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Washington’s increasing focus on promoting interna-
tional investment and trade is evident in the smorgas-
bord of assistance offered to U.S. exporters. Major cat-
egories include: (1) grants, subsidies, and tax breaks for
exporters, (2) government programs and activities to
persuade importers to purchase U.S. products, (3)
information and technical assistance for exporters, and
(4) other governmental actions not directed at export
creation but which may help increase sales abroad.

Key Points
* The U.S. government assists U.S.
exporters by providing grants,
subsidies, tax breaks, and infor-
mation about importing coun-

tries.

« The U.S. government offers assis-
tance programs and loan guaran-
tees to encourage importers to
buy U.S. goods and services.

« Some recipients have collected
more than $1 million in a single
year from the export enhance-

ment program.

A major actor in fostering U.S.
exports is the Trade Promo-
tion Coordinating Committee
(TPCC). Created in 1993 to devel-
op and coordinate U.S. export-
promotion programs, the TPCC
includes representatives from 19
federal agencies and has an annual
budget in excess of $2 billion. The
TPCC’s Advocacy Center works
one-on-one with U.S. exporters
requesting government assistance
in bidding competitions. TPCC
tracks projects worldwide, provides
counseling, and coordinates advo-

cacy ranging from trade missions to visits, telephone
calls, and letters from U.S. officials.

As one might imagine, direct monetary support is pop-
ular with U.S. exporters. Examples of grants and subsi-
dies for exporters include the Market Access Program
(MAP) and the Export Enhancement Program (EEP) of
the U.S. Department of Agriculture. The MAP, estab-
lished in 1990, has an annual budget of $100 million
and provides partial defrayment of the costs of market-
building and product promotion overseas. Some recipi-
ents, including Sunkist Growers, Sunsweet, Dole Foods,
and Gallo Wines, have collected more than $1 million
in a single year. The EEP, which was established in 1985
and is budgeted to receive $500 million in 1998, pays
cash bonuses to exporters of certain U.S. agricultural
commodities. Just three companies—Cargill,
Continental Grain, and French-owned Louis Dreyfus—
have received almost half of the bonuses since 1985.

Tax abatements also play well in the U.S. corporate
world. A key tax break designed for exporters requires

companies to set up Foreign Sales Corporations (FSCs)
in other countries or U.S. possessions. When the U.S.
firm sells exports through its FSC, a portion of the
income is exempt from U.S. taxes. Exporters save $1.5
billion annually by using this tax break. Companies
may also benefit from the Internal Revenue Code’s
sourcing rules for sales of U.S. inventory. These rules
allow some income from exports to be considered
earned in the importing country, thereby reducing U.S.
taxable income. If the importing country classifies these
export profits as U.S. taxable income, then the earnings
would not be taxed anywhere. The U.S. Treasury loses
$3.7 billion annually because of this loophole.

In addition, the U.S. Export-Import Bank plays a role
in Washington’s support of U.S. transnational corpora-
tions (TNCs) by providing direct loans and loan guar-
antees for up to 85% of the export value of U.S. goods
and services (see In Focus: Eximbank). This financing
goes to foreign buyers of U.S. exports and is intended to
help U.S. companies win sales. The U.S. Trade and
Development Agency signs agreements with host coun-
try agencies to provide U.S. government funding for
feasibility studies of major development projects in sec-
tors such as telecommunications and energy. Because
U.S. firms conduct these studies, which include pro-
curement plans, U.S. companies are positioned to get
the follow-up contracts when the projects are imple-
mented.

In all, more than 20 federal agencies collect information
about foreign markets. The one-stop source for much of
the data is the National Trade Data Bank (NTDB),
which is updated monthly. The Commerce Department
has established U.S. Commercial Centers in China,
Indonesia, and Brazil to provide one-on-one business
counseling and export assistance to U.S. companies.
The Commerce Department also offers a fee-based
research service that provides firms with specific infor-
mation on marketing their individual products in
selected countries.

Federal activities not aimed at trade promotion also
may increase exports. For example, federal subsidies for
corporate research and development reduce companies’
expenses. These lower costs may be passed on as lower
prices, which make U.S. exports more attractive.



Problems With Current U.S. Policy

Trade promotion programs violate the intent, if not
the letter, of multilateral free trade agreements. The
Uruguay Round of the General Agreement on Tariffs
and Trade (GATT), approved in 1994 by more than
100 countries, prohibits subsidies that are contingent
upon export performance or the use of domestic rather
than imported goods.

The agreement does designate some subsidies as non-
actionable (or GATT-legal)—including subsidies that
are not specific assistance—for certain research activi-
ties, aid to disadvantaged regions of a GATT country,
and grants to adapt facilities to new environmental
laws. Specific subsidies are defined as those expressly
limited to certain enterprises. Based on these criteria,
the MAP is deemed GAT T-legal. With respect to pro-
grams that give bonuses to exporters to allow them to
undercut foreign competitors, all GATT countries
pledged to reduce their Export Enhancement Program-
type outlays by 36% by the year 2000. Yet President
Clinton’s proposed 1998 budget would swell EEP fund-
ing to $500 million, from $100 million in 1997.

Trade promotion and the resulting growth in U.S.
exports can adversely impact U.S. trading partners, par-
ticularly many developing nations that depend on
export earnings for as much as 80% of their foreign
exchange resources. Poorer countries suffer when they
can’t compete against subsidized exports in world mar-
kets and imports into their own countries, so they
respond to protect themselves. For example, to support
development of a domestic computer industry, Brazil
closed its markets to computer imports for a number of
years.

Proponents of government export-promotion argue
that the programs are necessary to level the playing field
in response to subsidies offered by other exporters’ gov-
ernments. U.S. trade rivals use a varying mix of high-
level visits, financing, trade missions, lobbying, trade
shows, and local advocacy. Japan, for example, tends to
offer some form of financing to promote its exports.
Germany solicits trade through German chambers of
commerce and trade associations. Developing countries
offer similar programs. For example, Indonesian and
Turkish exporters benefit from a number of government
insurance and credit programs.

Yet these programs may tilt, not level, the playing field.
Australia, for instance, doesnt offer an EEP-type pro-
gram and has protested that its exporters cannot com-
pete against EEP-assisted U.S. products.

Like protectionist practices that limit imports, export-
promotion programs can be used to retaliate against
other countries and thereby harm foreign relations. U.S.
Secretary of Agriculture Dan Glickman recently used
threats to offer EEP bonuses to U.S. flour exporters as a
signal to the European Union that he was concerned
about European flour subsidies. Secretary Glickman
told a congressional panel that “a measure of the admin-
istration’s readiness to use the [EEP] as ‘a market access
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tool’ is its recent budget request to Congress for $500
million for the program . ...”

The societal value of some products promoted by feder-
al programs is questionable. Key beneficiaries of MAP
advertising subsidies have been exporters of wine and
whiskey, pet food, and mink. Additionally, the federal
government provided $7.6 billion in subsidies for arms
exports in 1995, an increase of 8.5 percent over 1994,
and employs 6,500 full-time personnel to promote and
service foreign arms sales by U.S. companies (see In
Focus: Warfare vs. Welfare).

Export promotion by a government can corrupt its rela-
tionships with domestic and foreign-owned industries
when companies seek to maintain or increase special
treatment. Trade organizations and private firms devel-
op and submit proposals to the Agriculture
Department, recommending countries and products for
which exporters should obtain MAP funds. Traditional
MAP recipients, including the Sunkist Growers and
Diamond Walnut Growers cooperatives, were among
the top political action committee (PAC) spenders dur-
ing the 1995-1996 election cycle.

Critics charged that the U.S. government was up for
sale when the news broke of former Commerce

Secretary Ron Brown’s trade mis-

sions. Methods used by the
Commerce Department for selec-
tion of CEOs for the trips were
shrouded in mystery. One report
cited a CEO who was included on
a trip after a Clinton classmate
wrote Commerce officials, noting
that the CEO was a “very generous
donor” to the Democratic Party.
CEOs from Allen & Associates,
Cellular Communications
International, and Wertheim
Schroder all participated in trade
missions with Secretary Brown. All
had ties to the Democratic Party.

Subsidies that benefit wealthy
exporters waste taxpayer dollars,
add to the federal deficit, and make
a mockery of recent cuts in pro-
grams for poor people. For exam-
ple, if the U.S. and European

Key Problems

« Export promotion programs may
violate the intent if not the letter
of regional and international trade
agreements. The programs may
harm foreign relations when the
programs tilt the playing field or
are used to retaliate against other
countries.

« Export promotion programs may
target the wrong products and
trigger unhealthy efforts by bene-
ficiary companies to influence
U.S. government policies.

« Export promotion programs that
benefit wealthy exporters waste
taxpayer dollars, add to the feder-
al deficit, and make a mockery of
cuts in programs for poor people.

countries all provide subsidies for flour exports, the
overall impact is to lower global flour prices without
benefiting any one country’s exporters. The winners are
the buyers, who pay less. The losers are the domestic
programs that could have been funded with the money
spent in the futile effort to achieve an export advantage.
Proponents of the $100 million per year MAP claim
that these subsidies create $16 in revenue for every $1
in taxpayer costs. Yet General Accounting Office stud-
ies have not documented any increases in exports due to
MAP expenditures.



Toward a New Foreign Policy

In today’s contradictory world, mercantilistic trade pro-
motion activities coexist with efforts to reach multina-
tional agreements that would curtail those practices.
The following recommendations for U.S. foreign policy
reflect these conflicting realities, while striving to
enhance global relations.

« Governments should reduce trade-promotion activi-
ties bilaterally and multilaterally, while retaining their

Key Recommendations

» Governments should strive to
reduce export promotion activities
and help developing countries
compete in world markets.

» Governments should establish
codes of conduct for their export
promotion programs, and should
regularly evaluate the programs.

* Only businesses that can show
that they are good global citizens
should benefit from export pro-
motion activities.

sovereignty. Resources are wasted
when money is spent to offset a
rival country’s trade-promotion
activities. Such trade wars leave
companies in the same relative
positions they would have held
without any government expendi-
tures. Banning trade-promotion
activities would free taxpayer
money for needed social invest-
ments. Still, trade agreements
should not require national gov-
ernments to relinquish their rights

to protect their citizens by, for

example, passing strong environmental and worker pro-
tection laws.

« Special rules should enhance the ability of developing
countries to compete in world markets. These countries’
domestic industries and exports should not be hurt by
the trade-promotion activities of developed countries.
The Uruguay Round of GATT recognized the special
status of developing countries by allowing them more
time to phase out their export subsidies.

e The U.S. government should unilaterally reduce its
trade-promotion activities. Trade promotion programs
introduced to allegedly level the playing field of global
commerce may in reality tilt that field. The EEP and
MAP should be eliminated entirely, because most of
these programs’ expenditures benefit a few large corpo-
rations that already dominate the world economy and
are capable of generating their own exports.

e The U.S. government should avoid retaliatory trade-
promotion activities and threats. Efforts to improve
global relations are thwarted by policies that incite trade
wars.

e Products and countries targeted for government
trade-promotion activities should be selected according
to criteria designed to enhance global well-being.
Private companies and trade associations that may ben-
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efit from such programs should not provide recommen-
dations intended to influence the selection process.

e The U.S. government should establish codes of con-
duct for all export promotion programs. After much
criticism of past practices, the Commerce Department
recently issued new guidelines and standards for its
trade missions. These include requirements for specific,
written criteria for the selection of private sector partic-
ipants, automatic public availability of documents, and
the express prohibition of rewards for political activities.

e The U.S. government should consolidate and regu-
larly report information describing its trade promotion
activities, itemizing the costs and benefits to the taxpay-
ers, and identifying specific corporate beneficiaries. The
TPCC's annual report to Congress does not provide this
level of detail. Public hearings should be held before
new promotion programs are introduced, and periodic
cost/benefit analyses should be conducted to determine
whether existing programs should continue.

« Corporations that benefit from government export
promotion activities should be good corporate citizens
by adopting and adhering to recognized codes of con-
duct. Principles for Global Corporate Responsibility
have been established by the Ecumenical Committee
for Corporate Responsibility in Great Britain, the
Taskforce on the Churches and Corporate
Responsibility in Canada, and the Interfaith Center for
Corporate Responsibility in the United States. These
principles require companies to set standards for corpo-
rate governance and advertising and to protect the envi-
ronment, workers, and children.

» The foreign-sourcing tax loophole should be closed.
President Clinton attempted to eliminate this tax break
as a way to offset tariff revenue lost as a result of the
Uruguay Round of GATT. But he succumbed to pres-
sure from exporting companies who lobbied to keep
their tax benefits, even though they would also benefit
from the new GATT provisions to reduce trade barriers.

e The federal government should continue to assist
exporters by collecting and disseminating general infor-
mation about the regulations and market demographics
of other countries. Often this information is needed for
other government functions, and requiring each com-
pany to separately collect that same information wastes
resources. If the government prepares industry-, compa-
ny-, or product-specific reports, it should charge private
beneficiaries for this service.
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