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order at 5:09:26 PM Representati ves Neuman, Coghi I I,
Dahl strom and Kerttula were present at the call to order.
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Representatives Ranras, Lynn, and Crawford arrived as the
nmeeting was in progress. Representative Berkowitz was also in
at t endance.

PRESENTATI ON:  COMVERCI AL DI PLOVACY

5:09:40 PM

CO CHAI R NEUMAN announced that the only order of business would
be a presentation on comrercial diplomacy.

5:10: 55 PM

HARRY W KOPP paraphrased his witten testinony, which read as
follows J[original punctuation provided with some formatting
changes] :

The two goals of Anerican foreign policy are security
and prosperity. They are fundanental purposes of our
governnment, identified in the first sentence of the
Consti tution. D plomacy is one of the tools of
foreign policy the government uses to achieve those
goal s. Most people, when they think about diplomacy,
t hi nk about what Condol eezza Rice does, flying around
the around world visiting nostly bad people and giving
them a few good reasons to inprove their behavior.
The purpose of that kind of diplomacy is security.
Comrerci al diplomacy gets less attention. Commrer ci al
di pl omacy involves negotiations on trade, investnent,
finance, patent and trademark protection, export
pronotion, and the I|iKke. It’'s diplonmacy that ains at
prosperity. One question | want to deal wth right
away is whether the governnment should be doing this
stuff at all. Sonme of you may renenber that there was
a nove in Congress not so long ago, around 1995-1996,
to close down the U S. Departnent of Conmerce and stop
funding the Export-lnport Bank and the Overseas
Private |Investnent Corporation. Support for U S.
trade was attacked as corporate welfare. Al ong the
sane lines, there were calls for the United States to
pull out of the Wrld Trade Organization, which was -

and often still is — denounced as a tool of |arge and
evil corporations. | want to nmke the case for an
active comrercial diplomacy. First of all, trade is
good for prosperity, and also for peace. Commrer ci al
di pl omacy has produced a lot of prosperity around the
wor | d. The trading system put in place after Wrld
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War |l has worked as planned. Since 1950, world trade
is up over 20 times, the world s output has risen 8
times, and world population has grown only about 2.5

tinmes. Trade has nmde people richer. O  course
wealth is not evenly distributed. Neither is peace.
The countries that are nost involved wth the

international trading system are the countries that
are best off and growing nost rapidly. They are also
generally the nost peaceful places. The countries
that are |east engaged with the international trading
system i ncl ude the nost dangerous places in the
world, and sone of the poorest. The World Trade
Organi zati on has 149 nenbers. But | ook at who isn't
t here: Af ghani st an, Bel ar us, Bosni a, | ran, I raq,
Lebanon, Laos, Liberia, North Korea, Somalia, Syria,
and Yenen. It’s the roll call from Hell. I n other
words, as the saying goes, when goods and services
cross borders, armes don't. Tom Friedman, who wites
about foreign affairs for the New York Tines,
expressed the sane idea a few years ago when he
pointed out that no two countries with a MDonald s
restaurant have ever gone to war.

5:15: 50 PM
MR. KOPP continued his testinony:

So a nore peaceful and prosperous world is one reason
why the governnent should work at comer ci al
di pl omacy. Here’'s another: U S. success in business
is a cause, nmaybe the nost inportant cause, of U S.
gl obal | eadership. The United States is the world' s
| argest exporter, the world s largest inporter, and
the world s principal source  of and princi pal

destination of capital for investnent. W are the
engine of the world s econony. The nunbers tell us
that the United States is one of the few really good
places in the world to do business: it’s nopst
lucrative place in which to sell, the nost reliable in
which to buy, and the safest in which to invest or
rai se capital. More than mlitary power, it’s this

strength in business that makes the United States a
| eader, because it’s our business strength that other
people want to follow. People in other countries | ook
at U S. prosperity and ask: How did that happen? How
did the Americans get where they are, and how can we
get there to0? They know that Anerican business
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success owes a lot to the business climate and the
busi ness infrastructure: our educat ed, nobi | e
wor kforce, our wllingness to innovate and to accept
t echnol ogi cal change, our reliance on contracts and
| aws. The reliance on contracts and laws is really
i nportant. W all tell lawer jokes, but in the end
we’'re a nmuch stronger country because we settle
di sputes in court, and when a judge issues an order,
we obey. There are a lot of countries where that
doesn’t happen — Russia, China, nobst of the devel oping
world. The |legal system here is a very valuable part
of the business infrastructure. O her countries want
to copy it, not the |laws necessarily, but the respect
for |aws. It part of American |eadership by exanple.
Qur business strength also gives us |eadership through
econoni c power. The United States was 28% of the
worl d econony in 2005, nore than the share of the next
four countries conbined. That’'s an amazing statistic,
but it’s nothing new The US has dom nated the world
econony for over a hundred years. This econom c power
translates into mlitary strength. US spending on
defense is alnost equal to the defense spending of the
rest of the world. Yet spending on defense represents
a small share, about 4.2% of the US econony, a |ower
share than in years past. So a strong econony is
essential to security as well as to prosperity.
That’ s another reason why the governnent needs to be
i nvol ved in comrer ci al di pl omacy. Commrer ci al
di pl omacy cones in many flavors, |ike Baskin-Robbins.
|"m going to talk first about commrercial negotiations,
which we can divide into macro and mcro. Macro is
the big stuff, negotiations on tariffs, patents,
standards, subsidies, and so forth - rules that have
gener al appl i cation. These negotiations usually
involve striking a balance anong nmany conpeting
i nterests. Mcro is the small stuff, or really the
specific stuff, dealing with specific transactions and
specific conpanies - wll China buy planes from
Boeing, or from Airbus? WII| Kazakhstan bring in U S
or Russian conpanies to develop its oil and gas?
Macro diplomacy requires give and take, a series of
conprom ses. Mcro often has just w nners and | osers.

5:21: 57 PM

MR. KOPP continued his testinony:
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Macro di pl omacy bel ongs al nost entirely to the federal

government. Only the federal governnent can negotiate
trade and investnent rules on behalf of the United
St at es. Most macro diplonmacy is handled by the U'S

Trade Representative, wth technical support from
ot her agencies, especially the departnents of conmerce
and agriculture, and oversight by the Congress,

especially the Ways and Means Conmittee in the House
and the Finance Conmttee in the Senate. | don’t want
to suggest that states have no role in nmacro
di pl omacy. They do. But the state’'s role is nostly
to deal with the federal governnent, not wth the
forei gners. So if your constituents conme to you and
say — |I'm making up this example - “we’re having
troubl e exporting seafood products to Korea because of
Korean health regulations,” you want to make sure the
federal governnent takes this up with the Koreans and
makes it an inportant issue. How do you do this? You
have to show the executive branch that the interests
of your constituents line up with a broad public
purpose. That’'s critical. For nany good reasons, the
federal government wants to be consistent around the
world in the way it approaches trade issues, so it
wants always to have a basic principle at the heart of
its argunment in any particular case. In this case,

the basic principle, which is part of international

agreenents that Korea and the United States have both
signed, is that health regulations affecting trade
should be based on science. They should protect
public health, they can’t be designed just to keep out
forei gn products. Maybe in this exanple about Korean
heal th regul ati ons your constituents can show that the
regul ations are not based on sound science. So you
want to advise your constituents to put their
conplaint together in this way, and maybe you can help

them do it. Then you and they can go directly to
federal officials, in this case in the office of the
U.S. Trade Representative. Federal officials wll

al nrost always respond quickly and favorably if they
are given what they need to go to work. O course you
can al so | ook for support from the Al aska
congr essi onal del egati on, which is one of t he
strongest and nost abl e i n Washi ngton.

5:24:59 PM

MR. KOPP continued his testinony:

HOUSE EDT COWM TTEE - 5- February 27, 2006



O anot her exanpl e. Let’s say that the government of
Japan gives big subsidies to its comercial fishing
fleet, subsidies that put Alaskan fishernen at a
conpetitive disadvantage. If the Japanese were using
subsidies to sell fish below cost in the U S nmarket,
the US. could put extra tariffs on the subsidized
fish to offset the subsidies. But let's say that
Japanese subsidies hurt Al askan fishernmen not so nuch
in the United States, as in Japan or other Asian
mar ket s. The basic principles and the appropriate
renedies aren’t as clear in this case. But U S law
provides a way for private parties, like the Al aska
fishing industry, to petition the U S. governnment -
the U S. Trade Representative, to be exact - to act
against unfair foreign trade practices, even if there
is no international agreenment that clearly covers the
si tuation. In fact the Al aska state governnent could
file the petition on behalf of the fishing industry,
so long as a substantial percent of the industry — |
believe it’s 80% — supports the action. Engagenent by
the state government would increase the political
wei ght behind the petition and increase the pressure

on USTR to take strong action. The state also gets
invol ved with macro di pl omacy when state, not federal,
laws and regulations are at issue. "1l make up
anot her exanpl e. Let’s say the state legislature is
considering a bill to increase user fees at the
Anchorage airport, with revenue earmarked for airport
i mprovenents. No doubt you w Il hear from Federal
Express, both on the record in public testinony and
off the record in private conmunications. But you
m ght not hear mnuch, especially on the record, from
foreign shippers and carriers who will be affected,
unl ess you ask them to coment. You mght want to do
that — invite foreign conpanies to submt statenents
for the record, or to present oral t esti nony,
regarding proposed legislation that is likely to

affect them in serious ways. VWhat ever happens in the
end, people wusually feel better about a decision if
t hey’ ve been part of the process and have had a chance
to be heard. You may al so be able to use the process
to build relationships and a reputation for fairness

that will be helpful in the future. That’s nmacro
di pl omacy. Mcro diplomacy happens when the
government steps in between U S. conpanies and foreign
governments or governnent-controlled entities. Thi s
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is where U S. enbassies get involved. Wen U.S.
private conpanies are dealing with foreign private
conpanies, of course, the US. governnent and its

enbassi es stand clear. But you' d be surprised - or
maybe not — by how many private deals get tangled up
in sonme governnment regulation or requirenent. That

can bring the enbassy into play. An Anerican enbassy,
and especially an Anmerican anbassador, can be a very
powerful ally for American business. For al nost every
country in the world, the United States is the nost
important trading partner, the nobst inportant nmarket.
For many countries, the United States directly or
indirectly provides security. Because  of t he
i nportance  of the United States, the Anerican
anbassador generally has excellent access to high
officials in the host country. A good anbassador uses

this access w sely. He builds trust and confidence
He is soneone that officials in the host country
listen to and take seriously. | should say there are

sone bad anbassadors out there also. Sone are |azy or
sel f-indulgent. They don’'t get out to neet the people
they ought to neet, they don't speak the |ocal

| anguage or understand the local politics. And sone
follow their per sonal views rather than their
instructions from \Washington, which nmakes them
unreliable as representatives of the president. But

nost anbassadors and enbassy staffs are conpetent,
hi ghly dedi cat ed peopl e.

5:31:14 PM
MR. KOPP continued his testinony:

Just by indicating their interest, enbassies elevate a
comer ci al i ssue and gi ve it some political
i nport ance. For exanple, when a U S. power conpany
bid on a project in the United Arab Emrates a couple
of years ago, the conpany asked the enbassy to get
i nvol ved. The conmpany had French conpetition and
wanted to meke it harder for the French to win the
deal wth bribery or kickbacks. The U.S. conpany
t hought that the Emrates would be nmuch nore carefu

about sticking to their own rules, which prohibit that

sort of stuff, if +they knew the United States
government was watching. The enbassy did get involved
— and stayed i nvol ved  t hroughout a year of
negoti ations — and the conpany won the contract. Like
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everyone else, anbassadors and their staffs work
better when they are well prepared. The best advice
to a conpany working overseas is to keep the enbassy
infornmed, so that they are ready to go if there's a
crisis. And | would always tell anyone who is going
to brief an anbassador to tell the whole story, not
just one side of it. An anbassador going to see a
foreign official has to be credible, and he won't be
credible if he gets sandbagged because he didn't know

the other side of the story. Were U S. relations
with a country are poor, enbassy involvenent in a
comercial issue nay backfire. The host governnent
may see a chance to play up to nationalist sentinent
by saying no to Uncle Sam 1in a |oud voice. That’ s
why sonme conpanies don’t want to be associated with
the U S. government. \Wien Argentina defaulted on its

debt s, devalued its currency and inposed price
controls at the end of 2001, nost U S. conpanies
invested in the country cane to the U S. enbassy for
hel p. But sone stayed away. One of the big grain
traders told nme: “W decided we had better relations
with Argentina than the U S. governnent did, so we

handl ed our problens ourselves. W think we were
better off that way.” That’s a judgnent call, and the
grain trader may have been right. The enbassy and the
U. S gover nient have leaned on the Argentine

government for the past four year, so far with little
to show for the effort.

5:35:16 PM
MR. KOPP continued his testinony:

Can a state governnent get involved in this kind of
mcro diplomacy, and if it can, should it? The key to

mcro diplomacy is |everage. Generally it’s the
federal governnent that has the |leverage to negotiate
with foreign governnents, and only the federa

government has the view across the whole range of
bilateral relations to reach a judgnent on how to
handl e any particular case. O course state officials
can steer businesses with problens to the right people

in the federal government — to a U S. enbassy, to the
Departnments of State, or Commerce, or Agriculture, as
the case requires. But frankly, nobst businesses can

figure out for thensel ves where they need to go. The
state governnent only adds value if it can provide an
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introduction — if there is a state official who has
devel oped personal relationships with people in US.
enbassies and in the Washington agencies and is known

and trusted by them Alaska is such an export-
oriented state that you may already have soneone on
the payroll who fits that description. If not, maybe
you shoul d. State governnents have a larger role in
two areas, pronotion of exports and attracting inward
I nvest nment . Alaska is especially well positioned to

make export pronotion a state function, because the
range of goods and services available for export is

not too large, and because sone them - tourism
obviously, but | would guess also seafood and maybe
sone wood products — can be Al aska branded. | don’t
have to tell you about export pronotion. The state
knows all about trade m ssions and trade fairs and the
ot her standard techniques. | would offer only one
pi ece of advice. I think it’s a good idea to charge
conpanies to take part in state-sponsored pronotiona

events, maybe on a one-for-one matching basis. It’'s a

good idea because the conmpanies are the biggest
beneficiaries, so fairness indicates they should pay a

hi gher share of the cost. But nore inportant, if the
fees are high enough, conpanies wll make sure they
get their noney’'s worth. They will set a standard
that the government has to neet, and they wll know

how to measure success. Prograns that don’t produce a
return won’t find support, and the ones that do work
will be heavily subscribed. The government can't get
that kind of feedback in any other way. Pronot i ng
innard foreign investnent s controversial. The
federal governnent doesn’'t do it at all. One reason
is that the governnent doesn’'t want to do anything
that would favor a foreign investor over a donestic

i nvestor. Another 1is that the federal governnent
doesn’t want to favor one state or region over
anot her . So federal policy tries to be strictly
neutral . | don’t know what Al aska does about foreign
investnment, but 1'Il bet you follow the sane policy of
neutrality between foreign and donmestic investors that
the federal governnent does. Probably when the state

goes out pronoting investnent in Al aska, you're at
| east as eager to go after investors in the |ower 48
as in the rest of the world. The best thing the state
can do to attract foreign investnent is to create a
business climate that 1is friendly to investnent,
donmestic or foreign. | nmentioned near the beginning
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of this talk that the United States attracts nore
foreign investnent - | mean direct investnent,
ownership of businesses, not just foreigners buying
stocks and bonds - than any other country. That’ s
because of the business climte here, the blend of
good return and |low risk. I nvestment pronotion is
education, nmaking the opportunities here known to
investors who otherwise wouldn't think about Al aska,
whet her those investors are in Taipei or New YorKk.

5:41:41 PM
MR. KOPP concl uded his testinony:

One way to get the attention of foreign investors is
to put Alaska on the itinerary of touring diplomats,
including Anerican anbassadors to countries of
interest, and anbassadors from those countries to the
United States. You can show the diplomats the
grandeur and beauty of the state and also teach them
something — 1’1l bet they know very little about the
range or scale of opportunities or the |egal franmework
for resource devel opnent. D plomats will repeat your
nmessage to people that count, they'll get press
attention overseas, they are good nultipliers of your
nmessage that way. There are a few organi zati ons that
have put tours by diplomts together, using a blend of
public and private funds, and you mght be able to tap
into their experience. Representative Coghill asked
me to talk about what the states can do in diplomacy,
on their own or by nmaking the country’ s national
resources work for them | hope |1’ve conme up with a
few ideas, but |I'’m sure | haven't exhausted the topic.
|’d be happy to take questions.

5:43:53 PM

REPRESENTATI VE CRAWFORD acknowl edged the argunent regarding free
trade, fair trade, and balanced trade. He said that trade
becones probl ematic when there are |arge inbal ances. He rel ayed
the idea of the US. unilaterally ending its tariff and quota
system and replacing it with certificates for purchases from
ot her countries. The U. S. would then issue a tradable credit
that could be sold to countries with a |arge inbal ance. As a
result, countries would only be able to export goods they had
certificates for to the U S. He surmsed that it would give
smal l er countries/economes nore noney to buy nore goods from
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the U S In addition, it would nake the crude from Saudi Arabia
or the manufactured goods from China or Japan nore expensive and
have nore of a leveling effect. He asked, “Wat would you think
about a leveling effect like that in world trade?”

MR, KOPP surmsed that Representative Crawford was suggesting
raising prices to countries that currently have trade surpluses
with the U S and sonehow lowering prices for certain other
countries. He continued that it’'s a way to nmake the dollar a
ot less fungible than it is now and characterized the idea as
terrible.

REPRESENTATI VE CRAWORD stated that the U S. exports $1.1
trillion and inports $1.8 trillion and that there is a really
| arge inbalance, which tends to “foul up” the currency. Smal |
countries/econom es purchase nore goods from the U S. than they
sell to the U S He suggested that the U S. issue these snal
countries/economes a certificate that they could sell to other
countries/economes in order that they too export manufactured
goods to the U. S.

5:47:45 PM

MR. KOPP surmsed that instead of selling products for noney,
the U S would introduce a new currency called a certificate.
The U S. would provide those certificates to countries wth
which it has a trade deficit and those countries could sel
their certificates to countries that are in the surplus. He
asked, “Why wll those countries that have a surplus with us
want to buy then®?”

REPRESENTATI VE CRAWORD responded that those countries wouldn’'t
be able to export their goods and services to the U S. unless
they had a certificate.

MR. KOPP surm sed that the benefit fromthe certificate would go
to the small country, or the country in deficit, not the US
He said that if the US. wants those countries to have nore
money, why doesn’t it just give them noney instead of going
t hrough a conplicated schene which would screw up U.S. trade.

REPRESENTATI VE CRAWCORD responded that the U S. wants those
countries to buy nore goods fromthe U S and it doesn’'t want to
just hand the noney to them He explained that this would give
those countries nore noney with which they would be able to buy
nor e goods and services fromthe U S.
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MR. KOPP surmsed that if a schene like that were introduced,
the U S. would export and inport less and the net result would
be less trade. He said that he suspects that these certificates
would turn out to be not quite saleable. He noted that
countries that have deficits with the US. have a lot less in
deficit than countries that have surpluses with the U S. have
sur pl us. He remarked that he’'s real skeptical that sonething
that substitutes certificates for dollars and “nucks about” in
trade this way woul d have a positive result.

5:50: 52 PM

CO- CHAIR NEUMAN, in regard to investing in a foreign industry,
asked, “ls there any specific or recomended protocol that we
shoul d foll ow besides just going to our anbassadors?”’

MR KOPP replied that it'’s always a good idea to keep the
Departnment of State informed, specifically the desk officer
who's principally in charge of bilateral relations with every
country.

5:52:27 PM

CO CHAI R NEUMAN rel ayed that a group of foreigners would like to
build a small nuclear plant in an Al aska vill age.

MR. KOPP replied that it would be a good idea for soneone to
call the Ofice of Japanese Affairs in the Departnent of State
and inform them of a Japanese delegation comng to Alaska to
di scuss building a nuclear plant. He noted that the office wll
share the information it deens necessary as well as be able to
react earlier and nore w sely.

5:54: 29 PM

REPRESENTATI VE DAHLSTROM referred to page 51 and identifying
underused assets. In regard to security and securing borders,
she requested that M. Kopp coment on the port situation and
potential contracts.

VR. KOPP, in regard to the Dubai ports, relayed his
under standi ng that the Dubai Ports Wrld has agreed to buy P&O

which is a British firm Some of the assets of P&O i ncl ude
contracts to operate termnals in five or six US. ports, nostly
on the East coast. He remarked that Dubai Ports Wrld would

take over the operation of these termnals from P&O The role
of a termnal operator is to bring a ship in, unload it or

HOUSE EDT COW TTEE -12- February 27, 2006



arrange to have it unloaded and |oaded, and send it out again.
The termnal operator owns the dock, cranes, and container
transport facilities, but doesn't have anything to do wth
security. The U. S. Coast CGuard and U. S. Custons and Border
Protection, in nost cases, wll have checked that container
before it left the foreign port. They're notified by the master
of the vessel before the ship enters U S. waters. They oversee
t he unl oading of the vessel after it docks in the U S and check

the seals. He remarked that the owner of the termnal is
irrel evant.

5:59:21 PM

REPRESENTATI VE COGHI LL di scussed the inportance of an educated
and extrenely productive workforce, wel comi ng innovation,
transparent rules, and open borders. He asked, “Can you give ne
a idea of sone of the things that have worked well, mybe that
haven’t worked well, as far as that being an asset?”

MR. KOPP explained that his list is derived from what investors
in the US. say they find attractive about the market. He noted
t hat out put per worker in the US. is very high and grow ng very
rapidly. The educated workforce in the US. is intelligent and

has the necessary technological infrastructure. He enphasized
the inportance of transparency in |laws and good regul ation. In
further response to Representative Coghill, he clarified that

di plomats are only one tool that can be utilized. He added that
one also needs to work with businesses as well as investors who
buy and sell goods, services, and assets. He characterized
di pl omats as very useful *go-betweens.”

6: 06: 43 PM

REPRESENTATI VE LYNN asked, “How do we safeguard national United
States defense interests if we have foreign conpanies, which may
or may not be owned by the foreign state, nmaking critical parts
that have a potential mlitary application?”

MR KOPP answer ed, “W shouldn't put ourselves in that
position.” He added that the U S. has critical conponents which
are part of a supply chain that is at severe risk of a political

event overseas. In further response to Representative Lynn, he
expl ai ned that the reason the Dubai ports was exam ned at all by
the Council on Foreign Investnent in the United States 1is
because of the Exxon Florio anmendnent that was passed in the
| ate 1980s, which exactly goes to that kind of an issue. | t

deals with investnents in foreign purchases of U S. assets that
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nmay pose as a security question. He added that there's also a
provision of trade law, called Section 232 that allows the
federal governnent to inhibit or block the inport of products
that would conpete with U S. products that are critical mlitary
conponents. This provision of trade |aw was created to keep out
inports and protect the Anmerican industry. He concl uded that
there are a nunber of provisions that allow needed action to be
taken to protect U S. supply chains.

6:11: 19 PM
ADJ OURNMENT
There being no further business before the commttee, the House

Special Conmittee on Econonm c Devel opnment, International Trade
and Tourism neeting was adjourned at 6:11 p. m
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