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PROCEEDIL NGS

CHAI RVAN PI TOFSKY:  Good norni ng, everyone.

| mght nention that for those of you who are
standing three deep, there is an overflow roomin 532, where
this entire denonstration is available. And there's another
one on the third floor below us. And so if you want, you
can watch this denonstration down there.

This is a continuation of a set of hearings that
we initiated al nbst two nonths ago. Qur aimthen was to
exam ne whet her changes that are taking place in the
commercial world -- and with particul ar enphasis on the
gl obal i zati on of conpetition on the inportance and pace of
t echnol ogi cal change -- suggest that a regul atory agency
like this should review the way in which we interpret, of
course, the antitrust | aws and consuner protection | aws.

We have, throughout these hearings, placed sone
enphasi s on high-tech industries and the way in which
conpetition and nmarketing is changing as a result of changes
in the marketpl ace.

We begin this final day of consumer protection
hearings with a special presentation and a denonstration of
what the future may hold for consunmers involving the
convergence of interactive technol ogi es, televisions,

t el ephones and the conputer.

We are delighted to have with us M. GCerald Levin,
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Chai rman and CEO of Tinme Warner, the world's |argest nedia
and entertai nment conpany with interests in publishing,
music, films, and television.

A leader in the tel econmunication's revol ution,
M. Levin, present his vision of the nmarketplace in the year
2000. We will then actually see an interact with sone of
t he technol ogi es of the future.

Bef ore he begins, let ne say that these hearings
are devoted to consunmer protection issues primarily, and
t hey i nvolve questions of policy. Any case that m ght be
pending, or will be pending in the future, is not rel evant
to the discussion that we are going to have today.

M. Levin, | want to thank you for com ng down
here, and I want to thank your colleagues and your people
for devoting such tinme and energy and resources to what
| ooks like what will be a fascinating presentation.

MR. LEVIN. Thank you very nuch, M. Chairman.
And we wel cone the opportunity to appear before you this
norning. |'mgoing to give some renmarks, and ny ful
remarks will be available for the record. W'Ill have
denonstrations; and then, obviously, we'd |ove to take
guesti ons.

| think it's pretty clear that the history of
medi a and comruni cations in this country has been shaped by

a series of |andmark breakthroughs that has profoundly
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i nfluenced every aspect of American life.

| think that, taken together, the interactive
technol ogi es that we're going to denonstrate this norning,
represent another mlestone. And, although, no one can say
with certainty what the final uses of broadband digital
systens will be, we already know that the inpact on the
traditional nedia structure will be profound.

Digital interactivity turns the old system of
electronic distribution on its head.

I nstead of a closed and tightly controlled ki ngdom
di vi ded anong a handful of powerful networks, a vast
denocracy cones into existence in which the key to success
is not size but creativity and quality.

|"d like to identify at |east three benefits for
t he consuner

First, the digital nature of the networks that
you're going to see neans a new universe of choice, because
al ong wi th expanded programmi ng choi ces, consunmers can enj oy
hi gh- speed access to the Internet and an efficient,
reliable, conpetitive alternative to | ocal phone service.

And when it comes to programmi ng, consuners will
have the best of both worlds. The anal og side of
tel evi sion, which now includes, in many cases, 75 channels
of broadcast and cable; and then the digital side where

there are no channels. The very concept of channels
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di sappears.

Whet her it's what we call video-on-demand or
transacti onal services or access to libraries or print or
vi deo, the consunmer will have a range of options that really
was unavail abl e and probably uni nagi nable in the hone.

Secondly, at consuners gain, what we believe is,
unprecedented control, control over the information and
entertai nment that they wish to bring in or, indeed, | ook
out of their hone.

When you have digital interactivity, consumers
beconme, in effect, their own progranmers, able to call up
content when they want it and exactly what they want. 1In
effect, they are programmng their PCs or their tel evisions
to keep out specific materials or entire categories.

In our view, this offers the ultimate in
self-regulation, and that is total consuner discretion.

And, indeed, we believe it enhances the applicable

regul atory regi nes, whether it's under the Cable Act or
under the regul ations adm ni stered by your Commi ssion or the
FCC, as it relates to tel ephone marketing.

And, third, whether it's been the tel ephone or the
tel evision or the personal conputer, the whole thrust of
this communi cati ons technol ogy has been to nake life nore
conveni ent, taking what was previously hard to find or

obtain and putting it at consuners' fingertips.
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The depl oynent of broadband cabl e dramatically
enhances that convenience. |t opens an electronic path that
isindifferent to the nature of the screen that it's plugged
into. Wat matters solely are the wi shes of those who are
usi ng either keyboard or a renote -- which we will show you
shortly.

The purpose of our denonstration is to denonstrate
some of the concrete ways in which we are bringing this
t echnol ogy today to consuners.

| want to underscore the fact that these are not
t heoretical prototypes. Each application that you will see
is currently in use in consunmers' hones.

Before we | ook at the specific denonstrations, |1'd
like to just talk about the applications and inplications of
the architecture that makes this possible.

It's really rather sinple but quite el egant,
because what we've done is conbine the traditional coaxial
cabl e together with trunk lines of fiber optic where each of
these little strands of fiber represents enornous broadband
capacity.

Art, maybe if you could pass these along to the
Conmmi ssi on.

So, essentially, the architecture we're talking
about conbines this ol der coaxial cable with very nodern

fi ber optics which was devel oped by our engineers. And
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we're already building all of our systens to conformto
what's called this hybrid and fiber-rich coax architecture.

What happens when you install this technol ogy, the
systens are then easier to naintain and subject to far fewer
repairs; you get a clearer, sharper picture and a
signi ficant expansion of channel capacity that gives the
consumers new choi ce.

And once you upgrade the systemwth this
architecture, with only increnental additions, we can begin
to offer an array of new services that we're going to
descri be this norning.

As you'll see in sone of the denonstrations, this
kind of cable, fiber architecture is already revol utioni zing
the delivery of the Internet and on-line services. By
pl uggi ng a personal conputer into what's call a cable nodem
consuners can gain access to the Internet 50 tinmes faster
than what's avail abl e over a conventional tel ephone |ine.

As we nove into the next year, we will be 100 tinmes and,
ultimately, 1,000 tines faster than a normal telephone |ine.

We recogni ze the special uses and responsibilities
that this brings to on-line services, particularly in
education. W already provide free cable access to 85
percent of the el enentary and secondary schools in our
franchi se areas; and we intend to wire the rest in the very

near future.
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We soon be equi pping all of these schools with
t hese cabl e nodens, at no charge, and providing this
expanded service, that you'll see today, directly into the
cl assroom

At our cable conpany, we are also wiring
commercial sites for transmitting television signals into a
per sonal conputer

What this innovation enables viewers to do is to
-- assum ng you're hooked into the sane networks, is to
foll ow fast-breaking news are, indeed, a presentation that's
related to their work that's video but it's com ng through
t heir personal conputer

The power of the interactive networks that we're
bui l di ng neans that, with the installation of huge, but
cost-efficient digital switches and what are called hone
interface units that attach to the side of a house,
consuners will now have a fast, highly reliable, conpletely
digital, and conpetitively priced alternative to traditional
| ocal phone service.

At the nmonment in Rochester, New York, the nation's
first deregul ated tel ecomruni cati ons market, our cable
conpany i s providing phone service to a certain nunber of
consuners. And this makes this the first cable operation
that is actively engaged in offering consuners real dialing

choi ces.
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Elmra and Rochester are two steps in the
evol ution of cable into what we call the Full Service
Network that, in nmy view, truly unlocks this digital realm

Qur network, the Full Service Network, is in
Ol ando; and here we have the world's first fully
operational, digital, interactive television system

We are currently offering this systemto over
2,000 customers in what we call "video-on-demand.” By the
end of 1995 we expect to reach 4,000 custoners, a goal that
we set at the beginning of this year.

And al t hough we're still in the |earning stages
about what consuners will demand, it's not too early to draw
sone conclusions. The fact that we've seen the
participation of firnms such Silicon Gaphics, Scientific
Atl anta, and AT&T in the devel opnent of this technol ogy,
clearly indicates that the | eadership that our high-tech
sector lost to foreign conpetitors in the 1970s and '80s is
bei ng regai ned.

Today, the Anerican cable industry is at the
forefront of a high-tech success story that is not only
creating new manufacturing jobs in the United States but
will clearly lead to the worl dw de export of networks that
are largely American concei ved, designed, and built.

In terns of programmi ng, though the world that we

used to know of a fixed nunber of pre-determ ned offerings,
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according to a very rigid schedule, will not disappear.
There are today very exciting alternatives.

The Internet has already nade clear that digital
interactivity is radically altering consunmers' expectations.
More and nore consuners are choosing to travel in the
di gital domain because they can tailor their information,
their news, their sports, and their entertainnent to their

own tastes and their own tine tabl es.

Interactive television will benefit fromthis
trend but will also accelerate it. | think the effects that
we w il see will be profound for suppliers of content as

wel | as consumers.

As long as there was a relatively narrow
di stribution channel through which consuners could receive
prograns, there was an artificial ceiling on supply.

Now t hat this channel is being thrown open and the
demand of consuners, freed fromthe narrow confines of
broadcasting as we have known it, the ceiling on supply is
lifted.

| would have to say that the forner limts on
di stribution made |ife nuch easier for studios and
producers. This new i nstant access on-demand world is
infinitely nore conplex, nore conpetitive, and certainly
nore creatively chall enging.

In the digital world, the open-ended nature of the
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demand creates a vast numnber of progranm ng opportunities
that no single conpany could ever hope to neet.

The end result will be a dynam c increase in the
nunber of suppliers and producers and new creative
rel ati onshi ps anong conpani es of every size ained at
satisfying what is essentially now a gl obal demand.

Now, the denobnstrations that you' re about to see
can only hint at the dinensions of the changes we are
already in the process of introducing to Arerica's
CONSUNers.

It's my personal viewthat if we do it right, if
we have the wisdomto do what is necessary to spur
investnment in these technologies, if we have the foresight
to let the market operate to the benefit of consuners, |
believe that the biggest winner of all will, in fact, be our
Ameri can ingenuity, because this is a case where we | ead the
worl d in conceptualizing and programm ng these networks.

Now, we're going go to our denonstrations. W']|
make this as informal as possible; and when we're through,
obviously, we'd |ove to have the opportunity for questions.

We're going to start by going to Elmra, New York
We have a direct |line to our conputer servers there.

My col | eague, Dick Duncan, who was an editor from
Time Inc. News Media, is going to be your tour guide.

Di ck.
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MR. DUNCAN:. Thanks, Jerry.

Good nor ni ng.

MR LEVIN. 1'Il just cone over here, and | can
hel p out.

MR. DUNCAN:. What you're looking at is the wel cone
screen of the cable nodem comunity service in Elmra, New
Yor k.

Let ne introduce Frank Kyst, who's our
conmuni cati ons chi ef.

What you're seeing here is comng down this
nmorning fromElmra, fromour server in Elmra. It's a
little slower than it is -- just a bit slower than it is in
Elmra, where it's 50 to 100 tines faster than the
conventional tel ephone dial-up service that nost people use
to get on-line.

The di stinguishing characteristics of this service
are its speed and its community content. It really
enphasi zes all sorts of information about the comunity,
unl i ke other on-line services.

And as we go fromscreen to screen, it will be
Frank who is clicking, who's clicking on our Elmra server
and bringing informati on down to you.

MR. LEVIN. So the first point is to just
acknowl edge the speed. | think what's frustrating about

current conputer downl oading is what we call the "tap tine"
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it takes just for a screen to fill up with a picture or with
any kind of digital material.

The key -- which is a winner, | can assure you --
is the speed with which these franes appear upon the touch
of the clicker. That will be the persistent theme here,

i nstant access, speed.

Sorry to interrupt.

MR. DUNCAN: That's fine.

Let's go to news first, and we'll show you what's
t here.

You see the speed.

This is oriented around five news sumaries: The

Tinmes, Daily News Sunmary, the People magazi ne news summary,

Money magazi ne news sunmary, Tech Daily down there, and a

summary put up by the Elmra Star Gazette, a newspaper in
Elmra which is our partners on here.

And this is last night's news.

MR. LEVIN. See, just |ooking at that picture, how
long it takes the conputer to fill up, with the tel ephone
speed, to lay out a picture for you, | think that's what
really nost remarkable. The consuners see that al nost
i nstantly.

MR. DUNCAN: And let's go to the Tines Daily. W

have got sone pictures there, too.

"Washi ngton goes back to work."
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And, in addition, on the screen, on this news, we
have other features. W have Reuters News Service 24 hours
a day, constantly updated; we have outside services which
supply us with stock quotations and sports and scores 24
hours a day. That's the news on here.

But the | argest anpunt of content is in this
"About the Town" area, where we have -- this is a community
connection. W go to the institutions, which really provide
the infrastructure within the community: the hospitals, the
churches, the city governnent, the chanber of commerce, the
institutions of higher education. In fact, we help them
come up on here and tell what they' re about, where people
can get information fromthem and comruni cate with them

MR. LEVIN. That's because access is really very
easy and very cost efficient. 1In a sense, alnost any nenber
of the community can go on-line and to be received in hones.
That's what's renarkabl e, you know, we call it kind of voice
of denocracy.

MR. DUNCAN:. Absol utely.

We al so have another very inportant service on
here which has to do with the schools. Tine Warner Cable
and Hew ett Packard are donating conmputers and nodens to the
public schools in this area. W are connecting the schools
to the honmes, the parents to the teachers, the kids to

everybody, as well, through filtered Internet, where we can
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turn the kids and the schools | oose on the Internet and nake
sure they don't get into trouble.

We al so, parenthetically, have anot her kind of
Internet control on this entire service where the person who
is the subscriber to the service can select one of three
| evel s of Internet access for anyone in the household to
have. So that can be controlled by the subscriber.

MR. LEVIN. Again, a key point: Once everything
is digital, the ability to programthrough software to deny
access or to only receive certain categories can be put not
only in software that usually you see in a box called a
"conputer" but on the systemitself.

That's an energi ng technol ogi cal capability so
that in schools, the educational programring is what's
avai l abl e in high-speed Internet access, not other naterial.
The sane thing at honme where the consuner has the ability to

provide "digital denial," essentially.

MR. DUNCAN:. The area we call the library is an
area, first of all, devoted to the local library where we
have put the Steele Menorial Library fromE mra on-Iline.
They have their own prograns here, including the card
catalog so that this library and its branches can be
accessed instantly by computer from any hone.

We al so have our own area which is a reference

where we put up the A Wrld Fact Book for Geography,
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Compton' s Encycl opedi a, sone historical docunents for kids

who m ght be doing a paper from honme, or for anyone who
wor ks from hone, these things are easily accessible there.

O course, no conmunity is totally about work. W
have another area, this one called "Delights and Di versions"
devoted to whatever is going on in Elmra that's for fun.

We have the novie schedules for all of the cinenas
around town. We have the television schedules. W have a
| ocal journalists who wites about things that are just
pl easant going on in town.

Let's go back to this. Yeah

Note, by the way, that this with kind of broadband
speed the amount of information that can be transferred
rapidly over fiber optics. W can get nice big color
reproductions of still photos. And, of course, we can have
sone vi deo.

W |like autumn | eaves. They do very well.

MR LEVIN So it would have taken -- to scrol
down on a conputer with a tel ephone nodem you would have
just sat there as the picture unfolded in very slowtine.
That is a real distraction and an inconvenience. So the
ability to receive full color photos, kind of instantly, on
the click of your nouse, is the kind of source of consuner
control that's a wondernent.

Whenever we denonstrate this and peopl e sort of
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realize that that's what it can do, there is instant
recognition of its value. Mst people don't have a | ot of
excess time. So this is not for denonstration purposes
only. This is connected to the conputers in Elmra. This
is exactly -- it's actually not quite as fast. W couldn't
get full cable into the FTC building here, so it's not quite
as fast. But it gives you sone sense of the tinetable.

MR. DUNCAN: The business that's transacted on
this service is largely transacted in the shopping area.
Shoppi ng has Dream Shop, National Catalog. It has other
features. It also has |ocal ads. W' re encouragi ng people
to put up advertising locally and to transact comerce this
way.

W, as well, have the Chanber of Commerce area
wher e busi nessnmen can tell what they do; people can | ook
for jobs, that that sort of thing. W figure it can't get
much nore micro in this area than "Wax-On Wax-OFf" servi ces.

But here's one, and that's how peopl e can do
busi ness on this service.

Anot her busi ness aspect we have to foster the
busi ness is what we call "Wrk At Home" our |ine-on service
where people can work fromtheir hone at the same speeds as
they could in their offices. W connect their hones to
their offices at these speeds so that have all of the

facilities and all of the conputer capabilities that they
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have in their offices.

This pretty rounds out the service.

MR. LEVIN. kay, Dick. Thanks a |ot.

Let ne just kind of underscore again what | think
t he nmessages have been.

Li ve denonstration that was done with conputers
El mra.

Speed. Instant gratification. Instant access.

A filtration system

The ability to use software, digital software to
prevent or control material that's comng in or being
accessed.

And finally -- well, it's sort of a sterile word:
Content. But local content. It so inportant to have
community material that's constantly avail abl e.

And you can see, whether it's the | ocal newspaper
or the local library or the |local school system it's a form
of digital community that is as powerful as any of the
national or international material that's being brought into
El mra.

And we have approxi nately 400 hones and 100
schools, libraries, and public institutions that have this
system and t hese cabl e nodens.

So that's denonstrati on nunber one in Elmra.

We're going to turn now to our second
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denonstration, which we're going to call "PC Tel evision."
And I"'mgoing to ask Eric Tveter to join ne, who is Vice
Presi dent and CGeneral Manager of Tine Warner Communi cati ons,
our systemin Manhattan.

And he's going to show you how you can run a
tel evision signal through a personal conputer.

MR. TVETER:  Thank you, Jerry.

PC-TV is an exciting product because for the first
time, Tinme Warner can deliver, approaching 100 channel s
direct to the desktop in a |ocal area network environnent
and in a cost-effective manner.

It's a product designed for the business
mar ket pl ace. For 25 years, we have provided service to
busi nesses who have an insatiable thirst for information and
know edged- based services. It's a product that has been
devel oped over the past year. It's a video distribution,
har dware and software system You can see the equi pnent
her e.

There's an equi pnment hub that would reside in a
central conputer room And fromthat conputer room video
is distributed to the desktop.

Chief information officers |ike the product
because it works on Wndows, DCS, OS/2 operating systens.

It can work on a 286 as well as a Pentium

MR. LEVIN: Excuse ne, Eric.
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What we were just doing is showing you how, with
t he conputer control, you can fill up the screen with the
vi deo, go to another channel, go to CNBC or CNN or C- SPAN,
to take the whole screen or just a part of the screen while
you' re working on your spreadsheet. That's the kind of
versatility you have here.

MR. TVETER That, in fact, is the nost inportant
quality. Mst users |eave the screen in the upper
ri ght-hand corner, and they can work on Excel. 1In this
case, ny coll eague Mark Stark, who is assisting, is
adj usting an Excel spreadsheet. A journalist can be worKking
on the wordprocessi ng package and be watching Court TV.

It's a very powerful tool. Chief financial
officers like it because they no | onger have depl oy nonitors
around the workplace. In New York City, there are 60, 000 of
them and today they can be integrated into the workstation
envi ronmnent .

Chi ef executive officers, head of schools,
government agencies, they're able to use it, primarily by
custom zing the programm ng. They can sel ect, say, 10 out
of the 79 channels that we offer out of the Manhattan system
and have CNN, CNBC, Reuters Tel evision, Dow Jones I|nvestor
Net wor k, Bl oonberg, C-SPAN, the Wather Channel, and ot hers.

Most inportantly, custonmers |ike the feature. A

trader will want to -- nay be working on a spreadsheet, and
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Al an Greenspan is testifying before Congress. So he can
click on the screen, bring it up to a full screen picture --
Mark, if you could do that -- and listen to M. G eenspan,
hear the tone of his voice, watch his body |anguage.

Wall Street bets billions of dollars on the
direction of interest rates.

Agai n, a very powerful tool

Journal i sts can be working at m dni ght and
wat chi ng Court TV and can adjust an article that they're
wor ki ng on.

School s, government can use it for training
pur poses.

Advertising agencies like to nonitor the
commercials that are being broadcast.

Hospitals are |l ooking at it because they do not
want to distribute video in a radio frequency node. They
want a narrow band because they're concerned about radio
interference in the hospital environnment with CAT Scans
bei ng done and the like.

We expect to role out thousands of units in the
next year with our business partner CCC. W spent the | ast
year developing this product and just rolled it out | ast
nmonth and are receiving a ot of interest.

MR. LEVIN. Eric, thanks. | really appreciate it.

Let ne just give you what | think this neans.
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We used to think that you get television and video
mat erial through a television set, and through a PC woul d
come the material that you could scroll over, spreadsheets
or wor dprocessi ng.

What this tells you is this buzzword of
"convergence" is real, psychologically that, in fact, it is
mat eri al assistance to have the tel evision feed com ng
t hrough your PC

| know in nmy office, | have the tel evision screens
going on. | would like this service because, in a sense, a
news wire is insufficient these days. You need to see, to
| ook at the nuance of presentation, so that | can continue
to do ny work on ny PC, but this screen is already on and it
can catch ny eye when there's sonething quite rel evant.

So | think, again, all of our preconceptions about
di splay screens for PC or television are going to get pushed
asi de by these very practical uses.

MR. TVETER: One other point, people can broadcast
nmessages. You can have a daily nessage and distribute that
anong the workpl ace.

So, again, it's a very powerful tool.

MR. LEVIN. Thanks very nuch, Eric.

That's, again, the ability to use video for
communi cat i ons pur poses.

Let's turn now to what we call "Cable Tel ephony"”
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so that we use the cable in its digital format to deliver
t el ephone service that you're famliar wth.

l"mgoing to call up Steve Pearse, who is our
Senior Vice President of Engineering at our network
operations center in Denver.

St eve.

MR. PEARSE: Thank you, Jerry.

The nessage |1'd like to leave with you today is
that Time Warner is in cable tel ephony services right now,
today, in Rochester, New York. W are providing service to
apartnent buildings as well as single famly residents. And
I think this is a very inportant event in the history of
t el ecomrmuni cations. And the reason why is because, for the
first tinme, our custonmers in Rochester have a choi ce.
Previously, you had to call your |ocal tel ephone to provide
the only tel ephone service you could receive.

Now you can call Tinme Warner to receive your |oca
t el ephone service. And we're going to conplete with the
| ocal tel ephone conpany on price, features, and quality.

And we'll talk a little bit nore about those attributes in a
few m nutes.

But first you mght be thinking: Howis a cable
conmpany going to provide you tel ephone service?

It gets a little conplicated, but I'll try to show

you, on a schematic here, exactly what |I'mtal king about.
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Let's start in the home. This is a typical hone.
You have a cable TV, telephone, and a PC. All these things
can be connected to your cable comng into your hone.

The new el enent here is, outside the house,
there's a little gray box -- and |I'mgoing to show you that
inamnute -- that's called a "network interface unit."
Time Warner will puts its network interface unit on the
cable, and it will extract the tel ephone signals com ng over
the at cable and provide it throughout the hone on the very
sanme tel ephone system and w ring you have today; but it
comes over your cable.

This is connected to the normal cable system
runni ng throughout your nei ghborhood. But there's a

difference now The cable is termnated on a little device

called a "fiber node" in your neighborhood. It takes the
cabl e signals and converts into a fiber optic signal. And
that increased the quality. It allows nuch greater

bandwi dth for nore services. And we're upgrading our entire
nati onwi de network with this fiber optic system

From t he nei ghborhood, the fiber optics run al
the way into a building in your conmunity; and it's called a
cabl e head end. The head end is the | ocation where you have
your satellite dishes receive broadcast television signals
and off-the-air television signals and feeds that into your

nei ghbor hoods and i nto your hone.
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But in the cable head end, we have now installed a
tel ephone switch. W buy ours from AT&T, for exanmple. This
tel ephone switch talks to the outside world. It connects to
| ong- di stance conpani es and the other |ocal telephone
conpany. And that's at the heart of the matter. W have to
negoti ate an interconnect agreenent with the other |ocal
t el ephone conpany so we can termnate calls where they are.

And that's why we are very interested in what's
happeni ng with Congress right now with the tel ephone bill,
because we want to make sure the barriers to entry for us
are dealt with fairly.

Once we have that agreenent, we can provide all of
t hese tel ephone servi ces.

Down here, we have the same thing that happens in
the hone, but it's in an apartnent building. And we have
speci al equi pnment in the basenent to handl e tel ephone
signal s there.

MR LEVIN. Al right. Steve, maybe we coul d nake
a tel ephone call?

But as we are doing it, if | could just enphasize
that there are no tel ephone wires here, no tw sted pair.

This is all digital bandwi dth. And the way we
manage it in our cable system sone of this bandwidth that's
being switched in the hone, is sending a novie. There are

nmovies in these digits. QOhers are tel ephone conversations
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or a picture or nusic. It could be a book. But they are
all 1's and 0's that this switch sublinely indifferent to
what's passing through. But, in fact, you really have a
totally new concept -- and, you know, in your hone, the
t el ephone handset is exactly the sanme, and you have your
tel ephone wiring. |It's what happens outside the hone in
this digital box.

So why don't we nake a call to Denver and nake
sure it works.

MR. PEARSE: This equi pment we have here is
exactly what we're using in Rochester, New York. This
equi pnent is located in that building, the cable head end.

And behind there is the fiber optics and the cable

systemthat ends up at your hone. |In fact, this is the
little gray box. |In fact, if you wal k outside your hone
today, you'll see a little gray box just like this. It's

fromyour |ocal tel ephone conpany. This is our little gray
box, in place of the |ocal telephone conpany's.

It's better than theirs because it is a digital
box. Today you have about a mle of 100-year technol ogy,
it's all twisted pair, it winds its way through your
nei ghbor hood i nto your house for your telephone. It's
anal ogue, and it can pick up noise and interference.

This is digital, so it's superior in quality. But
this cable conmes in, and this box picks off and listens to
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the tel ephone signals and let's all the other signals go
t hrough here that go to the hone, |ike the cable nodem a
basic cable, the Full Service Network functions. It just
pi cks up what it wants to listen to, the tel ephone piece.

This is working right now, so | have to handle it
carefully. This is what's going to be on the hone. And
it's connected to this telephone. W wll call Denver, to
our national operations center, which nonitors our
nati onwi de network on a 24 hour, 7-day basis.

(Dialing.)

MR. LEVIN.  You pre-progranmed the nunber?

MR. PEARSE: Yeah, | had this on speed dial.

MR. LEVIN. This is a our operating center.
Someone better pick up

(The following is a transcription of the tel ephone
call placed to Denver.)

MR. FRENCH. Central Conmuni cation, national
operations center. This is French.

MR PEARSE: Hi, French. This is Steve Pearse at
t he FTC heari ng.

MR FRENCH. Yes, sir.

MR. PEARSE: How are things going?

Coul d you tell the folks listening in how nany
sites we currently nonitor today.

MR. FRENCH: We have 15 sites.
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MR. PEARSE: How are things going in Rochester,
where our first tel ephone network is operating?

MR. FRENCH: Qur switch is doing -- at the nonent,
is running clean and it's green.

MR. PEARSE: He's |ooking at the nonitor.

Thanks a | ot, French.

MR, FRENCH:  Yes.

(End of telephone call.)

MR LEVIN. W tried this earlier and got David
Letterman on t he phone.

Essentially, we have an operations center -- |I'm
going to ask Steve kind of the last question here as to why
-- | believe we have the nost sophisticated tel ephone
operating center in the country -- how can a cabl e conpany
have t hat ?

What you have just heard is that all of this is
centrally nonitored. And when we nentioned all those
cities, we have what's call ed business conpetitive access
where we are providing tel ephone service for business
custoners to bypass their | ocal phone conpany to
interconnect with their |ong distance conpany. And we're
doing that in 15 cities. The first residential full dial
tone tel ephony is in Rochester.

So what's the answer to the question: How could

we have the npost advanced tel ephone center when we j ust
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started?

MR. PEARSE: Ckay. |[|'Il answer that and then nake
one point.

MR. LEVIN. Ckay. Good.

MR. PEARSE: W, basically, started froma clean
slate. Current tel ephone conpani es have a rich 100-year-old
tradition; but they also have software that's 30, 40 years
old in assenbly | anguage. They have a | ot of |egacy kind of
that's in the nature of their business.

We hired sone of the best talent in the industry
to come in and say: |If you were to do a tel ephone conpany
right, what would you do? And they are having a field day
doing that. W're using the |atest and greatest technol ogy
for software, hardware, transm ssion systens, everything.

So that's why you see sone of the abilities we
have here, done on a very efficient basis and a very rapid
iteration basis.

One nore key point 1'd |like to nake, Jerry, is
because of the architect we have, where you have a cable
com ng into your honme and you're listening to and respondi ng
to any information you want to hear, it let's you do new
features.

We just nade what's called a "POTS," That's in
t el ephone jargon. "Plain old tel ephone service." POTS.

But the "PANS," the Positively Arazing New Stuff,
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we're going to do -- "POTS' and "PANS' -- is going to be
introduced -- let's say you're sitting down at dinner and
t he phone starts ringing, do you answer the phone or not?

One feature we can do is, through the new
generations of set-top boxes, you can |ook at the TV set and
see the nane and the nunber of the person calling you at
that nmoment; and you can decide: | don't want to answer the
phone call right now. You can even decide: | never want to
recei ve a phone call fromthat nunber again.

These are sone of the things that you can do with
this kind of architect over the cable system Over the next
several years, we're finishing the upgrade of our cable
networks with this hybrid fiber-coax architecture; so you
will be able to see these services rolled out nationw de as
we finish up our upgrades.

Thank you very nuch

MR. LEVIN. Thank you, Steve.

So that was cabl e tel ephony.

We're now going to conclude with what | think is a
new experience for consuners; and that is a digital
interactive tel evision.

" mgoing to asked Tanmy Lindsay to do this
presentation. Tammy is our Vice President for
Conmruni cations in Orlando in what we call the Full Service

Network. She is going to use a renote control. And what we
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will try and do is pass one of those around to you so you
can see what it |ooks like.

Tanmy.

MS. LINDSAY: Thank you, Jerry.

It's my pleasure to show you the world's first
digital interactive television network. It is fully
operational, working in paying custoner hones and has been
si nce Decenber of |ast year.

The Full Service Network programm ng is al
digital, as Jerry has been describing. And it's | oaded on
conput er servers that hold vast anmount of storage capacities
and prograns |like novies, shopping, and ganes and the things
that 1'm going to show you today.

Because it's digital, you can access it as a
consuner at your convenience. So the prem se behind the
Ful | Service Network is to provide consuners greater choi ce,
nore control over the programm ng that comes into their
honmes, greater conveni ence so they can access it when they
want to rather than when it's programmed to air, and al so
the ability to custom ze the Full Service Network for every
i ndi vidual in the househol d.

When we sign on custonmers to the Full Service
Net work, we give themthis renote control. This accesses
not only the digital services of the Full Service Network

but al so the regul ar broadcasting cable TV signals that cone
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into the hone. So this is the only renote that you'll need
to access all those services.

We al so provide them w th hone comruni cati ons
termnals. This is the black box here. [It's essentially a
Scientific Atlanta cable converter box, an 8600 X, in the
upper left-hand corner. And it has been integrated with a
Silicon G aphics conputer workstation platform There's a
| ot of conputer processing power in this box. W put
essentially the conputer processing power behind television
to make it interactive.

Also we provide the Hewl ett Packard col or Desk Jet
550C printer. in sone of the shopping applications and
others, like ganes, it actually gives the consuners the
ability to download full color graphics for things |ike gane
i nstructions, recipes, maps, and the like. And this is an
exanpl e of the color graphics that come out into your hone.

MR. LEVIN. So what you're saying is that's what
you woul d associate with the conputer printer, but it also
associated with a television set. There is an extrenely
power ful conputer in that box. And, in essence, what we've
got here are 200 mllion old fashioned tel evision sets out
there. W really put all this computing power behind that
and say: Now, for those people who don't want to use a
keyboard or a nouse, who are conputer intimdated, all you

need to use -- the assignnment here was to be able to control
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vi deo com ng through a television set with sonething that
| ooks like a renote control.

And so you essentially have an el ectronic VCR
That's all this is, but it took nore conputational
programm ng than it took to put a person on the noon to pul
this off.

M5. LI NDSAY: That's correct.

But the point for the consuner is that it's very
easy to use. |It's transparent to the consuner, all this
conmput er processi ng power behind it.

We have nade specific use of color coding on the
renmote, for the buttons that you use nbst often, to
mani pul ate your way around the network. |In the center you
see this arrow key that allows you to go in eight
directions, left, right, up, down, and diagonally; and then
the green select button you press any tinme you want to enter
or conplete a transaction.

Wth that background, |I'm going to show you how
consuners actually interface. W have downl oaded sone of
the video assets, just a portion of them from Ol ando and
brought theminto a small conputer server here to D.C. to
show it to you.

But the consuners access the network through the
carousal. And what |I'mdoing is depressing the arrow key to

the right, and it will actually turn the wheel. And | can
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turn it to the left, because |I'mthe consuner, I"'min tota
control of that.

As you see, as a venue is highlighted, |I can press
the green select button, stop, and enter that venue; or
coul d punch in the channel nunber that we've assigned to
each venue.

And we only did that -- it's really unlimted
channel capacity, but we have done that to help bridge the
gap for consumers because they are very confortable with
channel s and channel surfing.

MR. LEVIN. One point to note, there are no
channels here. W are on the digital side. There is a
switch bringing a television programfroma big conputer
that is going right into your hone.

But nost people think in terns of channels. So to
provi de easy access, we are saying novies are on channel --

MS. LI NDSAY: 98.

MR LEVIN --98. There is no channel 90. So
when we say "digital domain,” it's real. It is kind of
cyberspace. But if you said that to consunmer, it would be
di sorienting. So, in effect, like an old fashion channel,
you can go in and get those novies; but there are no
channel s.

V5. LI NDSAY: Okay.

Wth that, we tal ked about control.
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" mgoing to show you in the controls venue, this
is where you would enter the Full Service Network, the
adm nistrative area. It's where you can custom ze the
network for every nenber of the house hold, save your
personal favorites to personal |ists, favorite novies, and
things like that.

And you can get howto video tutorials. W don't
give a witten manual on the Full Service Network. W show
you on tel evision because it's fun and entertaining and a
| ot easier to use.

In a TV setting, this is where a parent is
important to enter because this is where you can actually
programin purchase | ocks. Through the use of a pin nunber,
you can nake sure that little Johnny doesn't buy things when
you're not at hone.

You can actually bl ock out novies based on their
rating at your discretion. And you can bl ock out channels,
regul ar broadcast, cable, or digital Full Service Network
channels in the TV settings node.

Now, back to the carousal. | want to show you one
of the popul ar applications, of course, is the hone video
t heat er.

And as Jerry nentioned, we have that on pseudo
channel 98. The hone video theater puts you into a list of

all the novies we have available on the network. This is
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just a sanpling; but in Olando, we have about 97 novie
titles avail abl e today.

We have categorized these novies. So if you just
like action filnms, you can scroll up to action and just get
t hose.

Now in A-to-Z, you can see on the right we have
listed all the novies available on the network in
al phabetical order.

Now, Ace Ventura Pet Detective is highlighted, and
you get the video pronp -- to give you an idea of what the
novie i s about playing -- behind it.

And as | scroll through novie to novie, ny video
prono is going to change.

Now what's happening there is that I'mtraveling
fromthe box through coaxial cable, down to a node in the
nei ghbor hood, which transfornms it into an audi o signal, back
12 miles to our network operations center, that houses
equi pnent |i ke the AT&T ATM switch and the conputer servers
that store all the program

And then it's actually sent in ATM packets quickly
t hrough the honme conmunications term nal that streamnms the
data and deconpresses it and displays it on the television
screen in less than half a second.

You can see how fast the video programmng is.

Now let's say | want to order a novie, Qutbreak,
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for instance. |If | press the green select button, |I'mtaken
to an order screen. W have nade the novies free for you to
today. But in Olando we are charging for --

MR. LEVIN. W' re running a special for the
Conmi ssion today. It's $3.95.

MS. LINDSAY: The novies vary in price. They
range from $1.95 to $4. 95.

And to order the novie, all | would do -- now, I
al so should point out that we give you a brief description
of the film tell you how long the novie lasts and give you
a running length time we are giving you access to the film

We are varying that fromone and a half tinmes the
| ength of the novie to three tines the I ength of the novie.
And we'll be playing around with that with consuners to
determ ne what they want.

Now, to finish ny order, | just press the A
button, and then |I'm asked to confirmny order, in case the
dog stepped on the renote, which happens in honmes. So we
have to hit the B button. And I'mrem nded that | have ful
VCR-type functionality.

MR. LEVIN. These are the VCR synbol s.

Now the novie is started.

| nst ant access.

On denand.

Now the credits -- can we --
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MS. LINDSAY: Now | can fast forward through the
credits.

MR. LEVIN. Yeah, let's fast forward through the
credits.

M5. LINDSAY: Now, there's no crazy lines |ike you
woul d see on a VCR, you m ght note.

MR LEVIN. Can you --

M5. LINDSAY: | can also resune play of the novie.
I can skip forward by hitting the skip forward button, and
it then junps in 10 m nutes increnents through the film So
I can ook for ny favorite seen. | can skip back the sane
way.

And, of course, if the phone rings, Jerry, | can
press pause. And it's going to renenber the scene, right
there and | et nme go answer the phone, answer the door, do
what ever | want to do.

MR LEVIN. Excuse ne, Tamy.

Great ideas can be conceived in a very sinple
phenonenon.

All we want to be able to do is provide a novie on
demand that you can be able to handle the problemif you're
wat chi ng tel evision, the phone rings and you can't stop it.
We know you can do that with a VCR Wiy can't we do that
digitally? Once you can do that, then there are so many

ot her capabilities.
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Go ahead.

MS5. LINDSAY: |I'mjust going to send it to inprov.
And | put the bookmark right there at that sign for a nonment
on the screen.

And then | can go out and do sonething else on the
Ful | Service NetworKk.

See, it reminds nme that | have a novie in
progr ess.

MR. LEVIN. And the tine remaining.

M5. LINDSAY: Now, |I'mgoing to junp quickly to
t he shoppi ng venue just to show you sone of the stores
avai l abl e in our Dream Shop. And we provi de consunmer access
and delivery 3 to 10 working days fromany of these stores.
And many of these are avail able on the Full Service Network,
and somre will be added by the end of the year.

But | would like to point out, of course, the post
office is a popul ar application because you can actually
order stanps and have them delivered to your door through
the postman the next norning. So it's very, very popul ar
Wi th our custoners.

" mgoing to quickly junp back into the gamnes
venue.

MR. LEVIN. Ckay.

M5. LINDSAY: Here we go. W call it the "Play

Way. And you see "Skate Kid" is going to help the kids get
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down this roller coaster ride to get to all the ganmes. W
have four network ganes that you play using the renote
control, and then we have 16 Atari Jaguar ganes that you
play using the Atari Jaguar ganme unit.

The TV box that's shown on the screen allows 16
househol ds to play this ganme sinultaneously. So you can
even join a gane in progress. You can have a game with your
nei ghbor hood.

It's a lot of fun.

" mgoing to quickly go back out to the carousal,
in the interest of tinme, and I'"'mgoing -- should | junp back
to the novie, Jerry, and see what happened with that?

MR LEVIN.  Sure.

MS. LINDSAY: It shows ne that | have a novie in
progress, that it's called Qutbreak. And I just press the
sel ect button. And, boom there | amright at the scene,
just as | left it. So | never mss a beat. And | can have
full VCR functionality.

MR LEVIN  You want to fast forward and see that
agai n?

Now st op.

And rew nd.

Al right. So it |looks sinple, but that
capability isn't very different fromwhat we were doing with

the PC where you were scrolling up and down, except here
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it's full notion video.

The concept was basically to say that a
conpacti ble formof comunication is what we call full
notion video. |If | can control that and mani pul ate that, we
call it video-on-demand. What else can | do?

So | would like Tammy to show you what we're about
to do. It may not be comercially viable, but it's
sonmet hing that we have been working on for a year and a
hal f, and that is news on denand.

If I can pull up a novie, why can't | pull out the
vi deo news?

M5. LINDSAY: W call it the "News Exchange."” And
it allows you to pull up the news at your convenience. |If
you miss the 6 p.m or 11 o' clock news, when are you goi ng
to be able to watch it?

You can watch it here on the News Exchange.

What we have done is digest the day's news. You
can get it froma local news anchor |ike you normally woul d,
or you can go to the category of news and --

MR. LEVIN. You can stop this news anchor.

MS. LINDSAY: Right. You can nove fromlocal to
worl d and national news. | can enter that category and see
where we have categorized all the news.

Now, this is being devel oped by Tinme Inc. working

with CNN, and ABC, NBC, the Tribune Conpany; the Wat her
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Channel ; and, of course, the Tribune Conpany owns the
Olando Sentinel, so we get |local news and information.

Now, if | wanted to see the |latest Wrld News
Toni ght, a 20/20 program or any of these, | can actually
pull it up on demand and then have full VCR functionality.

MR. LEVIN. Wiy don't we try "Cross Fire"?

Again, controlling this news programthe sane way
we control the novie.

M5. LINDSAY: Al right. Here's the fast forward.

MR. LEVIN.  Ckay.

M5. LI NDSAY: We have nmany ot her services under
devel opnent today, and | invite you to conme to Orlando to
try the real thing out for yourself.

Thank you.

MR. LEVIN. Basically, we don't know -- | guess we
can put the | ogo back up.

| don't know how consunmers will react to this
concept of news on demand, but essentially what we're trying
to do by creating the technology is, now you turn it over to
peopl e who are much brighter and nore creative than we are
to figure out howto use it.

" mvery anxious to see whether this, what we call
command and control, can apply to all forms of progranm ng.

So let me try and give a kind of inpronptu

summary, and then we'll go to questions.
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Basi cally when you have digital capability, you
have on-demand speed, instant access. It's a very
significant consunmer characteristic.

Secondly, because it's digital, you can program
the software; you can have deni al devices, filtering systens
that are very interesting in terns of consuner protection.

The third is that -- and this is hard to explain
-- everything becones a tel ephone call. Wen | pick up the
t el ephone handl ed set, when | use ny nouse with a PC, or
when | use this renote control for the TV, it's all going
back to a server; the server can be in the community, it can
be sonewhere in our country, it can be somewhere around the
world. And there is a switch, a very intelligent switch
that's satisfying my conmand with a personal direct program
-- it could be a tel ephone conversation, video, |ocal news
-- that is basically comng to ne.

So ny own viewis that this is a nmarvel ous form --
and | don't nean to get too philosophic about it --
sel f-actualization, that instead of having just a relatively
l[imted set of materials that are thrown at ne by conpanies
who in the nmedia and entertai nment business, | am
assenbling, digitally what | want and what really reflects
my personality. It's just as if | conme into your hone,
can see what magazi nes are on the coffee table and see your

furniture. It says a |ot about individual personality.
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So | think it's highly significant.

The last thing I'd say, not to confuse you,
everything that was seen today is electronic digital
distribution. There's a whole other side of what we call
hard copy digital capability, something called a digita
vi deo di sk, which we have been nmuch pushi ng.

And we now have a worl dwi de standard for novies,
for music, for multi-nedia information, for conputer storage
that can do on a five inch disk a | ot of what you have seen
t oday, except this is real-tine.

So this is the digital revolution. [I'msorry we
took so long. But | think that gives you sone idea, sone
experience of what it is.

That concl udes our denonstration.

CHAI RVAN PI TOFSKY: Wl |, thank you, very nuch.

think we are all in Future Shock, but we'll pull ourselves

together to try and ask a few questions here; and | think
maybe we' |l run over a little bit here. This is worth our
time.

| wonder if you'd say a little bit nore about
access. | mean, | see that you can purchase a novie, you
can buy a PC, | guess, you can buy a hearing aid and so
forth, you can buy a news service.

Down the road, how do you see the decisions nade?

It's like a shelf space question. How do you see the
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deci sions made as to who gets on this screen?

Suppose there are five conpanies selling PC s and
a sixth wants to get on the screen, would they pay for that
opportunity?

MR. LEVIN. Well, the question, to get access onto
the network, is a fascinating questions.

We're already seeing, | think, on the Internet,
where the cost of getting on to a network is so relatively
small that there are no real barriers to entry any nore.

"1l give you a very prosaic exanple on the
Internet that's of great interest to a | ot of conpanies that
i nvol ves copyright protection and ot her issues.

We are al nost at the point where you could have
what's called real-tinme audio on the Internet so that
anyone, anywhere in the world, in the garage or in a hone,
with a PC and a fairly sinple application nodemcan go on to
the Internet with real-tine audio and can, in effect, start
what we used to call a radio station. That could be
recei ved or accessed by anybody.

So I think we need to shift our whol e concept of
limted, you know, gatekeeping |inmted access.

Now, let's fast forward to this rather robust
digital television. Wat about access there? And here we
try to make the point -- it's very hard to get your arns

around it because you' re so used to thinking about channels
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and just a couple of channels on a television set -- but
when we go into this digital domain, there are no channels.
So anybody with a server, with a digital server, who can put
material on that server can be accessed.

| nmean, for exanple, in a conmunity, in Elmra, if
we had the Full Service Network running there, people who
are inputting fromthe schools or fromthe libraries could
i nput vi deo, because video caneras as we know -- and we
shoul d have denonstrated one -- are small as a little pocket
light that can be digitize and put right on the system

So think about television that can be inserted in
this system And as long as | have now conme to what's
i nportant froma software point of view, you do need
navi gation, you do need the ability -- that's why these web
browsers, navigation browsers -- you need sone kind of
software that can open up your access to everything that's
on the system

So, it's a long-w nded answer to say that we have
to throw out our old ideas of -- that's why we even use the
phrase "broadband” versus "narrow," that, in fact, the
digital math is working in our favor.

"1l give another exanple. The big switch that we
use in Olando to switch television into the hone was a
multi-mllion dollar switch. [It's now several hundred

t housand dollars, and that price is going down so that
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i ndividual digital applications, |I think, will be highly
cost-efficient. There is sonmething called More's Laws that
every 18 nonths the capacity doubles, triples, ten tines;
and the cost gets reduced by al nbst 50 percent.

COW SSI ONER VARNEY: M. Levin, is that to say,
then, in the denonstration fromE mra and the denonstration
fromOlando, | think in both of those you had shopping
cat egori es.

MR. LEVIN. Right.

COW SSI ONER VARNEY: So your network or your
corporate organi zati on exerci ses no control over who gets
on?

MR. LEVIN. Yeah, that's a good questi on,
Commi ssi oner Var ney.

Qur intention -- | nean, obviously in this early
stage, we've had to round up peopl e because you have to kind
of digitize and you have to be, in a sense, sonewhat of a
pi oneer to want to do it.

But the intention, as Tanmy nentioned, we're going
to put Best Buys on, |ike 250,000 itenms. W want to be, you
know, al nost a near-infinite departnent store or retai
operation, where, essentially, we want to get as nuch into
this system as possible. And when you recogni ze,
physically, that we ultinmately do not control the system

We've have to start this up so that people can see it's
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done. And there are servers, yes, that we have in Ol ando.
But what we want is a conmunications systemthat will tap
into anybody's server, anywhere in the country, anywhere in
the world. That's why I think the Internet is a terrific
ki nd of anal ogue to what it neans.

So what we want to do, as a system is sinply to
get consuners interested in this so they can eventually
communi cate. That's why | cane back to, it's all like a
t el ephone conversation; it's a formof comrunication; it's
not a formof -- it's kind of the packaging or delivery on
our part.

CHAI RVAN PI TOFSKY: | have one ot her question on
behal f of many people in the room here.

Forgetting about the hardware, do you have any
estimate of what this is going to cost once you really have
this thing rolled out?

MR. LEVIN.  You nean for the consumer?

CHAI RMAN PI TOFSKY:  Yes.

MR. LEVIN. W are looking at what I'll call the
cabl e nodel, and the cable nodel is a very interesting one,
not just because it's an industry that | came from

And that is, when we put all of this equipnment --
instead of you're going to a store and purchasi ng consuner
el ectronics and conputer, which changes fairly rapidly and

it has to be replaced -- because of cost-efficiencies of
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using kind of a systemthat will replace this box, wll
replace the switch and nove it to another system
essentially what | believe we will provide for the consuner
is that you will have the basic charge that you' Il need to
subscribe to the cable system And nost of what we've
shown, to order a novie or sonething, will be on a -- kind
of a per choice or per view basis.

The interesting question for us -- and things that
we are working with the FCC on -- are the kind of materi al
that we want to provide as a base charge. For exanple, we
are going to wire up schools and provi de these cabl e nodens.

But for the consunmer, we're not tal king about a
huge bill. | think the way to look at is, |ike Tanmy said,
going to the post office electronically. Wll, I wll be
billed for ny stanps; but it's sonething that | would have
paid to the post office anyhow.

It's the same thing with the novie: | mght have
gone to the video store and paid a couple of dollars to rent
a video.

So these are really -- you're purchasing
sonmething. |It's essentially substitution econom cs. The
same thing with the digital telephony.

So we are not |ooking at what we think are high
char ges.

One thing we do worry about in addition to a whole

Heritage Reporting Corporation
(202) 628-4888



© 00 N oo 0o b~ w N P

N NN N NN R R R R R R R R R R
ga A W N P O © 0o N o 0o M W N+, O

3083
ot her subject, privacy and data collection, is what |l
call a fear of "We don't want to create information
aristocracies.” W definitely want this kind of technol ogy
to be available to everyone.

And one thing I would say to you that, by working
so hard in Olando, instead of an average consuner having to
pur chase very significant conmputing power, we are trying to
bring that cost down so that it's available to the consuner.

COW SSI ONER STAREK: | had one question. From
what |'ve heard this norning, it sounds |like you nmade a
gi ant | eap over the technol ogy that is available and
currently in use by the regional tel ephone conpani es.

| was wondering if it's necessary for this system
to have sone sort of a strategic alliance with the regiona
conpani es for the systemto operate?

And if it is, do you foresee a variety of those
kinds of alliances and rel ationships with regional telephone
conmpani es?

MR. LEVIN. Well, Conmm ssioner, it's a very
guestion. Because, you know, obviously public policy
intersects with the financing mechani snms in the narketpl ace.

| strongly believe that we are in a period where
we have an opportunity to build the infrastructure to create
this kind of digital interactivity. And it is heavy capital

requirenent, and I do believe we are in the forefront,
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wor | dwi de of this kind of networking. And, in fact, it is a
nodel for export around the world.

So if | were designing public policy -- which I'm
obviously, amnot -- | would encourage relationshi ps between
t el ephone conpani es, cabl e conpani es, conputer conpanies, in
some formof joint venture, comon use of certain facilities
so there isn't capital duplication for the sake of
constructing the infrastructure because | think it's a
central characteristic, is to provide such abundant,
interactive, on-denmand opportunity that everyone will be
conpeting. But the challenge for America is to build this
digital highway. And | just think the public policy ought
to encourage this.

| think there are a ot of theories that are in
our law that are really 19th century theories. They don't
take into account this digital reality. So we, in fact,
have rel ati onships with the tel ephone conpanies. But you
have to kind of work your way through regul ations in order
to make it happen.

And the last thing | would say is that every
conpany has been operating in a slightly zone. Cable
conmpani es have been, in the past, delivering one-way video;

t el ephone conpani es have been used to second-by-second
nmonitoring of switched signals. W're really tal ki ng about

t he convergence of that. And then | add one other thing,
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and that is conputer software.

So sonehow if we could have an rel ati onshi ps so

that the financial markets -- because | do believe this
needs to be private sector financed -- can feel confortable
that the infrastructure will be built and then there's

robust conpetition on the system

COW SSI ONER STEI GER: On the question of that
infrastructure, it sounded to nme as though area you're
working with now for the optic fiber interconnects is
possi bly sonewhat small. There is a gray box on ny house.

A bl ock ago there's the black box to interface the signals
fromnmy box.

If this is the case, do you expect that that area,
before you need a m ddl e server, another black box, is going
to increase?

And, if not, what does that say about the
difficulty of optic fibering a nei ghborhood?

MR LEVIN. Well, | think what we're seeing -- and
|'ve probably understated the devel opnent that's already
t aken pl ace, Conmm ssioner Steiger. Because, in fact, the
cable industry, in what we call this fiber upgrade, is
| ayi ng, each day, mles -- and now t housands of mles of
fi ber and connecting the head end to what we call the
nei ghbor hood.

And then | think the econom c el egance of this was
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to retain the last mle of coaxial cable, which is the nost
expensive part of the system You don't need to repl ace
t hat .

So that if you change out this trunk line and to
fi ber optics and go to nei ghborhoods of about 400 or 500
peopl e and then retain the coaxial cable, you have a highly
cost-efficient system

So when we tal k about upgradi ng cable, renenber
cabl e passes today about 90 percent of the hones in Anerica.
So there is coaxial cable running past al nost 90 percent of
t he hones, 65 percent actually subscribe. So this process
of changing out, putting all this fiber in, is underway
t oday.

| think the architecture of that we need to have.
And | believe over the next several years, you will see that
put in place. But it takes advantage of the fact that this
last mle of coaxial cable is not taken out. It's the nost
expensive part and it gets retained.

Then we, by, really, electrifying the systemwth
all of this switching power, you have converted what was
formally a rather prosaic tree and branch pl unbing systemto
a very magnificent switch-star digital system

COW SSI ONER VARNEY: | just have one question,
and I'mnot very technol ogically sophisticated, so I'ma

little apprehensive.
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MR LEVIN Nor aml. I'mable to deal with the
literature

COW SSI ONER VARNEY: It shows in your profit,
right?

| f the coaxial cable and the fiber optic upgrade
is conbined into this one systemthat can deliver this
tremendous capacity |i ke we have seen in Ol ando, do we end
up in 20 years with one system |like we had with AT&T, that
basically delivered phone services throughout the country?
Are we seeing the future where there's only one gane in
t own?

MR. LEVIN. Well, you have asked the question of
t he ages.

If | back up and say that | think we should
encourage the construction of this capacity, what's the best
-- froma public policy point of few and for the financi al
mar kets and for our global situation, what's the best
structure to kind of let this go?

Then, sonewhere down the road -- and you know, |
know regul ation of vertical integration kind of runs in
cycles -- you know, where are we at that point?

My own viewis that it's inportant to construct
the infrastructure and that, through sone coll aborati on,
that's probably hel pful, rather than having duplicative

facilities.
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And | think you can throw old ideas |ike conmon
carrier and other regulatory fornms, because | think then
what you'll have is, everybody is kind of converging on
providing lots of software, |ots of navigation systens, |ots
of access so that there will be a highly, robust form of
conpetition in this infrastructure if we just kind of let it
get built.

So, you know, I will go out on a linb and say,
even if 20 years there is, essentially, basically one piece
of infrastructure here, there will be so many sw tches, so
many conponents used by so many different players that it
al nost doesn't matter.

CHAI RVAN PI TOFSKY:  Well, let nme thank you, again

We are extrenely grateful for this extraordinary
presentation. It brings to a clinmax the issues that we have
been addressing and illustrates the point that, as
regul ators, we've got to understand the way the world is
changi ng and make sure that our thinking is not devoted to
an earlier era but is adjusted to these newrealities.

And | want to thank you, again, form com ng down.

Incidentally, we will resune these hearings in
room 332 so that the Tine Warner can retrieve their
equi pnent .

(Wher eupon, a short recess was taken.)
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COW SSI ONER STAREK:  Good norni ng, again.

We are continuing our series of hearings on gl obal
conpetition and consuner protection enforcenent in the
future.

We had a fascinating presentation this norning
about what we can expect with the convergence of the three
t echnol ogi es that we have been discussing: the television,
t he tel ephone, and the conputer. | thought it was
fascinating. For those of you who had an opportunity to
see, | suspect you agree.

We're going to nove now to what | consider the
guts of the program which is how enforcenent agencies are
going to react to fraud and deception in international
markets. Wth the new technol ogi es that we' ve | earned about
in the previous three days, howis it, then, that
enf orcenent agencies are going to respond when the
i nevitable occurs? And that is that scamartists, and
others with fraudulent intent, will use advanced
t echnol ogi es to provide even nore sophisticated scans in the
future.

| think we have assenbled a very interesting panel
this nmorning. And what | thought we would do is to hear
fromour panelists initially and then have sone questions
and open it up to discussion.

And | think we'll start with the feds here. Qur
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first witness is representing the U S. Departnent of
Justice. Hs name is Gordon Zubrod. He's an Assi stant
United States Attorney for the Mddle District of
Pennsylvania. He is a Senior Litigator for the U S
Attorney's office there and has extensive crim nal
prosecuti on experience, including many cases that involved
econom ¢ fraud.

When | first canme to the Commi ssion, we were
bringing a ot of cases involving all sorts of fraud, but we
were having a difficult time pursuing crimnal charges
agai nst our nost egregi ous defendants. Qur friends in the
Justice Departnent were very bogged down with drug cases and
other major crimnal conspiracies. But in the tine that
|'ve been here, which has been about five years, we've seen
this enornmous response from our colleagues at the Justice
Departnment, the Federal crimnal prosecutors who work with
this Agency, the FCC, and other agencies that are
prosecuting in fraud and trying to put together cases where
one of the renmedies is the nost severe: Crimnal penalties.

So, CGordon, thank you for com ng; and we | ook
forward to your remnarks.

MR. ZUBROD: Well, thank you, Comm ssioner, for
inviting us to this. |It's been a fascinating presentation
so far; and | definitely feel like I'min the vanilla |eague

after watching the presentation that just preceded.
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COW SSI ONER STAREK: | can't even get ny renote
to work. So I'll be really lost when |I've got to do al
these things with a renote.

MR. ZUBROD: This whole field of high technol ogy
and conmuni cation is one that we have a real concern about;
because you | ook out on the Internet, and | just know that
the frauders, scamartists see the fields ripe for harvest.

And the dual concern we have is that they will be
able to create sonme virtual reality nechani sm whereby they
gi ve thenselves legitinmacy, technologically, that they don't
have in reality.

The second one is the ability to cover their noves
by being able to leap fromplace to place technol ogically
and really be around the corner; and it would take forever
to locate them and by the time you do, they have noved on
and set up in another place.

My point today is that the fraud -- however,
having said that, fraud is not intrinsically technol ogical,
that the sophistication is psychol ogi cal and not
t echnol ogi cal; and the technology is the not the driving
force behind it.

The thing that, having been in this particularly
econonmic crinme now for about 15 years, is that the sane
t echni ques reappear over and over again, very sinple

t echni ques.
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| once asked an international defrauder what is --
what's the earmark that you go for? Wat is the thing that
sets in notion a schene to defraud? Expecting all sorts of
answers, both technol ogi cal and ot herw se, he sai d:
Recession. He said, because when there's a recession,
peopl e's judgnment dimnishes and their fear |evel rises.

He made an interesting comment, he said that
Ameri cans are noted as sonme of the hardest working people
anywhere; but the reason for that is not because they |ike
work. It's because they fear the future.

And it is that which they play upon.

They did a study once on successful businessnen
and wonen and to see what it was that drove them and
notivated them |In nost of cases, the highest notivator was
fear of failure.

And we find that we're not just having elderly or
under educated victinms. W' re having doctors, |awers,
accountants, corporate presidents, as victinms of these
scans, who have paid mllions in order to protect their
future.

As | said, many, if not nost, of the big scanms are
| ow-tech. The nature of fraud hasn't changed. Sucker |ists
ads, post cards, tel ephone pitches, glib tel emarketers.

Wth these really dedicated, career individuals,

cease and desist orders don't particularly work.
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So where does the FTC s greatest contribution lie
in addressing tel emarketing fraud and particul arly gl obal
tel emarketing fraud?

And | woul d suggest that it is in the forging of
rel ati onshi ps, productive partnerships, that we need your
hel p in maxi m zi ng our effectiveness in | aw enforcenent.

The critical need of the hour is groups focusing on fraud to
form cooperative rel ati onshi ps.

We need you to nake us nore effective both in the
private sector, adm nistrators, |aw enforcenent,
internationally, we need to have sone cl eari ng house, sone
conti nual way of exchangi ng information.

We need the FTC to make us nore efficient and
maxi m ze our effectiveness. |If you were to ask ne: How? |
woul d say: Help us in several ways.

Nunber one, by identifying what fraud is currently
the fraud du jour. It could be indiumscans. It could be
gem scans, sweepstakes. They tend to cone in waves. And
this rush pours through the crimnal elenent, and they see
some things working, and everybody | eaps on board. And by
the time we get around to it, with out grand jury subpoenas
and our court-ordered immunity and so on, they've noved on.

We need a business organi zation that is responsive
to what's going on and can alert us as it's happening.

Secondly, we need to know who the victins are,
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what regions are bei ng defrauded.

W worked with Bob Friedman in your gem scam case
because it's a bottonl ess victimpool. And what he was able
to help us do was to identify victins that were really going
to be dynanmite for us. He found people who had had nent al
br eakdowns, having giving their life savings; people who had
borrowed noney fromfamly; and so on, all of the ones where
the jury is throwng the rope over the tree half way through
t he testinony.

That was very, very effective for us in our
Canadi an gem scam case. W need to know things such as:

Who are the nost preval ent mscreants because they tend to
ride the wave, like a surfer fromone scamto another. And
sonetimes it is productive to focus on individuals rather

t han on scans thensel ves.

W need to forman international telenmarketing
database. | would really love to see the FTC take the | ead
in cross-border information sharing in the forging of
productive partnershi ps.

For instance, Industry Canada, | think would be a
very val uabl e source of interplay between our country and
Canada because you are nore responsive in the sense that you
react nore quickly than we do to a ot of what's going on.

This woul d i nclude operational collaboration,

Postal, FBI is now becom ng involved, the Royal Canadi an
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Mount ed Police, the York Regional Police, the Ontario
Regi onal Police, Metropolitan Toronto Police have becone
very heavily involved in the process.

| think the time has cone and we're seei ng now,
for cross-designation of FTC attorneys in crim nal
i nvestigations. Now, we should begin by acknow edgi ng t hat
there's sone institutional resistance to that, which Jon
Rush and the tel emarketi ng working group are slowy
overcom ng; and there's a hesitation about the sharing of
grand jury information, about, you know, violating any
di scl osure or discovery rules, et cetera.

But that's gradually being overcone, and | think
we Wil be seeing -- there are certain cases |I'mnot allowed
to comment on, but we're going to be seeing nore and nore
Federal Trade Comm ssion attorneys involved working as
Speci al Assistant U S. Attorneys in these prosecutions.

| could go on, but I think I'mgoing to save for
t he roundtabl e di scussion a nore particul ari zed di scussi on,
particularly after Ms. Larabie-LeSi eur speaks on the
interplay that's necessary between countries in dealing with
cor porate fraud.

But primarily, our point is, we really need the
FTC to make us nore effective and efficient in addressing,
inatinely fashion, the rapidly noving area of

tel emarketing fraud.
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COW SSI ONER STAREK: Wl |, thank you, Gordon
What | can say is that | agree with just about everything
you've said. It's nusic to ny ears. The problens are only
going to beconme nore acute on an international basis; and
the way to respond to the increased sophistication is
through joint efforts, not only internationally w th our
enf orcenent col | eagues around the world, but also in our own
agenci es wor ki ng cooperatively providi ng assistance that we
can offer through our various statutes and the various
powers that we have designated to us.

So | think I'"mlooking forward to the roundtabl e.
Let's hear from our next wtness, who is R chard Hel d.

M. Held has headed efforts to develop risk
managenent, fraud control, and enpl oyee safety program at
Visa International. And | think he is extraordinarily well
qualified for this job because he spent over 25 years with
the FBI. He headed FBI operations in Puerto Rico, the
Cari bbean, and Northern California.

| think today we have asked himto discuss the
growi ng probl ens of cross-border fraud fromthe perspective
of the private sector and what they are doing to address
this rapidly grow ng problem

M. Held.

MR. HELD: M. Chairman, Commi ssioner Starek, ny

name i s Ri chard Hel d. | amthe Senior Vice President of
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Ri sk Managenent and Security of the Visa Internationa
Servi ce Association. And on behalf of Visa, | appreciate
the opportunity to cone before you to today to tal k about
cross-border fraud.

Visa is a nmenbership associ ati on of over 19, 000
financial institutions worldw de |icensed to use Visa marks
in connection with paynent services, including credit and
debit cards and energing technol ogi es, such as stored val ue
cards and el ectroni c conmerce.

Detecting and preventing fraud that's associ ated
both with fraudul ent cards and fraudul ent nerchants are of
great concern to Visa and its nenbers, given our conm tnent
to protecting the integrity of our brand and maintaining the
confi dence of cardhol ders and nerchants who use our products
and servi ces.

Wiile fraud is a problemfor Visa nenbers, it's
important to put it in perspective. For the year ended
Sept enber 1995, Visa's ratio of fraud-to-sales volune is
sonmething | ess than one-tenth of 1 percent on an estinated
sal es vol une of sone $780 billion.

Despite the relatively lowratio, Visais stil
working to further reduce fraud and to continue our
wor | dwi de | eadership in this area.

Visa's found that by using a variety of fraud

detection and prevention nethods, we can effectively isolate
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fraudul ent activity and prevent system c probl ens.

O particular relevance to today's heari ngs,
cross-border activity is responsible for a grow ng
percentage of the fraud we experience. The worldw de Visa
organi zati on operates with six regional groups of countries,
and in 1994, 13 percent of all fraud and one-third of al
counterfeit was transactions between regions.

|"d like to now review with you sonme of our
wor | dwi de fraud prevention tools. Since fraud is a gl obal
probl em our solutions nust al so be gl obal.

It's progranms |like those to which I'Il refer that
have enabl ed us to reduce fraud to the level we're
experiencing today; and it's progranms |ike these that wll
set the precedent for our response to future problens. At
the outset, issuers -- those institutions that issue Visa
cards -- carefully review all applications in order to
detect the potential for fraud.

Simlarly, acquirers, those institutions that
acquire nmerchants to accept the Visa card, they carefully
eval uate each nerchant's relationship in order to keep
fraudul ent merchants outside the system

At Visa, we're constantly taking advantage of new
technology in our efforts to reduce fraud.

For exanple, to conbat counterfeiting, we

i mpl enented what we call the Card Verification Val ue
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Program or CVV, which incorporates a secret code in each
card's magnetic stripe. Wen a nerchant swi pes the card at
an aut horization termnal, the information on the stripe is
read -- is transmtted to the issuer and read at the issuer
| ocati on.

This CW enables the issuer to detect if there has
been any alteration to the magnetic stripe and, if so, to
deny aut horization for that particular transaction.

Anot her new t echnol ogy i s our neural network
system called the Cardhol der Ri sk ldentification System or
the acronymwe use is CRIS, which allows card issuers to
detect fraudul ent cardhol der and merchant transaction
patterns and rel ati onshi ps by using hundreds of variables to
anal yze massive quantities of data.

This highly specialized software "trains" itself
and devel ops enhanced predictive nodels as each new pi ece of
data is received. Responding to ever-changing crimna
patterns, our neural network systemis updated continuously
to quickly uncover new fraud patterns.

Card issuers can base their authorization
decisions on a risk value that's assigned to each
transacti on processed through our gl obal paynment system
Vi saNet .

This systemal so electronically alerts card

issuers to potentially fraudulent activity up to eight tines
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a day via a Conpuserve mail box, thus, providing themwth an
early warning systemthat pronpts themto follow up with
their cardhol ders by tel ephone to ensure the accounts are
not bei ng conprom sed.

Qur d obal Fraud Information Systemis a PC- based
service that allows us to alert nenbers as we see a
fraudul ent schene devel oping any place in the world. It
al so gives nmenbers worldwi de the ability to comunicate with
each on problens, fraud schenes that are being experienced.

Anot her nethod that we use to determ ne where
fraud has clustered, in order that we nmay be cost effective
and surgical in applying solutions, is our Fraud
Concentration Anal ysis program wherein Visa anal yzes
extensi ve transaction data to determ ne what kind of fraud
is occurring, is it counterfeit, is it on lost cards, is it
on stolen cards, where it's occurring, by country, by
nmer chant category, by a particular nerchant, which issuers
cards are being conprom sed so we can determ ne why a
particular institution is being exploited, and, finally,
i ndi vi dual acquirers whose nerchants are bei ng conprom sed
above the norm

Vi sa then devel ops potential solutions with the
i ssuers and acquirers and asks for feedback in order that we
not reinvent the world for these ever-mgrating fraud

schenmes that nove from one place to anot her
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Simlarly, our Risk Identification Service
monitors fraud processed at nerchant |ocations. Again,
| ooking for clusters of fraudulent activity and patterns.
When fraud is centered at certain nerchant categories or
mer chant | ocations, we notify those nerchants, acquirers so
that Visa, the acquirers, and again the merchants can work
together to determ ne the causes of the fraud and prevent it
in the future

Visa's Acquiring Monitoring Programidentifies
acqui rers whose nerchants introduced excessive amounts of
fraud into the system Thereafter, our risk control
specialists visit the site of their operation and reviews
all aspects of their operation.

| f certain shortcom ngs are detected, we work with
the institution to correct them and strengthen their
process.

We also use floor limts as a risk control tool.
Afloor Iimt is a value above which the transaction nust be
authorized at the point of sale. The value varies by
country and by merchant category. By authorizing a
transaction, the card issuer tells the nerchant: This card
is valid and the transaction is within the cardholder's
credit limt. \When a transaction does not involve the
aut hori zation process, it invites increasing potential for

fraud.
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The United States tel ecomruni cations systemis
hi ghly devel oped and rel atively inexpensive conpared to
systens in other parts of the world.

This enables U S. nerchants and financi al
institutions to authorize nost all Visa transactions,
regardl ess of the amount, by nerely sw ping the card through
an aut horization termnal at a point of sale.

I n other countries where tel econmuni cati ons costs
are higher, in systens | ess devel oped, Visa sets floor
limts, taking into consideration the cost of the
authorization as well as the fraud experienced, in order to
m nim ze our exposure in those countries.

Through our Central Deposit Monitoring Program
Vi sa tracks the nunber of transactions a nerchant deposits
into the systemover period of tine. Were unusual
increases in volunme are detected, this is a sign of
| aundering drafts. And, again, we would go to the acquirer
to seek corrections.

Laundering occurs when an aut horized Vi sa nmerchant
submits Visa transactions on behalf of another merchant who
is not authorized to do business with Visa.

Qur International Points of Conprom se Program
allows us to trade counterfeit cards to determ ne whether a
particular card or a series of cards was conprised at a

speci fic merchant | ocation.
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We also regularly review the facilities and
operations of vendors worldw de that manufacture cards,
hol ograns, or otherw se participate and i npact on the
integrity of our system

Finally, we at Visa believe that awareness and
education prograns also play a vital role in reducing fraud.
As a result of active participation by Visa nenbers,
nmer chants, and | aw enforcenent agencies, the human
intervention efforts, we think al so have been quite
successful .

The focus of these hearings is on three
technol ogi es: television, tel ephone, and cyberspace.

Advances in these technologies will clearly give
consuners new opportunities -- as we saw this norning -- to
communi cate with merchants gl obally w thout being physically
present to effect a transaction and use, in the process,
Visa's products to nake purchasers.

Al'l of the fraud conbating tools | have di scussed
today are in use by nmenbers worldwide and virtually all wll
-- or already are-- being used to conbat both donmestic and
cross-border fraud in tel evision, tel ephone, and cyberspace
paynent environnments.

Visa fully intends to continue its | eadership role
in fraud detection and prevention. Qur prograns are

continually evolving to nmeet new chal |l enges in emnerging
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technol ogies. W have no intention of varying fromthat
precedent .

As Vi sa devel ops new products and services, our
Ri sk Managenent staff is an integral part of that product
devel opnent process. Qur role is to evaluate the products
and services as they evolve in order to pinpoint any
potenti al exposure there m ght be for fraud and put that on
the table as a business decision is nade.

Wil e others may see technol ogi cal advant ages
creating new opportunities for fraud, we see new
t echnol ogi es as opportunities to offer new services that
wi |l substantially benefit consuners not only by adding
conveni ence and access to information but al so naking
transacti ons nore secure.

For exanple, as we migrate from magnetic stripe
cards to integrated circuits, or chip cards, transactions
will be authorized in an off-1ine environnent w thout using
t el ecommuni cations |lines. Although a nain reason for chip
technology is to take advantage of its increased nenory, to
of fer new product capabilities, a significant additional
benefit, will be that all transactions will be authorized,
making it easier to detect |ost and stolen cards, and
schenmes that target paynent environments with high fraud
floor limts. Also chips are nuch nore difficult to copy

t han magnetic stripes, thus cutting into the danger of
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counterfeiting.

Qobvi ously, cards used at the point of sale are
only one vehicle for emergi ng technol ogi es. Hone banki ng
and el ectronic commerce are ot her technol ogi cal advances
that are in nascent stages today but will becone the norm

We' Il bank from home using a phone, a personal
conmputer, interactive television, or a virtual bank. W
also will shop in virtual malls from anywhere we have a
per sonal conputer connected to the Internet.

Visa's already working on encryption nethods that
will secure credit card account information on conputer
networ ks, such as the Internet, and be able to authenticate
parties to a transaction.

As these and ot her technol ogi es evol ve, our Risk
Managenent prograns will evolve with them offering those
who participate in our systens better security systens.

Thank you for giving Visa the opportunity to
address you this norning.

COW SSI ONER STAREK: Wl |, thank you very much
for comng and offering that fascinating testinony.

Now t hat we know t hat maj or conpani es that deal
internationally are using technol ogies for risk nanagenent
to conbat fraud, | wonder what the governnent's response is
going to be. How are we going to use these new technol ogi es

to i ncrease our enforcenent efforts?
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And maybe for an answer to that question or at
| east some enlightennent on the issue, we turn now to Scott
Bl ake Harris, who is the Chief of the International Bureau
of the Federal Comrunications Comm ssion in Washi ngt on.

Hi s international work at the FCC includes
t el econmuni cations, radio, satellite, and other
devel opnental matters. He has an extensive background in
this having worked both in the law firmof WIIlianms and
Connol Iy here in Washington and at the Comerce Depart nment.

| think he's going to discuss with us today
cross-border telemarketing fraud and how t hose new
technol ogies will support the gl obalization of the
mar ket pl ace and coul d enable the scamartist to evade | aw
enf orcement and how | aw enforcenent can, then, use the new
technol ogies to curtail scam operators.

Thank you for coming, M. Harris.

MR. BLAKE HARRI S: Comm ssi oner, thank you.

We all talk glibly today about the comrunications
revolution, but it isn't a comunications revolution. It is
a series of nmultiple revol utions.

The first and the nobst obvious is the
t echnol ogi cal revolution. Communications are becom ng
di gital and being driven by conputer technol ogy.

The second, though, is the phil osophi cal

revol ution. Just yesterday we thought communi cations were
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best delivered by nonopolies, one country, one phone
conpany. Today we know that's nonsense.

The third is the commercial revolution. Comerce
is increasingly global. No |onger does one need to be
vi sionary to think about doing business internationally.
Everybody does.

Each of these changes is to be encouraged.

Toget her they nmean new services, nore consuner choice, and
| oner prices. They also nean greater comruni cation and nore
econoni ¢ grow h.

But | suspect that all revolutions have a dark
side, and these are no exception.

Mor e sophi sticated technol ogy, nore conpetition,
and gl obal thinking have all nade it easier for con nmen to
defraud consuners -- and this is inportant -- to avoid
national regulatory authorities.

Today it is literally nothing to route a call from
Kansas to Sao Tonme to New York in the blink of an eye and to
do so in a way that |eaves the consuner thinking he has made
a call around the corner at 15 cents a m nute when, in fact,

he is paying $15 a m nute.

Sao Tome, for those of you who don't know -- as |
did not until this problemarose -- is a snmall country off
t he West Coast of Africa. |It's an island which has becone a

hub of international dial-a-porn activity.
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| don't know why Sao Tone.

Just this past spring, we discovered a dramatic
increase -- and | do nean dramatic -- in the use of
international information services, or audio-tech services,
as they call thenselves, to defraud consuners. And | use
the term"information" rather |oosely in these purposes.

What |'mtal king about is international dial-a-porn,
i nternational chat lines, international astrology |ines,
international job information services.

We di scovered this problemonly through a surge in
conplaints, both to the FTC and to the major |ong distance

t el ephone conpanies in the United States, AT&T, MI and

Sprint.

These international information services have
beconme bi g business. A conservative estimate -- and |
enphasi ze this is a conservative estimate -- is that the

i nformati on providers, the guys at the end of the line
provi ding the dial-a-porn, providing the astrol ogy,
providing the chat lines, took in about $250 mllion |ast
year, profit. That's not total revenue. That's not all the
noney in the stream That's just the profit for the bad
guys at the end of the line.

Every nonth there are four to six mllion m nutes
of tel ephone calls to infornmation services based overseas

fromthe United States. And that, by the way, is just in

Heritage Reporting Corporation
(202) 628-4888



© 00 N oo 0o b~ w N P

N NN N NN R R R R R R R R R R
ga A W N P O © 0o N o 0o M W N+, O

3109

the top five countries alone, just in the top five.

Now, where did this problemcone fron? Wy did it
spring up over night?

Actually, it is the result of a success story.
Over the last four years, the FTC and t he Congress
successfully cracked down on the abuses of the donestic
pay- per-call industry.

So to avoid the donestic restrictions, the
pay- per-call providers noved off shore where our
jurisdictional reach is attenuated.

Now, what are the abuses? Wy do we care?

As used to be the case for donestic services, the
abuses arise fromthese services being accessible through a
direct dial phone call. You don't need to use the Visa card
of f shore. And the charge appears on the |ocal phone bill.

That nmeans that anyone with access to a tel ephone,
aut hori zed or not, has easy access to the service, the kid
in the house, the enployee in the business who have no
busi ness naki ng phone calls to a dial-a-porn service or a
chat |ine have easy access. No one stops themon the other
end and asks for a credit card. Al they need for access is
t he phone.

Nunmber 2, adults are m sled about the cost of
t hese services. So even when an authorized user has the

intention of using these services, they are routinely msled
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about what they're getting and what they're paying for.

Thus, consuners, unexpectedly, get enornous phone
bills. And I"mtalking in the thousands of dollars here.
Suddenly you open your phone bill and rather than $30 a
month or $40 a nonth there's a $6,000 phone bill because

sonmeone has had access to a dial-a-porn service in the

Car i bbean.

And here's the worse part, if you don't pay the
bill, you can | ose your phone service.

Now, how do these international schenes work?
Every time an international call is made fromthe United

States, the United States-based international carrier makes
a paynent to the tel ephone conpany on the other end of the
line in the foreign country. This is called a settlenent
paynent. They are part of the -- what they receive for
conpleting the call at the other end of the |ine.

The amount of this payment varies by country.
Because the rest of the world has not yet noved to
conpetition, essentially you have nonopoly carriers in
al nrost all of these other markets, there's no push on this
price to nake it bear any relation to cost, right? |If
there's conpetition, prices should nove to cost.

But they own all the phone lines in the other
country; and they can negotiate rates significantly above

cost; and, w thout exception, these rates are above cost
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around the world, significantly above cost.

Where the foreign settlenent rate i s high enough
t he forei gn phone conpany can make a ki ckback to the
i nformati on provider, who set up service, of 60 percent and
still make a | ot of nobney on the phone call, on the
settl ement paynent.

So this is the way it works: |ocal phone conpany
in Sao Tone goes into business, in essence, with the
i nformati on provider; he says, you cone here, set up shop,
you advertise in the U S., you create a trenendous influx of
calls fromthe U S. to Sao Tone.

You get a dramatic increase in revenues for the
Sao Tone tel ephone conpany and kicks off a percentage to the
i nformati on provider who is now based in Sao Tone.

That phone call then gets billed back from Sao
Tome to the U.S. international carrier on to your |ocal
phone bill; and if you don't pay, you |ose your phone
servi ce.

The final piece of the puzzle is that if you | ook
at the advertisenents which appear in even maj or newspapers,
they are al ways m sl eadi ng. Free phone calls.

Long-di stance rates apply. They break up even the
i nternational phone nunbers in a way that is inpossible for
me to tell where you're calling, and | understand the

nunbering system And if it's in a Latin American country,
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part of the North American nunbering schenme, their nunbers
| ook like ours. 809 is a foreign nunber area code. Not
many peopl e know t hat.

And so people literally think they are calling
around the corner, and their phone call goes to Sao Tone,
off the West Coast of the Africa.

By the way, the girls who do the dial-a-porn are
often back in New York and the phone call just visits Sao
Tome for the blink of an eye to nake the whol e schenme work.
And, in fact, it's all going on in New York Gty or Seattle
or sone place |ike that.

Let ne just give you this brief idea how these
schenmes can boost phone traffic. In 1992, there were 40, 000
m nut es of tel ephone traffic fromthe United States to Sao
Tome. In 1994, two years later, 13,202,000. 40,000 to over
13 million.

Mol dova, in 1993 had 81, 000 mi nutes of phone
traffic fromthe United States. |In 1994, it went to 6
mllion mnutes of traffic fromthe United States.

Since the spring we have been trying to grapple
with this problemat the FCC. And let ne be candid with
you, | had hoped I'd find a single bullet, one thing we
could do which would make it go away. |'mcomng to the
conclusion that there's no one thing to do. There's no

silver bullet that solves a problemthat crosses
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jurisdictional Iines with technol ogy the way this one does.

We think we have a nulti-faceted problemwhich is
going to require a nmulti-faceted solution. Anmong ot her
things, it requires far greater cooperation anong regul atory
and | aw enforcenent authorities in the United States than we
have today. It requires additional concentration of tine,
nmoney, and effort fromregulatory and | aw enfor cenent
authorities. It also requires nore cooperation anong
regul atory authorities internationally.

This is not a problem | think, ultinmately that we
can solve in this country alone. W need to work with our
col | eagues over seas.

Let ne tell you what we've done so far and what
nore needs to be done, in ny view.

First, we've already devel oped, through our own
i nvestigation, information that suggests that fol ks who
engage in these endeavors routinely violate all manner of
crimnal | aws.

These or not people who are real concerned about
what the law says. This is an area ripe for Justice
Depart nment prosecution. And | think, frankly, all the good
t hat regul atory agencies can do, putting a couple of these
bastards in jail is really the way to get at the problemin
a way sets the record straight and lets fol ks know where

we're going. W' ve given a bunch of information to the
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Justice Departnent, and we're hoping they' re going to do
t hat .

The second is that the essence of all of these
schemes is m sl eading consuners in the United States,
sonmething that is squarely within the jurisdiction of U S.
regul atory authorities; and, to be nore precise, is squarely
within the regulatory jurisdiction of the Federal Trade
Conmi ssion. Wthout the vital connection to the consunmer in
the United States, none of the schemes work. All the
technol ogy, all the rest of it, unless you have that hook
into the consuner, that m sleading hook, it all falls apart.
That's where the FTC can bring its enforcenment authority to
bear. It can sever that crucial relationship with the
consuner.

Third, we have already worked with industry to
craft a voluntary agreenent anong all of the major tel ephone
carriers in the United States to protect consumers. W' ve
met with all of the nmajor |ong-distance carriers. W've net
with all of the major |ocal tel ephone carriers. And we now
have a nati onw de understandi ng desi gned to protect
consuners. None of the major carriers now will collect
paynment from consuners whose phones have been used for these
services w thout authorization or who have been decei ved.

The | ocal tel ephone conpani es have al so agreed not

to term nate tel ephone service for non-paynent of
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legitimately di sputed charges.

The U. S. tel ephone industry basically canme
together and said: W refuse to be used by these people to
defraud our custoners.

Fourth, we've already begun to work, both with
foreign tel ephone conmpanies and regulators, to cut off the
fraud at the other end of the line. And we've actually nmade
some progress already. W have a couple of carriers
overseas who have signed up, essentially, to the kinds of
protections we have by regulation in the United States.

And we have enbarrassed a couple of regul ators
overseas. And sone, frankly, we didn't have to enbarrass;

t hey share our view of the world and are al ready begi nni ng
to crack down on these practices. But as with any
international endeavor, that takes tine.

So there's still nmuch to do. There's nuch nore we
need to do together. | think we're making progress on the
probl em but we are not there yet.

Thank you.

COW SSI ONER STAREK:  Thank you, M. Harris.

M. Chai r man.

CHAI RVAN PI TOFSKY:  Just a clarifying question.

We were doing well against suppressing fraud when
the call was M nneapolis to New York. What difference does

it make that the call goes by way of Mol dova?
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MR. HARRIS: Basically, what we were able to
require -- because of our jurisdictional authority -- is
that if you nake the call in the United States, you can
require the fellow at the other end of the line to denand a
Vi sa card, sone formof the paynent which protects the
per son whose phone i s being used because soneone needs an
i ndependent way of calling. W required information
providers at the other end of the line to provide
i nformati on before people could be charged over the
t el ephone system

When the fol ks in Mldova -- you can't nake them
require a Visa card

CHAI RVAN PI TOFSKY: But can't you nake the -- when
it lands in New York, on the second leg, can't you require
t hat --

MR. HARRI' S: Basically, because of international
agreenents, no, you can't.

CHAI RVAN PI TOFSKY:  Ah, that's the problem

MR HARRIS: No. The answer is there is an
international treaty regulating how i nternational phone
calls are made and how t hey worKk.

CHAI RVAN PI TOFSKY: Okay. W have a technical
assi stance grant fromAID to aid the good fol ks in Ml dova.
They may be way ahead of us.

COW SSI ONER STAREK: Wl |, our final presenter
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this nmorning is an old friend Rachel Larabie-LeSieur.
Rachel is the Director of Marketing Practices with

I ndustry Canada, a good friend of this agency, known to many

of us.

She and | participated in the establishnment of an
i nternational group of |aw enforcenent agencies. It's known
as the International Mrketing Supervision Network. It's an

informal network of |aw enforcers in various OECD countries
who get together and exchange information on the problenms we
have in enforcenment in our own countries as well as
cross-border enforcenent.

Rachel , thank you for comi ng. Thank you for
making the trip. W look forward to hearing your experience
Wi th cross-border fraud, and maybe you can share with us
sone of the Canadi an-U. S. experience and sonme of our
i nternational cooperation that we've been trying to
acconpl i sh

M5. LARABI E-LeSIEUR: Well, let nme thank you for
inviting us. And conming to Washington is a true enjoynent
since we left 30 centinmeters of snow back in Otawa; so |
nmean, it's like a trip down south. It really feels good.
I"'mtelling you.

So thanks for inviting us. These hearings, |
think, are very inportant; and they are very tinely, in

light of the changes that are occurring both within the
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mar ket pl ace and wi thin governnent.

Wthin governnent, | think | would like to start
by saying that fiscal constraints in Canada has forced us to
review the structure of the Marketing Practices Branch,
which is part of the Bureau of Conpetition Policy.

And we have, just recently, closed all of our
regional offices. W had seven regional offices, very smal
offices; and it was felt that it was better to consolidate
all activities in the headquarters in the national capital
regi on.

We've created a conplaint's unit with a toll-free
line, which | think is going to conpensate, to a certain
extent, for the closure of the regional offices.

Over the past 10 years, | would say, we have
Wi tnessed an increase in cross-border practices that
contravene our |egislation and Anerican | egislation.

And in our estimate, this is due to closer trade
rel ati ons and nore sophisticated and cost-effective
comuni cation and conputer technol ogy.

We are now operating in an environnent that is
characterized by an increasingly unified, global nmarket for
busi ness and fragnmented | aw enforcenent jurisdictions,
coupled with restrictions on cooperation and information
shari ng anong agencies, all operating with substantially

reduced budgets.
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| think that suns up the situation from our
per specti ve.

So there is an obvious need, in our view, to fil
t he gap, through cross-border enforcenent and education
initiatives if | aw enforcenment agencies intend to continue
pl aying an efficient and a relevant role in the narketpl ace.

On top of this, there is an obvious shift towards
an increased crimnalization of deceptive nmarketing
practices.

The nunber of cases which now include el enents of
fraud is on the upsurge. And one of the nobst egregious
exanple is the typical tel enarketing scam

I n Canada, the majority involving U S. -based
practices relate to deceptive mail solicitation which target
consuners offering prizes or prem um pronotions, trave
certificates, or businesses through | ook-alike invoices.

And there is al so evidence that some elicit
Ameri can-based, multi-level and pyram d sal es conpanies that
contravene Canadi an | egislation are also being pronoted in
Canada.

On the other hand, it's also well known that some
Canadi an tel emarketers and direct mail operators target U S.
consuners to of fer dubious investnments, gem stones,
strategic netals, lottery tickets, deceptive prize

pronotions and solicitations that |ook |ike invoices are
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al so sent to U. S. businesses by Canadi an operat ors.

So that, | think, sets the scene. And | would
i ke now to give you an overview -- or a Canadi an
perspective, if you want, on the enforcenent of the crim nal
provi sions that are contained in the conpetition act that
deal with m sl eading advertising and deceptive nmarketing
practices.

These provisions deal with m sleading adverti sing,
unsubstanti ated perfornmance cl ai ns, m sl eading testinonials,
doubl e ticketing, bait and switch, pyram d sal es, whatever.
And all of these are strict liability offenses, neaning that
we do not have to prove the crimnal intent. And this is
being referred to as being a crimnal regulatory regine,
whi ch di stinguishes it fromthe crimnal code offenses.

Sonme of these provisions contain specific defenses
that can be used. And one of the provisions provides for a
due diligence defense when we are tal ki ng about m sl eadi ng
representations.

The act al so contains fornmal powers, so we can
obtain search warrants fromthe courts, we can obtain orders
to exam ne witnesses, to conpel production of docunents, or
to require witten returns of information. And failure to
conply with such orders is usually punishable by either a
fine and/or a jail term

What is happeni ng, though, is that search warrants
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have been very useful in investigating typical marketing
practices offenses. But this, too, has limtations when the
target of the investigation is nore fraudul ent or nobile.

So | nean, to a |arge extent, that becones
meani ngl ess. So we think that we have to turn to quicker
and nore flexible neans to gather evidence in such cases,

I i ke search of banking records, surveillance, use of
informants, as well as increased cooperation and information
sharing with police forces and other |aw enforcenent

agenci es.

And | know that sounds repetitious, but | think
it's going to be the nessage of the day.

The director, which has the responsibility for the
enforcenent of the conpetition act, is only an investigator.
We have no adjudicative role to play. So once an
investigation is conpleted, a sutmmary of evidence is
referred to the attorney general of Canada which then has
di scretion as to what action is appropriate or should be
t aken.

So when we refer a summary of evidence, we usually
nmake a reconmendati on towards | aying of charges as well as a
prohi bition order.

Penalties. Most of the m sleading adverti sing
and deceptive nmarketing offenses can result in fines at the

di scretion of the court, and jail ternms can reach five
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years.

However, we've seen very few jail terns. |In fact,
I know of one that goes back to the 1970's, and it was a
one-year jail term

What we' ve seen in the past few years, however,
are community service terns that are inposed by the courts.

And in addition to those type of penalties, there
are also what we call prohibition orders, which goes to the
continuation or repetition of the offense or to the doing of
any act that would be directed towards the continuation or
the repetition of such of fense.

And those prohibition orders -- and this is a tool
that we use a lot. Those prohibition orders can be obtai ned
on contenpt. So it nmakes the process nore rapid and
streamnl i ned.

And, again, failure to obey such order is
puni shable by a fine or a jail term

Qur experience with the crimnal courts -- and
this is sonething you may find interesting -- is that we
find, because of the sparsity of court tine, that the
process is very, very |engthy.

Moreover, crimnal courts often |ack the expertise
to deal with the reality of sone m sl eadi ng adverti sing
subtleties, such as the fine print disclainers. And our

experience is that often courts |ook at those as being
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contracts. So we've not been very successful in those
ar eas.

There is a need for increase deterrence. And to
achieve this end, we give priority to high inpact cases; and
we attenpt to provide the courts with evidence of the
econoni ¢ i npact of the inmpugned practice on the market.

The average fine |l evel has increased significantly
over the past years with sone significant peaks and al ways,
froma Canadi an perspective, reach half a mllion dollars.

It is our experience in sone cases that charging
the corporation can be virtually usel ess since they can be
wi t hout assets, they can easily beconme bankrupt or cease
operations tenporarily only to resurface |later under a
different identity.

I n such cases, charging key individuals appears to
be nore effective; but this approach, of course, requires
nore tine at the investigation stage since we have to gat her
nore evidence to link the individual with the practice that
i's going on.

Substantial fines, on the other hand, can becone
nmeani ngl ess shoul d the accused denonstrate incapacity to
pay.

So we think that taking action to seize proceeds
of crime should be considered as a possible avenue to

achi eve the deterrence enforcenent agai nst those crim nal
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mar ket i ng practi ces.

Presently, the conpetition act offenses do not
qualify for proceeds of crine, that are contained in the
crimnal code. But we are working on that, and we hope that
this can be changed.

In the context of cross-border practices,
consideration will have to be given to the transfer of
assets to foreign jurisdictions as a nmeans to avoi d sei zure.

The opportunity of inproving existing
international agreenments in this area to better deal with
cross-border marketing practices, | think, should be closely
exam ned.

| would |ike to say a few words about the reform

We have a reform of |egislation going on. The
m ni ster and the director published a discussion paper back
in June of this year which proposes the addition of a
non-crimnal option to pursue m sl eading advertising and
specific deceptive marketing practices, crimnal prosecution
as the sole legal instrument of enforcement has a nunber of
shortcom ngs, such as | ack of speedy deci sion naking,
speci al i zati on and consi stency in decision.

Crimnal offense sonetines can be too severe a
response for sone instances of unintentional m sleading
advertising and invoking the crimnal process can be

unjustifiably expensive of tine and resources for both
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busi nesses invol ved and the bureau.

Under the proposed hybrid regine, crimnal
prosecutions would only be used in the nost egregious
transgression while the availability of a non-crim nal
alternative woul d provide nore flexible renedies.

Cease and desi st orders, both interimand final,
conplinmented by renedial orders, such as orders directing
t he paynent toward consuner education or publication of
information notices, would be available to the director.

And we are now at the stage where we are revi ew ng
t he subm ssions that were made during the consultation
peri od.

Just a few words on the use of internationa
agreenents. And that's one of the advantages of crim nal
enforcenent, is that there is a grow ng framework of
i nternational agreenments which foster cooperation between
jurisdictions. And, although we have never taken any direct
enforcenent action against a U S. -based operation, unless it
had a busi ness presence in Canada, sone interested avenues
have been explored to deal with exploratory territoriality
i ssues.

| can think of two exanples that | would like to
share with you

Last year we initiated proceedi ngs pursuant to the

Canada-U. S. expedition treaty in order to conpel a U.S.
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citizen, accused of m sleading advertising in Canada, to
appear before a Canadi an court. Because the accused
subsequently agreed to appear voluntarily, it was
unnecessary to obtain the expedition order. And this
initiative was undertaken in conjunction with the USDQJ and
t he FBI.

I n another matter, which is still ongoing, we have
initiated an Em Let request to recover the fine inposed on
t he Canadi an subsidiary of an American busi ness that was
convi cted of m sl eading advertising in Canada.

Evi dence denonstrated that the Canadian entity, in
fact, was a corporate shell with no assets. And shortly
after the end of the practice -- of the offending practice,

t he Canadi an subsequentl|ly becane dornant.

So if this fine is recovered through EmLet, this
is going to be a precedent. So we're crossing our fingers,
and we hope that everything works out fine.

| guess one word on confidentiality. And | think
that we could say that the current, the existing
confidentiality provisions contained in our respective
statutes as well as restrictive related policies and
interpretations limt our ability to exchange confidenti al
i nformati on regardi ng cross-border issues.

And, accordingly, the director has proposed in

t hi s anendnent package that is now being reviewed -- he has
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proposed anendnents to the act that would expand the
statutory protection and that woul d nmake explicit the extent
of his authority to communi cate confidential information in
hi s possession with the appropriate safeguards.

| mean, of course, there is this balance to be
achieved. |In other words, safeguards have to be found.

And | think I would like to conclude by stressing
the foll ow ng points:

We believe that m sl eadi ng advertising and
deceptive marketing practices can be addressed nore
effectively in a hybrid, crimnal, non-crimnal enforcenent
regime. And we hope we are going to be successful in
putting these amendnents through parlianent.

Cross-border, m sleading advertising, and
deceptive marketing practices are here to stay. They wll
not go away. The nunber of such transactions is likely to
increase steadily in the future. And |law enforcenent in
this area has to becone international in order to remain
effective.

It is very inmportant to further devel op
cooperati on approaches between Canadi an and Aneri can
agencies to conbat such practices both through enforcenent
actions and sustai ned education initiatives.

It's inportant that the gathering of information

in a foreign jurisdiction to deal with cross-border
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practices starts with the establishnment of a network anong
| aw enforcenent agencies to facilitate assistance in
obtaining public information. | mean as it is now, we do
not even have access, or we cannot even share public
i nformati on because we don't know one another. W don't
know what we're all about.

Al though a | ot can be done by sharing public
i nformati on, necessary adjustnents to our |egislation may be
essential to develop the facts of cooperation nodes.

And the new BCP- FTC-DQJ agreenent that was signed
in August | think provides an appropriate foundation to
build a cooperative rel ationshi p between our respective
agencies. And we think that we shoul d exanm ne the necessity
and the useful ness of establishing nmutual |egal assistance
provi sions to assist each other in the enforcenent of
non-crimnal, marketing practices.

And, finally, | think that in order to neet these
great challenges -- and God knows they were huge -- if we
want to neet themcollectively, | think we have to renenber
that mutual trust and sharing of a comon vision are key
el enents to our success.

Thank you.

COW SSI ONER STAREK: Wl | thank you, Rachel, for
some very outstandi ng suggestions. You have laid out the

probl enms that we face, | think, in our countries, both in
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Canada and the United States, and nade sone very interesting
and hel pful suggestions as to how we can address those
probl ems and nmaybe make some progress on enforcenent.

It seens to ne that we all agree here that the
first step in effective enforcenent against tel emarketing
and ot her kinds of scans is for |aw enforcenent agencies
Wi thin our countries to work together.

And | can say that in the United States and from
Rachel , what you said about Canada, that's happeni ng; and
that' s been happeni ng now for the | ast several years. W are
wor ki ng together, using the tools that we have in our
respective agencies in the United States and al so i n Canada
to conbine efforts to take on these scam operators.

The next step, however, is what Rachel suggests,
which is that these agencies within our countries begin to
wor k cooperatively and closely with other |aw enforcenent
agencies in other countries.

You point out clearly that the obstacle to that is
our confidentiality statutes in our respective countries.
And we run into this in our International Mrketing
Supervi sion Network where we nake inquires of each other and
we have to spend a consi derable anmount of time trying to
determ ne whether or not the laws of -- in our case -- the
United States, will allow us to provide that infornmation to

a foreign | aw enforcenent agency.
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So howit is, then, that we can overcone these
probl enms and begin to work nore closely together with our
counterparts in other countries?

And, then, secondly, howis it that we can
i ncorporate the kinds of technol ogi cal response that
M. Held outlined about how Visa is addressing fraud and how
they' re responding to this technol ogically?

How can the | aw enforcenment agencies respond to
this increased use of technology with a response that nakes
our enforcenment by fraudul ent operation nuch nore effective.

Any takers to those two, sort of, general
guestions?

MR. HELD: | would, | suppose, bring both
per spectives conming froma career in | aw enforcenent and
| ooki ng at the changes that are taking place today.

| nmean, | think we all agree: The world is
becom ng an increasingly small place, and technology is
changi ng how everything is being done.

Speaking only for nyself, | would say | think that
agencies are going to have to work to stay relevant to these
probl enms. The need for cross-border comunication is
absol utely inperative between governnents. But it's
sonmething that is going to require an awmful |ot of work.

I n organi zations |i ke Visa, of necessity, we nust

seek our own sol utions because we cannot wait.
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When | was in | aw enforcenent, if soneone from a

paynment schenme canme to us for help, in truth, I would have
to say -- as M. Zubrod said -- this is going to take a
while. 1In a conplicated case, there's going to be a
guestion of willingness to take it; and with all of the

things al ready on the governnent's plate, that's difficult.
It nmust be prioritized. There's going to be a question of
capability. Do they understand what has happened? And does
the law, as conceived a long tinme ago to deal with a probl em
that was nore readily -- you could readily get your arns
around -- does the |aw apply?

If I go to Sao Tone and | need | ocal currency, |
take my card, | don't travel with currency any nore because
there's a new global currency today. | put my card into the
machi ne and in a fashion that | can barely yet understand,
in a mtter of four seconds, a signal is transmtted through
a conmputer, off a satellite, relayed around, cones to ny
bank in the Mdwest, and goes back and says: He has an
account, and this cash withdrawal is authorized, in five
seconds. | don't think the lawin the United States ever
concei ved of having to deal with a problemlike that.

There is a question of adequacy of |aw.

By the tine that we have a fraud taking place in
that environnent, it will be, in fact, years before there

will be a solution. And we can't wait for that. The

Heritage Reporting Corporation
(202) 628-4888



© 00 N oo 0o b~ w N P

N N N N NN R R R R R R R R R R
ga A W N P O © 0o N o 0o M W N+, O

3132
integrity of our paynent system a global paynent system
which is inportant to the financial comunity in this
country and every other -- it's as inportant as checks and
cash are -- our industry, our paynment systemcan't wait, and
we must go forward.

The answer to the question is: Al of these
things that you tal k about nust be done. But things are
goi ng so fast and the question of challenge for governnent
is: WIIl you be able to go fast enough?

We need your partnership, but will you be able to
go fast enough to overcone the reality that there is no
precedent for solving these problens.

MR HARRIS: | would like to add just a mld
di ssent to all of the above.

| think it's a mstake to expect that there's
going to be an easy technology solution to all of these
probl ens, in part because technol ogy costs noney.

One could, in theory, require all the phone
conpanies in the United States to reprogram or buy new
software or new hardware for all their conputer swtches
and, therefore, provide an easier blocking solution for
t hese kinds of international calls.

The costs inposed upon the conpani es and, thus, on
t he consunmers woul d have so many dam zeros, it would scare

you all and say, better that we just pay the dial-a-porn
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peopl e oursel ves.

So you can't, necessarily, on those sol utions.
Technol ogy costs noney.

Nurmber 2, it's not clear to ne that we don't have
the basic | egal reginme that we need.

| nmean there may be nicks that need to be fixed,
tweaks to the law. But in truth cross-border fraud is
not hi ng new.

What we need, in ny view, is nore enforcenent in
the United States. Wat seens to be difficult is how we get
fromhere to there.

| would | ove to have 10 people, since we have
di scovered this problem that | could just put on this
probl em and you coul d shake this whole problemup a | ot
with 10 people in the course of 6, 8, or 12 nonths.

The |i kel i hood of me having 10 people for any
purpose in today's environnent is real small. And one of
the reasons we're desperate for help fromJustice or from
the FTC or wherever else we can get it, fromstate
regul atory authorities, is that, Jesus, we don't have the
people, we don't have the funding, we don't have the budget
to do what we would like to do for enforcenment purposes; and
the likelihood of our getting it, it seens to nme, is 0. |If
we're |lucky, they don't cut our budget. Right? If we're a

l[ittle unlucky, they cut it 10 percent. And right now,
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we' re operating at 75 percent.

So, you know, you get what you pay for. And I
think the real issue is enforcing the damm | aws, because we
have sone pretty good |aws in place, we have sone pretty
good regul ations in place. Enforcenment does work. W' ve
seen it on the donestic side. The international side is a
l[ittle harder. But, you know, we're firing people.

So | think it's not going to be technol ogy.
think it's going to be enforcing the law. And | think we
have to figure out how to do that, though the way does not
seementirely clear to ne at the nonment. W' re doi ng what
we can with the limted resource, and we'd |ove to do nore.

CHAI RVAN PI TOFSKY: Scott, if sone one magically
gave you the 10 people, what would you tell themtheir first
priority is?

MR HARRIS: Wll|, at the Conm ssion, we have al
sorts of consuner difficulties, as you' re well aware. |
mean the kinds of thing that you can see on TV at night or
read in the paper.

| think this is a problemthat's comng to the
fore, this international audiotext problem And these
people, | believe, are violating existing regul ations;
they're violating existing laws. And we are, with our
l[imted resource, attenpting to find these people right now

and i npose regulatory fines, turn it over to the Justice
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Depart nment .

But, you know, you find people who have a little
bit of tine avail able and you throw theminto the problem
and then they get, you know, pulled away to work on
sonmet hing el se and then they get furl oughed.

CHAI RVAN Pl TOFSKY: W' ve noti ced.

MR. BLAKE HARRI S: Yeah.

CHAI RVAN PI TOFSKY:  But with this Ml dova
busi ness, you think with 10 people the treaties would not be
a block and that you could get at it?

MR HARRIS: The treatise nake enforcenent nore
difficult. The fact that there is attenuated jurisdiction
overseas. And you have to be careful with a purely
regul at ory approach.

"1l give you anot her exanple. Suppose we sinply
required all of the phone conpanies in the United States not
to process these charges through to custoners. Required it.

The U.S. phone conpanies would still have to nake
t he paynments by international |aw overseas. And so what you
woul d sinply do is place this enornous burden on the phone
conpani es -- and sonme of these calls people fully intend to
make.

So that regulatory -- it nmakes regul ati on nuch
har der because you have one piece of the systemthat's

unr egul at ed.

Heritage Reporting Corporation
(202) 628-4888



© 00 N oo 0o b~ w N P

N NN N NN R R R R R R R R R R
ga A W N P O © 0o N o 0o M W N+, O

3136

Havi ng said that, the people who engage in
defraudi ng consuners are violating, nine tinmes out of ten,
exi sting laws, existing regulations. You just got to catch
them and you got to inpose fines, penalties, whatever it
takes. And | think the -- you'll never nmake it go away.
Crimnal penalties, regulatory penalties never end a
probl em but they can affect the problem as we' ve seen.

We coul d use nore enforcenent ability, and we need
hel p from ot her agenci es.

MR ZUBROD: | would say that there are really
four issues that need to be considered. The first one is
what ny brother here referred to as education. It's
important to get |aw enforcenent to perceive that there is a
probl em Because the tendency is to say that: W're being
overwhel med by X, you know, fell in the blank, drugs,

t echnol ogy, smruggling, et cetera, and they will tend to
respond to it.

But when there's a top-down enphasis that this is
i nportant, once prosecutors and investigators are educat ed,
then judges are slowy educated and start getting sentences.
And we are now seei ng people getting sentences of three to
seven to eight years -- ny |ast one was ten years -- for
fraud prosecutions; and that's beginning to have an inpact.

| note in dealing with Canada, we discussed this

nor ni ng, how one of the real disappointnments is prosecutors
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are becom ng sensitized. Investigators, particularly in
Toronto, are now very sensitized to the issue.

And prosecutors are begi nning to becone
sensitized. The courts are not sensitive to it at all; and
if you are a white collar crimnal doing globa
tel emarketing fraud, you are going to get a probationary
sentence, regardl ess.

W have a gem scam case, a $35 mllion fraud,
where ny counterparts told nme that, this is a probation
case. And so we have taken them down, and we can get about
a seven-year sentence on a guilty plea and probably 10 if
they try to go to trial

The next area is in the -- ny experience working
with the Swiss in inplenmenting our nutual |egal assistance
treaty was that the seizure of assets is a powerfu
incentive for cooperation. That's sonmething that people
respond to.

But to do that, you have to nove out beyond the
common | aw of the particular nation and to explain noney
| aundering or expanding the definition of a straw party or
the idea of forfeiture of the proceeds of a crine after it
changes its character and noves into maybe a straw party's
asset or noves into the name of, for instance, under Canada
law, ny understanding is, that if you put sonething in the

name of your wife, it is absolutely inmune as an asset of
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t he i ndivi dual .

Yet, under nodern Anerican theory, you could
pierce the corporate veil, you could pierce that
rel ati onship, |ook behind it and seize the assets if it's
pure proceeds; and proceeds is never protected no matter how
many tines it changes hands if there is sone know edge on
the part of the individual.

There needs to be sonme procedural statutes, too,
sonme procedural changes because the areas of confidentiality
and di scovery -- we got the Canadi an Royal Munted Police to
do a search warrant for us. They are as tough on show ng us
the results of the search as we are on grand jury material .
And so it was a very delicate process involving Washi ngton,
D.C. -- our going through Washington, D.C., their going
through Gttawa; and it was nonths before we could | ook at
docunents that we put together the probable cause for.

And finally our experience has been that, in terns
of speed of action, the nost effective so far has not been
top down. It has been bottomup. One investigator getting
i nvol ved with another investigator, getting involved with a
specific individual at FTC putting their heads together and
saying: How are we going to attack this problen? Wat's
t he best way? And fromout of that conmes victins, search
warrants, arrests in other countries, arrests in this

country, and a tandem approach that has been very, very
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effective.

And | can't enphasize the need for one-on-one --
the formati on of one-on-one, personal contacts, which are
t he nost effective.

M5. LARABIE-LeSIEUR: Can | add that | believe
that there will be need to change the organi zati onal
culture, if you want, in a way.

We have a tendency within our agency to prioritize
cases using location of victins, for instance, as a factor
that woul d influence its ranking.

And you were right, Scott, when you were saying
t hat cross-border practices have been there for a long tineg;
but we have just ignored themfor a |long period of tine
because they were not naking the priority list. There were
no victinms in Canada; there was no victimin one province.

| nmean, this is the type of cultural change that
has to take place within our own organi zation if we want to
enforce together.

COW SSI ONER STAREK: Many of the countries that
are in the process of trying to conbat gl obal fraud scans
al so have a very effective conpetition enforcenent agency.

And in the United States | ast year, we had enacted
into law, which was signed by the President, a statute which
permts our conpetition authorities to exchange confidenti al

information as long as the country with whom we are pl anni ng
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to exchange the information has in place the safeguards that
we have in place to protect this confidential information we
we obtain from conpani es who are engaging in a merger or
sone ot her transaction that would cone under the review of
this Agency or the Departnent of Justice.

The Justice Departnment and the Federal Trade
Commi ssi on have been talking to conpetition authorities in
Europe and Canada and Australia, et cetera, about changing
their laws, simlarly, to put in place the kind of
confidentiality requirenents that are necessary to assure
our conpanies, as well as their conpanies, that the
information that's shared with the foreign enforcenent
authorities is going to remain, just as they expect from
their own country's agency, confidential.

Is this an avenue that we m ght want to | ook at?
Is this kind of action that consuner protection authorities
m ght want to | ook at?

M5. LARABIE-LeSIEUR: Well, the director, as |
i ndi cated previously, has | aunched consultation on
anmendnents to | egislation that would deal with
confidentiality issues and ensuring confidentiality of
i nformati on based on reciprocity and with appropriate
saf eguar d.

And t hese anendnents woul d -- because they are

anmendnents to the Conpetition Act, they would find
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application in regard to m sl eadi ng advertising and
mar ket i ng practi ces.

And | think that what it anmpbunts to is sone kind
of nmutual |egal assistance treaty that is within the
mandat es of the | aw enforcenent agency.

So we are all in favor of that.

COW SSI ONER STAREK: Well, it sounds |ike you're
ahead of us. Because while we've done this for information
obtained in conpetition cases, including grand jury
i nformati on under certain circunstances, we have not | ooked
at it inthis country for the kind of information that we,
consuner protection enforcenent agencies, would need to
share.

But it sounds |like Canada thinks it's a good idea.
That's great.

M5. LARABI E-LeSIEUR: | think we're ahead of you,
per haps, on the consumer protection side, as you referred to
it; but I think we are lagging on the antitrust side.

COW SSI ONER STAREK: | think there have been
di scussi ons.

One of the suggestions that Gordon nade was t hat
we establish an international telenarketing database. Now,
this might run into the sanme kinds of problens we were just
tal ki ng about.

We have a rather extensive telemarketing fraud
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dat abase here in the United States administered by this
Agency. And there are a nunmber of |aw enforcenent agenci es,
both state and local, as well as federal, who use this and
devel op cases based on the information contained in this
tel emarketi ng dat abase.

Are the constraints on sharing confidential
information too great to try to think of the appropriate way
to fund an international tel emarketing data base?

MR. ZUBROD: | don't think so. | think there's
sort of an institutional reluctance. But when you sit down
and talk to people, they say really we could be creative and
we could form such a dat abase.

| noticed that one of the things that the Sw ss
did, was the Swiss said: Qur law forbids us from sharing
i nformati on; however, our |aw does not forbid us from
opening a case of our own if we were alerted to it; and our
| aw does not forbid us fromletting you open a case of your
own.

So in one sense, the Swiss concluded that it was a
way in which the question was asked. |If you would say: W
want information on such and such, it would be far better if
the United States would ask the Swiss, saying: |s there
such a person as John Smth? And does this individual own a
corporation? W have information which indicates he nay be

involved in crimnal activity. And the Swi ss woul d say:

Heritage Reporting Corporation
(202) 628-4888



© 00 N oo 0o b~ w N P

N NN N NN R R R R R R R R R R
ga A W N P O © 0o N o 0o M W N+, O

3143
Well, we're going to open our own investigation on John
Smth and this organization.

And information was passed back and forth, I won't
say prom scuously, but to a far greater degree than the
three to six nonths it takes to get an Em Let goi ng back and
forth, that the information that's passed between
i nvestigators noves -- there's sort of an agreenent, it
ought to nove a little nore quickly. Wen you get to

certain docunents seized and vi ewi ng docunents, it slows

down.
But that type of information, | think it's doable.
COW SSI ONER STAREK:  Well, that's sort of the
opposite of the way our confidentiality |aws work. | nean,

once we have an investigation open, is when we are
prohi bited from sharing that kind of information.

But, you know, whether or not John Smith exists
and whet her or not John Smith is a principal in a conpany is
relatively public information and information that we can
oftenti mes share.

MR. ZUBROD: It flags the individual.

COW SSI ONER STAREK: But once we get into an
investigation that's been formally opened, that's when the
door cones down and the barriers to sharing that
information, even with foreign | aw enforcenent authorities,

go into place.
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MR. ZUBROD: That's true

M5. LARABI E-LeSIEUR: W think that central
sourcing of conplaints is an interesting avenue and needs to
be explored. | think it's one way of getting speed in that
the central sourcing approach does give you an i medi ate
snapshot of what's going on instead of having conplaints
going fromjurisdiction to the other until it gets to the
right one. | nean, this is one clear benefit.

W have done that, to a certain extent, in Canada

t hrough project "Foam Buster,” which is a partnership with
police forces, provincial governnents, Bureau of Conpetition
policy, Canadi an Bankers Associ ation, and ot her partners,
where we're doing central sourcing of conplaints with the
OPP, the Ontario Provincial Police. And this allows the
i ndi vidual s involved there to know, | nmean, on a weekly
basi s what type of new scans are being created, what is
goi ng on, the nunber of conplaints.

And this information is shared with the partners.
And so far, it has proven to be very useful

COW SSI ONER STAREK:  Any ot her questions--
Ei | een?

M5. HARRINGTON: | have a question, | guess,
initially, for M. Held.

It seens to ne that one of the real beauties of

t he bank card paynent systemis that you've been able to
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protect its integrity by controlling access. Only licensees
have access to that system

And we just saw a presentation this norning of a
technology -- and | think the Chairman asked a question
about access there. And the answer is: Everyone will have
access to this new product of converged technol ogi es.

It seens as though there's a real rub there
between -- if that's the case -- between our ability to
replicate the kind of integrity that you have created for
fraud prevention and other purposes in the credit card/ bank
card paynent systeminternationally and our ability to
protection against fraud on this new energi ng gl obal
information infrastructure.

What are you guys -- you mnust be thinking about

that at risk managenent and security. And what do you

t hi nk?

MR. HELD: Well, one, it was not clear to ne how
paynent would be effected in that environnment. | presune it
woul d be just part of the billing process. But |'m not
sure.

| nmean, we clearly are |ooking at: How do you
secure transactions in open networks? And froma risk
managenent perspective, absolutely. | mean, now there are
some business conducted on the Internet. It's not really

cl ear how much. For the nobst people who shop on the
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Internet are pronpted to -- having effected a transacti on,
to now go to the phone and give us card information to
enabl e paynent by card.

But in the future, as this expands, as certainly
it"'s going to, what we're ook at is now. How are we goi ng
secure that transaction? How are we going to confirmfor
t he cardhol der, protect the consuner, to say this is a
legitimate nerchant who is entitled to do busi ness, and we
will certify their legitimacy in the process.

And, simlarly, for the nerchant, that is a
legitimate card, and there is not a problemw th the card;
and you can be assured that we will nmake paynent on this if
you conduct this transaction.

So we will credential the two parts; but then,
al so we need to the secure the transaction so that it is not
-- it can't be intercepted, it can't be changed. It is just
bet ween the sender and the receiver.

And we are now eval uating, with Technical
Laboratories, to see that what we see as the solution, in
fact, will mnimze any risk of conpron se.

M5. HARRINGTON: If | could just foll ow up, one of
the things that the bank card industry |earned painfully
during the, you know, incredible explosion of fraudul ent
tel emarketi ng was that fraudul ent nerchants, pretty easily,

were able to, initially at |east, be accredited in your
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system

Now you have a | ot of checks and controls, on-site
i nspections, all the things that you descri bed.

How are you going to credential merchants that
m ght exist only in cyberspace? And how are you going to
protect consuners in the United States who may get onto
what ever the information highway is, do business with a
nmerchant that's based in sone other country --

MR HELD: Dubai .

M5. HARRI NGTON: -- where that nerchant really
only exists in cyberspace?

MR. HELD: Well, | nmean, for us the beauty of our
systemis, we have contractual arrangenents with acquiring
institutions with institutions who go out and find nmerchants
to accept the card. And they have contractual arrangenents
wi t h nerchants.

So what we would do is a continuation of the
process that we have now, that we --

M5. HARRI NGTON: Have you thought about what those
criteria mght be, though? How do you do it?

MR. HELD: Well, the criteria -- | can't say --
the answer is, yes, | can't see how they woul d be mnuch
different than what they are. And that would be -- there's
a set of expectations that we have for an acquiring nmenber.

And that is: They go see that there is, in fact, a
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busi ness, that it neets sone material criteria to confirm
its existence, that it does have bank accounts, that it does
have a place of business, that it does have a product.

This will be different because, at the outset, the
information is apt to be research, pictures, novies, and
what have you

But the process, in our mnds, will be the sane.
But clearly, it's conplicated in the eyes of the |aw because
what will an agency like the FTC do with a nmerchant sone
pl ace el se?

| mean, | think that that need for both
cooperation with the private sector, there needs to be
interaction, but also intergovernnental relations are going
to be increasingly critical; and it's going to be a huge
step because borders in commerce are virtually di sappearing.

COW SSI ONER STAREK: Wl |, thank you. | found
this fascinating. W certainly agree that enforcenent
agencies, in our own countries anyway, are doing better at
wor ki ng together to enforce the | aws, which we nmust because
of our dimnishing resources and because of the different
tools that each agency has to address a part of the problem

The question is how we are going to inprove upon
wor ki ng together internationally. Everybody seens to think
we need to, but how can we get rid of sone of the barriers

to cooperation, seens to be the question that we need to
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give nore thought to and try to cone up with sone creative
sol uti ons.

| want to thank all of the panelists for appearing
today. | found it very interesting. And | invite all of
you to return this afternoon for the grand finale of the
consuner protection phase of these hearings, which is
convening | think at 2 o'clock here.

We'll see you then. Thank you.

(Wher eupon, a brief recess was taken.)

COW SSI ONER STAREK: Al right. | guess we are
all assenbled for the final session this afternoon of our
heari ngs focusing on consuner protection in global markets.

W have | ooked at various instruments of
comuni cation: the tel ephone, television, conputer. W had
a very interesting presentation this norning basically
descri bing how all of these technologies are, certainly very
soon, if not already, going to converge. And the benefits
of all three of the technol ogies will be obtainable al
together and utilized together.

Al so, we have | ooked at fraud in the nmarketpl ace
and had a very interesting discussion earlier this norning
about how both industry and governnents are going to respond
to fraud as it becones nore technol ogically advanced. W
agreed that the scans, really, will probably be the sane;

but they will be harder to detect because of the
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technol ogies that will be utilized.

And this afternoon, we are going to continue that.
This afternoon we are going to begin with an overvi ew of
devel opnents in international trade and how that affects
consumer protection.

Qur first witness this afternoon is Richard G
Meier, who is the Deputy Associate Trade Representative from
the U S. Trade Representative's office.

M. Meier is responsible for policy devel opnment in
i nternational negotiations regarding a wide variety of trade
i ssues and st andar ds.

During the Uruguay Round of the multi-Ilateral
trade negotiations, he was the Chief U S. delegate to the
negoti ating group dealing with non-tariff agreenents,

i ncludi ng the agreenment on technical barriers to trade. W
| ook forward to hearing your renarks.

MR. MEl ER.  Thank you very nuch and good
af t ernoon.

| am chal |l enged here this afternoon to present
quite a bit of information in a rather short period of tinmne.
So forgive nme in advance if | am somewhat summary in ny
approach; and |I certainly would be pleased to answer
guestions later in the afternoon session.

| don't pretend to be a consumer expert; although,

| becone increasingly sensitized to the issues relating to
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consuner protection and the relationship to the things that
I do. Sone of the people responsible for that sensitization
process are around the table. So |I thank themfor their
hel p over the recent years.

Let ne just take a nonment to be somewhat parochi al
and just talk about international trade and its inportance
to our econony in a very broad way; and then I'lIl go through
sonme specifics on technical barriers to trade and what the
U.S. Trade Representative's office is doing and how we
relate. | hope | will try to be able to say how we rel ate
to some of the issues that you' re dealing with here.

Sonme of these facts and figures may be of interest
to you; but | think they' re always sonmewhat startling when
you review them-- or when | reviewthem So let ne just
run through themand |I think it explains why we take such a
keen interest in trade and trade policy.

Back in 1970, international trade, both exports
and inports, accounted for 13 percent of our gross donestic
product. This doubled by 1993 to 26 percent. And it's now
about 30 percent. Cbviously, a very inportant share of
econoni ¢ performance is accounted for by trade activities,
agai n both exports and inports.

In 1994, we had exports valued at $657 billion.
That's both goods and services. W also had inports val ued

at $760 billion. So it was a little bit nore of those than
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there were of the exports.

On the services side -- and ny figures are a
little bit older there -- back in 1992, we had $168 billion
of service exports and a $60 billion surplus. The services
account does quite well.

This year our trade performnce has shown sone
signs of dramatic inprovenent. In August 1995, we had had
export growth, for the year to date, noving ahead for the
first time of our rate of inport growh, 15.7 percent for
exports, 15.4 percent for inports. And we expect that trend
to continue.

| believe the new -- | could be proven w ong
tomorrow, because | think the new trade figures -- right,
the new trade figures should be out tonorrow. There m ght
be sone delay due to the problens in recent days with
gover nrent fundi ng.

Estinmates are that U S. jobs supported by export
activities accounted for 11 mllion jobs in 1992.

At the sanme tinme these figures are very
i npressive, we are facing increasing global conpetition. In
the Post World War Il period, the United States accounted
for 40 percent of global output. Now it's about 20 percent,
and that's understandable. But it just shows that we have
many nore conpetitors and we have to conpete in a very

different world than we did in that period.
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Moving to the issue at hand, | would say there is
definitely a convergence of interest between consuner issues
and trade policies issues. Over recent years -- and | think
it's increasingly evident that we recogni ze there's a very
strong rel ati onshi p between our trade policies and our
regul atory policies; and these affect consumer interests.

These issues are inportant both for exports -- in
ot her words, you are the requirenents that our industries
have to conply with to enter foreign nmarkets -- and for
inmports -- the role of the governnent to ensure that our
standards are upheld and our consuners are protected.

| would like to briefly speak of a series of
i nternational agreenments that provide the framework, at
|l east in the trade policy sense, for our activities in these
ar eas.

|"d like to spend a nonment on a coupl e of
definitional questions. First of all, these agreenents deal
wi th both standards, which are defined as those that are
devel oped and nai ntai ned on a voluntary basis and
regul ati ons which are standards that have the force of |aw
because they are made nandatory through regul ations that are
in force by the governnent.

These agreenents deal with both of these areas,
and they al so deal very inportantly with matters of testing

and i nspection and product approval, which has becone known
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as "conformty assessnent.”

And | would say, in the trade policy field, we are
probably as concerned or deal nore with conformty
assessnent issues than we do with the standards thensel ves,
because this is where | think the trade policy intersection
occurs: How products are approved to enter markets and be
sold commerci al ly.

The nost fundanental agreenent we have -- and the
one that is drawn upon in other agreenments that | wll
mention this afternoon -- is the agreenent on Techni cal
Barriers to Trade, TBT, as it's commonly known, which was
originally negotiated during the Tokyo Round of trade
negoti ati ons and whi ch was renegoti ated during the Uruguay
Round of nulti-lateral trade negotiations and is now part of
the Wrld Trade O gani zati on.

One inportant aspect of this devel opnent is that
the agreenment and its obligations previously were adhered to
by only 45 countries. As part of the institutional
construction of the Wrld Trade Organi zation, all countries
who are nenbers of that organization nust conply with this
and every ot her agreenent.

This means that right now we have over 100
countries who have ratified and are now obligated to this
agreenent. And within, probably another 18 nonths, we

expect to have about 145 countries included in this
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cover age.

So we are really tal king about a very gl obal
coverage of conmtnents here.

Let ne just spend a m nute on what that agreenent
does, and then I'Il briefly note sonme other agreenents that
have sim | ar objectives and principl es.

The maj or objective of the agreenent and its nmjor
commtment is to not use standards or conformty assessnent
procedures as barriers to trade.

The ot her basic conmitnent is non-discrimnation,
that is not to discrinmnate in the application or
devel opnent of standards either vis-a-vis donmestic producers
versus foreign producers or one group of foreign producers
ver sus anot her.

The final basic obligation, which is really nore
of an encouragenent, is to use international standards.

This is, obviously, a |long-term goal.

But if nore countries and industries use
i nternational standards, then the process of harnonization
beconmes automatic. The process of harnonization also is
encouraged in these agreenents as a | ong-term goal .

The basic principles of the agreement have now
found their way into a nunber of other agreements, which
"Il touch upon very briefly.

Forenost of these, perhaps, is the NAFTA, North
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American Free Trade Agreenment and, before that, the Canadi an
Free Trade Agreenent, which builds upon the Tokyo Round
agreenent and expands it and intensifies it in terns of a
smal | er group of countries. Thus, we could tailor the
agreenent to neet the special needs of those countries; and
it goes somewhat beyond the TBT agreenent itself.

It's also -- certainly the NAFTA is in the process
of revolution. There is a conmttee that not only oversees
t he agreenment but | ooks to application of the agreenent to
new areas and to basically refine and expand its coverage.
And | think some of the other people on the panel wll
probably speak of that.

We are now tal ki ng about these sane types of
issues in the APEC, the Asian and Pacific Econom c
Cooperation forum which just had its sunmt in Osaka,

Japan, |ast week and over the weekend.

There's been a great deal of work there to exam ne
and identify the standards requirenents in the various
nations of that region. And there's a great inprovenment in
our degree of know edge of the problens and requirenents
that are our exporters face in that region.

W are also starting to negotiate a free trade
agreenent of the Anericas, stemmng fromthe Mam sunmt
and nore recently at Denver neetings.

St andards, here again, is an inportant issue. W
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are at the very early stages of |ooking at the work program
there. And this would be a very opportune tine for
interested parties to provide their views as to how work
shoul d proceed in that very inportant region.

St andards and conformty assessnments issues are
al so addressed in a whole series of bilateral arrangenents,
t oo nunerous to nmention here this afternoon.

Basically, these progranms provide us with an
opportunity, | think, to use Anerican | eadership to
encourage these countries to use or adapt thenselves to U S
standards and U.S. regul atory approaches. This is not an
easy process; but | think it's an opportunity to provide
Ameri can | eader shi p.

It would also contribute to an easy form of
har noni zation if we could present our regulatory systemto
t hese countries and have them adopt or adapt their program
to be conpatible with it. It certainly would inprove our
trading relations and nmake it easier for our exporters to
sell their goods in these countries.

So | would note that as an inportant opportunity.

Since | think I'"malready nearing the end of ny
time, let ne just nmake a few concluding remarks; and 1'Il be
glad to cone back to any of these issues later.

First of all, effective conpetition in foreign

mar ket s depends critically on the ability of Anerican
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manuf acturers and exporters to conformto prevailing product
standards, regulations, and conformty assessnent
requirenents.

At the sane time, we are very aware of the
legitimate role the governnents have in protecting consumers
and ensuring the safety and quality of products that are
traded.

Bot h the WIO and t he NAFTA provide disciplines in
a franmework for resolving perceived barriers to trade; but
at the same tine, they clearly preserve the sovereign rights
of governnments in this area.

| amquite aware, as we seek market access and
negoti ate our trade agreenents, that we nust seek the advice
and support not only of our industry and consumers but our
regul atory community within the governnent.

Wor ki ng toward harnoni zati on with our governnents
on the basis of international standards, if that's possible
and appropriate, should contribute to safer products and
greater regulatory efficiencies.

| would |ike to cormend the FTC for bringing
together this very inportant set of hearings. | believe
that it's a statenent about the inportance of this issue and
the need to work together in new and creative ways to
achieve multiple, but conpatible, policy objectives.

Thank you very nuch
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COW SSI ONER STAREK:  Thank you very much
M. Mier. 1'mno expert in this field, but I know that
there are a nunber of international organizations that are
| ooki ng at standards being utilized as non-tariff barriers
agai nst trade; and, yet, no country really admts to that.
And so therein lies the dil emm.

Qur next speaker this afternoon is Robert Hal
[1l, who is the Vice President and Government Affairs
Counsel at the National Retail Federation.

He will continue our overview of international
trade devel opnents, obviously giving, not the governnment's
perspective, but the private sector's view.

M. Hall joined the National Retail Federation as
Vice President for Government Affairs in 1991. And he
serves as the retail industry's primary strategist on
international trade issues.

Prior to joining the National Retail Federation,
he served as a Legislative Counsel to the Honorabl e Senator
Sam Nunn, from 1987 to 1991.

And today he will share with us his ideas on the
grow h of international trade and how busi nesses are
respondi ng to the chall enges of gl obalizati on.

Thank you for comng, M. Hall.

MR. HALL: Thank you, Conm ssioner.

| would |ike to start off with a few introductory
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remarks on the retail industry itself and where we see it
going, not only globally but also here in the United States.
I think that is instructive as to why sonme conpani es are
trying to globalize and al so why sone of the foreign retai
conpani es are having difficulties as they attenpt to stretch
into the United States nmarkets as well.

| think it's safe to say that in the retail
i ndustry, we're seeing very dynam c changes within the
i ndustry. Right here in Washington is a good exanpl e.
You're seeing fewer and fewer departnent stores. And what
we're really noving to are bigger national retail departnent
store chains with May and Federated and others being the
pri me exanples there.

And we all know about the closure of the downtown
Whodi es and al so the nerger of -- or rather the acquisition
of Wbodi es chain by May and Penney as a joint venture, and
also in California the exanple of Federated buying out
Br oadway.

We're al so seeing even slowing signs in the
di scount mass merchant end of the business. And there's
some t houghts anong sone anal ysts that perhaps we're
becom ng over-stored on that end of the spectrumas well.

The apparel business, particularly the fashion
busi ness, has been off for nobst of this year; although,

we' re hearing some signs here in the Washi ngton area that
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Novenber m ght | ook good; but there's still sone real
concerns about where it's going to go for the bal ance of the
year and really into next year as well.

And what you're really seeing is conpetition from
all sides. You ve got mlitary PX s attenpting to sell nore
and nore goods that have usually been restricted to retai
conpani es. The government and the arnmed service fol ks are
getting into those discussions.

You are al so seeing manufacturers that are getting
nore and nore into the retail business, sone with FTC
approval. Levi Strauss is one exanple of that. Liz
Cl ai borne and ot hers.

You are even seeing catal ogues becom ng stores
with J. Crew and ot her exanpl es of that nature.

| had to clip with interest, we now have what

we're calling cross shoppers. W nen's Wear Daily, which is

the primary newspaper in the retail and apparel and textile
i ndustries, has given quite a bit of ink, about eight pages,
back in the Spring to the advent of what we're calling cross
shoppers. And that is -- particularly in this case, it was
a study of women's apparel that people are shopping, not
only in departnents stores, but also in specialty stores and
in discount stores and in factory warehouses and in di scount
chains and at outlets. | mean, really across the board,

doing a lot of at honme, direct. | mean, a real growth of
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all sorts of retail formats, if you will.

Many have said that globalization is the way to go
for retailers because of the fact that we' ve got sone
perception of over-stores here in the United States.

But | think it's safe to say -- many have said --
that that may, in fact, be just a nyth and nay be not the
reality. Wth a very few notabl e exceptions, Wal Mart bei ng
one of them the big push to globalize has not materialized
at the levels anticipated by analysts just a handful of
years ago.

Several problens have added to industry's chances
of success as we nove abroad; and one particular is market
access, which I'll address in a nonent. But also, quite
frankly, retailers are having to | ook at using fundanentally
different formats as they attenpt to gl obalize.

Going in with your sanme, conventional approach
doesn't work very well in many cases. And so as not to pick
on any particular donestic firm | wll use tw foreign
exanples in this case; and one of those would be the
Gal l eries Lafayette. MKenzie & Conmpany did an extensive
study for the retail industry which was rel eased at a
Gol dman Sachs' conference a few nonths ago.

And they | ooked at the Galleries Lafayette in New
York. Here you have a French conpany comng in wth high-

priced nerchandize with their sizes and fitting and | abeling
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lined up in the French manner, of course, neeting the U S.
standards in terns of some |abels. But in terns of sizing
and perception and presentation, it was exclusively French.

You had also limted exclusivity. And, quite
frankly, the business was Paris driven. It was not driven
by a perception of what the retail narket would bear in the
United States, a perception of what the retail consuner was
| ooking for in New York or in that area.

And, quite frankly, we saw the departure of
Gal l eries Lafayette

A simlar exanple would be Marks and Spencer's
foray into Canada. That conpany expanded beyond it's normal
apparel base and went into food retailing. 1t chose not to
advertise because it had not been advertising in Britain;
but, quite frankly, the Canadi an consuner depended on
advertising to formtheir decisions and to formtheir
choi ces about retailing. So you really didn't see the big
success that they nay have anticipated there.

Let me turn now to international trade in what |
woul d call an inportant corner for retailing. And this is
on two fronts, both fromthe perspective of where we source
for our products that we sell to U S. consuners and al so for
our purposes of extending into other markets for narket
access purposes.

As we see the growth of private | abel apparel in
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t he apparel sector, you're going to see nore and nore
i nternational sourcing.

Now, sonme have argued that it's going to grow at a
much faster pace or faster clip than we believe in the U S
retail industry.

Ri ght now, according to the Anmerican Apparel and
Manuf act ures Association, the U S. and foreign m x of
apparel is right at 50/50. That's their 1994 nunbers.

But we will not see a march to off shore, in ny
sense -- in ny judgnent -- after the phase-out of the GATT
textile apparel programin 2005 to the |evel sone feared.

Quite frankly, our sense is that the inport
growhs will level off and that we're going to see nore U S.
home grown goods, particularly what | would call in-stock
itenms, jeans, t-shirts, socks, underwear, and particularly
goods of that natter.

We're also going to see what | would say is an
increasing regionalismin the sense that, with the growh of
CBlI and Mexico as a sourcing alternative, there should and
there can be with a CBlI parity bill that could pass as soon
as early next year. You will see nore of the sourcing
trends nove fromthe Far East to this hem sphere and, quite
frankly, keep scarce U S. dollars in the western hem sphere.

In terns of market access, as retailers dip their

toes into globalization, nmarket access continues to be one
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of our biggest issues in terns of the service sector
expanding. W have worked closely with USTR and others in
the past on this issue. But for retailers and people in the
service sector, it means financial issues, it neans custons
i ssues, it neans transportation issues, |abeling, rules of
origin, and a whole history of other issues.

One exanple | would point to you in particular and
that is the exanple of Mexico.

Wth Mexico, we had what many call ed
hi p- hi p- hoorays for NAFTA. There was a | ot of excitenent
about noving into Mexico to serve the Mexican consuner and,
quite frankly, for the Mexican nmarket to help serve the U S
consuner as well w th goods.

But in an effort to bl ock Chinese-made goods, the
Mexi cans put in place sone very restrictive certificate of
origin requirenents that would nake retailers and peopl e who
import in the United States and then, in turn, re-export
into Mexico goods for the Mexican consunmers -- it would make
t hem have to conme up with original certificates of origin
for every single container of goods that goes into Mexico.

This is not only for retailers. This is for
apparel manufacturers in the United States and ot hers,
textil e conpani es and ot hers, who want to inport goods or
bring in goods that are non- NAFTA originating, maybe U S

made, but non- NAFTA originating for purposes of rules of
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origin under the U S.-Mexico NAFTA agreenent.

Now we are seeing a block on our efforts to cone

up with a self-certification proposal. This is hurting U S.
manufacturers. [It's hurting U S. retailers who want to
re-export.

For exanple, let's say Conpany A wants to bring
100, 000 pairs of shoes -- this applies to textiles, apparel,
and footwear -- 100,000 pairs of shoes from sonmewhere in the
Oient, let's stay Malaysia or Indonesia. They want to sel
90, 000 pairs of shoes to U S. consuners but 10,000 pairs of
shoes into Mexico. Wen they bring that shipnment into their
war ehouse -- that central distribution warehouse in the
United States -- split it up, send 90,000 into their stores
into the United States -- that shipnent they want to send of
10, 000 pairs of shoes into Mexico will be bl ocked at the
border; it will not be allowed to cross because there's not
an original certificate of origin that says "10,000 pairs of
shoes, nmade in Ml aysia," signed and docunented by all the
appropriate authorities there.

And this is a major, mmjor concern.

And, quite frankly, as a trade |awer representing
the retailers, | also get calls frominporters. | had a
woman calling me fromMam just |ast week, quite frankly,
in tears because she's got a shipnent of apparel goods for

consuners in Mexico. She can't get it into Mexico, nor can
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she really get it back into the United States to try to turn
around and sell it somewhere el se, because she doesn't have
the quotas and the Visas to sell it here in the United
States. She had it ready to go to Mexi co.

So it is a major problem

Emerging trend issues, as | see for the future,

are: One -- and | know that Susan will address this nore
conpl etely because the retail industry also has simlar
concerns as does the apparel industry, too -- and that is
| abel i ng.

We are very concerned that |abeling may energe as
a formof market restriction. W urge the Commi ssion to
| ook carefully at |abeling issues, particularly "eco-
| abeling” -- as we have now seen as it has energed in the
Eur opean countries -- but also particularly the Care
| abeling issue that's before you right now.

Retailers and the retail industry, we will oppose
and continue to oppose any use of proprietary |abels, such
as those used by G NETEX and ot her conpani es.

One other final -- rather, another trend is
t echnol ogy; and that's one you have asked us to address
here; and I'm not the technol ogy expert at the Nati onal
Retai|l Federation. But | have had conversations with
several of those individuals, and | would |ike to point out

just a few of those for you this afternoon.
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Technol ogy clearly plays an increasing role in al
aspects of retailing, fromquick response to inventory
systens, to point of sale machines, to our increasing use of
EBT, Electronic Benefits Transfers. This is an issue where
you're going to see all federal income paynents or benefit
paynents to any individuals who receive any sort of aid.

Right nowit's restricted primarily to welfare and
ot her AFDC paynents. It's being used in a pilot programin
Texas. But EBT-2, as they call it, the Electronic Benefits
Two Transfer, will also add social security and ot her
retirement benefits that conme fromthe Federal Governnent.
People are going to be using a debit cart at their |ocal
retailer and at their |ocal food store.

Primarily, right now, in the pilot stage, this is
a food retail issue; but it will be noving into what | woul d
call general merchandi se and other retailing. And this is
an issue of access. | think there's sone fraud issues there
you' ve got to worry about. A lot of other issues.

And, quite frankly, the reason the governnent is
nmoving to EBT is to avoid the fraud probl ens of the checks
getting |l ost and people forging nanes on their benefit
checks.

But there is still the added problem of what to do
about fraud in that area, too. And also sinply just getting

stores and other segnents of the industry up to speed and
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ready to be able to serve the custoner when they walk in
with their EBT card and want to use their federal paynents
to pay for needed clothing, needed household itens, or food.

A parting comment, also, on interactive shoppi ng.
And this, again, being an area of electronics. This has not
been the strong success nany in the retail industry had
envi si oned.

Wil e a nunber of formats have been successful --
Hone Shoppi ng Network and others -- several high-end pil ot
projects have really not gotten off the ground. And this
i ssue, quite frankly, went from being one of the hottest
topi cs at NRF' s annual convention, national conference. In
January 1994, it was probably the hottest attended; there
were probably several -- 4, 5, 600 people in the room one
of our big super sessions. It was one of the hottest issues
in January of '94. January '95, not a nmention on the
program

And | use the annual convention as a real good
barometer, if you will, of retail interests and where the
trends are going. So, quite frankly, we did not see
i nteractive shopping take off like nmany thought it would. |
think we need to watch it continually for consuner reasons
and for technol ogy reasons; but for right now, it's not
going to be the issue many had thought.

Now, just one final thought on trade specifically.
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And that is -- and here again, we' ve been working with
others in the industry, apparel and textile and others -- on
nmoving to what | would call paperless transactions in trade.

And t here have been exanples, and there are sone
pil ot cases now of using what the Custons Service and the
CITA folks -- that's the people, the Cormittee for the
| npl emrentati on of Textile Agreenents, who regulate textile
and apparel trade in the United States -- are calling the
ELVIS system And it is a paperless transfer.

There are four countries that are presently using
that for visa purposes. And that's Singapore, Korea,
Phi l'i ppi nes, and China. These right now also require
paral | el paper requirenents. But we will be seeing in the
future a paperless visa systemand a paperless inport system
here in the United States, as all the kinks are worked out.
So that's another issue to bring to the Conm ssion's
attention in terns of technology in the textile and apparel
t rade.

COW SSI ONER STEI GER:  Very interesting.

COW SSI ONER STAREK:  Yes, i ndeed.

Well, thank you very nuch, M. Hall.

| have just a couple of comrents. The first is,
with respect to the labeling issue that's before the
Commi ssion, I'"mnot going to say any nore on that because we

have certain rul es about what Comm ssioner Steiger and | can
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say.

However, that doesn't stop any of you from
commenting on that proposal because we are on the public
record. So we will be anxious to hear any coments that you
m ght have on --

MR. HALL: W plan to file formal comments, M.
Conmmi ssioner. So we'll be doing that.

COW SSI ONER STAREK:  Terrific.

The second thing is, you would think that | had
much nore to do with putting together this programthan
really did. And the reason for that is our first two
Wi t nesses today have touched on the two principal issues
that we are addressing in the OECD Cormittee on Consuner
Policy right now.

The issue of non-tariff barriers against trade by
i nternational standards is a major project of that
commttee, | ooking basically at standards for the safety of
products.

And the dilemma that | raised earlier is exactly
what we're facing. Everybody seens to suspect that these
standards are being inplenented either too rigorously high
to protect the donestic markets or the alternative is that
they actually are high because there's a strong consuner
nmovenent in the countries and they don't want to |lower their

standards to allow other products into their markets. Both
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of them seem achi eve the sane thing, and it causes a huge
dilema, | would inagine, for trade officials having to deal
with it.

But it also causes a huge dilenmma for consuners
who are deni ed access to products which may, in fact, be
saf e.

The other issue that we're addressing is the one
raised by M. Hall, narket access. W had a conference in
June of 1994 which basically said: Look, markets are
becom ng gl obal i zed; but, yet, there are inpedinents or
barriers for consuners to participate in these markets.

What are these barriers and inpedi nents? And how
can we get rid of themso that consuners can enjoy the
benefits of international markets?

Sol find it interesting, and | think sone of our
ot her speakers will coment on that.

W nove now t o anot her phase of our program and
that is the differing national |aws that we face. And one
of the inplications for enforcenment by the FTC and by ot her
consuner | aw enforcenment agencies, is what are we facing
with these differing national |aws?

Believe it or not, in several European countries,
it's still illegal to have conparative advertising, as one
exanpl e; and there are nmany nore.

Qur first speaker on harnoni zation and potenti al
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har noni zati on of international |aws and what are the
i npedi ments to that is Bill MacLeod of Collier, Shannon,
Rill & Scott.

And | notice that you nust have gotten an old nane
tag there fromthe Bush adm nistration because M. Rill is
left off.

Before joining Collier, Shannon, Bill was the
Director of the Bureau of Consuner Protection here at the
FTC and al so served as Director of our Chicago Regional
Ofice from 1983 to 1986.

And today he's going to tal k about the role of the
FTC as the marketpl ace becones nore gl obal, and what shoul d
be the FTC s approach to regul ati on conpared to the
enf orcenent agencies in other countries.

Bill, thank you for com ng.

MR. MacLEOD: Thank you very nmuch, Conmi ssioner
Starek. Conmm ssioner Steiger, it's a pleasure to be here.
And |, once again, would like to comrend the Comm ssion for
hol di ng these hearings, but particularly holding this phase
of the hearings.

Wen | first got wind of the plans that the
Federal Trade Comm ssion was goi ng to have gl obal
conpetition hearings, nmy first thought was: Well, |
certainly hope they al so have plans to consider that subject

of which conpetition is a part, and that is consuner
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protection.

And | amdelighted that they have expanded the
consi deration of issues all the way to consuner protection.

My subject today is a little bit of a daunting
subject as it's laid out in the agenda. | was asked to make
some suggestions for how the FTC m ght be able to provide
sone | eadership in the area of inconsistent international
appr oaches, policies, philosophies when it cones to
adverti sing.

And | thought that possibly the best way for nme to
give that advice -- not to be so presunptuous and tell the
Commi ssion howto do it and what to do -- but, perhaps, to
pass on to the Comm ssioners a few of the m stakes that |
had made in the course of ny efforts to try to exert sone
| eadership a few years ago.

And | think that, at least, in a couple of the
areas where | found sonme frustration, there m ght be sone
keys for finding a way of exerting some significant
i nfluence, not only internationally, but also influence that
can cone back here to the United States.

One the things | discovered very quickly in ny
tenure as director of the Bureau and in my experience as a
del egates to the CECD Consuner Conmittee is that consumner
policies are very contagious internationally.

As Commi ssioner Starek and Chai rnman Steiger --
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hope you don't mind, Chairman Steiger, if I call you by that
-- once President, always President; once Chairnman. As |
t hi nk we have experienced in the |ast several
adm ni strations, probably nost of the tine of the Consuner
Committee is spent with consuner protection officials of
vari ous agenci es conparing their consumer protection
pol i ci es.

What | discovered early on in that process was
that, by and large, there is a very broad area of agreenent
of phil osophies of policies that the consunmer protection
officials are enpowered to uphol d.

Most of the countries that nmeet at the CECD are

countries that have general consuner protection standards.

When you | ook through them you will see in many statutes or
cases or codes, whatever the source may be, likely to
m sl ead quotes; you will see allowances of puffery

recogni zing that the inpressions upon consuners of puffing
cl ai ms versus subjective clains is something that should be
recogni zed in the | aw

Yet, at the sane tine we see sonme very puzzling
anonmal i es and i nconsi stenci es anong the various countries.
Commi ssi oner Starek, you nentioned one of them conparative
adverti sing.

When you run through the roster of what can and

can't be done in the various countries, it is sonmewhat
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surprising. In sone countries, buy one get one free is
illegal. In other countries, it nay be legal if the one you
get free is one that is different fromthe one that you are
buying. The reasons -- | think that Mari Ann will go into a
little bit further -- delve back not to consuner protection
i deas but to unfair conpetition ideas.

One of the problens that we see in a nunber of the
ot her countries around the world is that they are a little
bit like the Federal Trade Comm ssion was before the Weeler
Lee Act. They are enforcing consumer protection standards
as a result of unfair conpetition rules. And the
consequence of that enforcenent is that, while consuners are
often a primary concern and consideration in the policies
t hat devel op, conpetitors often get equal say and equal
consi der ati on.

What are the inplications of this?

| found fascinating a list that appeared in

Advertising Age just a few weeks ago in which Adverti sing

Age identified what they believed were going to be the next
25 gl obal househol d words, the brand nanes that were about
to burst upon the global scene. And they were such brand
nanmes as we have heard here: The GAP is an exanpl e; Acer
conputers, sonmething that any of us who are fiddling in

hi gh-tech are admring these days; al so sone nanes we

haven't heard here in the United States, |i ke Daewoo, the
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Korean maker, and Ericsson, the Swedi sh tel ephone
manufacturer. We're going to see nore and nore nanes |ike
t hese around the worl d.

What | found fascinating fromthis |list was the
kinds of itenms that were not on it, the kinds of brand names
that were not there. W saw nothing from health care,
either health care products or health care services or any
ot her professional services for that matter. W saw not hi ng
in the nature of investnents or consuner credit. W saw
nothing in the nature of nutrition-oriented food products
and so on.

There were a nunber of categories, categories that
were as inportant as apparel, as inportant as cellular
phones and conputers, but for sonme reason, at least in the

j udgnment of the experts at Advertising Age, not ready to

break on to the world stage. Wiy is that?

| have a coupl e of suspicions, only suspicions but
sonmething that | think is worth further |ooking into.

Wiy not investnment and credit? | think one very
good exanple has to do with conversations | had early on in
nmy days at OECD. One of the areas in which the other
consuner officials were especially curious was about the
United States' experience in enforcing its credit
regul ations. The FTC, as you know, has a nmjor share of

that responsibility.
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And the other countries where credit instrunents
were probably ten years or so behind the devel opnent of the
United States were al so suddenly very interested in the kind
of laws that we had established in the 1970's to govern our
credit transactions.

| tried to tell nmy fellow del egates that, at the
time the Federal Trade Conm ssion was actually going through
alittle bit of reconsideration. W had recently nodified
sonme orders and we had done sone ot her changes. W had
i ssued sone comrentaries. Because one of the things that we
had di scovered was that, for exanple, in the area of truth
in lending, we were asking for advertising to carry nore
di scl osures than a | ot of advertisenments were able to
contain. As a consequence, we were discovering that instead
of disclosures, we were enforcing silence in consumner
advertising; and the Comm ssion nodified its policies.

Nonet hel ess, while they were interested in that,
they were far nore interested in the volunes of regul ations
and statutes that we could provide them and | did provide
t hem

But what | al so provided, whenever | sent to
anot her country the regulations and the statutes that we had
governing credit or any other rule that the Conm ssion
enforced or another agency enforced, | sent themthe

Commi ssion policy statenents on unfairness, substantiation,
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and deception and told themthat when we consider
regul ations here in the United States, we consider them
agai nst the standards of deception, substantiation and
unfairness that are laid out in these relatively
straightforward, relatively terse, policy statenents of the
Federal Trade Comm ssion; and | urged ny coll eagues to
consi der whatever regul ations they wanted to adopt in the

context of those statenents.

Was | successful in the credit area? |'mnot so
sure.

Was | successful in conparative adverti sing?
Well, as a matter of fact, a directive has just cone from

Brussels in which the countries in the European Union are
bei ng instructed, being directed to accommodate their
policies to allow nore conparative advertising. |[|'ll be
glad to get into sonme of the details of that |ater on.

| found it fascinating that a French tel evision
station that was running a story on this had to come over
here to the United States to find a consunmer group that was
supportive of this change, because all the consumer groups
in Europe were on the side of the businesses who thought
that denigrating conpetitors was not particularly good for
CONSUNEers.

There remains a very serious unfair conpetition

hangover in Europe, and that infects a nunmber of consumner

Heritage Reporting Corporation
(202) 628-4888



© 00 N oo 0o b~ w N P

N NN N NN R R R R R R R R R R
ga A W N P O © 0o N o 0o M W N+, O

3180
protection policies where consuners, unfortunately, are not
soverei gn.

It is not just, of course, an exanple of policies
that prevent truthful clainms frombeing made. Lest | sound
like I am Johnny One Note here, let nme nention an area where
we're al so seeing sonme concern and that is in the areas of
envi ronnental clains, especially eco-seals, where we are
seei ng a nunber of generalized environnental benefits being
cl ai med, which probably woul d not pass nuster under the
FTC s environnental guidelines today; but are, nonethel ess,
for sone reason, passing nuster in sonme of the European
countries. For exanple, if you reduce the oils in your
oi | -based paints, you can earn yourself an eco-seal in sone
countries; but you can't put that eco-seal on | atex-based
pai nts that have very little oil and emt virtually no
VOC s, the goal of the seal itself.

How does that comuni cate to consunmers? Wiich is
t he best form of VOC-reducing paint to buy?

How do we i nfluence these policies?

My thoughts, back in the tinmes when | was debating
with nmy coll eagues at the OECD, was that far and away the
nost valuable tool that | had was a tool that the Federa
Trade Conmi ssion was alnbst in a unique, in the world,
position to provide; and that was the studies of a respected

agency of the Bureau that conbined both conpetition and
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consuner protection philosophy. And that is the Bureau of
Economi cs.

A very influential devel opnent that was occurring
in the 1980s was the devel opnment of the emerging health
clainms for foods in food advertising that some woul d say
experienced a renaissance in the 1980's and generated a
great deal of excitenment around the world.

A good deal of that excitenent was substanti ated
and confirnmed by studies originating here at the Federal
Trade Conm ssion denonstrating that the change that the
policies the FDA and the Conmm ssion pursued in food
advertising and | abeling were policies that served consuners
wel | .

So ny recomrendations to the Conm ssion from where
| failed and where | think | partly succeeded is to
remenber, nunber one, that policies are contagious, policies
here in the United States; try to make those policies as
def ensi bl e as possi bl e when we go overseas because our
policies thenmselves and not our criticisns of the policies
is what sells to our trading partners.

Secondly, armyourselves with docunents of the
victinms and the beneficiaries of unsound policy on the one
hand and sound policy on the other hand.

Wth every Bureau of Econom c study, with every

Commi ssi on comment weighing in on the benefits of
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substantiati on and deception-driven consumner protection
policy, we stand a better chance of finding harnonious
standards around the world.

Thanks very nuch, M. Chairman.

Thank you, Madam Chai r man.

COW SSI ONER STAREK: Wl |, thank you, Bill. Very
t hought ful comrents. Appreciate it.

We nove now to Bruce Silverglade, who is the
Director of Legal Affairs at the Center for Science in the
Public Interest. Bruce is known to virtually everybody here
at the Comm ssion. He coordinates CSPI's | egislative and
regul atory activities in a wide variety of areas invol ving
consumer protection.

Bruce is a frequent critic of the Comm ssion,
al though I haven't heard any criticismlately. So nmaybe
we'll give you an opportunity here.

Today he will speak about the inportance of having
strong consuner protection standards that can serve as the
basis for international standards and will warn us, | think,
about harnoni zati on which could result in | ower standards
for U S. consuners.

Bruce?

MR. SILVERGLADE: | thank you, Comm ssioner
St ar ek, Comm ssi oner Steiger.

Good afternoon. Today | would Iike to make two
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poi nts regardi ng consuner protection regulation in the new
era of gl obal conpetition.

First point is that consunmer protection regul ation
is actually necessary to maintain U S. econonic | eadership
and international conpetitiveness.

| f you |l ook at traditional consuner group
priorities whether it's ranging from honest |abeling of food
products to safety standards, these are regulations that are
all necessary to help maintain U S. econom c | eadership.

Otentinmes just the opposite is tal ked about;
consuner protection regulation is called a barrier to
conpetition.

But in reality, the consumer rules help maintain
t he high standards that Anerican products and services are
often known for. And when we haven't had hi gh standards, we
paid the price in the loss off international conpetitive
position.

For exanple, if you | ook at American autonobil es,
whi ch have, until recently, had a reputation for poor
quality, we certainly suffered in the international
mar ket pl ace.

Much of my tine is spent in the area of food
regulation; and if you |look at food additive regul ation,
consuners in Japan will not buy many of our processed foods

because they contain particular additives that are
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consi dered not appropriate or safe in Japan.

There was a controversy over growth hornones used
in cattle. Consumer groups in the U S. and in Europe did
not want to see these growth hornones used just as a matter
of consuner preference. The European Union, in fact,
prohi bited the use of the growth hornones. W didn't. It
was difficult for us to sell our cattle in Europe.

So by mai ntaining high consunmer protection
standards, it will actually help increase our internationa
conpetitive position.

The FTC, obviously, has a big role to play here.
Lots of FTC activities -- current activities as well as
prior activities -- could be reinvented to create the
appropriate econom c incentives to increase product quality
and, again, maintain our |eadership position and our
i nternational conpetitive position.

My second point is how the FTC shoul d go about
doing this. And |I'mreconmendi ng that the Conmm ssion
devel op a formal policy for strategic participation in
international foruns to ensure the upward harnoni zation of
consuner protection requirenents around the worl d.

U.S. regulations, ranging fromnutrition |abeling
of foods to fuel efficiency requirenments for autonobil es,
have been called the "technical barrier to trade.” And in

order to defend the attacks on U.S. consuner protection
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standards, the FTC nust be very proactive. This is a
situation where the Comm ssion is going to have to step in
and weigh in very actively.

The Conmm ssion shoul d devel op a strategic policy
for participation both in governnental and private sector
regul atory activities and standard-setting forunms on the
i nternational |evel.

And by encouragi ng the upward, as opposed to the
downwar d har noni zati on of consuner protection requirenents,

t he Comm ssion can hel p ensure that U S. standards remain
the | eading standards in the world and set the trend and the
scope of the debate.

| have sonme specific suggestions for a elenents of
a Commi ssion policy in this are.

The first element of the Comm ssion policy should
be to preserve and enhance the Conmission's ability to
acconplish its statutory responsibilities to protect
consuners fromunfair and deceptive practices. It obviously
has to be the guiding |ight, whether the Comm ssion is
wor ki ng on donestic issues or participating in international
foruns.

The second el enent of the Comm ssion's policy that
I woul d suggest would be to ensure that U S. consuner
protection regul ati ons and standards are mai ntai ned except

when a regul ati on or standard of another nation provides
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consuners with a greater degree of protection fromunfair
and deceptive trade practices.

And, of course, | suppose that's open to
interpretation: Wat is a greater degree of protection?

| was neeting with a del egati on of Japanese health
food manufacturers who were really appalled to see the
Kellogg's "All Bran" label in the United States actually
mention the word "cancer." They thought that was bordering
on fraud. And they were health foods manufacturers in
Japan. So whether health claimrules here have been
beneficial or not, | think, is open to debate on an
i nternational |evel.

The third elenent that 1'd |like to see in a
Conmmi ssion policy is to provide for and encourage the use of
i nternational consumer protection regulations or standards
only when such action will not result in the downward
har noni zati on of consuner protection requirenents. That's
t he converse of what | previously stated.

And, lastly, a procedural point, the FTC s input
into international regulatory and standard-setting
activities nmust be ... "transparent” is the word that's
bei ng used in the context of this type of debate.

In other words, it should be open to public
scrutiny. And the Conmm ssion should provide all interested

parties with an opportunity to participate. And this is, of
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course, logistically difficult, since we're tal ki ng about
international forums and international conferences,
neetings, and so forth.

If sum the FTC has an inportant role to play in
international activities. And by defending U S. consuner
protection standards when they are the highest, the FTC can
further its statutory mssion as well as advance U.S.
econonmic interests and i nprove consuner welfare at hone and
abr oad.

COW SSI ONER STEI GER: Can | ask a question?

COW SSI ONER STAREK:  You sure can. W should
have you send this statenment to our trade press, since you
think it's inportant that we participate in international
forum

COW SSI ONER STEI GER:  Bruce, nobody knows our
budget constraints better than we do unl ess naybe it's those
who have watched us for as long and with as great an
interest as you do; so, obviously, we have a few barriers
here oursel ves.

| know you have concentrated nost recently on food
advertising and nutritional areas. But as you were
listening to your counterparts and to other governnent
officials in a global setting, could you rank the areas of
concern where it is felt we are, A too strict or, B, where

we are too | ax?
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| s there any kind of consensus in the consuner
protection area?

MR. SILVERGLADE: Well, | think there are
differences. As a general matter, we have the strongest
rules, I'd say, if you had to generalize. But there are
i nportant exceptions.

I n tobacco marketing, our rules are weaker.

I n al coholic beverage marketing, our rules are
weaker .

Even in the area of food marketing, in Canada,
until, | don't know, about five years ago, every food
adverti senent that was broadcast on Canadi an tel evision was
precl eared by the governnent, by the Departnent of Health
and Wl fare.

Now t hey have since delegated that to an entity
simlar to the National Advertising Division of our Counci
of Better Business Bureaus, a simlar organization that
operates in Canada.

So they still look at every food ad before it's
broadcast, because they consider it so inportant to health
that this preclearance process be undertaken.

So in those areas, we certainly have |l ess strict
regulation. And | would argue, that we do not protect
consuners as well. Bill MacLeod m ght argue with that.

COW SSI ONER STEI GER Thank you.
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Thank you, Roscoe.

COW SSI ONER STAREK: Thank you. That was very
interesting. | think there is a legitimate fear that by
engagi ng in international discussion on standards, you know,
sonmehow you reach a | owest conmon denoni nator for everybody
in order to reach an agreenent. And that is sonmething, it
seens to ne, that is not in the best interest of consuners
in any country.

Qur next speaker may have a different view on all
of that. She is Mari Ann Blatch, who is the Vice President

of Governnental Affairs at Readers Di gest where she has

served in that capacity since 1974.

She has worked with Readers Digest conpanies in 33

countries to support and encourage the establishment of
| ocal direct marketing associations.

And today she will speak about how | egal standards
differ fromcountry to country, the difficulties this poses
for busi nesses and conpanies trying to do business
internationally; and she will share with us her views on the
appropriate direction for harnonizing consumer protection
st andar ds.

Mari Ann, thanks for com ng.

MS. BLATCH:. Thank you very nuch

And | just wanted to say that, on behalf of

Readers Digest, which is a gl obal conmpany, sone of ny
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comments | believe will be relevant to other marketers that
are fully invested in the countries in which they are doing
busi ness.

We talked earlier in this session about exporters
or inporters. M renmarks are directed towards conpanies
that are actually operating in the local nmarket, with | oca
staff, in our case local editors, in the |ocal |anguage.

Qur books, our nusic, and all of our advertising canpai gns
are created on site.

One of the ways that |, as Director of Consuner
and Governnent Affairs, have built my grid of regulations
fromaround the 40 countries where we do business has been
by working with the |ocal trade associations. And we can do
t hat because we are present there.

But for those Anerican conpanies that are not
present -- and we're the only magazine that is present in
each country and has uni que products. Mbst others ship them
fromthe United States. For those conpani es, what they have
turned to in order to be able to build gl obal canpaigns is
basically to follow the rules set by the FTC.

So perhaps you won't be surprised to hear that |
absolutely agree with M. Silverglade that the FTC nust
continue to participate in the international foruns, both
the formal ones and your bilateral nentoring and coachi ng,

and the new devel opnents of the U S.-EU transatl antic
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di al ogue.

At the sane time, | absolutely, 100 percent, agree
with what Bill MacLeod has said, which is that while we are
talking with our partners and particularly the continental
Eur opean partners and particularly those that are influenced
by the German system of unfair conpetition, we need to have
a better understandi ng about what we nmean when we use the
word "conpetition.”

In the U S. we gave up fair trade | aws years ago.
In Germany when we have di scussions with our Gernan
col | eagues about consumer protection, they say, oh, yes, we
have consumer protection; we have our unfair conpetition
I aw.

| just came back froma visit to the European
Uni on's Comm ssion Nunmber 15. And the reason | was visiting
there | ast week is that they announced, in July of | ast
year, a specific project to | ook at the regul ati ons which
shoul d be harnoni zed in Europe on conmercial conmuni cati ons.

Now t hey define comrercial comunications as al
fornms of advertising, direct marketing, sponsorship, sales
pronoti on and PR

In their first newsletter, which was just issued
this year in July, the lead article focuses on sal es
pronoti on which they define as gifts, prem umdiscounting,

and simlar sales incentives.
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In this article, they point out that there are
such vast differences in the national |aws in Europe that
there is an acute problemfor transporter -- advertising and
transporter nmarketing in Europe.

At one end of the spectrum you find the UK and
I rel and whose rules are very simlar to those in the United
St at es.

At the other end is the heavily regul ated Gernman
mar ket where the | aw i nposes conpl ete prohibitions in the
name of unfair conpetition.

At our neeting, Readers Digest Europe, |ed by our

German | awyer, docunented the differences and our experience
with the differences in those | aws.

| will |eave the docunent which I gave the
Commi ssion for the Federal Trade Comm ssion as part of these
heari ngs.

On Tuesday | was told that the current tinetable
for the release of this green paper on conmerci al
comuni cations is January or February of next year.

Directorate 15 and Conm ssi oner Bangenan, who is,
you know, the father of the European information
super hi ghway, is very concerned that we should lift
restrictions in the nane of unfair conpetition so that there
can be -- so that the advent of on-line, digital, broadband

comuni cations would increase in Europe and would al | ow
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further opportunities for the reception and use of
transporter commerci al conmuni cati ons.

They have told ne that they are willing to assess
in a conpletely objective manner, as Bruce woul d approve, in
t he hi ghest consuner protection standards and, as Bill and |
are arguing, not in the name of conpetition standards, al
regul atory barriers to comercial comunications in Europe.

I n our discussions with the Conm ssion we at

Readers Digest listed the burdens that we currently face

operating in Europe as a direct result of these differing
| egal restrictions.

O course, first would be the extra cost of having
to plan and produce separate marketing material for each
mar ket .

But nore inportantly the | oss of business in one
mar ket because, for exanple, in the UK, to introduce our
magazi ne to new subscribers, we can offer a half-price
i ntroductory subscription and we can al so offer a prem um of
any sort that we would like to offer and of any quality we
woul d Iike to offer.

In recent discussions with our operations people
in Europe, they tell nme, because of the restrictions on not
bei ng able to discount a magazi ne offer and not being able
to offer premuns in German, our business, although it is

huge -- and it's certainly a good part of 50 percent of our
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busi nesses out of Europe and 50 percent of our European
business is Germany -- nevertheless, it has not been able to
reach the potential it would have if we | ook at our
operations in Canada, in Australia, in the United States,
the UK, or Ireland.

|"mreally encouraged and |"mreally excited, and
I think we have sone good news and sone good fun in front of

us. Because the EU comm ssion is determned to renove these

barriers. | was told | ast week, quote: "No where in the
Rone Treaty will you find any provision for protection of
conpetition.” And continuing the quote: "A country nust

justify its conpetition |aws on the basis of consuner
protection. And in neeting that objective, the | aw should
not have a disproportionate affect on international trade."

It would be very inportant for the success of
Anerican marketers, both in the traditional and in our
ventures into the new nedia, if the FTC woul d support the
Eur opean Conmi ssion and would work with them when their
green paper is released for coments.

| firmy believe that if the United States and the
Eur opean Union were to rel ease studies fromthe FTC s Bureau
of Conpetition and fromthe EU Conm ssion Directorate 15
stating that unfair conpetition laws in the field of
conmer ci al communi cation are harnful to consumers and bad

for the information flows, that countries |Iike Japan, which
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have nodel ed their |laws on Germany, and countries |ike
Tai wan and ot her emerging countries that are still trying to
deci de which nodel they will follow, will definitely be
i nfluenced; and we have a definite chance to make a
di fference.

| was al so asked, when | was invited here, what
specifics | could recommend for the Federal Trade
Conmi ssion's future actions.

And | think basically what I'mtrying to say is
the sane thing that's been said. | would just add one nore
factor, and that is that global business has been working
for so many years in trying to develop self-regulation and a
sort of private sector harnonization. And particularly I
think you're aware, the International Chanber of Commerce
has i ssued codes on advertising practice, on sales
pronotion, and direct narketing. W're in the process now
of updating the code on direct nmarketing to include
i nteractive adverti sing.

Carla Mchelotti, who testified here the other
day, is the chairwoman of that subconmittee. And what is so
good about sonmething |like the International Chanber of
Commerce, it's a place where conpanies, not only U S. -based
mul ti-nationals, but Japan and Australia and Germany and so
forth can get together and tal k about what we think are

comon agreenents on certain principles of consumer
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protection.

And | think you'll find that we'll be allies as
you nove forward. And we certainly wi sh you the best.

Thank you.

COW SSI ONER STAREK: Wl |, thank you very much

| had occasion about a year and a half ago, very
early on in this process, to neet with three of the European
Uni on staff who were assigned to this project. And at that
time, the debate was which directorate was this project
going to be in. And fortunately it ended up in DG 15. And
fortunately the people who are working on this effort are
econoni sts, who, you know, have a bent against the
traditional European | awyerly regul ati on approach.

So | was sonmewhat assured, after an evening of
conversation with these fol ks, that naybe we will see a good

product. And the first draft of the green paper, of the

initial subm ssion, |I thought was very prom sing.
M5. BLATCH. | agree with you entirely. 1In fact,
in ny conversations on Tuesday, | had cone with all the

| awyers for Readers Digest in Europe to provide sone hard

data on existing law. And instead | was given a |lecture
that we should be really concerned about any obstacles like
unfair conpetition, restrictions which would not all ow

Readers Digest to attract people onto our on-line site.

They know t hat we have been devel oping, with
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M crosoft, a Readers Di gest hone site. And he said: How

are you going to get the custoners to cone and | ook at your
site? You're going to need sales pronotion; you're going to
need half an hour free tine offers; you're going to need to
use direct nmail and say here's where ny hone site is and
here's a gift or here's a discount for tine.

And | said, yes, yes, | believe you. 1'mglad
your doing this.

So the only other thing was he did ask that all of
us who have any opportunity to have any contact w th Europe,
pl ease do keep in all our discussions with Europe saying,
where's the green paper? They're just worried that other
priorities mght nmean that it won't conme out in January or
February. So it would be nost welcone if the U S
Government continues to hope that it conmes out and once it
conmes out enters into dial ogue.

Thank you.

COW SSI ONER STAREK: Thanks. Well, they have a
ot to overcone. | can recall once in an OECD neeting one
of the German del egates, we were tal king about the
rel ati onshi ps between conpetition policy and consuner
policy, which is something that is difficult for sone
Eur opeans to grasp; although, | nust say, the international
consuner organi zations have grasped it and understand it and

are trying to educate fol ks, both governnent officials and
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consuners in Europe, about the direct rel ationship.

But anyway, this fellow said that conpetition
policy begins where consuner policy ends. And | still
haven't figured out what that neans.

Qur next witness is Steven Spivak, who is a
Prof essor at the University of Maryland here at Col | ege Park
and serves as the Chairman of the Consuner Policy Commttee,
I nternational Organization for Standardization.

Since I'mhaving trouble talking, I"mnot going to
go through all of this. However, | think what he's going to
tal k about today are International Standards O gani zation
standards; how they're devel oped, as well as the role that
they play in international trade.

Dr. Spivak, thank you for com ng.

MR. SPI VAK: Thank you, Conmi ssioner Starek, very
much. And I'Il take over and give you the opportunity to
save your voi ce.

COW SSI ONER STAREK:  Thanks.

MR. SPIVAK: Since |I'ma university professor, if
you'll bear with ne, 1'mgoing to, as is customary, work
fromthe overhead projector.

| mght say in opening that |I'm not an econom st
and I"'mnot a | awer, but | am an engi neer.

Thank you. | nmay be the only one in the room

Conmmi ssi oner Starek nenti oned t he OECD. | have
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brought a copy -- if you have not seen it, | call to your

attention the OECD publication on Consunmer Product Safety

St andards and | nternational Trade.

Al though it's 1991 -- which may sound a bit dated

inthis time of fast-noving trade devel opnents and nutua

recognition agreenents -- it is available fromthe OECD
bookstore in Washington, D.C. It's still, | think, very
timely.

| have brought information on the | SO Consuner
Policy Commttee proposal. And |I've prepared -- and |
believe it's outside on the table -- a small annotated
citation list with reference to standardi zati on,
gl obal i zati on, consunmers, and international trade. And
t hese are avail abl e outsi de.

What 1'd like to do today in the short 15 m nutes
is go through what | hope will be helpful. | wll focus on
standards and standardi zati on, but an overview and a
structure of conpany, state and |ocal, national, regional,
and international standardization.

So | will build us up that structure, focusing
eventually on the 1SO International Organization for
St andardi zation and its Consuner Policy Conmttee and then
wor k back down in summary to where | believe there can be
value to the Federal Trade Commission in its policy

devel opnent and future work in regard to |earning from ot her

Heritage Reporting Corporation
(202) 628-4888



© 00 N oo 0o b~ w N P

N N NN NN R P R R R R R R R R
g A WO N P O © 0O N oo 0o M WwWN O

3200

exanpl es of national and international standardization.

This cartoon says: |If things don't fit, you have
a standards probl em

| guess it's -- if any of you have fought with
either inconmpatibility or lack of the appropriate sizes in
conmput er di skettes or infornmation storage units, that's a
classic exanple. It certainly happens in our office, and
I"'msure it's happened in yours.

It is, however, an exanple being dealt with by
i nternational standardization.

| bring you a particular -- prem er good exanpl e.
In fact, | believe this is froma Canadi an publication,

Public Consensus. But it says: Standards to enhance the

international conpatibility of credit cards. And it's a
reference to | SO 2894, for the standardization of
international credit cards.

It is one of many, nany exanpl es of international
standardi zation to allow you to nove through al nost any
country in the world, take the credit card, alnost wthout
t hi nki ng, out of your pocket, put it into a machi ne and be
able to have it read at al nost any bank nachi ne around the
worl d, an exanple of international and national
st andar di zat i on.

Since textile care | abels were nentioned earlier

and | happen to be both a textile engi neer and now Chair of
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the Departnent of Fire Protection Engineering at Maryl and,
with interests in textiles and furnishings, | give you sone
exanpl es.

M. Hall nentioned the exquisite French -- an
exanpl e of the exquisite French | abels, exanples that |'ve
dealt with. Care |abels, whether they are in French or
German or English or Spanish or Japanese, in the United
States, an exanple, of course, that was nentioned and may
come up later with nore expert colleagues than nyself --
al t hough I have been heavily involved as well -- of the
devel opnent of international standards. This happens to be
| SO- 3758 for international care |abeling synbols, one
exanpl e of the use of synmbols in international
st andar di zat i on.

What |1'd like to focus on, however, for perhaps
the next five mnutes is a hierarchy or a structure for
standardi zation. | believe it's very inportant to put into
perspective all these standards that we speak about.

Where do they conme fron? Were do they stand in

terms of their relationship, their interaction?

And when | say hierarchy, because I'Il bring it
back, | don't necessarily nmean to inply, as | go up this
i nportant axis, that higher is necessarily better. | wll

express sone of those opinions later, but I want you to

realize that, certainly in the United States, all of these
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st andar ds coexi st.

This is an adaptation from Lyl e Verman
(Phonetically) fromhis excellent book on standardization,
in which, in three dinmensions, standards are put in
perspective. And let ne just sumarize those for you.

One of the axes is the subject of standardizati on.
And we, of course, heard nention today standards for
textiles and clothing, standards for food, for nedical
equi pnent, for comunications, for consuner products.

So one of these axes tal ks about the products or
systens that are covered by standardi zati on. Another axis
speaks about the aspect of standardization as nmentioned by
Rich Meier and others, whether these are quality standards,
whet her they are |egislation, trade regul ations, rules of
t he Comm ssion, safety standards, packagi ng and marketing.
W' ve heard about testing, inspection, environmental
standards, codes, whether they're fire or electrical codes;
pur chase specifications, such as quality product |ists.

Al of these different uses, if you wll, or
exanpl es of standardi zation apply to all of these products.

But in addition -- and it's the focus of the
di scussi on today, one raises the fundanental question: What
is the level, if you will, or the scope of the devel opnent
of standardization?

And | think I have, | hope, an inportant nessage
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to say that in the United States -- and forgive ne if you're
well aware of this -- we have a very | arge body of conpany
st andards, in-house corporate standardi zation, usually used
bet ween buyers and sellers who work with those conpani es,
tens of thousands of them

We have industry standards, standards of the trade
of a particular industry. An exanple, Association of Hone
Appl i ance Manufacturers, AHAM will have it's industry
standards on | abeling of consuner products.

We have cities -- the Gty of Boston, the Gty of
New York -- who will have their own fire codes, electrica
codes, elevator codes and safety standards.

We, of course, have state regulations. Al nost
every state will have its own purchase and procurenent
regul ations that are mandatory to do business with the
st at e.

But sone key exanples, California, that has its
own em ssions standards. California has its own hone
furni shings -- uphol stered furniture flammbility standards.

So there are unique state regulations in the
United States.

There are, of course, voluntary nationa
standards. And | nentioned but two exanples. In the United
States you can count up to 400 different standard devel opers

in the United States, not necessarily exclusive, with no
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of fense to those not nentioned, but ASTMis one exanple,
Underwiters Laboratories, Society of Autonotive Engi neers.
Hundreds of these that devel oped national standards.

They are coordinated in the United States by ANSI,
t he American National Standards Institute. And of the nore
than 100 countries in the 1SO, International O ganization
for Standardi zation, there are two that have a private
sector national bodies. And that's ANSI, is the U S. nenber
body, and Switzerland al so has a private sector body.

So ANSI is our private sector coordinator in the
national voluntary arena.

In the national mandatory arena, of course, the
devel opnent of the Federal Trade Commi ssion, trade reg.
rul es, the Code of Federal Regulations, all of the -- GSA
General Services Adm nistration, and Defense Procuremnent
Standards, if you will, are national mandatory standards.

At the regional level, the key exanpl es, already
wel | mentioned, are European Regional Standardization,
whet her they're EN s, European Norns, maybe vol untary;
whet her they're voluntary; whether they're European
di rectives, such as product safety directives that woul d be
mandat ory.

At the international |evel, we have voluntary
standardi zati on, such as the 1SO International O ganization

for Standardi zation; the IEC, its counterpart, in the
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el ectro-tech area; and now the ITU, in telecomunications.

So effectively we have, at the least, a
tripartite, three partners, in voluntary international
st andar di zat i on.

I nternati onal mandatory, there are a nunber of
t hese. One was nmentioned, of course, the GATT standards
code on technical barriers to trade and what will be its
successor, the Wrld Trade Organization also with a
st andards code.

Signhatories, the OM is a |egal nmethodol ogy. So
there are international mandatory or treaty organi zations.

And all of these play sinmultaneously.

In the United States we are unique in that we
probably have the nobst decentralized, many say the strongest
and nost conpetitive national standards body because there
are so many players involved.

Canada, not quite as decentralized as ours with a
coordi nator, the Standards Council of Canada, equivalent, in
our case, to ANSI. And then six accredited standards
devel opers. And we have Canadi an experts who may address
t hat .

We are focusing on national standardization. Let
me sinply rem nd you, our voluntary |SO nenber, private
sector coordi nator, the Anerican National Standards

Institute; it coordinates the voluntary standards activities
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inthe US. It approves standards from ot her devel opers, as
Ameri can National Standards. ANSI represents the United
States' interests in international standardization, and it
is a source of information and access on worl| dwi de techni cal
st andards.

Very quickly, exanples. W0 needs standards?
Wl |, both Anerican National and I SO, International
St andards Organi zation for photographic film Mny of you
who sinply put 35 millinmeter filmin your canmera, your
automatic caneras, if you | ook closely enough, you'll see
that the filmspeed is an | SO standard, whether it's |SO
400, 200, 100. kay? An international standard works so
transparently well that we don't hardly appreciate.

SAE, ANSI Anerican national standards for oil, for
the viscosity of the oil in your autonobile, again a prem er
exanple, nationally and internationally.

And in this particular time of political
canpai gns, | brought one -- this happens to refer to the
fact that the glasses that we're all wearing are nade and
conformto safety standards, in conpliance with Anerican
Nati onal Standards. And this particul ar canpai gner doesn't
to have his glasses fitted properly in that he's shaking
everyone's hand who cones by.

Back to the nore inportant issue at hand. Let ne

now nove up the | adder through national, regional, to
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international standardization. And | wll refer to the
I nternational Organization for Standardization and its
Consuner Policy Conmittee, affectionately known as COPCOLCO.

The 1SOis structured with approxi mately 200
technical conmttees; but there are four policy commttees,
one of which is CASCO Conformty Assessnent; another of
which is the Consunmer Policy Commttee of which | have had
the great honor of being able to serve the past five years.

The Consumer Policy Committee reports to the ful
| SO general assenbly, but it holds formal l|iaisons with the
OCECD, which has been nmentioned. It has a close liaison with
what was the International O ganization of Consunmer Unions,
now Consuners International, their new name.

And what do we do? What we do is we study issues
of assisting consuners in national and international
standardi zation. W pronote fromthe consuner's point of
protection, the information and training of consuners,
provi de a national and international forumfor the exchange
of ideas and, maintain |liaison with other inportant
or gani zati ons.

Some of the key things that we will do that | wll
focus in the last few mnutes are -- the COPCOLCO pl ayed a
key role in setting up the first clarion call on the
confusion over the |lack of ecol ogical |abeling or

envi ronnent al | abeling standards, which eventually led to

Heritage Reporting Corporation
(202) 628-4888



© 00 N oo 0o b~ w N P

N NN N NN R R R R R R R R R R
ga A W N P O © 0o N o 0o M W N+, O

3208
maj or efforts by the 1 SO and other partners in beginning to
devel op the body of international standards for the
envi ronment .

COPCLCO has taken the lead, | believe worldw de as
well as at the SO in the devel opnent of standards for
services and service quality. And | will give you sone
speci fic exanples of that.

COPOLCO has been working on using a sunmary of al
of its national standardization nenbers, including the U S.,
in developing criteria on priorities for selling services.

And the COPOLCO nenbers recently prioritized a
list of 15 itens that they believe, as consuner experts, are
key for national and international standardization. And |
bull eted just several of interest to the Federal Trade
Conmmi ssi on.

Air and water quality; medical and hospital
services were nentioned; smart cards, including banking
servi ces; environmental managenent systens and environment al
| abel i ng; energy | abeling, which we'll hear about; public
i nformati on synbols, okay? whether they're road signs or
textile | abeling.

The Consumer Policy Cormittee has -- this is not a
conplete list. It now has 64 nenbers, of which nost recent
menbers have been Mexico, Lebanon, Mauritius, and others.

So we have a very broad base of the entire structure of
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i nternational standardizers.

On the references, there is ot of information
about how | SO serves the consuner, so | won't bel abor you
and | don't have the tinme to do so, but there are detail ed
articles in the 1SO bulletin.

Let ne close just with a few exanples that |
bel i eve are of interest to the |ISO

One of the things that COPCOLCO does is it
participate in and also contribute to the devel opnent and
publ i shing of SO I EC guides. These are international
gui des, not formal standards per se. And one of these has
j ust undergone a mmjor revision. That's QGuide 37:

Instructions For Use of Products of Consuner |Interest. That

was approved by the 1SO and the 1EC in 1995. And I'm
awai ting the formal receipt of the final printed docunent.
GQui de 50 and 51 in the safety area. Guide 51 for
safety aspects and standards and Guide 50 for child safety,
bot h undergoi ng maj or revisions now in 1995 and 1996.
We publish a consumer comruni que tw ce per year
And, again, | brought you a specific exanple that | hope
pi ques the interest of the FTC. This is the first page of
t he nost recent exanple, an Australian national standard on
conplaints handling. They believe it to be a world's first
in ternms of a national standard for consumer conplaints

handl i ng and resol ution.
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COPOLCO has been focusing on the very inportant
i ssue of international standards for services, and we held a
maj or nmeeting in Beijing, China. And one of the references
is a recent issue of the 1SO bulletin, a major feature
article, 20 pages on service standards.

And | believe that's inportant to the FTC.

Let ne give you sone exanples that | think would
be of use in terns of national standardization, being worked
intellectually by COPOLCO i n service standards.

|*ve nmentioned the Australian standard on consuner
conpl ai nt s handl i ng.

| mentioned what is a final draft of the Canadian
CSA standard on data protection and privacy for personal
data and protection for consuners.

A New Zeal and national standard, a new rating
schenme for the entire hospitality industry, hotels and
not el s.

The United Kingdom a new national code of banking
practice, in part, for the protection of consuner.

APNOR, in France, new national standards
established for the service industry. And the first
nati onal service mark has gone to a furniture noving
conpany.

Agai n, issues of inmportance to the FTC

The United States, the Toy Manufacturers of
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America in concert with European toy manufacturers and the
Counci | of Better Business Bureaus are working on a draft
| SO I EC gui deline on guidelines for advertising to children
a very inportant and interesting area.

In summary, | bring you a different picture of
this international organization. This is a different
perspective. It happens to be a pyram d with conpany and
nati onal standards noving up through international. It's a
di fferent focus than the previous chart that | gave you, but
it gives you a different way of thinking about what's really
i nportant, who is at the top of the pyramid, or is there no
pyram d at all?

In the interest of tinme, Commissioner, | will stop
at this point. And if there are any substantive questions,

I would be pleased to address them

COW SSI ONER STAREK: Wl |, thank you very much
| found that to be very educational. | was aware,
general ly, of how standards are set but not in such detail;
and | found it extraordinarily interesting and hel pful.

Qur next speaker today is Susan Lord, who is Vice
Presi dent of Governnment Relations for Springs Industries
Inc., where she serves as the industry advisor on textile
trade policy and negoti ati ons.

And she al so Chairs the Export Subcommittee of the

Anerican Textile Manufacturers Institute.
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| think today she is going to speak about the need

for harnoni zati on of standards applying to textiles and how
the FTC can contribute in this area.

Ms. Lord, thank you for com ng.

M5. LORD: Thank you, Conmi ssioner Starek.

Just by way of introduction, Springs Industries is
one of Anerica's largest textile and home furnishing
conpani es. W currently have sal es of just under $2.5
billion, and we enpl oy approxi mately 24,000 peopl e.

I''ma nmenber of the International Trade Committee
of ATM, or the Anmerican Textile Manufacturers Institute,
which is the national association for textile products. And
"' m Chai rman of both the Export Subconmittee and the Hone
Fur ni shi ngs Subconm tt ee.

ATM 's nmenbers process 80 percent of all textile
fibers processed in the United States and are engaged in
every facet of textile manufacturing and marketing. ATM
menbers col |l ectively enploy 670,000 peopl e.

So it's fromthis perspective that | am speaking
t his afternoon.

Two and half years ago when | left the world of
mar ket i ng apparel fabrics up in New York for Springs
I ndustries, | really had no idea how standards were set. |
had never heard of ANSI or ASTM | had heard of |SO but had

no idea how it functioned. But | found, as | becane an
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advi sor here in Washington, | quickly becanme aware of
standards and their inportance within the international
trade conmunity.

Beyond this, and nost inportantly, | found the
need for industry to be involved.

During the NAFTA negotiations, the textile,
apparel, yarn, and fiber industries fought hard to ensure
favorabl e rules of origin -- though I'mnot sure Rob woul d
necessarily agree with nme on that -- an acceptabl e schedul e
for the phase out of tariffs, and the elimnation of
non-tariff barriers.

One of the potential non-tariff barriers that were
rai sed during the negotiations was the issue of standards
and the need to work towards harnoni zati on.

In 1991, at the request of the governnent's
negoti ators, the national standard organi zations of the
three countries nmet to di scuss harnoni zation. The result of
this meeting was the formation of a series of
sector-specific industry groups.

For our industries, the specific need identified
was | abel requirenents for apparel and hone furnishings.

The Trilateral Labeling Comrittee was forned, and | becane a
menber in 1993.
Each country requiring different information

presented different |evels of detail in different formats in
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di fferent | anguages. The task was |arge: How to conform
how to cone to a consensus.

The | abeling issues identified included fiber
identification, country of origin, placenent of |abels,
manufacturing or inporter identification, and Care | abeling.

Wth representatives fromthree governnments and
the private sector fromeach country, the commttee has net
nunmerous tines with the goal of identifying all the issues
and reachi ng consensus on solutions satisfactory to al
parties.

Wi | e progress has been nmade, consensus sol utions
have not been achieved. And that's been four and a hal f
years.

One of the largest issues facing the commttee was
Care | abeling.

Let ne just highlight -- give you a brief rundown
of what we're facing.

In Mexico, Care labeling is required for both
apparel and hone furnishings. Care instructions nay be
expressed using a care code synbol system as you saw on the
screen earlier or in Spanish.

Canada does not require care instructions for
ei ther; however, if instructions are included, they may
ei ther be expressed in the Canadi an care code symnmbol system

or witten in the appropriate |anguage. And as you know,
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English is appropriate for all provinces except Quebec. And
there it nmust be expressed in French.

The United States requires care instructions for
apparel but not for home furnishings. And the instructions
nmust be expressed in English. Care code synbols are
currently not acceptable, though we're noving rapidly
t owar ds hopeful |y adopti ng sone.

The result of the above is that conpanies selling
products in these countries or retailers inporting their own
product directly must either maintain separate inventories
by country or develop a single, |large |abel that neets al
requirenents.

The label is often, as | said, large, confusing to
t he consumer, and expensive to produce.

The consensus of the committee is that the
nmut ual |y acceptabl e care code systemwould greatly sinplify
| abels by elimnating tri-lingual instructions, thus
reduci ng manufacturers' cost and elimnating the need for
apparel and hone furnishing manufacturers to carry
country-specific inventory.

Further, the committee feels that with some
education, a label with care code synbols will be nore
consuner friendly.

In order for the United States to accept a care

code synbol system current |abeling | anws nust be anended.
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This effort is, in fact, under way. And the Federal Trade
Conmmi ssi on, recognizing this need, requested conments | ast
fall on the use of the care code synbol system and publi shed
just last week its proposed recommendati ons with requests
for comrents on a condition exenption allow ng for the use
of certain care code synbols.

The proposed system has been devel oped by ASTM
during 1991 in response to | SO adopting a care code synbol
system over the United State's vehenment opposition.

The | SO system was devel oped by G NETEX an
i nternational care |abeling organization that |icenses the
systemto nenber countries and requires users, in nost
cases, to pay a fee.

The U. S. industry opposed this systemas it
required a licensing fee and does not neet the technical
requirenents of the U S. |law or consuner needs.

The industry needs a voluntary systemthat is
sinpl e and easy to understand and still conveys all the
necessary information to the consunmer. Qur goal is to seek
sinplicity and flexibility. W need to ensure that the
systemthe U S. adopts neets our needs donestically and
simlarly can be used as the basis for harnonization
i nternationally.

| want to take this opportunity to express the

i ndustry's appreciation for all the efforts put forth by the
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FTC in developing its reconmendation for a care code synbol
system

It has taken industry comrents and consumer needs
into account and proposed the basis for a very usable
system Wth trade anong the NAFTA partners in textile and
apparel increasing over 30 percent to $5.4 billion in the
first full year of NAFTA and with the greater enphasis on
exporting within the industry, the need to harnoni ze our
standards increases daily.

Once the United States adopts care code synbol s,
the basis for harnonization will be in place. Wthout
synbol s the chance for harnoni zati on within NAFTA and on a
gl obal basis is non-existent within the care codes for
textil es and apparel.

| would only add that there's a great urgency to
nove forward with care codes and to nove onto other issues |
nmenti oned before. The FTCis in a unique position to be
able to help the industry donestically while considering the
international trade inplications and still meeting consumner
needs.

Wil e our imediate need is for harnonization
under NAFTA, we need to continue to think globally. What
happens when Chile joins NAFTA? Do we start over? Wat
about the free trade agreenment of the Anmericas and the

possibility of free trade with the EU where G NETEX is the
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accepted systen?

| would urge the FTC to continue its work to
harmoni ze with the NAFTA countries but to continue to think
about the need for gl obal harnonization in all decisions.

Concurrent to the work on harnonizing care
| abeling within the NAFTA countries, several donestic sector
menbers of the Tri-lateral Labeling Committee and nenbers of
t he ASTM subconmittee on care | abeling met with G NETEX | ast
fall to try and work towards a systemthat would be nutually
accept abl e and hopefully could be proposed as the new
international standard when | SO neets to review the current
standard in 1996.

Wil e G NETEX has expressed interest, much has yet
to be done. The systemthe FTC proposed is a step towards
neeting this goal.

The recommendation of the FTC to adopt a care code
synbol systemwould be a najor first step in gathering the
support necessary to the work toward | SO adopting an
i nternational standard acceptable by the U. S.

As we all | ook to expand our markets beyond our
borders, we're going to be faced with nunerous chall enges.

I nternational standards are going to play an increasingly
inmportant role in the world of international trade. W need
to work to ensure the devel opment of international standards

support the needs of our industry and do not becone
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non-tariff barriers. W nust continue to share infornation
and work together to achieve this goal

Thank you.
COW SSI ONER STAREK: Wl |, thank you very much

And thanks for your -- 1'll take them as very conplinentary
comments. | appreciate it.
Qur final group of speakers today -- we have a

tandemto conclude this round before we get into our panel
di scussion. W will hear, as we did this norning, fromthe
Canadians. And we will hear the Canadi an experience and
recei ve a Canadi an perspective on all of this.

Qur witnesses today are M. Zane Brown, who's the
Director Ceneral of Consuner Products Directorate at
I ndustry Canada; and M. Joseph Hoffrman, who is the Director
of Policy for the Ontario Mnistry of Consuner & Conmmerci al
Rel ati ons.

They will speak today about the Canadi an
experience in harnoni zing provincial and national |aws and
the Il essons to be learned fromthis experience as well as
the potential future for U S -Canada efforts at
har nmoni zat i on.

Gentl emen, thank you comng. | appreciate it.
Thanks for patiently waiting all this tine.

MR. BROMWN: Thank you, Commi ssioner.

First of all, let me say on behalf of Joseph and
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nysel f how pl eased we are to be invited here to address the
Commi ssi on today, and hopefully sone of the comments that we
have will certainly help the Conmi ssion in the hearings.

Joseph and | are here in our roles as co-chairs of
t he Consumer Measures Committee, which is a conmttee
establi shed under Chapter 8 of the Internal Trade Agreenent
whi ch has just been ratified in Canada.

W would like to share with you sone of the
| essons we have | earned as co-chairs of the process and,
hopefully, sonme of the those | essons can be applied on the
international |evel as well.

Much of our experience has been accrued through a
process of formal negotiation anong 13 jurisdictions to
elimnate barriers to trade, investnment and nmobility within
Canada t hrough the agreenment. Qur particular focus has been
on harnoni zi ng national provincial consuner policies.

| f you bear with us for a few slides, we wll
provi de you with a very brief context for Canada's
experiences in this area. Slide 1, which | won't go into
for the purpose of tine, sinply outlines the structure of
Canada's internal agreenent. And you will notice that the
-- if you are famliar with NAFTA and the GATT -- that the
subj ect matters are very, very simlar to those in those
particul ar agreenents as well.

Under specific rules, you will notice that we do
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have a chapter which is titled "Consuner-Rel ated Measures
and Standards.” And that's a chapter that Joseph and |
co-chaired through the negotiation process.

Now, the inclusion of consunmer protection in the
agreenent is especially noteworthy in two respects. The
protection of consumers was recogni zed as one of the few
legitimate objectives where the objective of protecting
consuners i s acknow edged as sufficiently inportant that it
shoul d prevail over trade rules under sone circunstances.

The recognition that the effects of different
consuner standards can create barriers to trade, internally
intentionally or unintentionally, inpose unnecessary costs
to business as well as consuners, as well as provide
consuners in a national marketplace for the confusing and
vari abl e degree of rights.

You will notice a simlarity or the parallels
bet ween the national and international dinension.

The consumer chapter is noteworthy in one nore
respect: Each sector chapter was negotiated by a separate
sectoral group. The sector negotiators for the consuner
chapter were all consumer protection officials, few of whom
had any previous exposure to trade negotiations. As a
result, we enjoyed one of, unfortunately, infrequent
occurrences in public policy, really being able to have it

bot h ways.
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Because of the consumer rather than the trade
per spective shared by the group, we were able to reduce
differing | aws and standards while trying to use each
opportunity to broadly inprove the | evel of consuner
protection.

The second slide sinply gives you an outline and
sone of the areas and tasks that we have established under
t he Consuner-Rel at ed Measures Standard chapter.

It gives you an overview of the objective and the
| ook undertaken in the consunmer chapter. And I just want to
point out that this has all taken place within the last 12
months, so it's a fairly tight tine frane.

Briefly, we have commtted ourselves to action in
several specific areas: Harnonization of direct sale and
contract and consolation rights, the harnoni zati on of
regi stration requirenents, adoption of uniform standards.

So far the nost anmbitious area in the
har noni zation of legislation is the governing of cost-of-
credit disclosure. This includes fixed consuner credit,
open credit, such as credit cards, nortgage of real
property, supplier credit such as conditional sales
agreenents and |l ong-term| eases of consuner goods.

" m happy to report that all of these tasks are
proceedi ng qui ckly and on target.

The list of the harnoni zation conmtnents is not a
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cl osed one, however. New areas of harnonization nay be
added. Nor are we confined to harnonizi ng what al ready
exi sts. Cooperative actions on new areas of consumer policy
can be pursued.

We have al so conmitted ourselves to the
exploration of ways to inprove cooperative enforcenent of
consuner neasures.

W will also use the opportunity to establish a
per manent | nter-governnent Consunmers Measures Comm ttee.
This group, of which we are the current co-chairs, has
several responsibilities.

We have to nonitor the inplenentation of consuner
aspects of the trade agreenent.

We are charged with facilitating the process of
reconci |l i ng consunmer standards and identifying new areas for
possi bl e future harnonizati on.

W will act as a forum for intergovernnenta
di scussions on any issues relating to consunmer neasures and
facilitating dispute resolution if and when needed.

| will pass the rest on to Joseph.

MR. HOFFMAN.  Thank you, Zane.

Commi ssioner Starek, | will just briefly, before I
pi ck up where Zane left off, reenphasize what a pleasure it
is to be here today.

If we could put up the third slide and our | ast
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sli de.

What | think we would Iike to do with the
remaining time is talk a little bit about the | essons that
we | earned through this experience. And | think I should
enphasi ze the | essons as perceived by Zane and | in our
capacity as co-chairs, trying to keep sonewhat of a broad
| ook at things. And we've narrowed down a list to what we
saw as really the six essentials.

The first is recogni zing the nmeani ng of
har noni zation. Wile a shared vision is, of course, very
desirable as a point of departure, however, parties at the
very | east have to recognize the inplications of commtting
to harnonizing differing standards. It nmay mean
conprom sing. It may mean doing sonmething differently.

And, in fact, in sone cases, it nmay mean doi ng sonet hi ng
| ess.

The greatest fear we noted at the outset was that
har moni zati on would result in |ower |evels of consuner
protection, that pressure to harnoni ze woul d be pressure to
harnoni ze to the | owest conmon denomi nator. And we tried,
in negotiating the franework of the chapter, to address this
at the front end by several neans.

The first was explicitly stating in the trade
agreenent the legitinmacy of consumer protection.

The second was recogni zi ng each party's right to
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est abl i sh consuner standards.

The third was agreeing that, to the greatest
extent possible, any reconciliation that occurred under the
agreenent would be to a high and effective |evel of consuner
protection.

And the fourth -- and I think in our shared view,
the nost inportant -- we agreed that no party woul d be
conpelled to | ower the | evel of consumer protection that it
had i n place when the agreenent was signed.

In effect, this last point nmeans that we conmtted
oursel ves to consensus, that we chose consensus as opposed
to a mpjority as the node of operation. And I think the
results of all of that was a |l evel of confort established,
| evel ed out the group to focus on the nerits of
har noni zati on proposal s nore objectively.

I n the Canadi an context, our experience is that
differing standards appear to be a far greater concern, both
to consuners as well as to industries, than the presence of
t he hi gh standard.

So far, our experience seens to be working out
well. \Where sone provinces, in the case of the specific
har moni zati on conmtnents that Zane |isted, where sone
provi nces have come down to a particular standard, it's been
because the others have cone up. And even in cases where

the result mght be the appearance of a |ower standard in a
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specific jurisdiction -- and we have 13 jurisdictions

involved in this exercise -- even in cases where the results

appears to be |ower, for Canadi an consuners, generally, in
every case, the nmarketplace standard is now hi gher or wll
be at the end of this all

The second | esson is choosing the right things to
harnoni ze. We learned that there is not necessarily a |ink
between the sinplicity of a standard and the ease of
har nmoni zat i on.

Apparently sinple and straightforward i ssues --

what information, for exanple, should go on a |abel and

where to put it, picking a dollar threshold for door-to-door

sales -- proved al nost nore challenging than agreeing to
very conplicated credit calculation fornulas that would
apply to virtually ever individual consuner and ever
financial institutional nationally.

Connected to this issue of choosing the right
issue is the challenge of finding a bal ance between fi xing
yesterday' s consuner standard and focusing on a harnoni zed
approach to the consuner issues of tonorrow.

We found that, sonewhat unfortunately, it is
easier to focus on a standard that nmay apply to a very
narrow slice of consunmer transactions, really because it's
the one that's been regulated for years and the perceived

need for that neasure is highly entrenched.
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Third | esson, the inportance of definitions. And
this may seem very obvious to you as we tal k about it, but
to us it was sonewhat of a surprise.
Despite being a group of consuner officials, we
found very early on in the process that we really neant
di fferent things when we used terns |ike "consuner

standards," "level of protection.”

Initially, we discussed definitions al nost because
we were conpelled to legally. W were, after all,
negotiating a legal trade agreenent. However, there cane a
poi nt when we di scovered how i nportant a shared
under st andi ng of | anguage was, not the | east of which was
because our group enconpassed two | anguages as well as two
di stinct |egal codes.

And we invite you to try it for yourself. Wite
down your own definition of "econom c interests of
consuners" and see how it conpares with the definition of
t he person beside you or, in fact, conpare it to ours.

The next | esson |learned has to do with
authoritative participation. Zane talked a little bit about
the interesting attri butes of the conposition of our group
in ternms of their past experiences as consuner officials as
opposed to the few of us who had any trade experience.

On a nore practical note, we | earned about the

difficulties encountered when di fferent nenbers -- and we
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tend to avoid the term"negotiators" -- canme to the table
with varying authority to nake deci sions.

And | enphasis that this isn't a probl em of
gaining political approval. This is a practical negotiating
issue right at the table, the challenges faced by sone
menbers getting approval fromtheir respective bureaucracies
to speak authoritatively.

On the other hand, as a group, we preferred to be
informal and not take a fixed view about the |evel of
representation sent by each governnment. W wanted the nost
know edgeabl e people at the table. W were, generally,
unconcerned if some were senior executives, if sone were
staff lawyers, if some were m ddl e managers or, indeed,

m ddl e nmanager staff.

And | think our experience is that, well, this has
been sonewhat problenmatic fromtine to time in the
negoti ati ons, generally speaking, the quality of the
di scussion, the ability of the group to really focus in on
the issues at hand froma consumer protection perspective
was -- benefitted fromthis diversity of nenbers.

But it did cause us sone probl ens.

The next | esson had to do with advanced
commtments to outcone. And our experience was that this
was conjecture in the beginning. To assure success, the

approach we needed was to deal with everything in,
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essentially, three stages.

The first, to establish a firm and bindi ng
comm tnent in advance to a specific outcone.

For exanple, that we woul d conpl ete negoti ati ons
on the el enment of harnoni zed cost-of-credit disclosure
nationally by a fixed date even before we started debating
the details.

The second stage, that we woul d achi eve final
political approval and determ ne the nost appropriate step
towards concurrent | egislative change and ot her
i npl enent ati on consi derati ons because sone things can be
done without | egislation.

So far this sequencing appears to work; although,
we have recogni zed a possi ble problemin accommbdati ng sone
political realities.

Many of our governnents are at different points in
the political cycle, and that nakes | egislative scheduling
somewhat uncertain. Cabinet mnisters change, often very
unexpectedly. And this nmay necessitate revisiting the tine
tables for briefings, for approvals, getting all of our
mnisters to a common table to consider and sanction work is
seen as extrenely inportant to this process.

Now, we al so discovered that as political figures,
as political |eaders, our departnment heads' portfolios were

really quite varied. Al of them had consumner
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responsi bilities; but sone cane to the table as
representatives of mnisters, responsible for trade or
i ndustry. Ohers had housing in there; sone were
responsi ble for recreation; quite a few were, | guess, the
equi val ent of state attorneys general.

The last point that 1'd like to talk about is
really the need for a strategic approach to consultation.

Among several |essons learned in this area, we
di scovered the difficulties and opportunities presented by
wor k that was not seen as being owned by a single
gover nnent .

The difficulty is really that consultation efforts
need to respect the presence of stakehol ders at both the
national and provincial |evels. However, in 11 or 13, if
you include the territories, of the jurisdictions, each one
of those jurisdictions conducting their own consultation is
an awmfully difficult and not necessarily source-efficient
way of approaching consultation in a harnonic fashion.

On the other hand, we're a committee. W're not a
secretariat. W don't have dedicated staff, so we have sone
[imtations on our capacity to consult stakehol ders
directly. So we've tried, so far, to handle this inportant
i ssue by taking a nunber of steps.

First, as part of our negotiating exercise,

ensuring that we have devel oped a single consultation
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docunent for comon use in all jurisdictions.

Secondly, ensuring that all stakehol ders at al
| evel s are identified at | east on some kind of master |ist
so that there is awareness of who is being consulted and
wher e.

The third, and connected with the one | just
mentioned, is respecting the right of governnents to conduct
their own consultation but devel oping, in effect, sone
protocols for sharing the results of those findings.

And I'd Iike to maybe diverge here and point out
that the cost-of-credit harnoni zati on negoti ati ons, which
Zane nentioned, are extrenely conplicated.

| think there are really only two provinces that
opted to do any of their own provincial-Ilevel consultations.
Everyone el se was very confortable allow ng the co-chairs of
the negotiating team which is a subconmttee of the group
t hat Zane and | co-chair, to, in fact, conduct the
consul tation and do the kind of dial ogue where it was
necessary and to synthesize the results and share those
anongst all of the parties.

Connected with this, really, was the need for
devel opi ng commobn conmuni cations nmaterials for use really
anywhere in the country and designating the working group
chairs as the primary external contacts.

And the last point in this area was providing our
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political |leaders with sonme distance fromthe direct issuers
until the final proposals were reached at a working group
| evel and devel oped for political approval so that we can
take forward to mnisters, really, the reconmendations for a
conpl ete harnoni zati on proposal, rather than del egate up, so
to speak, disagreenents.

And so far, we have been fortunate in that regard.
Al t hough, | should add a point that ties in with, perhaps,
again the political realities. Mny of our mnisters, or at
| east some of our ministers, are conscious of the difficulty
t hat the harnoni zati on exerci se presents to |egislators.

In effect, as far as the | egislators think,
there's not nuch roomto add val ue pushing through a piece
of legislation. It's all done for them in nost cases, by a
group of non-elected officials and dealing with that
dynamic. And | think what we mght find as we go forth down
this road is the need for sone thinking about how to bl end a
role at the political level into the harnonization exercise
so that there is, in fact, sone -- not only the appearance
but the substantive val ue added on the political side as
well as at the staff |evel.

And I'll turn it back to Zane at this point.

MR. BROMWN: Thanks, Joseph.

One of the key elenents in the negotiations that

proceeded along with the discussions was the fact that, as
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we achi eved success on each chunk of the -- whatever we were
tackling -- it seemed to strengthen the relationship in the
parties. It also increased the trust |evel anongst the

parties. O it made things easier as we went al ong.

And it bodes well for the future of the work of
the commttee. We will be tackling, probably, stuff like
el ectronic marketing, sonme of the issues that we were
tal ki ng about today. Certainly sone of the fall out, like
the privacy issue, negative option marketing. And one of
the things that we were noving ahead very fast on is
cooperative enforcenent anongst the various parties within
Canada.

However, as we al so have recogni zed, these issues
are universal in nature and any resol ution should refl ect
the international dinensions of today's trading patterns.

| could nention that we have a nunber of such
initiatives, of course, already well underway. Under
chapter 9 of NAFTA we are involved with textile |abeling.
We have certainly comented on the care | abeling proposals
put fourth by the FTC. W are also involved with the |ISO
subconmi ttees worki ng on eco-| abeling or environnental
| abel i ng.

We are nmenbers or participants in the N ST work
bei ng done in ternms of nmethodol ogi es, tol erances, price

verification under wei ghts and neasures and so on.
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So there is -- there are | ong-standi ng worKki ng
arrangenents that are in existence and will continue.

Now t here are several specific interests for
further attention.

Nunber one is looking at the role of |egislatively
recogni zed industry codes to provide greater flexibility in
adj usting consumer regul ati ons as the marketpl ace evol ves.

The second one is exploring opportunities for
cross-border cooperation and consuner education in
partnership with business and consuner agenci es.

Taki ng advant age of existing opportunities under
chapter 9 of NAFTA to address ot her consumner protection and
future issues.

Simlarly, to expand work on cooperative
enforcenent to | ook at opportunities for greater north/south
action rather than action confined to state-to-state or
provi nce-t o- provi nce.

More frequent, constant, collaboration in consumner
policy devel opnent to follow up on issues such as those
rai sed in these hearings.

Est abl i shnment of a regular North American forum
for consumer agency comuni cation and project work.

Recently the Canadi an Consuners Measures Conmittee
met in Toronto with the executive board of NACA; and this

was the first nmeeting of its kind that brought consuner
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agency officials together to conpare the respective

priorities and plans and to share information. It was a
very successful neeting, | can add.
We hope that you will be able to benefit from our

experiences. W certainly intend to build on our experience
as we nove forward to address other consuner-rel ated
nmeasures and standards in a nmuch nore flexible, proactive
manner .

| want to thank, again, the Conm ssion for giving
us this opportunity.

Thank you.

COW SSI ONER STAREK: Wl |, thank you both for
just a fascinating presentation. |'m absolutely anazed t hat
you had the strength Ieft to get on the plane and cone down
here. |If we were ever to undertake such an exercise in the
United States, with our 50-plus jurisdictions, in addition
to the Federal Governnent, | only could say | hope ny term
has expired.

Well, I think it's fascinating. | think you have
| aid a foundation for our discussion. And that is: How can
we, or should we, even begin to tal k about harnonization of
bot h our standard-setting procedures on an international
basi s and our | aw enforcenent policies?

Shoul d we seek harnoni zati on and standardi zation?

And, if so, how? And how do we avoid the pitfalls that both
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you and Bruce Silvergl ade have pointed out in this process?

| s the nodel that you have denonstrated for us
somet hi ng we shoul d encourage our friends in Europe to use
when they have to work out their probl ens?

These are things that | hope we can address when
we reconvene, after about a 10-m nute break, for a
di scussion where we will joined by sone other panelists as
wel | .

So let's take about 10 m nutes and cone back for
what | think will be a fascinating discussion.

(Wher eupon, a brief recess was taken.)

COW SSI ONER STAREK:  All right. | think naybe we
can gather around and try to continue with our discussion.

For this part of the program we are adding three
di scussants. The first is Toni Guarino, who is Counsel to
the law firmof Buc, Levitt & Beardsley, who specializes in
food and drug | aw, advertising |aw, and consuner product
safety | aw

Secondly, another additional panelist is Carl
Priestland, who is the Chief Econom st of the Anmerican
Appar el Manufacturers Association. M. Priestland has been
in this capacity for 20 years and has represented AAMA and
its menbers at international negotiations on trade for the
past 20 years.

And, finally, Mchael Thonpson, who is the
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Director of CGovernnental Relations for the Wirl pool
Corporation, has joined us. Wirlpool manufactures in 11
countries and markets products under 10 nmjor names in nore
than 120 countri es.

| wonder if any of our new panelists would like to
make a brief statenent or add sonething or make a comment on
what they heard, because |I know you were all here for the
first half of this afternoon's session.

M . Thonpson.

MR. THOWPSON:. Thanks, Comm ssioner Star ek.
just wanted to nake a few comments about the appliance
| abeling rule.

Whien | was asked to conme here and speak as a
di scussant, Elaine asked ne to identify areas where,
per haps, the FTC could work nore closely with our
counterparts in Canada and Mexico to help mnimze the
burdens and, therefore, the costs of |abeling under three
di fferent national |abels.

So | would like to give you a couple of m nutes of
a Wiirl pool perspective on the appliance energy |abeling
programthat the FTC has.

Wi rl pool Corporation, as you indicated, is a
gl obal manufacturer of major hone appliances. And you gave
a pretty good overview of where we're -- you know, we're

| ocated in over 120 countries around the world.
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In the United States we have 10 plants in 7
states; but we also have nmanufacturing facilities in Canada
and in Mexico. And we manufacture all of the appliances
that are currently covered under the FTC s energy guide
| abeling rules; and they include refrigerators, freezers,
cl ot hes washers, dishwashers, and roomair conditioners.

Wien the FTC rule was originally crafted back in
the late 70's, | was there at the very tail end of it. Wen
the FTC -- as a commenter on behal f of the Whirl pool
Corporation. Wen the FTC, in all subsequent invitations
for comrent on anmending the rule, asked participants from
the public, we also got involved. So we have been deeply
involved with the |abeling rule ever since its inception.

The purpose of the labeling rule is to, first of
all, show what the cost right nowis for operating that
product on an annual basis. And you're transition this
year to a new fornmat that will show KWH per year, kil owatt
hours per years, which we heartily appl aud.

But the primary reason for the labeling rule is to

gi ve consuners choice. | brought a few labels. You're
pretty famliar with them |'msure. But they do show, you
know, the relative cost now And that will change to show

annual energy consunptions with ranges of conparability of
the least efficient and nost efficient at each end of the

bar there.
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In the spirit of NAFTA, we strongly support the
har noni zation of l|abeling. R ght nowthere is a |ot of
probl enms with that harnoni zati on process.

And the problens are predom nantly in the area of
formatting. The United States has one format on which the
energy descriptors are KWH per year, energy efficiency
rati o, and annual operating cost. You know, that's where it
is right now

Mexi co shows only KWH per year

Canada has KWH per year and EER for room air
condi tioners.

There are different ranges of conparability, in
ot her words, nost and | east efficient, in every nation.

Mexi co does not have its own range of
conparability but has some kind of identifier that shows
different and nore efficient products with A through D
ratings.

The | anguage is obviously different, and the
format is considerably different.

The maj or obstacles to harnoni zation are basically
the format itself, which we believe can be overcone. But
some past interpretations by both the U S. and the Canadi an
Governments with respect to dual labeling -- which is
something we would like to do in the absence of a conplete

har noni zati on process -- in the past, the FTC has
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interpreted certain provisions in the existing |aw, where we
woul d |'i ke to maybe do back-to-back | abeling, as being
unaccept abl e because one provision says -- and |I'Il just
kind of read it real quickly: "No marks or identification
other than that specified in this part shall appear on or
directly adjoining this | abel except for a part or
publi cation nunber for indication."

Strictly interpreted, what that neans is: You
can't even dual I abel.

Now | know that you're | eaning towards that right
now. | would encourage nore direct contact -- and |'m
tal ki ng about face-to-face contact between the Federal Trade
Conmi ssi on, Natural Resources Canada, and the fol ks that are
your counterparts in Mexico.

| woul d encourage a nodification of sections that,
strictly interpreted, would prohibit us fromdual and
tri-national |abeling right now.

| woul d encourage, to the extent practical, that
everybody within the FTC work with their counterparts to
harmoni ze these | abel s.

To give you an idea of what sone of the benefits
are, at a mnimmit's hundreds of thousands of dollars to
us; but 1I'mnot speaking just to Wirl pool Corporation,
because those dollars ultimately translate in dollars that

is saved by the consuner.
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We reduce our adm nistrative burdens considerably.
It's a 12- to sonmething |i ke 18-step process on just the
approval of one of these labels. And if you would nultiply
that times three for each nation, it gets even nore conpl ex.

Qur printing and | abor costs go down consi derably
if we can harnoni ze or dual | abel.

SKU, Stock Keeping Units, the |abel nunbers go
down consi derably. And even the nodel nunbers, the nunber
of nodel nunbers that we produce, go down.

The dol | ar savings, we believe, can be transl ated
into better, nore worthwhile ventures if we had harnonized
| abeling or at least the ability to do a |abel through
rei nvestment and research and devel opnent, through inproved
consumer features investnment, investnents in our processes
in our plants.

And that's one of the reasons why we have been so
conpetitive over the years, as an industry, because we
constantly inproved our processes. And by doing so, we have
mai nt ai ned our conpetitive posture with other manufacturers
and can bring those benefits to consuners.

So | would strongly encourage the harnonization
and, in the interim that the FTC consider bi-national or
tri-national energy guide |abeling.

There are a | ot of obstacles over and above what |

have nentioned to you right now, differing test procedures
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bet ween Mexico and the U. S. that are | argely harnonized
between the U. S. and Canada.

But, ultimately, | believe that we ought to be
able to cone to a common energy descriptor that shows KWH
per year. That would help. And that can be comon to al
three countries, with a comon test procedure, hopefully,
that would be readily identifiable by any consuner in each
of those three countries.

COW SSI ONER STAREK:  Anot her chal | enge rai sed by
NAFTA.

Did any of our other speakers -- yes. Toni.

M5. GUARINO Thank you, Commi ssioner Starek and
Commi ssi oner St ei ger.

It's really good to be here. | appreciate the
invitation.

| would actually |ike to answer the two questions
t hat Conmm ssioner Starek posed just before the break.

He asked: Should the FTC seek harnoni zati on of
its policies and | aw enforcenent approaches?

And, if so, how?

And | have, to begin with, just very specific
answers.

In answer to the first question, yes, | think
har noni zation is a good idea.

And very specifically in an ongoi ng proceedi ng on
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t he | eat her guides, industry guides on |eather products,
woul d propose that the things that are in the proposed guide
out there, that was accepted, that was on the record for
comment up until earlier this nonth, that the approach the
Commission is taking to the use of the word "leather,” in an
unqual i fi ed sense, be reconsi dered.

And, in fact, that the Comm ssion reconsider the
EU st andard, which was pointed out in comments submtted by
two comenters earlier, dealing with Distributors and
Retailers of America and the Leather Industry Association.

The EU standard is a sonewhat nore expansive one
toward use of the word "leather.” And it takes into
consi deration changes that have taken place since the
Commi ssion's earlier guides for shoes and footwear were put
in place alnost -- or really nore than 30 years ago.

And | think that it would be an opportunity for
the Commi ssion to put its energies into a practical
application of what we're here tal king about today, which is
a very good kind of world view of regul ations.

It would al so be consistent with the Comm ssion's
approach i n another ongoi ng proceeding, the "Made in the
USA" proceedi ng where, again, the new gl obal econony, as the
Commi ssion stated in its own proposal, is very inportant in
reconsi dering how the Conm ssion will approach the "Made in

t he USA" term nol ogy.
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So the comment | just nmade is contained in the
formal comments that were filed on the 15th by the footwear
Distributors and Retailers of Anerica.

| have a couple of other observations. | was
asked to comment briefly on an organi zation that |'m
associated with, the International Bar Association. | serve
as a Vice Chairman of one of the committees of the
International Bar Association. And | would just briefly
mention, | think the Comm ssion is at least formally aware
of this organization because there have been Conm ssion
representatives at sonme of its neetings.

| serve as a Vice Chairman of the Products
Liability Unfair Conpetition Advertising and Consuner
Affairs Conmttee of the International Bar Association.

COW SSI ONER STEI GER: I n your spare tine.

M5. GUARINO In ny spare tine, yeah. And that's
a very long title. And it's noteworthy that "unfair
conpetition” is part of the title of that commttee in the
context that Mari Ann and Bill were tal king about earlier.

The idea is an interesting organization. It's
conposed of individual |awers and bar associations from
countries, really, around the world.

And while it does not have as one of its goals
“har noni zati on of l|egal standards,” it is an excellent forum

for | earning about how other countries are doing things and
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potentially affecting sone of the approaches.

A coupl e of years ago, there was a session that
was a session of the commttee |I'mserving on that dealt
wi th advertising of environmental clains and clains for food
products and clainms for cosnetic products and there were
representatives froma nunber of European countries as well
as the EU and Australia. And it was just an excellent forum
for hearing about the different | aws and standards in those
areas that | know are of inportance to the Comm ssion.

And | would just give you a little preview of
anot her nmeeting that is comng up in Cctober of next year.
I know that cyberspace issues were part of this hearing

earlier in the week, and ny commttee is actually pl anning

to co-sponsor a session in Berlin -- 1I"Il be in Berlin in
Cct ober of next year -- that will deal with what is called
"consumer transactions in cyberspace,” including an analysis

of the position of consumers and their protection, including
data protection and distant selling regulations, as well as
credit issues.

So that session, | think, is pretty well
established; and | would be happy to keep you all inforned
on that and other dealings with the International Bar
Associ ati on.

It's just one nore forum of the many that have

been suggested for the Comm ssion to spend its resources on,
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but it is a good association and sone opportunities for
getting views expressed, if no tangible results can be
really be nmeasured.

Beyond that, if | could just take a mnute to
respond to a couple of coments that were nade earlier by
t he ot her speakers.

First of all, these are just in the nature of
observations. | was very much involved in the devel opnent
of the regulations to put the Nutrition Labeling and
Education Act into practice at the FDA. And when the new
regul ations finally cane out in, | believe, early 1993,
participated in sone seminars for Canadians up in -- | think
we did a session in Toronto, as well as a session in
Brussels. And the purpose was to explain to the Canadi ans
and to Europeans what these new regul ati ons woul d do and
what restrictions would be inposed on food nmanufacturers
sendi ng product into the U S

And | can tell you that the initial reaction was
di sbel i ef .

Now, coul d FDA have done nore to consider
international inplication of those regul ations? Probably
not a whol e | ot because of the underlying |egislation. But
it's good to know that the Conm ssion is taking nore of a
worl d view than perhaps the U S. Congress did back then.

But it was a rather astounding reaction that we
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got and that, you know, maybe nothing could have been done,
but it is good to hear that, at |east going forward, there
is nore of a global consideration that's being given to the
devel opnent of new regul ati ons.

COW SSI ONER STAREK:  Yes, that was the experience
that I had in the OECD, the sane thing. | nean, people
woul d say: Aren't you the deregulatory nation? This is the
nost regulatory thing -- this was nuch nore regul atory than
Eur opean or ot her schenes.

M5. GUARINO And no consideration really given to
the international inplications or the harnonization aspects
of it.

Agai n, that was kind of -- you know, in a sense,
it was a function of the statute.

MR SILVERGLADE: |'d add that other countries,
rangi ng from Si ngapore to Israel now, are noving in our
direction. And this reaffirnms the point that I was trying
to make, which you may want to refer, that this is the way
for the U S. to nmaintain | eadership and mai ntain our
position and maintain our standard of living and share it
with the rest of the world.

M5. GUARINO In this case without consultation in
advance, but, nonetheless -- | nean, that was really just in
t he nature of an observation.

But beyond that, on synbol ogy, again, just as an
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exanpl e, when the USDA Saf e Handling regul ati ons were com ng
out a couple of years ago, there was an interesting
experience. One of the initially proposed synbols was, |
bel i eve, a cake of soap, which was -- there are synbols, as
you may know from | ooking at your neat packages, associ ated
with this Safe Handling regul ations for nmeat and poultry.

And | think one of the initially proposed synbols
was a cake of soap which was supposed to tell people:
You' re supposed to wash your hands before you -- or rather,
after you handl e neat.

And sonebody observed that that nmay communicate to
peopl e that they were supposed to wash their neat with a
cake of soap. So the final synbol came out with, | think,
soapy hands or sonething |ike that.

But thank you for the opportunity to comment.

COW SSI ONER STAREK: Carl, did you want to offer
any initial conments?

MR PRIESTLAND: | would like to nake one comment.

In the area of |abeling, the U S. was the only
country of the three that did not have the ability to use
the care synbol system So we are very pleased now that the
Conmi ssi on has decided to, at l|least, |ook at this nore
specifically.

And with that, the possibility of harnonizing a

care synbol systemwi thin NAFTA has increased consi derably.
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And al so, because of the international structure,
we think that that would be quite useful to all of the
menbers of the U S. and Canada and Mexico in terns of
i nternational trade of apparel and textiles.

So we are quite pleased that the care synbol
systemis getting a significant look at. And, hopefully,

t he Commi ssion, when it finishes, will take care of the --
make the care synbol system part of the requirenents or at

| east opportunity to use the care synbol systemrather than
witten material.

| think this is very inportant to the whol e
community in terns of the retailers and the apparel
manufacturers. And it's sonething that | think we need.
And this is the best forumto start | ooking at things |ike
t hat .

Thank you.

COW SSI ONER STAREK:  Thank you.

Let ne suggest this, since we've tal ked so much
about the OECD, why don't we use one of their procedures,
which is, if you would Iike to say sonething, take that
l[ittle sign in front of you and stand it up like this; and
then we'll know who wants to talk, and we can try to keep
track and keep it in order.

Commi ssi oner Steiger, | believe, has a question?

COW SSI ONER STEI GER: | would be interested in
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whet her any of you think that there are particul ar probl ens
that are posed by sone industries.

One that conmes to mind is the great variety it
seens to nme of treatnment of marketing of pharnmaceuticals.

W are in an era here where you are seeing a | ot
of transference fromformerly prescription nedications into
t he over-the-counter market where consuners now have w der
range of purchase options.

But it seens to nme that standards vary greatly as
to, nunber one, what is and is not a prescription nedication
abroad? And as to what, if anything, can be said about a
phar maceuti cal product.

Has this posed any particular interest for any of
you?

And are there simlar industries where there m ght
be such a variety of the current practice in marketing that
it could create barriers?

Mari Ann.

M5. BLATCH. | agree with you about the differing
regul ati ons on pharmaceuticals; and it's too bad there's not
sonmeone here from Pfizer because | know they chair all the
international conmttees.

But | would say, fromthe point of view of Readers
D gest, when we are selling a page of advertising to a

pharmaceuti cal conmpany, we can never sell a gl obal page.
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We're al ways sel ling nmagazi ne by magazi ne because each
country, they have to set the new page for the particul ar
requi renents; and the product will be considered an
over-the-counter in one country and a pharnaceutical in
another. It wouldn't even be allowed to be advertised in
one if it's considered pharnaceutical .

And then the question of what other
recommendati ons -- you know, what contraindications -- you
know, in sone places we sell an extra page, which we |ike;
but our readers don't really like to see that extra page of
print, to be honest.

And there's also -- ny favorite topic, sales
pronotion. In the EU analysis of sales pronotion, they
point out that in many countries the pharmaci st on the
corner, the little pharmacies, are afraid that there should
be no advertising and there should be no free gifts or free
sanpl es or anything |ike that.

And so in a |lot of places in Europe, the smal
pharmacy, for unfair conpetition reasons, is extrenely
l[imted to what can be done.

COW SSI ONER STEI GER: Wbul d t he sane
si ngl e- page-per country apply to the exanple that we heard,
for exanple, of an appliance that m ght have energy
st andar ds?

Do you run into that as well if Readers Di gest has
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sonmeone wanting to adverti se a washing machine, a dryer?

Do you find that there is this problem of how you
can label or format in an ad, globally, what the energy
requi renents, for exanple, are?

M5. BLATCH. Well, in fact, what happens is that
the advertiser and the advertisi ng agenci es have huge | egal
staffs that keep track of all that sort of thing; and then
they conme to you us, and in our case, because we have
separate nmamgazi nes, we can acconmodate them and nmake sure
t hat they abi de.

If they're trying to buy into say Econom st or

Tinme Europe, there's greater difficulty because there's just

one magazi ne going into several markets.

COWM SSI ONER STEI GER: Thank you, Mari Ann.

COWM SSI ONER STAREK: | think Bill wanted to
conmment on that, Comm ssioner.

MR. MacLEOD: Just a short comment on Comm ssi oner
Steiger's question. And that is the advertising regul ations
for prescription drugs are a perfect exanple where consuner
protection has been the eneny of consuners. The regul ations
that the FDA inposes here are regul ations that nake it
virtually inpossible to adverti se because one nust buy
al nost an entire extra page of a publication |ike Readers

Di gest .

VWhat's unfortunate is that those are the nost
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enl i ghtened regulations in the world right now because in
nost places you can't advertise prescription drugs at all.

Fortunately, the FDA is currently reconsidering
its direct-to-consunmer advertising policies. And the
indications are is that they are going to be substantially
revised. And there is a perfect exanple of where the United
States could exert sone | eadership, because we can find,
am sure, many exanples that are far nore dramatic than those
that were denonstrated in the cereal industry of therapies
that can save lives that are dissenmnated far nore rapidly
t hroughout the econony as a result of the information being
made avail able to the consuners.

COW SSI ONER STAREK:  Thank you.

| think, Mchael, you were next.

MR. THOWPSON:.  Thanks.

Commi ssioner Steiger, I'll just answer on the
front end. W have not experienced a |ot of problens in the
appliance industry with respect to advertising energy.

That area is fairly strictly regulated in a sense
al ready by yourself as far as what we can say in the
consuner catal ogs, the literature that goes out to our
retail dealers and our distributors.

| don't want to have a di sparagi ng conment here
about the guide itself, because we do support it, but we

found in all of our surveys of consuners over a many-year
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period, that energy isn't one of your primary sellers. They
don't conme in as consuners and ask: G ve nme the nost
efficient refrigerator you can find. It would be nice
soneti mes because we have sone of the nore efficient
products out there. But it's usually fifth to eighth on the
list before it ever cone up.

COW SSI ONER STEI GER: I nteresting.

COW SSI ONER STAREK:  Thank you.

Toni ?

M5. GUARINO  Just picking up, again, Comr ssioner
Steiger's question, the International Bar Association
neeting fromtwo years ago that really focused on
advertising for food products and environnental clainms and
things like that, really denonstrated the disparity and the
need for not only changing the | anguage in different public
-- you know, in different countries where an ad was to be
run but accommodating different |egal requirenents.

And there were representatives from i ndi vi dual
conpani es as well as ad agencies denonstrating how t hey
changed, for exanple, on television conercials sonme of the
approach while trying to preserve as much of the visuals as
possi bl e.

O course, you know, you always do have to deal
with the | anguage. So presunming that you're going to be

putting your ad in the |ocal |anguage, you do have to make
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that change. So | don't want to minimze the problem but,
of course, there are expensive legal staffs in the conpanies
and agenci es, which does add to the cost to consider not
only the translation but the differing | egal requirenents.

On the prescription drug advertising, Bill's point
was a very good one. And the FDA recently had public
heari ngs on the possibility of, you know, whether or not it
shoul d change its currently very restrictive approach.

At that hearing, there was sonmebody from 1| think
it was Health Canada who testified about the Canada
approach, which is just a total prohibition.

So even if we do change our current approach,
there are still a lot of barriers in that area, and I
i mgi ne they will continue.

Al t hough, there is sone glimer in ternms of drug
approval, | knowthere is a little bit of an increased
willingness here in this country to accept studies that have
been really done in other countries as part of the drug
approval process here. So | think there's maybe a little
bit of an opening up of a recognition that there is value in
ot her systens as well as our own.

The CODEX val ue process, which was spoken about,
is an effort certainly at harnonization on a | ot of issues
in the food area, but it is noving at a gl acial pace and |

t hi nk has been going on for decades woul d be not on
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exaggeration. So it's just going to be very tough and very
lengthy, | think, for all of these products.

MR. SILVERGLADE: Two points. On the role of
CODEX, CODEX was originally was conceived to be an
i nternational standard setting organization that could
benefit | ess devel oped countries who coul d not develop their
own food safety standards, for exanple, so that they
couldn't engage in international trade because their
products weren't up to par. And it was there to set a
| owest common -- a miniml standard for countries across the
gl obe.

But nore recently it's being |ooked to as a
har noni zation effort. And those two goals are not the sane.
And CODEX may have to take on a new formto really live up
to harnoni zation and not just reduce the whole world's
standards to the | owest common denom nat or.

We are not here to discuss prescription drug
advertising, but | just wanted --

COW SSI ONER STEIGER:  Can | just interrupt before
you go onto your second point?

How is the CODEX interacting or reacting with the
efforts by the EU to set standards or norns?

Is there a constant interaction there? O don't
you know?

MR. SILVERGLADE: Well, the EU has a
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representative on CODEX and speaks, you know, for the
European Union. And it depends on each issue, whether we're
tal ki ng about health clains or defining the term"natural"”
or should a radiation be | abel ed and the positions sonewhat
di ffer, depending on each situation.

COW SSI ONER STEI GER Excuse ne. And |
i nterrupted your second point.

MR. SILVERGLADE: OCh, no. That's okay. | needed
alittle break there.

No, | just wanted to nmake a comment on
prescription drug advertising. CSis not directly invol ved
with that. But | think this is, again, sonmething that the
FDA is going to have to nove very slowly on. And the
consuner market pl ace experience -- the actually experience
of the consuner in the marketplace may not match the
econom c theori es.

W' ve heard about the potential benefits of
prescription drug advertising. And | would urge everyone
just to talk to any friends or rel atives, neighbors who have
gone to see their doctor because they saw an adverti senent
for prescription drug and just anecdotally nonitor what the
response of their physician was.

Usual ly the doctor will tell you, you don't have
any idea related to what this drug can do; and it's not

appropriate for you.

Heritage Reporting Corporation
(202) 628-4888



© 00 N oo 0o b~ w N P

N NN N NN R R R R R R R R R R
ga A W N P O © 0o N o 0o M W N+, O

3258

COW SSI ONER STAREK:  Thank you.

Pr of essor ?

MR. SPI VAK: Thank you, Conmi ssioners.

May | change the subject to nore general coments,
if we've discussed this sufficiently?

|'d like to summari ze sone of the discussion from
my own personal perspective, if | may, this afternoon in a
series of six or seven short thoughts.

One, sinply a word of caution: | would like to
say that we should not, in these hearings and on the public
record, sound so jingoistic as to assune that the United
St ates al ways has the best, the strongest, the nost
protective, the nost innovative standards and regul ati ons.

Al t hough, | amequally proud of what it is we do
and what the Commi ssion has done with the U S. regul ations
and the private sector standards, one can find nunerous
exanpl es that the Conm ssion can | earn from and, indeed,
does, fromour partners in Canada and from ot her nations
around the world that are superbly well done.

COW SSI ONER STAREK: Li ke the Scandi navi ans, for
exanpl e.

MR SPI VAK:  Pardon ne?

COW SSI ONER STAREK: Li ke the Scandi navi ans, for
exanpl e.

MR. SPIVAK: That's correct. And there are many
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regul ators around the world, as you well know, from OECD who
don't understand the devel opnment of voluntary or
alternatives to regulations. And don't think our
regul ati ons are hi gh enough by conparison with sone of
theirs in Scandi navi a.

An equi val ent exanpl e, nunber two, where | ended
my formal remarks, service area standardi zation.

The Conmm ssion can learn, as | hope you will, and
can contribute to the work of not only in international but
peer work with other national standardi zers where | gave
sonme exanpl es of service industry standards -- sone of which
are voluntary, sonme of which nay be adopted into nandatory
regul ation -- that can be superb exanples of the Comm ssion
regul ati ng and protecting consuners in service industries,
as | know you have consi derable interests.

And many of those prem er exanples of service
i ndustry standardi zati on, pioneering work i s going on not
only in the US. but with our the partners in Canada and in
France and in Gernman and in Australia and others.

| tem Nunber 3, the Commissioner's conment, which
under stand, but again, allow ne a word of caution about -- |
di sagree with the general statenent or the off-term warning
that international standards are, or may be, |owest conmon
denom nat or standards.

Let ne give you one exanple of an |ISO standard
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that 1| am sure nost of you are famliar with, the SO 9, 000
series of international quality managenent standards.

The nost recent Mobil worl dw de survey now shows
over 95,000 will probably -- the world will quickly be over
100, 000 plant sites or corporate certifications of quality
managenent systens in conpliance with third-party auditing
of corporate quality managenent systens. And that's in
conpliance with the 1SO 9,000 series.

Following on, it will be interesting to see what
the 1 SO 14,000 series of environnental managenent systens
that will be coming with an i ndependent auditing system
The systemis already operating in the United Ki ngdom under
British standard 7750.

It is comng inthe United States. And it will be
interesting to see whether we can develop internationally
har noni zed | abel s for environnentally friendly or recycling
aspects as the Commi ssion has had been active, and others,
and whet her we can do that internationally.

Certainly the SO is making every effort, and the
US. is playing a key role.

In summary, the | arger nessage for the Federal
Trade Conmi ssion is that, no doubt -- and I commend you for
having these hearings. W are in a global world. These are
gl obal nmarkets not only for consumers but, as we have al so

heard, gl obal markets for business and industry.
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The Federal Trade Conm ssion needs to represent
t he best of your regul ations, our regulations, in the
regi onal and global nmarkets. And in a tinme of restricted
budgets and very little travel noney and downsi zi ng of sone
of the governnment, that's the real challenge; and that's the
chal I enge for the Conm ssioners to deal with with your
staffs.

The possibility of providing some of this
i nternati onal exchange an the Internet, in cyberspace, as we
have heard, anongst peer regulators inthe U S and its
counterpart countries can be very helpful if that can allow
t he i nterchange.

What the Federal Trade Commi ssion, in mny opinion,
should do with some of this global discussionis, as |
bel i eve you are doing, maintain a broad, w de vision, pick
and choose anobngst the best of what we can do and you are
doing not only in the United States, but pick and choose,
steal, plagiarize, adopt, where appropriate, other nations
nati onal standards, international standards if appropriate,
and certainly international standards of the |SO and others
where they can help to provide a |arger basis of appropriate
action and devel opnent by the Federal Trade Conm ssion in
protection of U S. consuners.

So ny final conment is the thought that this is a

time of world markets. W all need to have that gl obal
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vision. | hope that | amreflecting that as a part of the
panel. And that the Federal Trade Conm ssion, which I
commend, is looking in the larger vein to nmaxim ze your
efforts and protection nationally by also thinking globally
and internationally.

COW SSI ONER STAREK:  Thank you, Professor.

| think we have Bruce and then M chael.

MR. SILVERGLADE: Yes. | just want to clarify ny
remarks to say that | concur conpletely with Professor
Spivak that, at tines, other countries do have stronger
consuner protection, environnmental protection, occupational
safety and health rul es.

In Japan, for exanple, in a roomthis size, there
woul d not only be an exit sign --a fire safety rule
requiring an exit sign at the door, there would be one in
the floor that would be lighted with an arrow pointing
towards the door so in case the roomfilled with snoke and
you couldn't see the exit sign at the top of the doorway,
you could | ook on the floor and it would point you to the
direction out.

The tone of ny previous remarks | think is due to
the fact, however, that all controversy in the United States
seemto be pressing for |ower standards.

You know, no one's ever clanoring -- | don't know

any Anerican trade associations that's clanoring for a

Heritage Reporting Corporation
(202) 628-4888



© 00 N oo 0o b~ w N P

N N N N NN R R R R R R R R R R
ga A W N P O © 0o N o 0o M W N+, O

3263
hi gher standard.

And so the tone of ny remarks conmes from ny
personal experience day to day in ny office because the
controversies that cone before ne on ny desk are, you know,
some association wants us to have as weak a pesticide
standard as they have as sonewhere el se in the world.

So that is, unfortunately, the cause for the tone
of ny previous remarks.

Thank you.

COW SSI ONER STAREK: M chael .

MR. THOWPSON: Yes. Wth you your indul gence, 1'd
just like to show, in 30 seconds, a reason why | al so agree
with the professor regarding why we don't necessarily have a
mar ket on the best standards -- or in this case, the best
| abel .

Qur preference would be for sinpler. That's the
Canadi an guide. And it isn't just in deference to our good
friends here today.

Qur experience has been that consuners can respond
to sonmething that's very sinple to understand. It's very
generic and it doesn't get real conplicated.

We have cost grades currently in our |abels.

Again, we're graduating to different types of energy
descriptors in the new | abel, which is an inprovenent over

what we have
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But ideally, with a conmon denom nator and a
common energy descriptor, nore along the |lines of what the
Canadi ans have, | think we're better off than trying to
build conplexity into the | abels that we have. Because
confusi on does result.

"1l give you one exanple of why we advocate this.
Over the years, we have experienced a lot of -- | won't say
it's alot. But we have experienced consuner conplaints
wi th the annual operating costs being depicted on the | abel
si nply because we change those | abel s about every two years
or so in response to the changes fromthe DOE s changes in
annual unit energy cost for electricity and natural gas and
t he ot her conmon energy sources that we use to plug into
equati on.

W' ve had cases where consumers have brought our
deal ers and our distributors to the Federal Trade Comm ssion
for unfair advertising, buying one product, you' d save $51 a
year; and then getting, in delivery, sonething that shows
$65 or $70 dollars a year. It's the sane nodel, and the
only difference was the changes in the annual unit energy
costs that we use in the equation to cal cul ate annual energy
cost s.

So, in this case, | would take a hard | ook at it,
if you would, sir.

COW SSI ONER STEI GER: M chael, uses | ess energy

Heritage Reporting Corporation
(202) 628-4888



© 00 N oo 0o b~ w N P

N N N N NN R R R R R R R R R R
ga A W N P O © 0o N o 0o M W N+, O

3265
t han, what? Mdre energy than? | can't see from here.

What was -- can we presune a conmpbn conparison
base there?

MR, THOWPSON: Well, what | wanted to show you was
ideally, in this |abel, you would have, say, 600 kil owatt
hours per year in this box. And then there would be an
arrow poi nting somewhere along this bar to where that
product fits in the sane nodel and product classification
with all the other conpeting nodels out there.

So maybe the nost efficient would be on this end,
uses | east energy consunption; and the |east efficient would
be --

COW SSI ONER STEI GER But we woul d have sone
nunmerical standard there as a reference?

MR THOWPSON: Yes, we would. And it would
reflect it in ternms of annual energy use.

COW SSI ONER STAREK:  Thank you.

| think Bill was next.

MR. MacLEOD: | wanted to respond to a point that
Bruce made because | didn't want himto | eave with the
m ssi npression that the only conplaints are about standards
that are too high.

As a matter of fact, | nentioned one that | am
heari ng a great deal of people conpl aining about right now

that are too low. And those are sone of the eco sea
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standards that are beginning to originate in Europe.

Ri ght now, Canadi an di aper manufactures have to
cut down nore trees and deliver nore wood to their plants in
order to add wood pulp to their diapers so they conformwth
t he Swedi sh eco seal s for disposabl e diapers in Sweden.

That is not a deception-based standard.

One thing that we have to renenber about standards
-- and this agency constantly rem nds us of that fact -- is
that they cannot only be informative of consuners, but they
can al so be anti-conpetitive, exercises by conpetitors
agai nst one anot her.

That has happened a nunber of tines. And it
woul dn't surprise nme again, if you begin to depart from
decepti on-based standard, what you're nore likely to find
behind it are a group of conpetitors and not fol ks who are
| ooki ng out for the interests of consuners.

COW SSI ONER STAREK: W have had that experience
here. And | suspect you did when you were directing the
Bur eau of Consuner Protection.

| think Joseph was next.

MR HOFFMAN: This is, to sonme extent, a reaction
to various comments that have been nmade so far.

It strikes me, listening to the discussion, and
just picking up on the comments that people who have heard

t he di scussion and the presentations over the |ast four days
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that, at root here, is a question for the FTC of choice:
What really can you afford with [imted resources to engage
in? And what can you afford to go buy?

And, as a regulator, | have sone synpathy for
having to make that choice.

And | don't want to overstate this as an exanpl e;
but | thought the recent slide that was up there on the
energy rating, which was a Canadi an | abel, is a good case
study. | think the evidence is pretty clear that it doesn't
rank very high in ternms of what consunmers' choices are based
on.

And, sonehow, the challenge for the FTC is,
perhaps, to figure out: What is the nethodol ogy that you
use that hel ps you kind of neasure the confl uence of
consuner priority with industry needs? And use that to
gui de you in making the decisions about where you invest, as
a regul ator, your energy or where you step back and say that
there is, you know, sufficient evidence that industry itself
can handl e devel opnent of sonme kind of standard in this
fashion, that our involvenment needn't be nore than the kind
of passive observation.

And I"mnot trying to suggest that energy ratings
for appliance isn't an appropriate issue. But | think we've
| earned in our experience that these are incredibly costly

exercises. Costly not so much in ternms of the direct, you
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know, bottom I|ine budget costs but costly in terns of ting,
costly in ternms of the devotion of resources, and that it's
very easy to use up an awful |ot of energy harnonizing
sonmething that provides relatively little val ue-added to the
consuner and being distracted, essentially, fromidentify
what has the nost val ue-added contribution that can be nade
to consuners that could be arrived at through a process of
har nmoni zat i on.

COW SSI ONER STEI GER:  Can you give us any exanple
where your think that your thinking and that of other
Canadi an consuner experts has evol ved?

| s there an area where you had extensive
di scl osures, say 10 to 15 years ago, or an area that had,
per haps, substantial regulation where you would now say: W
have | earned that we can do with | ess?

MR. HOFFMAN. | think it's a question not so much
of concluding doing with less. But partly doing with |ess,
partly doing very differently.

| think sone exanples have to do with direct
selling, which is a good exanple. Direct selling.
Door-to-sales is probably high on the kind of list --
everyone's list of regulations, at |least at a state and
province |level, | don't know, but nationally and in the
United States.

And | think if we | ook now at when those statutes
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wer e devel oped and the investnment that still is made in
terms of registering people who are involved in sales, et
cetera, et cetera, managi ng conplaints, setting the
threshol ds for recision rights, that really direct selling,
in the traditional sense of the word, occupies such a narrow
slice of consuner transactions that it's questionable that
it's still a valid investnent of consuner agency's tine,
relative to sonme other priorities.

We talked earlier a little about bit about sone of
the efforts in Canada around harnoni zi ng uphol stery and
stuffed article | abeling and registration.

What's very interesting is we have a conmtnent to
harnoni ze in that area -- in fact, it's only 4 jurisdictions
out of 13 -- 3 jurisdictions. There were 4 jurisdictions
out of 13 that concluded that as a matter of public policy,
this was sufficiently inportant to deal with. And over the
course of the negotiations, it becanme 3 jurisdictions
because one of them concluded that their preferred to
approach to harnoni zation was to just sinply not |egislate
in this area any nore because they had other priorities that
they wanted to pursue from consuner protection point of
Vi ew.

And although it's very easy to characterize this
as a novenent towards, you know, |ow standards or of sonehow

a gutting of concern for consuner policy, | think that if
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you examne it carefully, it reflects a choice in terns of
where governnments want to be responsive to consuner policy,
not necessarily an abandonnment or an eschewi ng of the
validity of consuner protection.

COW SSI ONER STEI GER:  Thank you, very much
COW SSI ONER STAREK:  Any ot her conmment s?

Yes?

MR. MEIER | just have a brief observation.

First of all, | agree with -- | always hesitate to
say "all" -- but it mght be all of Dr. Spivak's coments,
since |l didn't wite them"all" down. He nade sone very

good observati ons.

| just want to throw in one other point of view on
this question of whether U S. interests are |ooking for
hi gher or | ower standards aboard.

Certainly in nmy anecdotal experience, the thing
that they seemto want nost is identical standards, that
frequently they are concerned when they see another country
is doing sonething that's different. And they say, sonmewhat
logically to them Well, it's good enough for us and it
wor ks perfectly fine and it neets all the U S. regul ations.
Wiy don't they accept it over there? And, particularly if
"over there" is a | esser devel oped country, they say: |It's
got to be good enough for them

And we have to explain, well, every country sets
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its own regul ations and standards.

So | would just nake that observation.

So the corollary to that is change -- you know,
they say, well, last week we could get our product in
Country X against this set of standards; and this week or
this year, they have changed their standards; can't we do
sonet hi ng about that?

And, obviously, we can't on case-by-case basis.
And that's where the international cooperation devel opnent
of international standards cones into play.

| would al so just observe that | note with sone
interest that a great deal of the conversation and
di scussi on here today has been about |abeling issues, and |
think they are very inportant. But they are, perhaps, the
nost troublesone in our -- in the trade policy field.
Because our trade policy instrunments don't really deal very
effectively with labeling. And | certainly take great pains
to nove those | abeling problens off ny desk as fast as
possi bl e, and they are very difficult.

And | certainly comend sone of the efforts that
have been made by M. Priestland, for exanple, on trying to
address | abeling issues, whereas, | noted in ny remarks we
do have a little bit nore of a mechanismto deal with sone
of the nmore difficult issues.

Thank you.
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COW SSI ONER STAREK:  El ai ne?

M5. KOLISH: | sort of have a follow up question
for you.

There have been a I ot of recomendati ons that we
shoul d harnoni ze nore. And ny question goes to process and
t hat under the NAFTA nodel there was a tri-lateral conmttee
set up, initially, in industry and governnent one and then a
formal one set up under the agreenent.

Shoul d that be the process for all of our
harmoni zati on efforts? O are there other nodels that we
coul d use, such as the Canadi an nodel where the, you know,

t he actual consumer regulators at each |evel got involved
and hamrered out the details?

What should our role be vis-a-vis your office?

MR MEIER Well, in fact, ny office does not
necessarily promul gate harnoni zation efforts. W are
somewhat, you know, neutral on that except to the extent
where we see that it addresses problens that have been
brought to our attention.

| think NAFTA was sonmewhat the exception there
because, one, it is a smaller group of countries; and, two,
over the years, there have been a great deal of
har moni zati on efforts between the United States and Canada;
and | guess the third point is, there was a | ot of industry

i nvol venent in harnonization and they brought those
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suggestions to bear during the negotiating process.

Nonet hel ess, as we have heard from a coupl e of
peopl e on the panel, it's not a fast noving | oconotive. So
it's very difficult.

So | think it has to be done on a case-hy-case
basis, both in terns of countries involved and product
sectors. And we would, as a general rule, look to
i nternational organizations as being the prinmary novers of
t hat process.

| think that's the nost efficient -- it's not the
only way to go, but that's certainly, we think, the nost
efficient way to go.

COW SSI ONER STAREK: Well, thank you very much
This has been nost fascinating and | think a fitting way to
concl ude our four very extensive days on consumer protection
in the gl obal marketpl ace.

| thank you all for com ng and participating.
It's been quite helpful, to ne anyway, and |I'msure to ny
col | eagues.

(Wher eupon, at 5:30 p.m, the hearing was
recessed.)
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