dif-
ficulty. The uncertainties impair the ability of
policy makers to gage the importance of serv-
ices trade—as a whole, on a sector-by-sector ba-
sis, or bilaterally—making it more difficult to
devise negotiating strategies and weigh trade-
offs among objectives.

In 1984, Congress amended prior law, giv-
ing clear authorization to the President to col-
lect data from American firms on their trade
in services.9 Congressional oversight on the Ad-
ministration’s progress in implementing the
1984 amendments may be appropriate; in par-
ticular, Congress might wish to ask whether
some of the provisions for data collection
should be made mandatory (Option 4).

OTA’s special report, Trade in Services: Ex-
ports and Foreign Revenues, included 10 pol-
icy options for improving the services database.
Two of the most important were (Option 5):

1. collect information on service transactions
between unaffiliated firms (by implement-
ing BEA’s proposed BE-20 survey, or a
modification);

2. expand coverage in the Census of Service
Industries of overseas sales by U.S. serv-
ice firms.

‘See, 306 of Public Law 98-573 redesignated Public Law 94-
472 the International In\’estment and Trade in Services Survey
Act, and ga~e the executi~’e branch clear but discretionar~r au-
thorit}’  to collect services trade data,
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OTA discusses improvements in the data on
international banking—likewise badly needed—
in a later section of this chapter (see Option 12
in table 59),

Better information on international royalties
and license fees would also help. For reasons
explained in chapter 6, BEA’s current proce-
dures make it difficult to use the licensing data
for examining questions of international tech-
nological competitiveness. For example, BEA
lumps technical licensing payments with those
for trademarks and copyrights on books and
recordings, Nor does the agency separate
figures on new licenses in a given year from
ongoing payments under existing agreements.

Better data will do little good unless the gov-
ernment finds better ways to use it, But im-
proving the database is a first step. The costs
would be low, The benefits of better analytical
understanding of trade and investment in the
services, and the impacts elsewhere in the econ-
omy, should far outweigh any additional ex-
pense to the Federal Government or to industry.

Support for the Negotiations Process

USTR will need adequate resources—both
budget and staff, and including people on loan
from other agencies–to carry the burden of
four years or more of GATT deliberations over
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and above its customary responsibilities. More-
over, if the Uruguay Round goes on to sector-

specific matters, existing mechanisms for fun-
neling information, suggestions, and recom-
mendations from business and labor to U.S.
negotiators will probably need to be expanded.

Staff and Funding for USTR

USTR’s 90 or so professionals get regular help
from other agencies, primarily the Departments
of Commerce and Treasury. Even so, available
resources have not kept pace with the growing
number of issues and industries on the Nation’s
trade agenda. Besides the new GATT round,
a partial listing of USTR responsibilities in-
cludes trade-related multilateral negotiations
within OECD and the United Nations Confer-
ence on Trade and Development, plus a wide
range of bilateral discussions. The agency also
has the job of coordinating trade policy within
the executive branch, along with Section 301
unfair trade practice complaints and adminis-
tration of the Generalized System of Prefer-
ences, USTR must accomplish all this with a
budget and staff that are small compared to the
resources other nations devote to trade matters.
For example, in the bilateral talks with Can-
ada that began in 1986, fewer than a dozen U.S.
representatives faced more than 80 Canadians,
many of them experts with years of substantive
experience in the issues under discussion.l0

To handle its MTN responsibilities, USTR
will need more people and more money (Op-
tion 6). The agency is seeking a modest increase
in permanent staff for fiscal year 1988—from
136 positions in 1986 to about 145, ITA, which
provides most of the assistance from Commerce
during trade negotiations, is seeking 54 new
full-time-equivalent positions for GATT-related
activities, and a $4.1 million increase in its ap-
propriation, Even so, budgetary pressures in
the executive branch could jeopardize the sup-
port USTR depends on—not only people de-
tailed on a nonreimbursable basis (16 in fiscal

year 1986, with USTR reimbursing parent agen-
cies for another 6), but the willingness of other
parts of the government to detail highly qual-
ified people under any circumstances.

USTR has other ongoing needs as well—out-
standing among them, to continue its develop-
ment of expertise and experience in negotiat-
ing with Japan. For the foreseeable future,
bilateral talks with Japan will have a critical
role in U.S. trade policy. USTR and Commerce
have made real strides since the beginning of
the decade in learning to deal with the Japa-
nese. This capability needs to be maintained
and strengthened.

Service Sector Advisory Committees

Particularly if it becomes necessary to pre-
pare for sector-specific discussions (as opposed
to negotiations concerning an umbrella agree-
ment on the services), U.S. officials will want
information and input from a broader spectrum
of interests, Congress could direct USTR and
other agencies (e. g., Commerce, Labor) to in-
crease the number of advisory groups with
members drawn from service industries and
their employees (Option 7—also see Option 16
in table 59, on the need for a special advisory
committee concerned with telecommunications).
In some cases, representation by users of serv-
ices might be appropriate,

As figure 50 indicates, USTR’s Services Pol-
icy Advisory Committee represents the serv-
ice industries at the most general level—but the
services are only lightly represented among the
Industry Sector Advisory Committees (I SACS,
which advise both USTR and Commerce), One
ISAC speaks for the services (or two, includ-
ing that for wholesaling and retailing), com-
pared with 14 for goods-producing industries,
The interests of service industry employees also
seem under-represented compared with other
sectors. The Labor Advisory Committee on
Trade Negotiations and Trade Policy meets reg-
ularly with USTR and the Department of La-
bor, but the one subcommittee for services
(compared with five for goods-producing indus-
tries) has met only occasionally,
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Non-Tariff Trade Barriers

Domestic regulations
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as well as those in foreign countries, would be

frequently act as NTBs, an example and prod to other governments (Op-
tions.

sheltering domestic firms from international
competition (ch. 9). Many such regulations
serve important purposes—public safety (licens-
ing of physicians, building codes), protecting
consumers against financial loss (supervision
of banking, insurance, and brokerage firms).
But they may be framed or implemented to dis-
criminate against foreign firms. The United
States—as the party that has pushed hardest to
bring services into GATT–will probably need
to take the lead in identifying and evaluating
regulatory NTBs, including its own. USTR, with
the help of other agencies, could begin by up-
dating earlier work on U.S. regulations. Prompt
action in identifying NTBs in the United States,

Other Trade-Related Issues

Among the narrower trade issues that sur-
face when the subject is competitiveness, Con-
gress has given particular attention to export
promotion and export financing (table 57). The
United States and Foreign Commercial Service
(US&FCS)–lead agency for the Nation’s over-
seas trade promotion efforts—seems distinctly
understaffed and underbudgeted compared
with its counterparts in other industrial coun-
tries. Policy issues in export financing have cen-
tered on foreign government subsidies and the

Table 57.—Other Trade-Related Issues

Issue

Compared to many of its trading partners
and competitors, the United States de-
votes only modest resources to export
promot ion abroad

For years, the United States has sought to
tighten a loophole in OECD guidelines on
export credits that permits tied aid subsi-
dies In 1986, Congress authorized a
2-year, $300 million tied-aid war chest as
part of the Export-Import Bank Act
Amendments (Public Law 99-472). Substan-
tially tighter OECD guidelines followed in
1987

The Trade and Development Program (TDP)
finances feasibility studies and planning
services by U S firms for projects in
LDCs Some of these studies lead to fur-
ther work for U S firms, or to exports of
goods

SOURCE Off Ice of Technology Assessment 1987

Options for Congress

OPTION 9: Increase support for the over-
seas activities of the United States and
Foreign Commercial Service (US&FCS),
which IS responsible for most of the over-
seas export promotion undertaken by the
Federal Government Raising the number
of US&FCS officers overseas from current
levels—about 200—to a complement of
300 or more would aid U.S. exporting in
general. Congress could also direct the
Service to provide training for its em-
ployees in the special needs and
problems of the service industries,

OPTION 10: Since other governments can al-
ways find ways to subsidize exports that
they judge important for national in-
terests, Congress could make plain U.S.
resolve to keep such practices under con-
trol by continuing the authorization for the
tied-aid war chest—and by funding it to
match foreign subsidies, if this seems
needed to get other OECD members to
hold to the new agreement.

OPTION 11: Increase TDP support from its
current level of about $20 million
annually—much smalIer than similar pro-
grams in several other nations, Congress
could also direct TDP to raise the number
of feasibility studies conducted by U S.
firms on a reimbursable or cost-sharing
basis

Comments

Japan has about 5,000 overseas commercial
officers; the United Kingdom and France
each have 400 or more.

Greater budget outlays for export financing
run counter to attempts to control Federal
spending, As a result, some policy makers
have sought to encourage private Iending
as an alternative to reliance on public
funds. In 1986, Congress authorized a
2-year pilot program called l-Match as part
of Public Law 99-472—a loan subsidy
proposal put forward by the Administra-
tion. Under l-Match, private lenders will as-
sume the lending risk, while the
government subsidy—through
Eximbank —reduces the Interest cost to
the borrower. In addition to monitoring the
new OECD agreement, congressional over-
sight of the l-Match program could deter-
mine whether extension of this program,
or other forms of export aid, might be
needed to respond to export financing
initiatives by other OECD nations

TDP has particular relevance for the E&C in-
dustry. H.R. 3, as passed by the House in
April 1987, proposed that a further $10
million be transferred to TOP during fiscal
year 1988 for financing feasibility studies
and for new responsibilities the program
would be given.
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ability of the United States to combat them or
match them—matters that have been under dis-
cussion in the OECD since the middle 1970s.
Potentially restrictive U.S. policies–notably the
Export Administration Act and the Foreign
Corrupt Practices Act–have also been widely
debated. Chapter 6 gave brief mention to ex-
port controls and the uncertainties in their ap-
plication. According to spokesmen for business,
the Foreign Corrupt Practices Act, aimed at
stopping bribery by American firms overseas,
has also created uncertainty—in this case over
what American companies can and cannot do
in other parts of the world. There is little evi-
dence, however, suggesting much impact on
U.S. exporting or competitiveness.11

Overseas Promotion of U.S. Exports

The US&FCS maintains offices both in the
United States and abroad, the latter mostly at
embassies and consulates. The Service cur-
rently operates in over 60 countries, station-
ing nearly 200 commercial officers overseas
and supplementing them with about 500 for-
eign nationals.12 Officers in foreign countries
supply marketing information to American
firms and seek to promote U.S. exports. Among
the service industries, engineering and con-
struction probably stands to gain the most from
the work of the US&FCS; commercial officers
have also helped some American insurance
companies win new business. Early involve-
ment plays a crucial role in gaining new E&C

1l.C+e Tecbno]ogy Transfer  to the Middle East (Washington,
DC: Office of Technology Assessment, September 1984), pp. 557-
559. Among the services, complaints over the Foreign Corrupt
Practices Act come most often from E&C firms.

IZThese countries account for some 90 percent of U.S. exPOrts—
“Information submitted by the Department of Commerce for the
Hearing record,” Departments of Commerce, Justice, and State,
the Judiciary, and Related Agencies Appropriations for 1987,
hearings before a Subcommittee of the House Committee on Ap-
propriations, U.S. House of Representatives, Part 9 (Washing-
ton, DC: U.S. Government Printing Office, 1986), pp. 482-489.
In some 77 nations without a US&FCS  officer, State Department
economic/commercial officers have responsibility y for export pro-
motion, usually on a part-time basis. The State Department’s Of-
fice of Business and Export Affairs estimates that its export pro-
motion activities in these countries account for about 105
person-years annually—36 person-years on the part of foreign
service officers, and 69 by foreign nationals.

contracts—personal contacts, knowledge of the
local business environment, information on
projects still in the planning stages.

Compared to other major trading nations, the
United States devotes relatively few resources
to overseas trade promotion. Table 58—which
excludes State Department export promotion
activities—shows that Japan has at least 20
times as many overseas officers as the United
States; France and the United Kingdom have
twice as many. Even including State Depart-
ment personnel, only Italy, of the countries
listed, stations fewer people abroad. Given cur-
rent budgetary constraints, U.S. export promo-
tion efforts could decline still further relative
to our competitors without congressional ac-
tion (Option 9).

Tied Aid and Export Financing

The Export-Import Bank of the United States
(Eximbank) has primary responsibility for U.S.
Government export financing programs, Exim-
bank extends loans to overseas purchasers of
U.S. goods and services, provided the prospec-
tive U.S. exporter faces competitors supported
by foreign governments. In 1983, Congress
amended the Bank’s charter, the Export-Import
Bank Act of 1945, to specifically authorize loans
for exports of services (Public Law 98-181). The
Bank’s Engineering Multiplier Program (EMP)
—its major services-related activity—provides
medium-term loans to foreign purchasers of
U.S. architectural and engineering services.

Over the past few years, Eximbank’s pro-
grams have been criticized by American firms
as comparing unfavorably with loan packages
available from other OECD governments, An
OECD gentleman’s agreement originating in
1976 (and modified several times since) covers
subsidized export financing, but many mem-
ber countries have taken advantage of a loop-
hole exempting certain forms of tied aid (aid
that requires purchases in the donating coun-
try); governments have been able to circumvent
the agreement by increasing the grant portion
of tied-aid financing packages. The French,
who apparently originated this so-called mixed
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Table 58.—Overseas Commercial Services Compareda

Number of
countries in

Number of Total which commercial Number of
overseas overseas representatives commercial

Country officers personnel are stationed posts

United Statesb . . . . . . . . . . . . . . . . . . . . 192 723 64 125
Japan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,000 6,000 58 79
United Kingdom . . . . . . . . . . . . . . . . . . . . . 400 1,300 130 200
France. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 475 1,325 120 180
Italy ., . . . . . . . . . . . . . . . . . . . . ... . . . . . 150 600 73 80
Federal Republic of Germany . . . . . . . . . . 241 NA 111 85
Canada . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 262 460 78 102
NA = Not available.
aAs of 1985
blncludes  uS&FCS only excludes US management overhead
SOURCE United States and Foreign Commercial  Service Department of Commerce

credit mechanism (because it mixes develop-
ment aid and export credits in the form of
loans), have used it quite aggressively. Italy and
Japan, among others, have also looked to mixed
credits to support their E&C industries.

In response to concerns raised by U.S. ex-
porters, Congress included in its 1983 amend-
ments to Eximbank’s charter a provision call-
ing on the bank to be fully competitive with its
foreign counterparts, and established tied-aid
programs to be jointly administered by Exim-
bank and the Agency for International Devel-
opment (AID, the Federal agency responsible
for channeling development assistance to LDCs).
In part because of the differing mandates of
the two agencies, the programs proved ineffec-
tive. l3 Most recently, as part of the Export-
Import Bank Act Amendments of 1986 (Public
Law 99-472), Congress provided for a separate
tied-aid credit program and fund. The $300 mil-
lion war chest authorized for fiscal years 1986
and 1987—to be administered by Eximbank in
accordance with recommendations from the

IJThe first Eximbank  mixed credit package to be accepted came
in May 1986, following 11 offers over the previous 7 months—
“Eximbank  Announces First Successful ‘Mixed Credit’ Deal,
Clinching Contract in Gabon,” International Trade Reporter, May
28, 1986, p. 709. In direct response to offers by the French and
]apanese, the Bank agreed to pro~ride  $8.4 million at 2 percent
interest, with an 8%-\’ ear grace period followed by a 20-year re[,a}-
ment schedule, coupled with a guarantee for a $12.8 million com-
mercial loan. AID did not participate.

On the lwlarch 1987 OECD agreement, below, see ‘‘OECD Na-
tions Ratifj Agreement To I,imit (-’se of Tied Aid in Subsidized
official Credits, ” International) Trade Re~orter, hlar. 18, 1987,
p, 366.

Overseas
operating budget

(millions of dollars)
$29
NA
150
98
46

NA
30

Secretary of the Treasury (and thus bypassing
AID)—has been viewed as a defensive weapon,
intended to create a sufficiently credible match-
ing capability to persuade other nations to limit
their own use of tied aid and other export sub-
sidies. Subsequently, in March 1987, the OECD
membership accepted a new and much more
restrictive agreement on tied aid. Even so, con-
tinuing progress will probably require that the
United States maintain pressure on other OECD
countries (Option 10).

While the failure to counter foreign financ-
ing packages has cost American E&C firms (and
telecommunications equipment suppliers)
some sales to developing countries, government
financing has seldom been important for ex-
ports by other service industries. Even for the
E&C industry, it is not clear that financing—as
opposed to factors like labor costs and the de-
cline in Middle East oil revenues—accounts for
that much of the overall decline in foreign busi-
ness. But the primary point is a simple one: con-
trolling the use of export subsidies means first
persuading other nations that the U.S. Govern-
ment is willing to match their subsidized financ-
ing packages.

Trade and Development Program (TDP, Option 11)

The TDP program finances planning and fea-
sibility studies conducted by U.S. firms for de-
veloping nations (with up to 20 percent subcon-
tracting to firms in the host country). TDP
priorities have shifted over time, reflecting LDC
development objectives; in 1985-86, much of
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the money went for studies on agribusiness,
telecommunications, and hazardous waste man-
agement.14 The program is intended to exploit

“’’Congressional Presentation, Fiscal Year 1987, United States
Trade and Development Program, ” Hearings on Foreign Assis-
tance and Related Programs Appropriations for 1987, Commit-
tee on Appropriations, U.S. House of Representatives, Part 1,
p. 1828. The 1987 TDP budget is about $20 million; program offi-
cials estimate that France and Japan fund similar efforts at levels
over $100 million and more than $2oO million, respectively, H.R.
3, as passed by the House in April of 1987, would substantially
expand TDP’s role in export promotion and export financing
for bilateral projects involving development aid.

Currently, about 30 U.S. companies are supplying services and
another 47 are providing goods for projects that have followed
from TDP-financed feasibility studies—’’’rest  imony of Christian

linkages between feasibility studies and future
exports in the design and construction phase
of E&C projects (ch. 4), thereby stimulating U.S.
exports. According to program officials, 166
feasibility studies over the period 1980 to 1983–
which cost the government $29 million—had, by
1986, led to U.S. exports totaling $516 million.

Holmes, Director, U.S. Trade and Development Program, FY
87 Appropriations Request,” Foreign Assistance and Related Ap-
propriations for 1987, hearings, Subcommittee on Foreign Oper-
ations and Related Agencies, Committee on Appropriations, U.S.
House of Representatives, Part 4 (Washington, DC: U.S. Gov-
ernment Printing Office, 1986), p. 440.

DOMESTIC POLICY AND INTERNATIONAL COMPETITIVENESS

Many of the service industries, historically,
have been heavily regulated. Because regula-
tion serves public policy objectives widely
regarded as legitimate and necessary, govern-
ment policies will—despite the deregulation of
recent years—continue to influence sectors like
banking and telecommunications more heav-
ily than typical manufacturing industries.
Furthermore, the nature of the underlying pol-
icy objectives—e.g., consumer protection—
almost guarantees that policy makers and reg-
ulators will pay more attention to the domes-
tic than the international environment.

While government regulations—and dereg-
ulatory choices—influence the international
competitiveness of American industry in many
ways, policy makers seldom focus on these im-
pacts, When they do, it is mostly in the direct
and obvious cases—allocation of international
air travel routes, telecommunications rates. But
indirect impacts are pervasive as well. Bank-
ing regulations, by determining what American
banks can and cannot do, constrain and mold
the strategies of financial institutions. In the
wake of the AT&T breakup, competition among
U.S. telecommunications firms has become in
part a contest to influence the newly emerging
regulatory system, with each firm seeking ad-
vantages with respect to its domestic rivals, As
the new regulatory system solidifies, telecom-
munications firms will turn more of their at-
tention to marketplace competition.

This section examines banking and telecom-
munications more closely. Both illustrate issues
that surface in many other service sectors (ta-
ble 59).

The Example of Banking

Since the 1960s, international banking, driven
by technological change and deregulation, has
grown at an explosive rate (ch. 3). The business
has changed much more rapidly than the reg-
ulatory and supervisory apparatus. While Con-
gress has on occasion addressed questions of
international competitiveness—notably in the
1978 International Banking Act (Public Law 95-
369)—which extended national treatment to for-
eign banks operating in the United States, other
issues have dominated ongoing debates over
banking policy, Of several hundred banking-
related bills introduced in the 99th Congress,
most dealt with domestic financial services—
or with such international issues as multilateral
lending, the Third World debt crisis, and ex-
change rates, With very rapid international ex-
pansion by Japanese banks, policy makers here
may begin giving competitiveness a higher
priority.

As a first step, Congress could direct the
Administration to improve the data on inter-
national banking compiled by Federal agencies.
In its present form, the government’s database
does not even provide a clear indication that
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Table 59.—issue Area II: Linkages Between Domestic Policies and International Competitiveness

Issue Options for Congress

A. EXAMPLES FROM BANKING AND FINANCIAL SERVICES
Current data collection procedures fail to OPTION 12: Direct the Commerce Depart-

provide a clear picture of banking exports ment’s Bureau of Economic Analysis to
and Imports. Relatively minor changes in improve its database on international
existing surveys could appreciably im- banking and financial services, in consul-
prove the database at little cost to the tation with the Federal Financial lnstitu-
Federal Government or to financial service tions Examination Council, and its
f i rms. member agencies (e. g., the Federal

Reserve Board).

Decisions made by the many Federal and OPTION 13: Direct the Administration to pro-
State agencies that supervise and regulate vide an explicit mandate for an office of
banking can affect International competi- international competitiveness in banking
tiveness, creating a need to build con- to serve as a focal point for such issues,
sideration of these impacts into in particular the international ramifications
policymaking processes of domestic policies.

Domestic authorities, here and in other OPTION 14: Use oversight and reporting re-
countries, have been hard pressed to keep quirements to begin evaluating alterna-
up with rapid changes in international tives for greater international coordination
banking and financial services. Greater in- of banking policies. One possibility would
ternational coordination of bank supervi- be to direct U.S. agencies that serve on
sion and regulation may be needed, along the Basel Committee to explore ways of
with an expansion to cover securities expanding the Committee’s present ac-
markets. tivities.

B. EXAMPLES FROM TELECOMMUNICATIONS
Rest r ic t ions on t rade in  both  te lecommuni -

cations equipment and services have hin-
dered or halted the efforts of U.S. firms
seeking to enter foreign markets.

To prepare for sector-specific negotiations
on telecommunications, policy makers will
need input from the full range of stake-
holders While telecommunications firms
already have representation on some advi-
sory committees, USTR currently has no
separate advisory committee on telecom-
munications trade

Because telecommunications is a vital por-
tion of the infrastructure for the world
economy, government policies have com-
petitive impacts not only for equipment
manufacturers and service providers, but
also for users (including U.S.-based
manufacturing companies, banks, and
other service firms).

OPTION 15: Congress could establish formal
U.S. negotiating objectives for GATT and
other forums dealing with telecommunica-
tions services and equipment.

OPTION 16: Direct USTR and Commerce (in
cooperation with other Federal agencies
involved in telecommunications policy) to
establish an Industry Sector Advisory
Committee on telecommunications. The
ISAC should include representation for
users of telecommunications services and
employees of telecommunications firms,
as well as service providers and equip-
ment manufacturers.

OPTION 17: Direct all Federal agencies with
responsibilities for telecommunications to
take into account in their regulatory and
other decisions the interests of U.S. firms
which are users of international telecom-
munications services, as well as suppliers
of equipment and services. If Congress
restructures the Nation’s regulatory ap-
paratus (e.g., by returning more authority
to the FCC), it could take that opportunity
to provide such directions.

Comments —

Specific possibilities:
● modify Federal Reserve Board reporting

requ i rements  to  co l lec t  data  needed for
ca lcu la t ing bank ing expor ts ;

●  add quest ions on rece ip ts  for  serv ices
to the quarterly surveys of the asset
levels of foreign banks operating here,

● include financial service firms i n BEA’s
benchmark and annual surveys of in-
bound and outbound direct Investment.

The Treasury Department, which has already
under taken In teragency s tud ies  on nat ion-
al treatment, would be an appropriate
place for such an office. Congress could
direct the Administration to establish a
new group, or to expand Treasury’s exlst-
ing Office of International Banking and
Portfolio Investment

Congress could also direct Federal agencies
to examine and report on the desirability
of creating a new international body for
address ing issues o f  In ternat iona l  coord i -
nation and harmonization of regu Ia to ry
and supervisory policies.

Examples of possible objectives Include
that U.S. firms be allowed to compete on
an equal basis with host-country firms
where foreign governments permit compe-
tition in telecommunications services:
that, as users of foreign telecommunica-
tions services, U.S.-based firms not be
subject to discriminatory terms, rates. and
conditions.

Because the interests of equipment
producers, suppliers of services, and
users often diverge, it might be desirable
to create three subcommittees reporting
to a telecommunications ISAC (A
separate private sector advisory process
already exists to help the Department of
State in preparing US. positions at the
ITU—see Option 33 in table 61),

It will be up to Congress, in the end. to
redefine the roles of Federal agencies in
telecommunications policy. Whatever the
choices, it will be critical that the new
structure give questions of international
competitiveness high priority Congress,
for example, might give particular atten-
tion to the prospective role of the FCC.
as an independent agency, in dealing with
foreign governments and international
bodies concerned with telecommuni-
cat ions,

SOURCE Off Ice of Technology Assessment, 1987
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liberalization of trade in financial services
would benefit the United States. Congress could
also consider giving the executive branch a
stronger mandate for addressing issues of com-
petitiveness on a continuing basis, Finally, it
seems time to seek greater coordination of bank
supervision and regulatory policies among na-
tions, building on the groundwork laid by ma-
jor banking nations at such forums as the Basel
Committee. (Ch. 3 discusses a number of other
policy issues related to the competitiveness
of U.S. banks, including such questions as
whether to relax or maintain the current sepa-
ration between commercial and investment
banking.)

Data on International Banking

While Federal agencies collect a great deal
of information from banks, they do not collect
it so that trade in international financial serv-
ices can be measured and compared on the
same basis as for other industries.l5 The result?
It is impossible to assemble a clear picture of
U.S. exports and imports of financial services—
by value or by type of product.

Improving the database would not require
large expenditures by government, nor much
additional paperwork on the part of banks. Sev-
eral Federal agencies, including BEA, the Fed-
eral Reserve Board (FRB), and the Treasury De-
partment already collect much of the needed
information. Expanding the FRB’s quarterly
monitoring of the U.S. branches of foreign-
based banks to include receipts would greatly
improve the data on imports of financial serv-
ices. As another example, it would take only
minor modifications in FRB reporting require-
ments to begin collecting information on serv-
ices provided within the United States by the
foreign branches of American banks (relative
to their functions as overseas sales outlets). Be-
cause BEA compiles most trade data, Congress
may wish to direct the Bureau, in cooperation
with the FRB and other banking agencies, to
improve its database on international financial
services (Option 12, table 59).

IsTrade jIl SerL,jces:  E.xPorts and Foreign Re\renues, op. cit.,

pp. 8-9, 53-58, and  77-79.

Raising Priorities for International Competitiveness

Few of the agencies that exercise regulatory
or supervisory authority over financial services
institutions pay much attention to competitive
impacts. In addition to the FRB, these agencies
include the Office of the Comptroller of the Cur-
rency and the Federal Deposit Insurance Cor-
poration (FDIC); the Securities and Exchange
Commission, the Department of Justice, and
State regulatory bodies also have some meas-
ure of responsibility for financial services. En-
hancing the international competitiveness of
the U.S. industry has never been the primary
objective of any of these agencies, nor should
it necessarily be. Yet as discussed in chapter
3, regulatory decisions can affect costs quite
directly, while in other cases regulatory agen-
cies provide services to banks; the FRB’s clear-
ing and settlement functions help make the U.S.
banking infrastructure the best in the world.
These and other examples suggest that bank-
ing agencies need to be concerned with the im-
pacts of a broader range of international com-
petitiveness issues than, say, the question of
whether U.S. banks operating abroad get the
same degree of national treatment and competi-
tive equality as extended to foreign banks here
under the International Banking Act.

Perhaps the most direct approach for foster-
ing this broader perspective would be for Con-
gress to charter a special office in the execu-
tive branch to serve as a focal point for
integrating competitive impacts into policy-
making and for coordination among agencies
(Option 13). The function would, for example,
fit logically into the Office of International
Banking and Portfolio Investment in the Treas-
ury Department. Treasury has coordinated past
congressionally mandated analyses of foreign
government policies as they affect U.S. finan-
cial services firms—the national treatment
studies first called for by the International Bank-
ing Act.l6 If assigned this broader task, the of-

Iesee “NatiOnal ‘1’reatrnent  Study: Report to Congress on For-
eign Government Treatment of U.S. Commercial Banking and
Securities Organizations, 1986 Update, ” Department of the Treas-
ury, Washington, DC, December 1986 (like earlier studies in 1979
and 1984, prepared in conjunction with the Department of State,
the Federal Reserve Board, the Comptroller of the Currency, and
the Federal Deposit Insurance Corporation). The 1986 report in-
cludes, for the first time, coverage of the securities industry,
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Futures trading

fice could continue monitoring restrictions im-
posed by other countries, as well as analyzing
the international competitive position of the
American industry and the effects of U.S. bank-
ing policy on competitiveness.

International Coordination

Rapid expansion and new financial products
—particularly in lightly regulated offshore
markets—create possible new sources of insta-
bility in the international banking system, as
discussed in chapter 3. With world financial
markets more tightly coupled, it will be increas-
ingly difficult for any one country to maintain
an independent banking policy. The implica-
tion? Greater international coordination of su-
pervisory and regulatory policies may benefit
all countries. Even more, harmonization of such
policies may be necessary for ensuring the sta-
bility of the system.

In other sectors where interdependence has
been a fact of life, international organizations
have evolved where nations can meet to dis-
cuss rules and resolve disputes. GATT provides
these functions for trade in goods. For more
than a hundred years, the ITU has done so in
communications. Bodies like the International
Maritime Organization and WIPO are well-
established fixtures on the world scene. In con-
trast, the international regime for financial serv-
ices seems undeveloped, GATT has more than
90 members, the ITU 160, but the so-called
Basel Committee—the most influential of the
analogs to such organizations for banking—
consists of central bank representatives and su-
pervisory authorities from only 11 countries.
(The proper name of this group, which meets
at the Bank for International Settlements, is the
Committee on Banking Regulations and Super-
visory Practices. ) Formed in 1974, the Commit-
tee’s meetings are confidential, with little in-
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formation available to the public. The OECD
does address related issues, including securi-
ties. Its Committee on Financial Markets estab-
lished an Expert Group on Banking in 1980 to
examine changes in banking practices and reg-
ulations. Several regional groupings of bank su-
pervisors also exist—e.g., within the European
Community (EC).

Much of the work of the Basel Committee has
concerned supervision and regulation of for-
eign banking offices .17 Operating by consensus,
with recommendations having no legal force
in member countries, the Committee has
nonetheless been able to make progress in some
areas—for example, by establishing the princi-
ple that all foreign bank offices should be sub-
ject to supervision, and agreeing on the divi-
sion of supervisory responsibilities between
parent and host countries.

Strengthening and expanding the Basel Com-
mittee, or otherwise developing a framework
for international coordination of banking pol-
icies, promises to be a long-term endeavor. The
special relationships between governments and
financial institutions–which stem in part from
the role of banks in implementing monetary
policy—lead to sensitivities not found in other
sectors, Furthermore, many governments have
used their banking systems as instruments of
industrial or social policies—e.g., to steer re-
sources to favored sectors of their economies.
These governments might fear, quite naturally,
that a more open system would threaten their
ability to achieve national goals. Because of
such sensitivities, the Basel Committee has gone
to some lengths to stress that it is simply an
organization of central banks (or supervisory
authorities), not of governments.

OTA’s analysis of recent trends in interna-
tional financial markets and the implications
for stability points to a need for better interna-
tional coordination. Congress, on occasion, has
called on U.S. banking agencies to work toward
such coordination.l8 As a next step, Congress

~T1nternatlona]  Banking—~nternationa]  Coordination of Bank
Supervision: the Record to Date, GAOINSIAD-86-40  (Washing-
ton, DC: U.S. General Accounting Office, February 1986).

IBFor example, in the International Lending Supervision Act
of 1983 (Public Law 98-181), Congress emphasized the impor-

could request a study of the effectiveness of pos-
sible mechanisms for harmonizing banking reg-
ulations among countries (Option 14). It could,
for example, ask whether a new international
institution might be desirable, or whether the
Basel Committee (or perhaps the OECD) could
provide a suitable venue. Congress might direct
Treasury or other Federal agencies to report
on these questions, and to discuss alternatives
with foreign countries (while recognizing the
reasons for the confidential nature of the Basel
Committee’s proceedings, and the secrecy with
which some governments conduct banking pol-
icy). International coordination of regulations
that affect the securities industry should be part
of this process. Although the analysis in chap-
ter 3 suggests that it maybe desirable to move
toward supranational regulation and supervi-
sion of financial services, greater coordination
of current practices is the necessary first step.

The Case of Telecommunications

With the AT&T breakup, the United States
opened its markets to foreign equipment suppli-
ers without seeking reciprocal actions by other
countries. Meanwhile, deregulation helped
stimulate the emergence of new U, S.-based sup-
pliers of telecommunications services (e.g.,
value-added networks, or VANS, ch. 5). Many
of these companies are interested in selling
abroad, contributing to pressures for greater
access by U.S. companies to foreign telecom-
munications markets for both services and
equipment.

But a focus simply on suppliers of equipment
and services would undervalue the significance
of telecommunications to U.S. firms. With
telecommunications becoming a central ele-
ment in corporate operations and strategy, the
regulatory practices of foreign governments
have implications for competitiveness in many
industries. In most parts of the world, PTTs—
government post, telegraph, and telephone
authorities—not only monopolize domestic
markets for basic telecommunications, but also

tance of assuring consistent supervisory policies for international
lending, directing Federal banking agencies to consult with other
countries on measures for achieving this.



Ch. 10—U.S. Government Policies: Issues and Options ● 353

limit and/or regulate entrants seeking to pro-
vide enhanced services like VANS. Sometimes
PTTs make it difficult or expensive for MNCs
to operate dedicated international networks.

From the perspective of competitiveness, pri-
mary U.S. interests include:

1.

2,

3.

4.

access for American firms to public
switched networks on reasonable and non-
discriminatory terms (e.g., rates roughly
reflecting actual costs, freedom to connect
advanced equipment to public networks);
minimal transborder data flow (TBDF) re-
strictions, such as requirements for local
storage or processing of data;
freedom for users to resell or share leased
lines, or otherwise bypass portions of the
public infrastructure (particularly impor-
tant for smaller companies that otherwise
might find wide-area networks prohibi-
tively expensive);
openness to foreign investments by U. S,-
based service suppliers; and

5. reductions in barriers to trade in telecom-
munications equipment (including restric-
tions on the equipment MNCs can install
to support dedicated applications and in-
ternal networks).

These issues have the potential to affect a wide
array of users, including host-country firms.
Some of the latter could prove helpful allies in
efforts to loosen foreign government re-
strictions.

Numerous bills dealing with trade in telecom-
munications have been proposed in recent Con-
gresses. Many deal with equipment, others ad-
dress services, some cover both, H.R. 3, as
passed by the House in the spring of 1987, in-
cluded a separate title on telecommunications
hardware and services. The bill would direct
USTR to identify countries with barriers to U.S.
telecommunications exports and enter into ne-
gotiations with their governments. Failure to
reach agreement could lead to countermeas-
ures by the United States.

At this point, however, the U.S. Government
does not appear very well organized to pursue
such issues. Predictably enough, no one Fed-
eral agency has authority for international

telecommunications policy. A half-dozen or
more bureaus and offices within the FCC have
some degree of international responsibility; in
1981, a new position—Assistant to the Chair-
man for International Affairs—was created to
oversee their activities, along with an Interna-
tional Telecommunications Coordinating Com-
mittee, Even so, most of the FCC’s responsibil-
ities remain focused on the domestic scene,
where regulations remain in flux in the wake
of the AT&T breakup.

An array of other government agencies share
in representing U.S. interests internationally,
USTR has the lead role in GATT. The State De-
partment represents the United States in the
ITU and its Consultative Committee for Inter-
national Telephone and Telegraph (CC ITT).
Within the Commerce Department, ITA and the
National Telecommunications and Information
Administration have responsibilities, respec-
tively, for analysis of the telecommunications
industry and for advising the President on pol-
icy. The Administration has also set up an inter-
agency group for telecommunications policy
that meets on an ad hoc basis. Finally, bodies
like the Cabinet-level Economic Policy Coun-
cil (E PC) have an occasional say in matters re-
lated to telecommunications trade. Domes-
tically, Judge Harold Greene’s court continues
as primary overseer of the AT&T settlement
agreement—which itself has international ram-
ifications, in part simply because of the many
uncertainties that remain concerning the fu-
ture direction of regulatory policy in the world’s
biggest market.

Again, the primary needs seem to be, first,
providing sound analysis in support of policy,
and second, ensuring adequate coordination
among Federal agencies. Both are prerequisites
for taking prompt advantage of opportunities
as they emerge internationally. For example,
the primary thrust of past U.S. trade policies,
as related to telecommunications, has been to
seek open markets for U.S. equipment, While
desirable, and consistent with the overall thrust
of U.S. trade policy, it would seem appropri-
ate to raise the priorities for telecommunica-
tions services at least as high. With many for-
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eign governments determined to continue
protecting their equipment markets—and quite
able to do so for years, if they wish—greater
progress may be possible on the services side.

A legislative statement of negotiating objec-
tives could lead to a clearer sense of priorities
within the government, as well as emphasiz-
ing U.S. resolve to other countries (Option 15,
table 59). Because the interests of equipment
manufacturers, service providers, and users fre-
quently diverge, it also seems appropriate to
broaden the advisory process for telecommu-
nications trade: Congress could direct USTR
and Commerce to establish an I SAC solely for
telecommunications, with representation from
the full range of interested parties, including
users and labor (Option 16). Such a step would
become especially important if sector-specific
negotiations on telecommunications begin dur-
ing the current GATT round; it could also help
lay groundwork for deliberations in other
forums.

Resolution of the currently unsettled regula-
tory environment in the United States could
have major impacts on competitiveness. Since
the AT&T antitrust agreement, domestic regu-
latory authority has been shared by the FCC
and Judge Greene’s court, together with the Jus-
tice Department. At some point, new legisla-
tion will necessarily replace these makeshift ar-
rangements. An Administration-supported bill

proposed but not enacted in the 99th Congress
(S. 2565) would have redefined FCC authority
in light of past legal decisions, reestablishing
the Commission’s primacy with respect to do-
mestic telecommunications. With the stakes for
contending U.S. firms so high, any new legis-
lation promises to be highly controversial; it
may take years to resolve such matters, Here
the point is simply that domestic telecommu-
nications regulations do affect international
competition, but that at present the impacts
probably get too little attention (Option 17).

A final set of questions stems from the possi-
bility that telecommunications carriers (both
in the United States and abroad) may move
toward different technical standards for In-
tegrated Services Digital Networks (ISDN, chs.
5 and 9). Incompatible standards could raise
costs and substantially reduce benefits to users.
Prior to the AT&T breakup, most of these tech-
nical matters could be left to the deliberations
of standard-setting bodies, Now, with compet-
ing companies here and abroad seeking to
shape standards to give them an edge over their
rivals, technical questions once viewed as ar-
cane by the policy community have entered the
wider political arena. As discussed in a later
section of this chapter on “Technical Stand-
ards, ” policy makers will need to monitor the
evolution of ISDN both here and abroad on a
continuing basis (see Option 30 in table 61).

HUMAN RESOURCES POLICIES

The international competitiveness of Amer- lations and interactive videodiscs lead to im-
ican industry depends ultimately on human provements in the quality of training/retrain-
capital, and thus on human resources policies. ing programs? To greater productivity and
Beyond this, rapid economic change, placing lower costs? How can reform of public educa-
new demands on firms and their employees, tion contribute to flexibility, and to the ability
brings new needs for education and training. of people to continue learning during their
Rapid structural change also brings new ques- working lives? What would broader based post-
tions: In what proportions should companies secondary vocational curricula, suited to the
and workers share in retraining costs? Will evolving needs of the service industries, look
educational technologies like computer simu- like?
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Rapid and often wrenching change has be-
come a hallmark of the U.S. economy, Amer-
ican companies, more exposed to international
competition than in the past, must adapt in or-
der to survive. As these firms restructure and
automate, some workers lose their jobs, Others
find themselves asked to move into fundamen-
tally different kinds of work. Flexibility for the
employer may bring uncertainty if not insta-
bility for the employee, illustrated by the many
cases in which U.S.-based firms have responded
to competitive pressures by hiring greater num-
bers of part-time and temporary workers (ch.
7), or by moving production offshore, Policy-
makers, here and in other industrialized coun-
tries, find themselves seeking to balance con-
flicts between job security and a flexible and
efficient labor market.

When it comes to education, training, and
skill development, the questions look much the
same inside the service sector or outside it.
Broadly similar patterns of computer utiliza-
tion exist in the services and in manufactur-
ing; problem-solving and learning skills will be
much the same (ch. 8), As more firms reorganize
work and incorporate computer-based systems,
more Americans will be faced with worklife
adjustments and transitions—in a word, with
the need for retraining.

Demographic shifts promise to make some
of the coming adjustments more problematic.
The aging of the baby boom generation will be
felt for years to come: by the year 2000, half
the Nation’s labor force will be middle-aged (35
to 54), compared to about one-third today, In
the past, some companies have been reluctant
to retrain middle-aged employees. Meanwhile,
many older Americans have been reluctant to
seek out adult education and (restraining on
their own. Companies confronting a shrinking
pool of recent graduates with the latest special-
ized training may be forced to strengthen their
internal training and retraining programs.

Reevaluation of Human Resources Policies

Adapting the American education and train-
ing system—primary and secondary schools,
community colleges and universities, continu-

ing education, retraining for displaced work-
ers—to emerging needs may pose real difficul-
ties. Over the past few years, more than a dozen
commissions and study groups have called for
educational reform. No consensus has emerged
on what needs to be done. Indeed, it is hard
to see the outlines of a meaningful debate
through the slogans. Distasteful as it may be
to suggest more studies, this seems necessary:
OTA’s analysis indicates that a more fundamen-
tal reexamination and debate than yet seen—
one focusing on specific changes in human re-
source policies that might best serve the U.S.
economy in years to come—would serve deci-
sion-makers well (those in the private sector,
as well as in Federal, State, and local gov-
ernment).

To be useful, such a reexamination will have
to address a broad range of issues—education
and training in their deep as well as obvious
senses:

●

●

●

●

What should be the nature of a liberal edu-
cation in the 21st century? If the need for
work declines, can we educate people in
ways that help them find satisfaction in
other ways?
What is the character of the skill base on
which industrial competitiveness depends?
Even “unskilled” workers must possess a
wide range of abilities: social and commu-
nications skills; some kinds of problem-
solving capabilities. More highly skilled
workers rely on broader and deeper stores
of tacit know-how (anticipating problems,
troubleshooting). How do formalized pro-
grams of education and training contrib-
ute to the skills people actually use in the
workplace?
In terms of industrial competitiveness,
what kinds of skills will be most vital in
the future? How will postindustrial skills
differ from those of the past? Can a post-
industrial economy have a true oversup-
ply of technically skilled people?
To what extent can improving the skills of
the U.S. labor force, or changing the mix
of skills in the labor pool, help drive eco-
nomic growth, thus mitigating structural
unemployment and underemployment?
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● Will the invisible hand provide for future
skill needs? Will the existing U.S. education
/training system respond quickly enough
to shifting needs? Will gaps between those
with skills and those without become more
difficult to bridge?

Beyond such questions, the debate needs to in-
clude labor law and employee benefit policies.

Congress could launch such a reevaluation
if it wishes (Option 18, table 60). One approach
would be to assign the task to an existing body
within the executive branch. Alternatively,
Congress might create an independent forum
(e.g., a council or institute, with a mandate to
report and make periodic policy recommenda-
tions to Congress and the President). If Con-
gress establishes an industrial competitiveness
council or similar advisory organization (as has
frequently been proposed), it could explicitly
direct the council to include human resources
and human capital among the policy issues ad-
dressed.

Adult Education and Training19

Already large, the U.S. system for adult edu-
cation and training continues to grow. But de-
spite its breadth and scope, the system does a
poor job of meeting the training and retrain-
ing needs of those with non-professional and
non-supervisory jobs. This is true in both the
services and for blue-collar workers in manu-
facturing.

In many respects, the system helps those who
need it least. Managers, administrators, and
professionals have many opportunities to main-
tain and improve their skills; so do some skilled
workers and paraprofessionals, Companies are
much less likely to provide training for those
having low skills to begin with, while few of
these adults look to vocational institutions—
whether profit-seeking trade schools for barbers
and computer programmers, or community and
junior colleges—for help in adapting to chang-
ing job conditions or in making career shifts,

l~see, in genera],  Technolog\~ and Structural Unt?mPloyment:

Reemploying Displaced Adult; (Washington, DC: Office of Tech-
nology  Assessment, February 1986), pp. 274-289.

Congress has been aware of this problem, and
in several recent laws has authorized programs
to broaden opportunities for work-related adult
education and training:

●

●

In 1982, Congress created a major new pro-
gram for displaced workers under Title III
of the Job Training Partnership Act (JPTA,
Public Law 97-300). Title III provides funds
to States for projects that offer displaced
workers reemployment services, including
vocational skills training and remedial edu-
cation. 20 Although the broadest Federal
program for displaced workers, Title III
reaches fewer than 5 percent of those eligi-
ble. Most of the State programs seek to
place people in new jobs as quickly as pos-
sible, rather than providing training. Re-
medial education gets little attention, even
though perhaps 20 percent of JTPA partici-
pants have trouble with reading, writing,
and arithmetic. 21

The Carl D. Perkins Vocational Education
Act of 1984 (Public Law 98-524) allows
States to spend part of their basic Federal
grant for vocational education on adult
training for those who are currently em-
ployed, as well as those who are seeking
jobs (or are threatened with displacement).
The Act also authorizes special grants (as
yet unfunded) to States for adult training
and industry-education partnerships for
training in high-technology occupations.

Despite such initiatives, the U.S. Government
provides less support for adult education and
training than other industrialized countries
such as Canada and France. In its previous
work, OTA has examined policy alternatives
for adult training, retraining, and education in
detail—an analysis suggesting a more active and

~OTWbnO~ogy  and structural Unemployment: Reemploying Djs-
placed Adults, op. cit., pp. 163-165. The Administration, as part
of President Reagan’s competitiveness package (the Trade, Em-
ployment and Productivity Act of 1987, H.R. 1155 and S. 539),
has proposed a Worker Readjustment Assistance Program to re-
place JTPA  Title III (and other programs).

zIA recent survey found most Americans aged 21 to 25 to be
literate, but only a relatively small proportion were proficient
at literacy tasks of any complexity—a finding with discouraging
implications for the future of knowledge-based service indus-
tries. See 1.S, Kirsch and A. Jungeblut, Literacy: Profiles of
America Young Adults (Princeton, NJ: National Assessment
of Educational Progress, 1986).
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Table 60.—lssue Area Ill: Human Resources

A.  EVALUATION
Despi te  numerous commiss ions and task OPTION 18: Call for a fundamental reexami-

force reports, no consensus has emerged nation of human resources policies, and
on adapt ing educat ion,  t ra in ing,  and other an evaluation of specific steps to enhance
human resources policies to the new cir- the ability of Americans to adjust to shifts
cumstances resulting from U.S. immersion in labor market and workplace conditions
in the international economy. resulting from international competition.

B. ADULT EDUCATION AND TRAINING
A work force with good skills IS e s s e n t i a l OPTION 19: Direct the Administration to un-

for maintaining U.S. competitiveness dertake pilot and demonstration projects,
While some companies provide broad in cooperation with business and industry,
based education and training for their em- on new approaches to training and retrain-
ployees, others do Iittle or nothing. ing of active workers, Involvement by or-

ganized labor would also be desirable,
Such programs would not require new
authorization

Demonstration projects alone will not lead
to major Increases in training for em-
ployed adults Cost-sharing with business.
es (either directly or indirectly) might
Increase training opportunities, but — in
the absence of alternative funding mech-
anisms—would run counter to deficit-
reduction objectives.

Many service jobs, including those for which
a high school degree once sufficed, now
require specialized vocational-techntcal
training Beyond job- or occupation -
specific courses, general vocational curric-
ula that would provide a foundation for
continuing (re)training could help people
in the knowledge-based industries adapt
to future workplace changes

C.  INSTRUCTIONAL TECHNOLOGY
The Federal Government, especially the mili-

tary, has developed a great deal of tech-
nology and Instructional material for
training. Some of this could be useful to
the private sector and the schools, but
only limited information has been easily
available to educators and private sector
trainers.

Transfer of training technology from the
government to schools and to the private
sector may involve several agencies, as
well as requiring modifications to course
materials

OPTION 20: Consider alternatives to in-
crease the national commitment for train-
ing and retraining of the adult work force,
including Incentives for employer-provided
education and training and new sources
of funding

OPTION 21: Direct the Department of Educa-
tion, in cooperation with the Department
of Labor, to fund demonstration projects
for broad-based vocational curricula,
focusing on generic skill development for
the knowledge-based services. Grants
could be made available to both public
vocational-technical schools and
proprietary (trade) schools

OPTION 22: Direct the Administration to
give priority to timely completion of the
feasibility study for an Inventory of feder-
ally funded training software called for by
the Federal Technology Transfer Act of
1986. Should it seem appropriate once the
feasibility study has been completed,
direct the Administration to proceed with
the Inventory.

OPTION 23: Instruct Federal agencies to
place more emphasis on transfer of train-
ing technology and course materials to
public institutions and corporations, ini-
tially through technology transfer mechan-
isms as authorized in Public Law 96-480
Congress could follow with oversight to
determine whether new mechanisms
should be created specifically for diffu-
sion of training technologies.

Congress could charter an Independent
council or institute to report and make
specific policy recommendations. Or it
could ensure that human capital issues
get a prominent place in the mandate of
any council or other body established by
Congress to examine and make policy
recommendations on international com-
petitiveness,

In its 1986 amendments to JTPA (Public Law
99-496), Congress authorized the Secretary
of Labor to fund pilot projects for training
people “threatened with loss of their jobs
due to technological changes, Internation.
al economic policy, or general economic
conditions. ” As an alternative, the Carl D
Perkins Vocational Education Act of 1984
(Public Law 98-524) provides for a special
State grant program for adult education
and retraining —including training de-
signed cooperatively with employers—
which has never been funded Congress
could fund this program, and specify that
part of the appropriation be used for
broad-based training of employed adults

Proposed alternative funding mechanisms
have Included: increased direct Federal ex-
penditures for cost-sharing; tax credits for
firms that provide certain kinds of train-
ing; a payroll-based tax to fund retraining
services for workers; and a small uniform
tariff, imposed on all imports (after seek.
ing GATT acceptance) to fund worker ad-
justment programs.

Business and industry should be actively in-
volved in any such experimental and
demonstration projects The Carl D Per-
kins Vocational Education Act of 1984 pro-
vides a suitable vehicle—through the
authorization for cooperative demonstra-
tion programs, or for special State grant
programs for industry-education partner-
ships. Congress would need to earmark
funding if it proceeds with this option

Congress called for the feasibility study in
the Federal Technology Transfer Act (Pub-
lic Law 99-502), which amended the
Stevenson-Wydler Technology Innovation
Act of 1980 (Public Law 98-480) If the
feasibility study—due in October 1987—Is
done well, it should help Congress deter-
mine whether to direct the Administration
to proceed with the inventory Itself.

Examples of executive branch efforts to
transfer training technology Include a
computer-assisted reading program deve-
loped by the Navy and transferred to
some libraries. On a larger scale, the
Departments of Defense and Education
have been cooperating on methods of
transferring the Army’s computer-based
basic education program
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Table 60.— Issue Area Ill: Human Resources—Continued

Issue - Options for Congress Comments—
Realizing the long-term potential of instruc- OPTION 24: Increase funding for research, Federal funding for such a program—which

tional technology will require continuing
research on teaching and learning. Be-
yond R&D and the development of new
teaching and training materials, dissemi-
nation of new methods—including com-
puter-based training—will require ongoing
Federal support,

development, evaluation, and dissemina-
tion of instructional technologies—
including adult education and training.
One approach would be to direct the
Department of Education to establish and
provide partial funding for a research
center concerned specifically with adult
learning, and including R&D on instruc-
tional technologies,

SOURCE Office of Technology Assessment, 1987

more positive Federal role that
steps such as:22

●

●

●

●

Greater funding for outreach

might entail

and delivery
of services under the Adult Education Act,
as amended in 1984 (Public Law 98-511).
This is the largest Federal program that
supports State and local adult basic and
secondary education; with more funding,
a wider array of basic skills programs
geared to workplace needs, and involving
companies and labor unions, could be
offered without reducing services to those
not at present in the labor force.
More effective outreach programs at the
community level on postsecondary educa-
tional opportunities for adults.
Targeted Federal assistance for retraining
workers with jobs in contracting or vulner-
able industries, aimed at avoiding some dis-
placement problems to begin with (i.e., by
increasing both lateral and vertical mobil-
ity within the Nation’s labor market).
Making it easier for people with jobs to
qualify-for Federal financial assistance to
continue their education on a part-time
basis.

Any and all of these steps would help, but
perhaps the single most pressing need is to find

ZZTeChnc)lOgy  and structural Unemplo&yment:  Reemploying Dis-
placed Adults, op. cit., ch. 2.

In addition to programs like those outlined above, the Federal
Government has permitted employees to deduct expenses for
education directly related to their current job, and to omit from
taxable income qualifying educational benefits provided by their
employer. The 1986 Tax Reform Act (Public Law 99-514) retains
the second of these provisions only through 1987; it will need
to be reauthorized if it is to apply in later years.

might be the responsibility of the Depart-
ment of Education’s Office of Educational
Research and Improvement—could be
kept modest by requiring matching grants
from foundations and the private sector,
which stands to benefit substantially.
Congress, in the Higher Education
Amendments of 1988 (Public Law 99-498),
called for a national program of research
on adult learning—without, however,
authorizing funding. —

ways of stimulating company-run education
and training programs for lower-level employ-
ees. As outlined in chapter 7, many American
companies have sought to adjust to new com-
petition by relying more heavily on a contin-
gent workforce—e.g., temporary and part-time
employees—rather than seeking to improve the
skills and flexibility of existing employees.
When companies do provide training for lower-
level workers, the programs tend to be narrowly
focused (e.g., instruction in the use of new
equipment). This not only keeps costs down,
but reduces the chances that employees will
take a job with another firm, perhaps a com-
petitor. Companies safeguard their investment
—at least in the short term—by concentrating
on job-specific and firm-specific know-how,
rather than transportable skills. But society as
a whole might reap greater gains from a broader
and deeper approach.

How can Federal policies address these dis-
incentives, and encourage more comprehen-
sive company programs for continuing educa-
tion and training? Demonstration projects for
experiments with new ways of integrating work
and learning offer one approach (Option 19),
Far more comprehensive proposals have also
emerged. Title V of H.R. 3 (as passed by the
House) would enact the Education and Train-
ing for American Competitiveness Act of 1987,
with provisions ranging from grants for liter-
acy improvement to programs for teacher train-
ing and graduate education. S. 406, as intro-
duced in January 1987, would authorize $100
million for special State grants under the Per-
kins Act, Other bills propose tax credits for
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company-run programs that go beyond train-
ing the employer would provide anyway. As
Option 20 suggests, the prerequisite for more
extensive adult education and training seems
to be money, not ideas.

Vocational and Paraprofessional
Education and Training

For many jobs where a high school degree
once sufficed, companies now seek entry-level
people with specialized training (chs. 7 and 8).
But where technical change is rapid, as it is
in many of the knowledge-based service indus-
tries, training can quickly become obsolete. Ab-
sent shifts in public policy that would encour-
age companies to provide more training or pay
a greater share of the costs, heavy burdens will
continue to fall on individuals and on commu-
nity colleges and vocational-technical schools.

Occupational titles for the knowledge-based
services—customer service representative, data
gatekeeper, para-legal or para-tax accountant
(table 43, ch. 8)–suggest the kinds of generic
skills needed:

●

●

●

●

●

generalized troubleshooting and problem-
solving;
planning under conditions of limited re-
sources and uncertainty;
the interpersonal process in sales;
negotiation and complaint encounters;
retrieving, formatting, and analyzing data.

Programs including such training might or
might not entail an extra span of coursework.
It should be possible to do without some more-
specialized courses, keeping programs to cur-
rent lengths, if generalized approaches to skill
development prove successful, and if employers
could be encouraged to take care of narrower
training needs themselves. Graduates of 2-year
colleges and technical schools that offer broadly-
based vocational curricula imparting the kinds
of skills listed above should be better prepared
to avoid obsolescence.

Much as for adult education and training, pi-
lot and demonstration projects could help ex-
plore the merits of new and more general voca-
tional curricula, Such projects should include,

not only curriculum development, but evalua-
tion and dissemination of results. Demonstra-
tion grants, with the active involvement of both
the Departments of Education and Labor,
should probably be contingent on participation
by business and industry. Participation by orga-
nized labor would also be desirable. Congress
could direct the Administration to proceed with
this alternative as a cooperative demonstration
program under one of the special grant provi-
sions of the perkins Act (Option 21).

Instructional Technology

Productivity in teaching and training has
changed little over the years, Educational tech-
nologies hold great potential—as yet mostly
unrealized—for improving both the effective-
ness and the productivity of instruction, of
nearly all kinds and at nearly all levels, 23 This
section focuses on two specific issues: 1) trans-
fer of training technologies developed with gov-
ernment support; and 2) the Federal role in de-
velopment and dissemination of new
instructional technologies.

Transfer of Training Technologies

Federal agencies, notably the Department of
Defense (DoD), fund the development of a wide
range of instructional materials and technol-
ogies. Because military systems have grown so
complex—and because repair and maintenance
personnel turn over relatively quickly-DoD has
sought to develop computer-based teaching
methods, The Army, for example, plans to
spend $27 million over the period 1984-1990
on interactive videodisc training materials (and
another $100 million on hardware). Other agen-
cies, especially the Department of Education
and the National Science Foundation (NSF),
also support R&D on instructional technologies.

nzn forma tjona]  Techno]ogj,  and Its Impact 011 A ITI eri[,”an Edu-

cation (Washington, DC: Office of Tech nologl Assess m e n t, R’( E
\’ember 1982] examines instructional technologies in primary
and secondary schooling. Techno)ogj’  and Structural Unemplo.t-
ment:  Reemplo~’ing  Displaced Adults. op. cit,, co~’ers adult edu-
cation and training. The discussion belo~~r dra~t’s on pp. 96-IO I
and pp. 299-302 of the latter report, updating its findings. OTA
is present l}” condu(;  ting an assessment entitled “Educational
‘1’echnology:  An Assessment of Practice and Potent ial. ”
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While some of the training materials devel-
oped by DoD to meet its own needs might be
quite useful to the public education system, or
to private industry, mechanisms for evaluating
and transferring these materials have proven
less than adequate. Federal agencies seldom ad-
dress such questions as: Which course materi-
als are relevant to education and training out-
side the government? What modification would
be needed? Nor have Federal agencies made
the instructional materials themselves easily
available for others to try out.

Congress has called for a first step, in the Fed-
eral Technology Transfer Act of 1986 (Public
Law 99-502), which directed the Secretary of
Commerce to submit a report on legal barriers
to transferring Federally-funded computer soft-
ware, and on the feasibility and costs of com-
piling a comprehensive inventory of Federally-
funded training software (Option 22), (Public
Law 99-502, one of two bills enacted in the 99th
Congress which amended the Stevenson-Wyd-
ler Technology Innovation Act of 1980, gets fur-
ther discussion in the section below on tech-
nology policy.)

A more ambitious approach, in Title V of the
House-passed version of H.R. 3 (sections en-
titled “Transfer of Education and Training
Software”), would create an office in the De-
partment of Education to transfer course ma-
terials to State and local agencies, and to the
private sector, Another proposal in the 100th
Congress, S. 406, would (as introduced) place
a training technology transfer office in the De-
partment of Commerce. Alternatively, it would
be possible to rely on existing technology trans-
fer mechanisms, rather than setting up a new
office; Congress could, for example, direct Fed-
eral agencies that have established offices of
research and technology application—charged
under the Stevenson-Wydler Act with technol-
ogy transfer—to devote part of their effort to
training technologies and materials (Option 23).

Research, Development, Evaluation,
and Dissemination

Over the longer term, realizing the potential
of new instructional technologies will require
continuing research on learning, as well as the

development of better instructional techniques
and teaching materials. Teachers will them-
selves have to be retrained, as recently stressed
by the National Task Force on Educational
Technology. 24 Although the task force focused
on the public schools, a number of its recom-
mendations are equally appropriate for adult
education:

develop a long-term Federal Government
R&D agenda for instructional technologies,
in collaboration with school officials and
the information industry;
designate a highly visible and widely re-
spected Federal agency to support peer-
reviewed R&D on the application of infor-
mation technologies to education;
support State centers for evaluating and
implementing computer-based instruc-
tional technologies.

Computer-based systems create opportunities
for radically different approaches to education
at all levels—opportunities that have been an-
ticipated for years, and that may finally be near-
ing fruition, Taking full advantage will require
Federal R&D support—including evaluations
of the effectiveness of new methods, and pro-
grams for disseminating results and training
teachers in the use of new instructional tech-
niques and teaching materials. Federal research
funds appear particularly critical for adult edu-
cation, which has received little attention in
the past.

Congress, in Title I of the Higher Education
Amendments of 1986 (Public Law 99-498) called
for establishment of a national program of re-
search on adult learning. However, it stipulated
that no money be appropriated during fiscal
years 1987-91. Meanwhile, funding for educa-
tional laboratories and centers administered by
the Department of Education’s Office of Educa-
tional Research and Improvement (OERI) has
remained at the $30 million level since fiscal
year 1974, The Department also supports re-
search through other programs, but OERI (for-

z4TranSfOr1n jllg A merjcan  Education: Reducing the Risk t[) tht?

Nation, A Report to the Secretary of Education by the National
Task Force on Educational Technology (Washington, I)C: of-
fice of Educational Research and Improvement, Department of
Education, April 1986), p. 24.
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merly the National Institute of Education) is ration of new approaches to teaching and train-
the largest. Given that R&D on instructional ing based on new technologies will probably
technologies must compete with other needs, require a substantial boost in support (Option
many of them well-established, adequate explo- 24),

INDUSTRIAL AND TECHNOLOGY POLICIES

Competitiveness depends on technological
innovation, among other things, and innova-
tion depends on R&D and the technology/sci-
ence base (again, among other things). Certainly
true for manufacturing industries, does this
causal chain hold for the services? From the
evidence presented in the sector chapters, the
answer is yes. Not only do the service indus-
tries depend on much the same technology/sci-
ence base as manufacturing, but services and
manufacturing depend on one another in many
ways; technology policy should be seen from
a vantage point encompassing both.

As discussed in chapter 9, governments en-
courage R&D and technology development both
directly and indirectly. Some place more em-
phasis on commercial technologies than does
the United States. In a few countries—notably
Japan–government appears to have a deeper
appreciation of the ways in which the knowl-
edge-based services, in particular, can stimu-
late economic growth. This section begins with
the need for better understanding of R&D in
the service industries, and goes on to the U.S.
environment for technological innovation and
diffusion of commercial technologies–a sub-
ject that OTA treats quite broadly, in part be-
cause the analysis of technical licensing pat-
terns in chapter 6 reveals cause for concern in
the Nation’s technology infrastructure as a
whole.

R&D in the Services

As pointed out in box FF in the preceding
chapter, Federal Government statistics greatly
understate the contribution of services to total
U.S. R&D spending. Science Indicators, the
principal government compilation of R&D data,
suggests that nonmanufacturing industries ac-
count for a bit over $2 billion in annual spend-
ing—less than 3 percent of all U.S. industrial
R&D. This is far below the alternative estimate

for services-related R&D in table 48 (ch. 9)–
about $26 billion, one-quarter of U.S. industrial
R&D. Such a figure—while a rough approxima-
tion—demonstrates that R&D in the services has
been much more important than commonly ap-
preciated. Services-related expenditures have
been under-reported for largely historical rea-
sons (including definitions oriented toward
manufacturing); but with technology develop-
ment by U.S. service suppliers exceeding the
total R&D budgets of most countries—and with
some of the money coming from Federal sources
—policymakers plainly deserve better informa-
tion (Option 25, table 61).

Research, Development, and Diffusion of
Commercial Technologies

This and other OTA assessments have pointed
to the need for more systematic attention to
commercial technologies in the United States—
to the technology base itself, and also to mech-
anisms for diffusing existing knowledge to
firms that need it. Few companies have the re-
sources—people as well as dollars—to learn
everything they need to know on their own. By
helping companies move from research to com-
mercial production more quickly, greater Fed-
eral support for pre-competitive technology

development could strengthen U.S. competi-
tiveness in emerging fields such as information
services and biotechnology; in mature indus-
tries, it could help improve productivity and
manufacturing efficiency. Because the technol-
ogy and science base for service industries over-
laps that for manufacturing, Federal policies
aimed at reversing the decline in U.S. techno-
logical advantage would help the services quite
directly.

Beyond mission-oriented R&D directed at
needs such as national defense and health care,
the Federal Government funds basic research—
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Table 61 .—Issue Area IV: Technology Development

Issue Options for Congress Comments

A. R&D IN THE SERVICES
OTA finds U.S. R&D related to services to

be much greater than reported in the
usual Federal Government data series.
Better information would make for better
R&D policy choices.

B. THE U.S. TECHNOLOGY BASE
The services depend on much the same

technology base as manufacturing. Leav-
ing aside national defense, the Federal
Government provides relatively little fund-
ing for technology development.

Congress has called for more emphasis on
diffusion of technology to American in-
dustry through such laws as the Steven-
son-Wydler Act (Public Law 98-480). The
Administration, however, has only im-
plemented parts of the legislation.

The United States, no longer the unques-
tioned leader in technical knowledge, will
need to do a better job of learning from
foreign technology in years to come. This
may entail devoting more resources to
locating, evaluating, and translating for-
eign technical literature, encouraging
more U.S. participation in overseas R&D,
and seeking reductions in barriers that im-
pede access to foreign technologies.

Policy adjustments may be needed to
capitalize on the potential of defense
spending for enhancing the competitive-
ness of commercial industries. While
such issues have been raised in the past,
not enough is known to guide policy de-
velopment,

OPTION 25: Direct Federal agencies—
specifically, the National Science Founda-
tion—to develop new criteria for identify-
ing and collecting information on R&D
and technology development related to
the services.

OPTION 26: Increase Federal R&D support
for commercial (i.e., non-defense) technol-
ogies by expanding initiatives such as
NSF’s Engineering Research Centers, and
ensuring continued funding for existing
programs such as the Center for Building
Technology at the National Bureau of
Standards.

OPTION 27: Alternatively or in addition to
the steps in Option 26, Congress could,
under the 1986 Federal Technology Trans-
fer Act (the 1986 amendments to Public
Law 96-480), authorize, provide funding
for, and direct the Administration to offer
grants for Centers for Cooperative
Research. For greatest effectiveness,
these centers should be charged with
technology diffusion as well as de-
velopment.

OPTION 28: Emphasize congressional com-
mitment to implementation of the
Japanese Technical Literature Act of 1986
(Public Law 99-382) through early over-
sight and full funding. If Congress wishes
to place more emphasis on screening and
evaluation, or to direct the Administration
to fund translations of interest to uni-
versity-based researchers, it could direct
the Commerce Department to share re-
sponsibility with agencies having more ex-
perience in technology and science—e.g.,
the National Science Foundation.

OPTION 29: Increase support for exchanges
of U.S. technical personnel with those of
other nations. Congress could fund fel-
lowships that would send graduate stu-
dents in engineering to countries like
Japan, as well as considering programs
that would provide partial support, in con-
junction with employers, for industrial en-
gineers and scientists working abroad
temporarily (in industry or in universities).

OPTION 30: Make equitable access to for-
eign technology a formal U.S. negotiating
objective, and call for reductions in res-
trictions on access for U.S. citizens to
publicly-supported R&D projects in other
countries.

OPTION 31: Investigate and evaluate poli-
cies for maximizing the positive impacts
of defense-related R&D and procurement
on the international competitiveness of
American industries.

Technology development in the services sel-
dom fits very comfortably into traditional
views of R&D, Services R&D has been un-
derreported for reasons similar to those
for the underreporting of services trade in
the U.S. current account—outdated and
unexamined procedures, many of which
simply omit service activities.

In addition to the 11 existing ERCs, NSF
has funded two new centers starting in
fiscal year 1987; one more is under con-
sideration for this year.

Should Congress choose to create an Ad-
vanced Civilian Technology Agency or Na-
tional Technology Foundation—as has
been proposed in a number of bills in-
troduced in recent years (e.g., S. 1233 in
the 100th Congress) —cooperative technol-
ogy centers would fit naturally into its
role and function. Technology diffusion
programs could be cost-shared between
the States and the Federal Government.

The Commerce Department, which is already
spending $1,8 million on related tasks,
plans to implement the law by reprogram-
ming $300,000 from its existing budget.

Sending more engineers and scientists to
work temporarily abroad could help
change corporate attitudes in the United
States, and would give American industry
more rapid access to foreign technologies
as they emerge. To maximize the value of
such programs, those awarded fellow-
ships should get language training—e.g.,
in Japanese—before going overseas.

Pursuit of this objective (included in H.R. 3
as passed by the House in May 1987)
would need to be consistent with U.S.
policies on foreign access to results from
government-supported R&D projects here.

Analysis of the linkages between the mili-
tary and civilian sides of the economy
might also lead to policy changes making
it easier to adapt commercial technolo-
gies to military systems.
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Table 61 .—Issue Area IV: Technology Development—Continued
--

I s s u e
—

Options for Congress Comments

C. TECHNICAL STANDARDS
Before the AT&T breakup, a single company

dominated the process of setting techni-
cal standards. Today, the process Involves
many firms in competition with one
another. Because implementation of ISDN
(Integrated Services Digital Networks) will
involve multiple actors, finding ways to
minimize Incompatibilities among differ-
ent systems—and the associated costs to
users—takes on new significance.

Developing U.S. positions at the ITU has be-
come far more complex since the AT&T
breakup Future  ITU de l ibera t ions may
well define a global framework for ISDN,
with Impacts on equipment sales as well
as services U.S. positions at the ITU and

OPTION 32: Direct the National Bureau of
Standards (in cooperation with the Nation-
al Telecommunications and Information
Administration) to set up an ISDN testing
and demonstration laboratory to help
government agencies make purchasing
decisions and take advantage of emerging
technical capabilities, and to help pave
the way for a smooth transition to ISDN
in the United States.

at other forums (e. g., GATT) will need to ●

be carefully worked out and coordinated.

●

OPTION 33: Congress could anticipate the
possibility that incompatible standards for
ISDN will be proposed both internationally
and within the United States, and begin to
take preparatory steps to address such is-
sues. Specific actions might include:

oversight to review U.S. preparations
and negotiating positions for upcoming
ITU meetings (e. g., WATTC-88), and the
implications for U.S. positions at GATT
and in other trade negotiations dealing
with telecommunications;
request of a comprehensive study to
review prospective ISDN standards and
implementation, with a view to laying
groundwork for future policy decisions
(e.g., if it appears that U.S. telecommu-
nications carriers might adopt dissimi-
lar approaches that would be costly for
users),

SOURCE Office  of Technology Assessment, 1987

much of it through NSF, and mostly in univer-
sities. But government agencies have preferred
to stay out of technology development related
to commercial products and processes. Civil-
ian applications do follow quite directly from
some Federal spending, Defense-related R&D
and procurement stimulated the early growth
of the U.S. computer and semiconductor indus-
tries. Basic research funded by the National In-
stitutes of Health helped fuel the take-off of the
biotechnology industry. But these are the ex-
ceptions.

The Reagan Administration has held that sup-
port for basic research should suffice to rebuild
the Nation’s technological competitiveness.
OTA’s analysis indicates that judicious support
for generic or pre-competitive technologies—
those that can be applied by all companies in
a given industry (or making use of a given field
of knowledge) —would also pay off, Where the
benefits to any one firm tend to be indirect and
elusive, companies have little incentive to in-
vest. But much as for basic research, the social

NBS’s Institute for Computer Sciences and
Technology already has related work un-
derway on OSI (Open Systems Intercon-
nection). An ISDN laboratory could
provide independent assessments to sup-
port Federal procurement decisions, and
also disseminate information to private
sector users of telecommunications serv-
ices. If industry were willing to donate
equipment, Federal funding for the labora-
tory could be kept modest.

The State Department coordinates and
presents U.S. positions at the ITU The
Department relies heavily on the private
sector, through committees, for advice on
U.S. recommendations concerned with
standards. The State Department IS also
at work on the U.S. position for the 1988
World Administrate Telephone and Tele-
graph Conference—the first WATTC since
the AT&T breakup—and the plenipoten-
tiary ITU meeting scheduled for 1989,

benefits can be considerable. The analysis in
chapter 4, for example, indicated that Federal
R&D funding for construction technologies—
where companies traditionally have conducted
little R&D on their own—would have benefits
both domestically and internationally. A sec-
ond example: R&D aimed at improving produc-
tivity in the design and development of com-
puter software (ch. 5). Progress here would help
not only the software industry, but computer
hardware manufacturers, companies that em-
bed machine intelligence in their products, and,
indeed, software users throughout the Nation’s
economy. But at present, only a few large com-
panies conduct much research on software
productivity.

In recent years, Congress has taken steps to
stimulate R&D and technology development
both indirectly and directly. R&D tax credits
have been the primary indirect instrument. Un-
fortunately, for reasons explored in box HH,
tax credits are seldom very effective in en-
couraging firms to undertake R&D they would
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exceptions, has been tepid. The reasons seem
plain enough: on their own, companies that nor-
mally compete will cooperate only on quite vis-
ible, indeed obvious, research problems—those
they can agree on and hope to solve relatively
quickly. The centers envisioned in the Steven-
son-Wydler Act would have addressed this
quite predictable feature of the technological
landscape through government-industry-uni-
versity partnerships, with the expectation that
much of the leadership would emerge from the
university research community. Perhaps the
greatest shortcoming of the Act as originally
passed was that it called for the centers to even-
tually become self-supporting. Past analysis by
OTA suggests that continued cost-sharing by
the Federal Government would not only pro-
vide stability, but extend the R&D time horizons
beyond those of the private sector. 26

Recently, the Administration has also created
a program of Engineering Research Centers
(ERCs), with funding from NSF, along with a
DoD undertaking entitled University Research
Initiatives (URI), The first two years of the ERC
program saw 11 university centers established.
Through fiscal year 1992, NSF proposes a $160
million commitment to the program (private
sector sources also provide support); current
plans call for a total of 25 centers by 1989. While
the objectives include strengthened linkages be-
tween universities and industry, the ERCs are
properly seen as centered on the universities.
Nor is it likely that DoD’s URI program will
provide much immediate help on the civilian
side of the economy; the program is still in its
early stages, but it seems plain—and quite
natural—that most of the support will go for
technologies that DoD research managers view
as necessary for meeting future mission require-
ments. 27

‘d’’ fle~’elopmerrt and Diffusion of Commercial Technologies:
Shoulc] the Federal Government Redefine Its Role?” staff memo
randum, C) ffic. e of “1’echnolog\ Assessment, Washington, DC,
hlarch  1984.

The short-term orientation of L1 .S. industrial R&D has been
one cause of technology gaps. Industry’ cooperati~res  generally
have time horizons somewhat longer than those of indi~idu,]l
firms, but still relativeljr short—a problem the Commerce De-
partment’s information program does not address.
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NSF’s ERC program plainly represents a step
in the right direction. To encourage R&D that
would strengthen the technology base for
American industries, Congress could ensure
continuing support for the ERCs, as well as ex-
isting programs for generic technology devel-
opment (e. g., those at the National Bureau of
Standards, NBS) (Options 26 and 27). Direct-
ing the Administration to fund centers as en-
visioned in the Stevenson-Wydler Act would
help move university research agendas closer
to the needs of industry. Support for programs
that transferred R&D results to the private sec-
tor would enable American companies in many
industries to compete more effectively. (As
noted in ch. 4, more effective technology trans-
fer mechanisms would help the E&C industry
benefit from technologies developed through
DoD funding for construction-related R&D,
which totals about $270 million per year. )

Access to Foreign Technology

Given rough technological parity in many
fields, American companies now have a good
deal to learn from overseas. This will take new
attitudes by corporate managers, but Federal
policies can also contribute. In part because
the United States has been ahead for so many
years, both the public and the private sector
have neglected mechanisms for locating, evalu-
ating, and translating information on foreign
scientific and technical developments. Con-
gress has made a start on this problem, most
recently with the passage of the Japanese Tech-
nical Literature Act of 1986 (Public Law 99-382,
like the Federal Technology Transfer Act of
1986, an amendment to the Stevenson-Wydler
Act). Among other things, this law directs the
Commerce Department, through the National
Technical Information Service, to monitor tech-
nical developments in Japan and consult with
users on their needs for information concern-
ing Japanese engineering and technology,
Commerce is to translate Japanese publications
(on a cost reimbursable basis) and prepare an-
nual reports on scientific and technical devel-
opments in Japan.

Although a significant step, the new legisla-
tion goes only part way in meeting U.S. needs
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for foreign technical information (Options 28-
30). Given the costs of translation, and the
limited budgets of the Nation’s universities, it
seems logical that the Federal Government pay
for translations covering the results of basic
research—which will generally be of more in-
terest to university than to corporate engineers
and scientists. Beyond this, some foreign de-
velopments are much more significant than
others: given huge quantities of information on
foreign technology and science, it would be
logical to develop screening procedures for
identifying and evaluating the more important
foreign work. Screening could benefit the gov-
ernment directly—e.g., through locating foreign
technologies with potential applications in pub-
lic works projects or military systems.

Personnel exchanges provide notably effec-
tive mechanisms for technology transfer, while
also helping lay groundwork for long-term
working relationships among researchers in
different parts of the world. Many foreigners
visit U.S. R&D installations, and many foreign
nationals study at U.S. universities, but few
Americans go abroad to conduct research.
Among those who do, the language barrier
means that only a tiny number go to Japan. This
situation has begun to change, with new univer-
sity programs that send American graduate
students in engineering and science to work
in Japanese laboratories. The U.S.-Israel Bi-
national Industrial R&D Foundation also de-
serves mention, along with AID’s Program for
the Advancement of Commercial Technology.
Federal support for the university programs
could be particularly useful.

Finally, Congress could direct the Adminis-
tration to seek increased access to foreign tech-
nology through the trade negotiations process.
For example, H.R. 3, as passed by the House,
would establish equitable access to foreign tech-
nology as a formal negotiating objective. In
earlier years, barriers in foreign countries such
as restrictions on technical licensing were of
little concern, but now that other countries have
strengthened their technological capabilities,
it stands to reason that they be as open as the
United States was in the past.

Military R&D; Federal Government Procurement

The U.S. Government played a crucial role
in the rise of the information industries through
research funding and purchases. Federal pro-
curement and contracting policies have aided
developments in software through standards
for computer languages, Government purchases
of services (and goods) can guarantee markets,
reduce uncertainty, and stimulate growth. (See
box II on the E&C industry.)

When it comes to more recent programs—
e.g., DoD’s Strategic Defense Initiative (SDI),
and its Strategic Computing effort—Congress
could seek to identify and implement policies
aimed at maximizing favorable impacts on the
civilian economy. Despite a great deal of rhet-
oric concerning the spinoffs from military
spending (and space), remarkably little is
known about the interactions and possible
trade-offs between defense R&D (and procure-
ment) and international competitiveness. Thus
policy guidance would seem to demand, as a
first step, a reopening of a fundamental set of
questions in technology policy (Option 31)—
questions that include:

How do procurement and R&D expendi-
tures by DoD (and the National Aeronau-
tics and Space Administration) affect the
development of civilian, commercial
technologies—not only through the prod-
ucts and processes that emerge, but
through contributions to technical knowl-
edge and engineering design/analysis pro-
cedures?
How has Federal spending benefited com-
mercial industries (e.g., information serv-
ices) in recent years? What, specifically,
are the probable spinoffs from SDI? Will
the most important of these be engineer-
ing methods or products/processes them-
selves?
What is the balance of benefits and costs
from technology development aimed at de-
fense and space? Do military and space
programs claim the best and the brightest
among American engineers and scientists,
weakening civilian industries?
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Box U.-Federal Procurement  pf ad Construction Services

Buy-American preferences and set-asides enmwe~  @od deal of overseas workfoz  U.S. E&C firms.
In 1983, Congress amended the Foreign %rvice B@.@@g&4@l  -a ~W $8-If% s=. 136) to give
a 10 percent bidding preference to American co~paM@s=@  akm to fa~i~ firms whose govern-
ments extend reciprocal preferences to US. contracttw&  ~measure,  iii?e#sdti  to open up bidding
processes in other countries as much as to aid Arn@can IUkC-ffrms,  ap@i4s  to projects costing $5
million or more. Similarly, Section 116 of the Nfihtary  ~onsttuctfon  A~prupriatkm Act, 1986 (Public
Law 99-173), required that all contracts for military cxm&mr@’on  in NATO  countries and Japan val-
ued at greater than $1 million go to American companie~.~  The ~~h Diplomatic Security and
Antiterrorism Act of 1986 (Public Law 9%399), which authorizes $2.5 billion through fiscal year 1990
to improve security abroad, could prove a substantial boon for U.S. firms.  The embassy security pro-
gram restricts contracts of more than $5 million  to AXw@xm  contractors, or majority joint ventures.
The law also provides for small-business set-aside~.  .

Although Congress could further expand prefimkmea and mtNasbbs  on U. S*-funded construction
projects in foreign countries, such steps—while providing assistance to an Ammican  industry experi-
encing competitive difficulties—would generally mean high coats for the taxpayer (leaving aside
cases like that of the new Moscow embassy). Moreover, diplomatic considerations and existing agree-
ments will often limit such preferences. Both the embassy security program and the Foreign Service
Buildings Act exempt projects in countries where  cuxfmt  policies bar U.S. contractors, while the
Foreign Service Buildings Act gives the Secretary of Stat@ latitude “in the interest of bilateral rela-
tions.” But the most significant drawback to such pdicitw is simply that bidding preferences fail to
address the fundamental competitive weaknesses of U.SAmsed  M!42  firms. They would do little to
improve competitiveness beyond providing finanoiai xppom  unless coupled with other steps that
helped the industry improve its competitive positiun-i.e.,  programs for technology development.

As chapter 4 points out, innovation in the U.S. ccmstrucdon industry has bean slow. Federal procure-
ment policies that worked to encourage imovation  could contribute to strengthening the industry’s
international competitiveness. Congress might dir@ Federal  agencies to expwinwnt  with perforrnance-
based contracting procedures, rather than rigid specifications that discourage use of new construc-
tion methods.

IJoint  ventures with host nation firms are permitted. The appropriatiorts  act for fiscal year 1987 (Public Law 99-591) lowered the threshold
to $500,000, while also giving American contractors a 20 percent coat preference for military construction projects on Kwajalein Island, in
U.S. territories such as Guam, and for military dredging operation in the Indian ocean.

Congress has also looked to the Defense Department for indirect support of f.L% E&c exports. in 1964, Congreae  instructed DoD to designate
an ombudsman to help U.S. firma get contracts for NATO-funded projecta  in Europe, end to require that all NATO-approved projects over
$5 million be advertised in the Commerce Business Dslfy-Houae  Conference Report 98-1159, to accompany H.J. Res.  648 (Public Law 98-473),
Continuing Appropriations for fiscal year 1985.  Language in House Report 99648,  to accompany H.R. 5052, Military Construction Appropria-
tions Bill, 1987, increasea  the threshold to $15 million. While about 50 U.S. firms  have been certified to com@e  for NATO Projects, the first
16 months of the program sew only one bid, anf! that unsucceasfid-” U.S. Contractor Participatiort in Overseas NATO Construction,” fact
sheet prepared by W.L. Harper, Office of the Assistant Secretary of DeferdAcquisition  and L@etl@,  Department of Defense, 1986.

Although some in the E&C industry have argued that the government should routinely reserve construction paid for by the United States
in non-NATO countriea  for American contractors, other policy considerations work against this. Many mifitarybasing  agreements, for example,
require that contracts go to host country firms.

• Given that the United States will continue Technical Standards
to spend large sums on defense-related
technologies, how can the positive impacts Standards sometimes become non-tariff bar-
on the civilian economy be maximized? riers (ch. 9). On the other hand, they can also
How can the United States speed the trans- contribute to stable and predictable market con-
fer and adaptation of military technologies ditions, and thus to the spread of new technol-
to commercial industries? ogies, As mentioned earlier in this chapter, in



the section on telecommunications, an impor-
tant set of questions revolves around future
standards for ISDN. Open Systems Intercon-
nection (OSI) standards for computers—a re-
lated matter—have also surfaced in interna-
tional discussions.

In terms of domestic U.S. policies, the pri-
mary concern—partly one of standards, partly
regulatory—lies in the implications of the AT&T
breakup for compatibility in the Nation’s
telecommunications infrastructure. In the
newly competitive environment, technical
standards might easily become a weapon for
companies seeking an advantage over their
rivals, Is it possible that the regional holding
companies (RHCs) will seek to introduce differ-
ing and incompatible ISDN standards as a
shield against external competition? If so, the

costs to users of services provided over the
telecommunications infrastructure could be
high. Questions of technical standards also re-
main for videotext/teletext services. While the
United States has national videotex standards
in place, these may need revision as computer-
based videotex systems supplant services sup-
plied through television broadcasting. Again,
it seems desirable to ensure that the RHCs do
not implement incompatible standards—espe-
cially since they may eventually be allowed to
expand their role in delivering such services.

Regardless of outcomes in the United States,
setting international ISDN standards promises
to be contentious. A complex institutional struc-
ture exists to define and recommend interna-
tional telecommunications standards, center-
ing on the ITU (more specifically, the CC ITT).
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The EC, which evidently plans to seek early
CC ITT agreement on ISDN standards favored
by Community members, set forth a working
program at the end of 1986, Intended as a step
toward Community-wide standards, the even-
tual aim is no doubt to establish competitive
advantages for European telecommunications
firms as equipment markets emerge.

In the United States, standards-setting proc-
esses have become more complex with the end
of the unified Bell System, USTR has recently
established an expert group on ISDN in con-
junction with the EC. Two private organizations,
the American National Standards Institute
(ANSI) and the Exchange Carriers Standards
Association (ECSA, created in 1983 to develop
common technical standards for U.S. telephone
companies) have also turned their attention to
ISDN, In preparations for meetings of the ITU
and the World Administrative Telephone and
Telegraph Conference scheduled for 1988 and
1989 (WATTC, ch. 9), the State Department and
other Federal agencies will rely heavily on
ANSI and ESCA.

The U.S. Government-the world’s largest
consumer of telecommunications, computer,
and data processing services—has a direct stake
in the evolution of ISDN. Procurement deci-
sions by DoD and the General Services Admin-
istration (GSA), the two major government pur-
chasers of telecommunications and related
services, will help shape ISDN standards. Both
agencies are currently evaluating their needs,
and examining possible evolutionary paths to
ISDN. GSA plans to replace the government’s
private intercity telephone network (called FTS)

with commercial services under its FTS 2000
proposal. 28 Meanwhile, the Defense Communi-
cations Agency is seeking to determine whether
ISDN standards driven by civilian needs would
also satisfy military requirements.

Given the many actors already on the scene—
and bearing in mind that the RHCs may even-
tually be permitted to engage in equipment
manufacturing—there seem good reasons for
a strong Federal role in steering ISDN choices
so as to minimize incompatibilities. As one
alternative, Congress could appropriate funds
for an ISDN demonstration laboratory and test-
ing facility, perhaps at NBS (Option 32). In any
case, Congress may want to stay abreast of the
evolution of ISDN, both internationally and in
the United States—e.g., by directing appropri-
ate Federal agencies to monitor and analyze
ongoing technical developments here and
abroad. With total expenditures on ISDN ex-
pected to run to many billions of dollars, pol-
icy conflicts are bound to arise. These could
range from trade friction involving sales of
equipment to a possible renewal of concern
over TBDF restrictions. As stressed in chapter
9, technical matters that once could be left to
specialists have now become important policy
matters—for the United States and for our trad-
ing partners (Option 33),

2B’’FTS  2000 Ser\’ices:  A Request for Prop(j+il\ ‘[’o R[’l)lat e thr
1+’ecieral  Telecommunications System, ” sf;(  on(j d ra i t—-()[:tohcr
1986, CSA DC-8911 700203, General Serii[,f>s  .I\(] ]~1 i n istr,)tion,
Wtl~hiIlgton,  DC GSA expe[;ts  to let a 1 ()-} f>ar  ~:’r,$-200(1”  (:1~11-

lract in 1988, with the new’ serkices-to in(l(](i(> \OI( (~, IIat;l. ;IO{I

video- migrating to ISDN and conforming Lt i t h n a t i ( J II a I [I r) ( ]

international standards as the} (le~’clo[),

ORGANIZATION AND EFFECTIVENESS OF FEDERAL POLICYMAKING

USTR has set the stage for negotiations on representatives of both labor and business will
services in GATT, Getting results, in the Uru- need to be strengthened. As the experiences of
guay Round and bilaterally, will require that the Kennedy and Tokyo Rounds demonstrate,
other agencies be brought fully into the proc- a politically acceptable agreement depends on
ess, along with parties whose interests will be a domestic political consensus built and main-
affected by the outcomes. Priorities will have tained during the negotiations process; attempts
to be set, and the inevitable trade-offs managed. to put such a consensus together later risk fail-
It seems clear that mechanisms for drawing in ure, as the Kennedy Round showed.
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Recognition of the many links between do-
mestic industrial (and technology) policies and
trade has come relatively slowly in the United
States. The policymaking process is still ad-
justing, as reflected in the hundreds of bills in-
troduced in Congress over the past few years
concerned in some way with problems of com-
petitiveness, trade, and structural adjustment.
Some of the proposals have dealt with a per-
ceived need for greater coordination and in-
tegration in the Nation’s policymaking system—
institutions and mechanisms better attuned to
the realities of international competition and
the changing U.S. place in the world economy.
But if recognition of the need has been grow-
ing, agreement on specifics seems only a little
closer. This is evident in the diverse approaches
proposed in the 99th Congress (and thus far in
the 100th)-proposals that included, among
others, bills to strengthen USTR, to create a
White House council on trade, to establish an
independent council on industrial competitive-
ness, to reorganize agencies with trade-related
functions into a new department of trade. There
have also been proposals for a department of
science and technology.

Policy outcomes always depend to some ex-
tent on organizational forms; in exceptional
cases, the structure of government will deter-
mine the course of policy debates because of
the way information is channeled and decision-
making authority distributed. But in the United
States, the built-in dispersion of authority
guarantees conflicts and ambiguity—as well as
access for interested parties. The structure lets
debate sprawl, rather than channeling it. More
than 30 government bodies—ranging from Cab-
inet councils to line and regulatory agencies
to special commissions—have significant pol-
icy influence when it comes to the service in-
dustries, Predictably, coordination is occa-
sional.

Congress passed the International Trade and
Investment Act of 1984 (Title III of Public Law
98-573, referred to earlier) partly to strengthen
policy coordination, The Act gives both USTR
and Commerce major responsibilities. With
change in such matters always slow, it is not
clear at this point how well inter-agency co-

ordination is working. Nor is it clear how well
the Department of Commerce will be able to
fulfill its new responsibilities for analysis of
competitiveness in the service industries, and
for policy development; these have not been
Commerce’s strengths in the past.

Accompanying the calls for better coordina-
tion have been periodic proposals for trade re-
organization. Those who advocate reorganiza-
tion believe the fragmentation of responsibility
in matters concerned with trade has gone too
far, and that seeking better coordination among
existing agencies is a vain hope; indeed, some
might say that, should efforts at coordination
lead to another administrative layer, the cure
could be worse than the disease. The most com-
mon reorganization plans would create a de-
partment of trade (or department of trade and
industry), Many bills proposed but not acted
on in the 99th Congress called for some vari-
ant of the trade department theme. Most would
move USTR and at least some parts of Com-
merce into a new department, perhaps joined
by elements of other agencies. Those favoring
reorganization believe such a step would help
integrate trade-related policies at higher levels
of the Administration, placing the new depart-
ment’s secretary in a position to deal with is-
sues of both domestic and foreign economic
policy—while also helping with the problems
of an overloaded USTR, which must rely on
other agencies for staff support.

The opponents of reorganization point out
that a secretary of trade would be faced with
a large department having numerous line
responsibilities, entrenched operating proce-
dures, and well-established political and bu-
reaucratic relationships. Such an organization
does not move quickly or easily. The secretary’s
room for maneuver would inevitably be limited;
closeness to the president can counter such ten-
dencies only so far. As those who look with dis-
favor on reorganization say, shuffling boxes on
the organization chart won’t accomplish much,
Moreover, reorganization would be counter-
productive if USTR—a small agency with a
well-defined purpose and proven capabilities—
loses some of its effectiveness, As a relatively
elite group within the Federal Government,
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USTR has been able to attract outstanding
employees—a major reason for its success.
Finding and keeping good people might prove
more of a problem in a larger, more cumber-
some agency.

Although a plausible case can be made that
creating a new department would reduce some
of the overlap between USTR and Commerce,
reorganization would have less effect when it
comes to the many other agencies with a say
in trade policy. The Departments of Agricul-
ture and Defense, to take only the most obvi-
ous examples, would not quickly or easily cede
influence over policies they view as important.
Treasury jealously guards its macroeconomic
responsibilities. As the number of trade com-
plaints rises, the U.S. International Trade Com-
mission becomes more influential in determin-
ing the Nation’s de facto trade policy; the
Commission is an independent agency. Nor is
it likely that a trade department could (or
should) take on functions now the province of
the independent regulatory agencies (e.g., the
FCC, the FRB)—so important when it comes
to service industries.

The potential drawbacks to the reorganiza-
tion plans, then, are many. Still, OTA’s analy-
sis suggests that—even given widespread agree-
ment on policies at high levels in the executive
branch—it may no longer be possible for the
United States to develop and implement trade
and foreign economic policies in consistent and
coherent fashion. The international economy
has changed radically over the past two dec-
ades; the structure of the U.S. Government has
not kept up. Currently, the Administration may
not have the analytical capability to develop
sound policies, nor the tools to pursue them,

The problems have two fundamental
dimensions–with prospective solutions that
could be pursued independently or jointly:

analysis and decision support—long-term
planning, better institutional memory, and
analytical guidance for trade-related deci-
sions that Federal officials must now make
on what is essentially a day-to-day basis;
policy integration—mechanisms for devel-
oping broad consensus on overall policy

objectives, and for managing the inter-
agency process of policy implementation,

OTA addressed the first of these questions in
the section above entitled “Trade Analysis and
Information” (see Option 3 in table 56). Earlier
portions of the chapter also discussed the need
for coordination among Federal agencies,

When it comes to high-level policy develop-
ment and integration—the second of these
questions—there are a number of alternatives
short of full-scale trade reorganization. The Rea-
gan Administration has placed trade policy un-
der the aegis of the Economic Policy Council,
an informal cabinet-level group chaired by the
Secretary of the Treasury. Other members of
the EPC—which has no statutory basis—include
the Secretaries of Commerce, Labor, Agricul-
ture, and State, along with the U.S. Trade Rep-
resentative and the Director of the Office of
Management and Budget. In recent years, the
Trade Policy Committee (TPC, an interagency
group established under the Trade Expansion
Act of 1962 and headed by the U.S. Trade Rep-
resentative) has met only rarely, although its
staff committees and subcommittees continue
to function under USTR and EPC direction,
Congress could direct the Administration to uti-
lize the statutory TPC, rather than leaving trade
policy subordinate to informal bodies like the
EPC. Alternatively, Congress could replace or
supplement the TPC with a new council on in-
ternational trade within the Executive Office
of the President, charged with formulating
trade and foreign economic policy at the high-
est levels of the Administration.

Informal cabinet councils like the EPC have
responsibilities that often shift over the course
of an Administration, as well as between Ad-
ministrations, If Congress were to create a stat-
utory trade council, a president might or might
not give it real authority. But the existence of
such a council would provide a ready-made fo-
cal point for a chief executive who sought to
implement a coherent trade policy. Legislation
establishing such a council could symbolize
congressional resolve to raise the priorities for
trade policy to a level in keeping with its sig-
nificance for the U.S. economy.
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By itself, creation of a department of trade
or a statutory trade council within the Execu-
tive Office of the President (or both) would do
little to help the Nation’s service (or manufac-
turing) industries maintain their competitive-
ness. Plainly, the effectiveness of a department
or council would depend on how well the de-
tails were handled, and on how the president
chose to proceed once the legislation had been
passed. But given the growing importance of
the service industries, Federal agencies with
both domestic and trade responsibilities will,
one way or another, have to redirect at least
some of their activities over the next 10 or 15
years.

At many places in this report, OTA has
stressed the interdependencies between serv-
ices and manufacturing. This means that pol-
icymaking must also be integrated at some level
between these two sides of the economy. If the
100th Congress decides to reorganize the trade
functions of the government, it might build de-
liberate linkages into the legislative framework,
not only between trade policies and domestic
policies, but between policies affecting the serv-
ices and those affecting manufacturing.

CONCLUDING REMARKS

Many of the policies that would help U.S.
service industries maintain their international
competitiveness could also help the Nation’s
manufacturing industries. American software
and information services firms owe much of
their competitive ability to a large installed base
of computer hardware, to knowledgeable cus-
tomers who have been aggressive in pursuing
new computer applications, and to hardware
manufacturers who have remained at the tech-
nological frontiers. In turn, good software helps
sell U.S.-made computer systems. Government
policies contributing to low entry barriers,
abundant venture capital, and high employee
mobility have helped spur the entrepreneurial
vigor characterizing both software and infor-
mation services in the United States. More
broadly, advances in computer applications
have helped many U.S. manufacturing compa-
nies improve their productivity and maintain
their international competitiveness. And
computer-based training methods hold out op-
portunities for teaching people how to learn,
so that lifelong education can become a reality
rather than a slogan. These are not the only ex-
amples: parallel if less far-reaching relation-
ships hold between business services (adver-
tising, accounting, management consulting)
and their customers. Deregulation of domes-
tic air travel has led to lower passenger fares,
hence market expansion and new orders for

airframe and engine manufacturers. Deregu-
lation also helped open up international air
travel, contributing to
made passenger jets.

The linkages between

exports of American-

the services and manu-
facturing create a complex institutional challenge.
Starting in the 1970s, the service industries
made use of their access to the policymaking
apparatus (nothing unusual for industries like
banking or insurance, but new for the service
sector as a whole) to help push GATT negotia-
tions on services toward the top of the Nation’s
policy agenda—an effort arising in part from
a feeling that policy makers had not been very
responsive to the interests of the service side
of the economy. Certainly the international
ramifications of domestic policies have seldom
received much consideration. But there is more
than a question of responsiveness here: OTA’s
analysis suggests that it is the blurring of bound-
aries between services and manufacturing,
rather than the special nature of services, that
gives them much of their new importance, Still
more broadly, recognition has grown that slack-
ening international competitiveness—occuring
more or less simultaneously in so many Amer-
ican industries—marks a real turning point in
the U.S. position in the world. This has brought
an intensified debate over trade policy. So far,
the services have not had much prominence
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in the debate, but this may change—particularly
if the Uruguay Round negotiations make rapid
progress on their services track.

Many bills in recent Congresses have sought,
in one way or another, a tougher negotiating
stance vis a vis the Nation’s trading partners.
The ostensible premise has been that equaliz-
ing the rules of the game would help U.S. in-
dustry compete, and bring exports and imports
into closer balance. Other legislative proposals,
focusing on the domestic causes of declining
U.S. competitiveness, have proposed changes
in education and training, or in technology pol-
icy. Most of the bills reflect, in one way or
another, tensions between two powerful forces:

• the tradition of U.S. leadership in advocat-
ing open markets internationally, and un-
fettered competition;

• dawning realization that American firms
face real trouble in competing in those
markets—markets that U.S. policies have
helped create.

In the services, where U.S. competitiveness re-
mains generally high, this tension has been less
apparent than in manufacturing (although plain
enough when it comes to the E&C industry);
liberalization of trade and investment would
help some (not all) U.S. service industries.

Agreements in GATT and elsewhere will not
be easy to reach; many of the barriers in the
services consist of domestic regulations that
few governments regard as fair game for dis-
cussion and negotiation. Although the United
States has partially deregulated a number of its
service industries over the last 15 years, some
regulation will plainly continue—to protect
public health and safety (air travel), to safeguard
consumers and investors (financial services),

In the past, Federal agencies have seldom
taken much account of impacts on international
competitiveness when pursuing regulatory or
deregulatory goals—even when these impacts
are quite direct. And indirect impacts are im-
portant too: government regulations not only
constrain companies, they condition manage-
ment decisions more subtly (e. g., through ex-

pectations concerning future regulatory ac-
tions). Moreover, the impacts of deregulation
can be negative as well as positive. Relaxation
of antitrust enforcement, for instance, if car-
ried too far could threaten industries—includ-
ing the majority of traded services—in which
domestic competition has honed the interna-
tional capabilities of American firms. This
might seem a worry for the future more than
the present. But it is certainly legitimate to ask
if the U.S. semiconductor industry would have
come into existence in anything like its current
form if today’s antitrust climate had been in
place 30 years ago. The 1956 AT&T consent
decree, which caused Bell Laboratories to dif-
fuse its technology widely, shaped many aspects
of an industry that remains a major source of
technological and competitive strength for the
United States, despite recent battering by the
Japanese.

As many examples in this chapter have
shown, with the U.S. economy increasingly in-
tegrated into the world economy, Federal Gov-
ernment decisions can no longer be viewed
solely in a domestic context. Policy makers and
regulators will have to pay more than sporadic
attention to international competitiveness.

The United States finds itself remodeling its
policymaking system when the need becomes
great enough, pressures build to high levels.
With realization growing that the U.S. position
in the world economy has altered irrevocably
from that of two or three decades ago comes
a shift in the ways Federal agencies formulate
and implement policy—a shift that is underway
but far from complete.

For Congress, perhaps the next step is sim-
ply to seek enhanced visibility for the impacts
on competitiveness of executive branch deci-
sion-making—to build international competi-
tiveness into the policymaking process. Better
data and analysis would help move things
along. Congress could seek to strengthen the
linkages between service industries and man-
ufacturing through support for their common
technology/science base; indeed, simply ac-
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knowledging that technology plays a critical
role in maintaining a competitive group of serv-
ice industries would be a start.

Coordination among Federal agencies will be
an ever-present need, no matter the choices
made by Congress. Jurisdictional disputes, tra-
ditions and habits–constants of the U.S. pol-
icymaking system—will not change overnight.
But with time and accumulated experience, co-
ordination between domestic regulatory pol-
icies and U.S. foreign economic policy should

become somewhat easier. And Congress may
decide the time is right to make more substan-
tial changes in Federal policymaking structures.
While ad hoc policymaking may have worked
in the past, today—with shrinking or vanish-
ing sources of advantage in global competi-
tion—the United States seems to need a new
framework, as well as a new set of tools, for
dealing with shifts in international competitive-
ness and their consequences.

APPENDIX IOA: EFFECTS OF TAX POLICY ON
INTERNATIONAL COMPETITIVENESS IN THE SERVICES

Tax policies can affect competitiveness in many
ways—for instance, by influencing the attractive-
ness of consumption relative to investment. Taxa-
tion also influences business decisions more
directly; almost inevitably, investments in some eco-
nomic sectors will be favored over others because
of differing effective tax levels across the economy.
Because international competitiveness depends on
the outcomes of competitive rivalries within the
economy, as well as those between U.S. and for-
eign firms (ch. 2), a micro-level view of taxation
often proves most illuminating.

This appendix gives a number of brief examples
drawn selectively from service sectors covered in
earlier chapters. The examples highlight some of
the provisions of the Tax Reform Act of 1986 (Pub-
lic Law 99-514), a fundamental change in U.S. tax
law, and one with impacts that will not be fully evi-
dent for several years.

Financial Services

Banks in the United States have typically paid far
less of their income in taxes than companies in other
industries—to some extent a quid pro quo for ac-
cepting lower rates of return on tax-free investments
such as municipal bonds. But to the extent that low
effective taxes (actual taxes paid divided by income)
represent something other than compensation for
lower returns before taxes on activities the govern-
ment wishes to favor, favorable tax treatment has
made the banking industry more attractive to in-
vestors. Indeed, low taxes have been one of the fac-
tors leading foreign banks to enter the U.S. market.

The 1986 tax act could substantially raise the taxes
that banks pay. While the international effects will
be indirect—none of the provisions directly change
the taxation of foreign as opposed to domestic
business—American banks may well be induced to
emphasize fee-earning services relative to lending
(a trend already well underway] because they will
not be able to claim tax losses on loans as easily.
In addition, a major source of income for banks—
buying tax-exempt securities with borrowed money,
the expense of which reduces taxes—will be largely
eliminated. Finally, the Tax Reform Act, by elimi-
nating the investment tax credit, may cut into reve-
nues from the leasing businesses that many finan-
cial institutions have established.

With higher taxes, U.S. banks may lose some in-
ternational business they might otherwise get on
straight lending because they will have to increase
their net interest margins slightly. Fewer safe profit-
generating activities domestically means a nar-
rowed range of strategic options internationally.

Engineering and Construction

Tax policies have long been a concern of U.S. E&C
firms operating overseas, and their employees. The
income taxes that Americans stationed abroad must
pay influence the wage levels they expect, hence
the costs to their employers. Furthermore, when
U.S. E&C companies invest in foreign countries,
they must generally pay taxes on their profits to both
the U.S. Government and the host nation. The pri-
mary question has been the extent to which U.S.
tax obligations will be reduced as a consequence
of foreign tax payments.
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For individuals, Section 911 of the Nation’s tax
code has excluded the first $80,000 of overseas
wages from Federal income taxes. Although E & C
companies, along with others that station Ameri-
cans abroad, have argued for an increase in the level
of exclusion, the 1986 tax act reduces it to $70,000.
As a result, U.S. firms that send highly paid em-
ployees overseas—e.g., managers and engineers—
will find themselves at a slightly greater labor cost
disadvantage relative to many of their foreign com-
petitors.

Other tax policies that affect the E&C industry in-
clude the levies on technical assistance that some
countries impose. These are taxes on professional
services produced outside the country but sold
within its borders. In most cases, the cost of this
tax is simply passed along to the client. Because it
then appears as part of the E&C firm’s revenues,
the cost of the local tax itself is subject to U.S. taxes.
Legislation proposed in the 99th Congress (H. R,
3494) would have permitted American companies
to deduct or credit taxes paid to a foreign govern-
ment on construction services carried out in the
United States for an overseas project. This would
probably not make much difference for competition.
The E&C industry has been slow to take advantage
of tax incentives that are already available for
promoting exports. For instance, even though ar-
chitectural and engineering services for foreign con-
struction projects were specifically included in leg-
islation establishing tax-sheltered Foreign Sales
Corporations, E&C firms have yet to make use of
this mechanism.

More favorable tax treatment of international
E&C activities could help cash flow positions and
profitability levels, and might marginally lower the
bids that American firms enter on some projects,
By themselves, however, changes in tax policy
would not have much effect on the cost disadvan-
tages U.S. E&C firms must contend with in many
foreign markets.

Information Technology Services

Entrepreneurial startups have been responsible
for much of the vigor in this sector. Venture capital
supplies for startups depend, among other things,
on tax treatment of capita] gains. Because the 1986
Tax Reform Act raises effective capital gains tax
rates, startups may become somewhat less attrac-
tive. It remains to be seen how great the impact will
be, because other factors–primarily converging tech-
nological and market opportunities—have an even
s t ronger  inf luence  on ent repreneur ia l  indus t r ies .

A second tax issue—relating only to computer
software—illustrates the sometimes circuitous
routes through which taxation can affect competi-
tion, In the past, the Internal Revenue Service (IRS)
has sought to treat software firms as passive hold-
ing companies when a large proportion of their rev-
enues came from licensing. While the 1986 tax bill
specifically exempts software firms from classifi-
cation as passive holding companies, the example
remains instructive. Some software suppliers
choose to license their products, in both domestic
and foreign markets, because other forms of pro-
tection for intellectual property rights fail to pro-
vide adequate protection (box GG, ch. 9). If a licen-
see makes illegal copies or otherwise breaks the
agreement, the software firm can revoke the license.
Revenues, however, come not from sales but from
licensing fees. Because of this, the IRS had proposed
to tax software firms as passive holding companies
—subject to higher rates than active operating com-
panies. Such a classification would have done con-
siderable violence to the nature of this industry.
Nonetheless, the IRS had threatened firms with bills
for back taxes—as much as $30 million in one case.

Technical Licensing

Relative tax levels here and abroad affect decisions
on exploiting proprietary technology—whether to
produce at home and export or to license compa-
nies abroad, whether to negotiate licenses with un-
affiliated firms or only with affiliates. Other things
the same, a multinational will attempt to arrange
its internal transactions to minimize tax liabilities
on a global basis. International differences in taxa-
tion give MNCs many opportunities for doing so.
At the most obvious level, royalties from unaffiliated
firms will be taxed as income, whereas royalty flows
from affiliates can be treated as intracorporate
charges, exempt from taxation. Of course, the tax-
collecting authorities of each country will attempt
to ensure that they get their fair share—one reason
for the tax treaties that governments negotiate with
each other.

In the United States, the IRS requires that fees
and royalties from intracorporate licensing approx-
imate revenues that would be earned in arms-length
transactions. U.S.-based multinationals are likewise
expected to allocate R&D expenditures on a reason-
able basis between the parent firm and foreign
subsidiaries. This prevents companies from, say,
loading all R&D costs onto the U.S. parent’s income
statement so as to lower domestic earnings and
hence the firm’s IRS bill, Other possibilities arise
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because U.S. law permits deferral of taxes on for-
eign earnings until the income is repatriated to
the United States. In the absence of IRS rules gov-
erning allocations of expenses, MNCs would be
tempted to transfer income to subsidiaries located
in countries with low corporate tax rates—by, for
instance, permitting their subsidiaries to use U. S.-
developed technologies at no charge. After paying
foreign taxes on income from the technology, the
company could then repatriate the funds as untaxed
capital flows. Existing tax laws are intended to pre-
vent indirect transfers of this type, but it is hard
to say how well they work; regardless of the extent
to which MNCs comply with the letter and spirit
of IRS rules, they will always have considerable lati-
tude in using license agreements as vehicles for
moving funds internationally.

Many host governments tax international trans-
fers involving royalty payments. While this can
dampen licensing activity, managements have alter-
natives here too. They may, for example, inflate the
fees they charge their subsidiaries by the amount
of the tax. In such cases, the host government is
likely to know perfectly well what is going on. If
it wishes the technology transfer to take place, the
host country can set a tax, perhaps for political pur-
poses, and accept the fact that fees will be inflated.
If it wishes to stop the practice, the government can
always set ceilings on maximum royalty rates. This
narrows the MNC’s room for maneuver; if the firm
cannot find another financial conduit, it may de-
cide to leave the market.


