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GLOBALIZATION AND AMERICAN
TRADE POLICY

TUESDAY, FEBRUARY 27, 2001

U.S. SENATE,
COMMITTEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice, at 10:05 a.m., in
room 215, Dirksen Senate Office Building, Hon. Charles E. Grass-
ley (chairman of the committee) presiding.

Also present: Senators Murkowski, Snowe, Kyl, Baucus, Rocke-
feller, Conrad, and Lincoln.

OPENING STATEMENT OF HON. CHARLES E. GRASSLEY, A U.S.
SENATOR FROM IOWA, CHAIRMAN, COMMITTEE ON FINANCE

The CHAIRMAN. I thank everybody for their kind attendance, par-
ticularly for everybody to be on time so we can move ahead.

This is the first hearing of something that both Senator Baucus
and I consider some of the most important part of the work of our
corﬁmittee, not only for the United States, but for the world as
well.

Today’s hearing is entitled “Globalization and American Trade
Policy.” We hope to address fundamental questions of what
globalization means to our American economy.

Recently, we had Ambassador Zoellick’s nomination hearing be-
fore our committee, and we heard a lot of specific concerns about
a number of individual trade issues. Every member has got some
concerns, including this member from Iowa: lumber, steel, bananas,
aircraft, beef, catfish. The list can go on and on.

Serious concerns are involved, and I share many of these con-
cerns. But this will be a very important year for America’s broad
trade policy interests.

One month from now in Geneva, the United States will try to ad-
vance the agricultural trade negotiations at a very important meet-
ing of the special session of the WTO Agriculture Committee. In
April, President Bush will attend the Summit of the Americas to
try to regain momentum of this crucial Free Trade Area of the
Americas talks.

In November, the United States will again play a central role at
the WTO ministerial conference meeting, where 140 WTO member
nations may again try to launch a new round of global trade talks.

With this far-reaching trade agenda before us, I believe it is im-
portant for us, today, to look at what will be the very big picture
before us because it is much too easy to lose sight of why trade lib-
eralization matters.
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It was the United States’ leadership that created the modern
world trading system as the best way to rebuild global economic
prosperity and peace following the devastation of World War II.

I hope we share a desire for continued U.S. leadership and for
the concomitant economic prosperity that it brings globally.

In 1947, when we started post-war trade liberalization, the total
value of world exports was $50 billion. Today, the total value of
world exports is $7 trillion, more than three times the entire budg-
et of the U.S. Government. Because of globalization, free trade has
enriched every American family.

Now, I have pointed this out before, but the numbers are so stun-
ning it needs to be pointed out again. I refer to President Clinton’s
1998 economic report. The added economic benefit to each Amer-
ican through expanded trade is $1,000 per year, or $4,000 per year
for a family of four, as we generally measure and use as an eco-
nomic unit.

So, that would be equal, through the principle of expanded trade,
to an annual $4,000 family tax cut. That is real money. That is
money that families can use for any of the important needs of fam-
ily today, particularly family with children: to save for a house, to
put away for retirement, for education for those kids.

Now we have started to talk in Congress about returning surplus
revenues collected by the government, to the American people who
earned it in the form of tax cuts. There is a lot of debate about how
we ought to go about those cuts, but I do not think that the tax
cuts we are discussing come close to the amount of economic ben-
efit that the average American family of four gets through ex-
panded trade.

So it is hard to understand why anyone would oppose legislation
to renew the President’s trade promotion authority so that we can
tear down more trade barriers and provide even more trade-related
economic benefits to the American people; second, why anyone
would oppose the democratic institutions like world trade organiza-
tions which help us open new markets and protect our trading in-
terests.

This is an institution, the WTO, that was built by the world’s de-
mocracies and is run by the principle of consensus—where more so
can minority views be protected than in the principle of consensus.
You cannot get much more democratic than that, except maybe the
U.S. Senate.

Best of all, the trade liberalization has helped keep the peace. As
nations become highly dependent on one another for their economic
success, the potential for destabilizing world conflict fades.

You would think that, with its enormous contribution to global
peace and prosperity, trade liberalization would not need defend-
ing. But it seems like we are always defending it. Unfortunately,
thanks to well-funded, well-organized anti-free trade campaigns,
the 50-year American-led effort to enhance global prosperity and
peace through reducing barriers to trade is in jeopardy.

Thanks to the distortions fostered by the opponents of free trade,
the increasingly integrated world economy is often seen as nothing
more than the source of global inequality and exploitation.

The democratic institutions that we have created, like the WTO,
are wrongly portrayed as the tools of this exploitation. I am deeply
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sorry to say that they, and the people who staff them, are even be-
coming frequent targets of violence.

So it is time to set the record straight, and that is what we are
here today to do. The American people deserve to hear the truth
about free trade and about globalization.

They deserve to know why it is so vital to our future and the fu-
ture of our children that we continue to lead the effort to become
more connected with our modern world through trade, because that
is what globalization really means, a growing interdependence and
interconnectedness of our people through increased movement of
goods, services, capital, information, and people.

This hearing will consider two issues. First, the necessity of re-
storing the credibility of U.S. leadership in international trade. In
my judgment, nothing is more damaging to the credibility of the
United States in trade negotiations than not renewing the Presi-
dent’s trade promotion authority.

Some say it does not matter if the President has that authority
because, according to that view, you can start negotiations without
it. The history of WTO and GATT trade negotiations show that,
technically, that is true. You can start negotiations without trade
promoting authority. But that is what happened in Uruguay, and
it was not necessarily the right way to start.

But that argument totally misses the point. Our trading partners
will not negotiate with us in good faith just because we are right
on some narrow technical point. They will only fully engage us at
the negotiating table when our negotiators have the ability to back
up what they say.

Yes, we finally did get trade promotion authority for the Presi-
dent, 2 years after the Uruguay Round started, but we also ended
up with an 8-year round that exhausted everybody and nearly fell
apart at the end.

If our experience with Uruguay teaches us anything at all, it
should teach us that trade negotiations have become much more
complex. Our trade negotiators should have every ounce of credi-
bility and every ounce of confidence that we can give them in this
difficult and challenging environment.

That is why I want to fight for legislation to renew the Presi-
dent’s trade promotion authority this year before we start any new
WTO trade negotiations or before we try to move into the final
phase of the Free Trade Areas of the Americas talk.

This legislation should provide for broad negotiating authority so
that the President can negotiate for reduction of tariffs and non-
tariff trade barriers on a regional or multilateral basis.

The second issue that I would raise today is that we have to find
a way to rebuild the consensus in favor of this process and a fur-
ther freeing of trade. We must rebuild this consensus at home, and
internationally as well.

An important part of achieving this consensus is dissolving the
issue over labor on the one hand, and environment on the other.
I believe that the distinguished former chairman of this committee,
Senator Moynihan, had it right when he said labor issues should
be dealt with in the International Labor Organization and not in
the WTO.



4

As Senator Moynihan has so eloquently argued, the International
Labor Organization is uniquely competent for this mission. It has
won worldwide recognition for its humanitarian work, including
the Nobel Peace Prize. It displayed its effectiveness through its
early public support of the solidarity trade union in Poland.

As the ILO has displayed its effectiveness through, just think,
the public support of the Solidarity Trade Union of Poland, result-
ing in the emancipation of that country from the Soviet system.

In terms of the environment, I believe that there are things that
we can do right now to improve the environment through trade pol-
icy. We should, for example, agree to eliminate the use of trade-dis-
torting agricultural subsidies that damage the environment and
lead to increased rural poverty in developing countries.

However, the one thing that we must not do is employ trade
sanctions to enforce labor and environmental provisions of trade
agreements.

I think this is a prescription for disaster in terms of rebuilding
an international consensus of trade liberalization, particularly con-
cerning the developing nations. It is an extreme position that is op-
posed by these nations as well.

Even British Prime Minister Tony Blair’s Labor Government re-
cently said it opposes labor and environmental provisions in WTO
trade agreements. I will strongly oppose any legislation that di-
rectly or indirectly involves the use of trade sanctions to enforce
such provisions in trade agreements.

I believe that, in the end, though, we will find much that we do
agree on and much that we can do, not as Republicans or as Demo-
crats, but as Americans to promote America’s vital national inter-
est in trade policy. I hope that today’s appearance is a good place
to start.

I now defer to Senator Baucus.

OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR
FROM MONTANA

Senator BAucus. Thank you very much, Mr. Chairman.

Good morning, everybody. I must say that one of the privileges
of being a member of the U.S. Senate is to learn from such es-
teemed experts as those who are assembled before us today. Bill
Proxmire once said that years ago, that one of the best parts of the
job is he could get briefed on any subject by the best minds in the
world.

I must say, Mr. Chairman, here today, I know that we have, if
not the best minds, certainly some of the minds that are right up
there that know these issues very well.

I just want to thank the four of you for coming and joining with
us here today and telling us what you think about trade policy and
where we go from here to there.

From my perspective, I might say that one of the things that
makes international trade so fascinating, as you have said, Mr.
Chairman, is it covers such a wide variety of subjects: a discussion
of the politics of China’s internal policies, for example, an assess-
ment of the economics of the American farm program, a public pro-
posal to open trade and information technology products, just to
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name a few, which are all equally relevant to U.S. trade policy.
There is nothing that is not included in international trade.

I must say, though, as we try to develop this so-called consensus
to get back on track, I believe that our further development of
trade policy has, in part, been stalled for some time now on the
question of how to address labor rights and how to address envi-
ronmental issues in trade negotiations.

It is a subject which you very correctly addressed, Mr. Chairman,
and I do think it is one that we have to focus on in order to get
us, if you will, back on track.

In the last several years, for example, a debate on this topic, I
think, has begun to look more like trench warfare than open, pro-
ductive debate. Advocates on both sides have taken what I regard
as inflexible positions, refused to compromise.

I think the result is that Congress and the administration are
not, so far, able to forge a compromise position that gets much, if
anything, done. And who gets hurt as a consequence? Small busi-
nesses, farmers, exporters, and ultimately workers and environ-
ment. We all get hurt.

I think there are a number of ways to approach this. First of all,
there are literally dozens of promising ideas out there on how to
approach the question. One size does not fit all.

There are a variety of models which I think may be appropriate
under different circumstances. The Jordan FTA demonstrates that
labor and environment can be included in trade agreements. That
agreement does include labor and environmental provisions.

The United States-Cambodia textile agreement demonstrates
that this can sometimes be done with incentives as well as with
threatened sanctions. That is another way to do it.

The Canadian-Chile FTA demonstrates that there may be some
additional alternatives to trade sanctions to advance labor and en-
vironmental issues.

So in order not to stifle debate or block discussion, I am not
broadly endorsing any one of these concepts. I am simply pointing
out that various models do exist, and they all hold considerable
promise.

That said, I do disagree with those who take the position that
these ideas simply cannot be addressed in trade negotiations, and
who argue that they must be completely excluded from trade nego-
tiating authority.

There is no doubt that these ideas are complex. They will take
time, they will take effort to address, but they are plainly on the
agenda. They are here for us today and we have to deal with them.

Those who simply ignore that reality, I think, are holding back
the debate and they are stalling progress. Those who want to see
Congress extend new fast track authority should get beyond icono-
clastic positions and begin discussing specifics. This is the only way
to break the trade log jam and move fast track negotiating author-
ity forward.

Passing fast track negotiating authority requires mutual faith
and confidence between Congress and the administration. The
process of developing new fast track authority and negotiating and
approving new trade agreements requires good faith from both the
Congress and the administration.
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One of the key steps to demonstrating good faith, is working to-
gether to complete the work already under way. On top of that list
is the United States-Jordan FTA. Let me be absolutely clear on
this point. There is no quicker and surer way to poison the well of
compromise on trade than to try to scuttle the United States-Jor-
dan FTA. It is simply not possible to destroy an existing trade
agreement on the one hand, while with the other seeking authority
to negotiate new trade agreements.

The United States-Jordan agreement is a sound agreement. It is
an important partner in the Mid-East peace process. On most ac-
counts, there is little disagreement about the desirability of the
Jordan FTA. It has been endorsed by organization labor and by a
number of leaders in the business community.

Still, the Bush administration has hesitated to endorse this
agreement and some in Congress have argued that it should not be
approved. In both cases, they have cited the provisions of the
agreement on labor and the environment as the basis for their con-
cerns.

These provisions do set a precedent because they do move labor
rights and environmental issues into the core of a trade agreement.
But they do not set a precedent as to the specifics in different trade
agreements.

They do nothing more in Jordan FTA than require the United
States and Jordan to enforce their current environmental and labor
laws and not amend them with the goal of distorting trade. These
should pose no threat to either country.

So if we want to move forward on trade in this Congress, the
first step down the path is the approval of the United States-Jor-
dan FTA.

I look forward to discussing these issues with all of the panelists.
Others in the country are interested in all of this because I know
we all want to get the ball moving. I think that honest resolution
is necessary to precondition before we can get very far down that
road.

Thank you very much, Mr. Chairman.

The CHAIRMAN. Thank you.

Our first witness today is going to be Secretary William Daley.
He served as the Nation’s 32nd Secretary of Commerce under
President Bill Clinton, January 1997 through June 2000.

Secretary Daley, I know you are well known to all the members
of this committee, and we look forward to hearing from you.

Our second witness will be Ambassador Carla Hills. Ambassador
Hills served as U.S. Trade Representative from 1989 through 1993.
She has broad trade policy expertise, and served on the Trade Def-
icit Review Commission.

She is currently chairman and chief executive officer of Hills &
Company International Consultants. We welcome you back to this
hearing and committee. Thank you for rearranging your schedule
to be here with our distinguished witnesses.

The third witness, Robert Hormats, is also well known to mem-
bers of the committee. He has a distinguished career in govern-
ment, including holding the position of Assistant Secretary of State
for Economic Affairs and Business Affairs, and Ambassador and
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Deputy U.S. Trade Representative. He is currently vice chairman
of Goldman Sachs International in New York.

Our last witness is Ambassador David Aaron, also most recently
serving as Under Secretary of Commerce for International Trade,
from 1997 to the year 2000. Ambassador Aaron is currently senior
international advisor at Dorsey & Whitney. I welcome you to this
committee, again, Ambassador Aaron.

So, we will go in that order: Secretary Daley, Ambassador Hills,
then Ambassador Hormats, and Ambassador Aaron.

STATEMENT OF HON. WILLIAM M. DALEY, FORMER
SECRETARY OF COMMERCE, WASHINGTON, DC

Mr. DALEY. Thank you very much, Mr. Chairman, Senator Bau-
cus, members of the committee, and my distinguished fellow panel-
ists.

First, let me say how important it is that this committee ad-
dresses the issue of trade and globalization right now. So, I con-
gratulate you, Mr. Chairman, Senator Baucus, and the entire com-
mittee for moving so early in this year on this important, and at
times very difficult, issue.

The significance of these discussions is going to be heightened as
the economy slows and we will need much greater public support
for opening markets now than we did when our economy seemed
to be much stronger.

As you may know, as Commerce Secretary I conducted a national
trade education tour, visiting many of your States and trying to
build public support, in a discussion with the American people,
about trade. This was not an easy sell and, many times during that
tour, very difficult, to be frank with you.

So as the President is now doing with his tax cuts, he and all
of us will need to sell trade to the American people in a much more
direct and concerted effort. I hope that this hearing is the begin-
ning of that process. Although the benefits of globalization are obvi-
ous, too many of us are not acknowledging the concerns of many
of our fellow citizens who have fears or have outright opposition to
globalization.

The most important thing that can be done by political leaders
and business leaders who believe that globalization and free trade
has been helpful to people all over the world is to engage our fellow
citizens in a better understanding and appreciation of this new
global world that we live in, and at the same time acknowledge the
negatives so we can attempt to address these issues with creative,
out-of-the-box solutions.

So what I would like to do today, Mr. Chairman, is to offer some
opinions on free trade areas that President Clinton worked on with
many of you, and now that President Bush has inherited. In my
opinion, we can work on these issues in a very bipartisan way, and
it is the only way that we will make any progress.

First, the most important thing is to address the concerns of
Americans who are worried about issues of environment and labor
conditions around the world. I remember in 1993 during the
NAFTA debate I was a special counsel to the President for that
passage of NAFTA. We talked about labor and environmental
standards, and labor and environmental side deals.
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A business leader at the time in one of the first meetings they
had, after expressing his strong support for the North American
Free Trade Agreement, did scold his fellow business leaders.

He said, we are all for NAFTA, but we all should understand
that we are now putting social issues—that is the way it was de-
scribed—into a trade agreement, even though there are side agree-
ments. We are now going down a path that, in his opinion, was
going to be ruinous to America.

Unfortunately, 8 years later, too many people are still stuck with
that attitude. There are too many pro-traders who just see the
positives of free trade, who may only be motivated by profit and
who do not see that labor and environmental issues are not social
issues only, they are economic issues.

Companies do look at labor costs when they make their decisions
where to locate their plants, and companies do look at environ-
mental costs or opportunities around the world.

These are economic issues that companies do not hide from when
they look to see where to build a plant or locate some of their facili-
ties. As a country, we should not hide from them when we open
markets abroad and engage other countries in trade. In my experi-
ence, getting China’s entry into the WTO through Congress was al-
most twice as hard as getting NAFTA through Congress. The rea-
son was, in both parties—not just Democrats, but both parties—
bigger and bigger constituent groups have organized around these
issues, and the pace of change in globalization does concern many
people in our country, and around the world.

Labor and environmental groups will not go away. We will not
build the broad consensus we need on trade unless we work to
reach a compromise. If President Bush wants to govern from the
center, he has to compromise, in my opinion, on this issue. He has
to get support from the business community behind him.

When I had the pleasure and honor of being Commerce Sec-
retary, the business community said that they were open to sup-
porting labor and environmental issues. But there has to be more
than promises. They have to really do it and work to arrive at solu-
tions. I do believe that many leaders in our business community do
want to accomplish that.

Labor and environmental groups must also be prepared to com-
promise. They cannot make perfection, whatever that may be in
their eyes, the enemy of the good or else their credibility and their
motives will come into serious question by those of us who believe
it is important to move forward on trade.

Second, our administration lay the groundwork for free trade in
the hemisphere. As the new administration follows through, I
strongly believe fast track authority, or the trade promotion au-
thority as it is now called, is absolutely necessary.

Some think they can make progress without it. Some say we are
so focused on tax cuts right now, we should forget this fight. In my
opinion, it is not in our interests to have complicated negotiations
with a region and then have to follow it up with 535 negotiations
back here at home.

As some of you know, I had some experience last fall with the
recount. I believe strongly it is better to vote once and count once.



9

To be frank with you, the most difficult negotiations are not nec-
essarily with other countries, but seem to be with Congress.

So whether you consider giving the President fast track trade
promotion authority this year or later in his term, the bottom line
should be this, in my opinion. This authority has to be a product
of a compromise so there is support for it, and therefore a greater
likelihood of the trade agreement being passed with a comfortable
majority, and therefore a greater support, amongst the American
people.

Back to my first point. I do not believe American workers, espe-
cially in this economy, will put up with anything that continues to
open our market and seemingly get nothing in return.

Third, is China. Obviously I hope to see China enter the WTO
and have the commitments that it made lived up to. But the jury
is still out. There is no question of the benefits that opening a mar-
ket of a billion people may bring to the American business commu-
nity and to the American economy.

But as I said last year, this will test China and our world trade
system. We already have seen slower progress than we would like
and some very serious backsliding on commitments that were made
last year, especially in the agriculture field.

We knew when PNTR was passed that China’s ability to live up
to commitments would be difficult. But if we have the resources,
we can make sure that this enormous opportunity is fulfilled and,
therefore, the American people support us.

We cannot say this strongly enough, Mr. Chairman. Enforcement
is absolutely essential. If it is not done right, my friend Don Evans
will be before your committee and be asked the question, why has
China not lived up to its commitments, and should we not have
known this? It would be bad for our relationships, for our economy,
and our ability to move forward in other areas of opening markets.

So, in my opinion, these are some of the trade issues Congress
and the new administration will face. In the last 8 years, I think
we did a lot of good. We opened new markets, cut world tariffs by
more than a third.

But this is the 21st century, not the 20th century. We need to
get out of the box and listen to American workers and people and
build support for these most important trade efforts.

Thank you very much, Mr. Chairman.

The CHAIRMAN. Thank you, Secretary Daley.

[The prepared statement of Mr. Daley appears in the appendix.]

The CHAIRMAN. Now, Ambassador Hills?

STATEMENT OF HON. CARLA A. HILLS, FORMER U.S. TRADE
REPRESENTATIVE, WASHINGTON, DC

Ms. HiLLs. Thank you, Mr. Chairman, Senator Baucus, Senator
Rockefeller. I am pleased to be here to discuss globalization and
trade policy.

Dramatic reductions in the cost of communications and transpor-
tation are pushing nations toward greater economic integration
with the prospect of increased growth and prosperity.

Today, as in the past, open markets and rules-based trade and
investment constitute the best engine we have to raise living stand-
ards and increase wealth worldwide. But to capture these benefits
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requires a collaborative effort by the administration and members
of Congress to put the United States back in a leadership role on
the major initiatives to open global markets in this hemisphere,
throughout the Pacific Rim, and in the World Trade Organization.

The fact is, we are no longer driving the major initiatives for-
ward. Over the past 5 years, some 20 significant trade agreements
have been negotiated in Asia, in Latin America, without our par-
ticipation. As a result, we are losing billions of dollars of exports,
to the detriment of our workers and our producers.

The reason is, the President does not have trade negotiating au-
thority. For the past half-dozen years, we have had a sharp dis-
agreement about trade policy here at home.

On the one hand, are those who believe that the United States
must continue to lead the world in opening global markets and
supporting the World Trade Organization, convinced that open
markets and rules-based trade and investment raises standards of
living and creates the wealth necessary to deal with important
issues like labor and environment.

On the other hand, are labor unions, environmentalists, advo-
cates for a variety of concerns who insist that trade negotiations
address their specific issue, and believe that criticism of the WTO
and globalization gives them visibility and advances their interests.

Now, we know that the three great drivers of our decade-long
boom are a flexible economy, the information technology, and open
markets, all key components of globalization.

We also know that globalization does not make everyone a win-
ner. We need to find better ways to assist those who are left out.
I believe that government, business, and labor could take three im-
portant steps.

One, each company should make their employees aware that
trade creates far more jobs than it puts at risk, and that the jobs
it creates pay higher wages, provide better benefits, and offer more
security than others. Members of Congress should do the same
thing with their constituents.

Second, in thinking about how to handle labor issues, I agree
with Senator Moynihan. We should recognize that the World Trade
Organization does not have the expertise or the credibility to en-
force core labor standards, but the International Labor Organiza-
tion does.

Unions worry that the International Labor Organization does not
have teeth. Actually, the key difference between the two organiza-
tions is not teeth, but commitment.

Our government responds to WTO panel rulings against us not
because we fear retaliation, but because we believe in the rules-
based system that we helped to build and believe that it serves our
interests. To disregard its rulings would undermine that system.

In contrast, our government has only ratified 13 of 182 conven-
tions of the International Labor Organization, and only 2 of the 8
core labor standards. That means we do not have standing to com-
plain about those conventions we have not ratified. Is it not time
to support the work of the International Labor Organization?

Third, we should recognize that we could take more aggressive
action to move people up the skills ladder, and thereby assure
them of higher pay and better benefits.
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Many companies have launched education programs for their em-
ployees. Our government could encourage those efforts by enacting
the Affordable Education Act.

Finally, we should explore the concept of wage insurance to sup-
plement the incomes of displaced workers who take an entry-level
job in a different, more promising sector at lower starting pay. The
Institute of International Economics has begun to do serious work-
ing this area, and we should study it seriously.

In short, we have two key goals, it seems to me. One, we must
defend our trade regime that generates wealth and prosperity for
our citizens. Second, we must raise the skill level of our people so
they can take advantage of the opportunities of the new knowledge-
based economy.

Thank you.

The CHAIRMAN. Thank you, Ambassador Hills.

[The prepared statement of Ms. Hills appears in the appendix.]

The CHAIRMAN. Now, Dr. Hormats?

STATEMENT OF ROBERT D. HORMATS, PH.D., VICE CHAIRMAN,
GOLDMAN SACHS INTERNATIONAL, NEW YORK, NY

Dr. HorMATS. Thank you very much, Mr. Chairman and mem-
bers of the committee.

I think I find myself very much in agreement with a number of
the points that have already been made.

The first point I would like to make, is that the most urgent next
step in American trade policy, as you and Senator Baucus have
both indicated, is to develop the critical mass of domestic support
necessary for the United States to advance its international eco-
nomic interests in the decade ahead. There have been divisions
over the last several years internally. A lot of the emphasis on
opening markets has been watered down.

There has been a lot of distraction as a result of debates over en-
vironmental, labor, and other issues, a lot of criticism of the WTO.
But somehow, if we do not get a consensus on these central issues
internally, we are going to be at a disadvantage externally and we
will not have the credibility to negotiate effectively.

The starting point, in my judgment, is that a lot of people in this
country do not realize how beneficial expanded global trade and in-
vestment have been to this economy over the last 50 years.

They have been an extremely important part of America’s pros-
perity and an extremely important part of the dynamism of many
American companies, of America’s farms, and American high tech-
nology businesses.

I think now it is a matter of great urgency, as Bill Daley indi-
cated, to present more forcefully and to a broader range of our citi-
zens the very compelling case that exists for sustaining freer trade
and investment—and for the extension of market-oriented rules to
a broader range of countries and sectors around the world.

It is also important to recognize—and there is a Business Round
Table report that underscores this—that by sitting on the sidelines
while other countries negotiate their own preferential bilateral and
regional trade agreements, the United States is doing considerable
damage not only to its economic interests, but also to its position
as global leader.
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It is undermining our markets around the world. It is also, as
these countries negotiate their own agreements, watering down our
ability to have influence on environmental, labor, and a whole host
of other issues.

As the world continues to fragment with more and more regional
agreements, America’s role will diminish. We are no longer the in-
dispensable power on trade; others negotiate around us. When we
do not have fast track authority, we are in a weaker position to
deal with the whole range of these issues.

I think it is also important to realize that there are a whole host
of internal issues that need to be dealt with to strengthen our com-
petitiveness. Education is certainly one of them. We do not have a
competitive domestic educational system. By that I not only mean
K-12, but adult training, literacy training, a whole range of things
that people can use for their entire careers.

If we do not have that, and do not address this with a greater
sense of urgency, we are going to be a far less competitive country
down the road. Knowledge workers are critical, trained workers are
critical to our competitiveness. No matter what else we do on trade,
that is critical.

The question of fast track authority, you mentioned at the outset,
Mr. Chairman, I think is extremely important. It is important not
only legislatively, it is important because it is a demonstration of
political support for the President’s trade policy.

Without it, America’s trade negotiators are weakened quite sub-
stantially and other countries use the absence of it as an excuse
not to negotiate with us. If we have it, we deprive them of that ex-
cuse and we strengthen the hands of our negotiators.

The President will have an opportunity relatively soon, when he
goes to Quebec City, to discuss trade for the first time in a major
way. But it seems to me it is very important that he not only take
that opportunity to support the Free Trade Area of the Americas,
which I think is very important, but to put America’s trade policy
in a broader context.

That is, we not only want to expand trade in the region as a high
priority, but we are a country with global interests and we want
to expand opportunities in global markets for American agri-
culture, American services across the board.

It is an opportunity for him to go before the American people and
explain the importance of trade policy as part, not only of our inter-
national economic efforts, but as a critical part of our own sus-
tained domestic prosperity. Making that link, is particularly impor-
tant, getting those who favor free trade and open markets off the
defensive and taking the initiative.

It is also important to deal, in the interest of consensus, with the
issues that have been touched on: labor, the environment, and con-
cerns about developing countries. My concern in this respect is that
we not develop a cookie cutter approach, or a one-size-fits-all ap-
proach, because there may be different ways of addressing this in
different negotiations.

We do not have a consensus on this at this point, and that we
should not try to make each individual negotiation be the same. As
Senator Baucus has indicated, there may be different ways of deal-
ing with this in different negotiations, but I hope that we do not



13

hold up fast track authority until we have a consensus on that. In
my judgment, broad fast track authority is important.

Then let the negotiators, in consultation with the Congress, ad-
dress this issue on an ad hoc basis, recognizing that to get the kind
of consensus you need on trade policy, these issues need to be ad-
dressed.

Maybe they can be addressed in the ILO in some cases, maybe
they can be addressed in the way the United States-Jordanian
agreement has addressed the issue, but somehow there needs to be
at least some consensus perhaps internally as to how to do it with-
in the WTO, or not in the WTO, and it may differ from country to
country and from time to time.

Let me make a couple of broad points, just to conclude. One, the
question of the specific negotiations, which I have touched on par-
ticularly with respect to Jordan, that is important politically. It is
important politically because, in the current environment in the
Middle East, to withdraw that agreement or to fail to pass it,
would be an extremely negative signal in the region.

Vietnam is not a big agreement when it comes to trade, but it
is, I think, symbolically important. Two agreements coming down
the road, Chile and Singapore, I think would be very helpful. These
are very market-oriented countries, very dynamic countries, and I
think moving ahead with an agreement with respect to both of
those countries would be a step forward in freer trade.

It is also the case that, while we want to support and I think
move ahead on the Free Trade Area of the Americas, it is going to
take time. It is not going to happen before 2004, and maybe 2005.

To make progress on some of the bilateral deals in advance cre-
ates a certain amount of momentum and it creates a measure of
confidence building which is, I think, extremely important.

Bringing China into the WTO in an orderly way is going to be
an enormous test, a test for China, a test for this country, a big
test for the WTO. It does strike me that that transition is going
to be very difficult, because already we see resistance in China.

Bill has pointed out the importance of trying to make sure that
China complies with the various provisions of the WTO. I would
hope that this Congress, recognizing the panoply of issues that are
going to arise over this period, puts together a working group to
work with American officials, Chinese authorities, the business
community, private sector experts, to monitor events, because there
are going to be a whole slew of developments, some positive, some
negative. I think it is important for the Congress to get on top of
this and follow it on a fairly regular basis.

Let me conclude with a couple of broad points. One, going back
to education and training. I think, unless we are able to do a better
job on this, we will have a large portion of our citizens who regard
trade and global competition as a negative rather than as an oppor-
tunity. Therefore, training and education is critical to our produc-
tivity and to our trade policy down the road.

The last point relates to the budget discussions, the tax issues,
that are before this committee and this Congress. One of the crit-
ical issues down the road for this country, and others, is how we
deal with our surplus. If you look around the world, many coun-
tries are not addressing their Social Security issues. Ten years
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down the road, 15 years down the road, they are going to be in the
unenviable position of having to put higher taxes on their citizens
or increase government borrowing, which is going to make them far
less competitive.

If we handle this issue now, if we can address our Social Security
problems, our Medicare problems now, we will not only deal with
those issues, we will be much more competitive down the road be-
cause we will have been prepared for this age wave that is going
to hit us. Other countries that are not prepared will have to tax
their workers more, borrow more, and will find themselves much
less competitive in the decade ahead. So the budget issue, the tax
issue, in addition to being a current financial issue, is a very long-
term and very important competitiveness issue as well.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Dr. Hormats.

4 [The prepared statement of Dr. Hormats appears in the appen-
ix.]
The CHAIRMAN. Now, Ambassador Aaron?

STATEMENT OF HON. DAVID L. AARON, FORMER SECRETARY
OF COMMERCE FOR INTERNATIONAL TRADE, WASHINGTON,
DC

Mr. AARON. Thank you, Mr. Chairman and Senator Baucus, for
inviting me to testify at the committee’s first trade hearing of the
107th Congress. I look forward to the discussion with you, with
Senator Rockefeller, Senator Kyl, and Senator Snowe.

I hope my advice today to the new administration and the Con-
gress does not come as ill grace from a recently-departed trade offi-
cial of the previous administration. My only defense, is that my
V}ilews were not always fashionable in the last administration ei-
ther.

In the brief time that we have this morning, I would like to ad-
dress our trade negotiating priorities, our strategy, the substance
of what we want to accomplish, and the process for achieving these
objectives.

I believe that our first and most immediate priority should be to
resolve our bilateral trade problems with Kurope. Second, we
should reenergize our Free Trade Agreement efforts, both bilat-
erally and regionally, with the Free Trade for the Americas. Our
third priority should be a broad effort at further global liberaliza-
tion in the WTO.

My reasons for this order of priority, are these: multilateral liber-
alization in the WTO cannot go forward without the leadership of
both Europe and the United States. Current bilateral trade dis-
putes are poisoning that relationship and must be resolved.

It is difficult to imagine successfully negotiating further agree-
ments in the WTO when we are at loggerheads over what we have
already agreed upon in the WTO.

At the same time, progress on regional and bilateral free trade
agreements can help maintain momentum for further global liber-
alization in the WTO, just as conclusion of NAFTA gave important
stimulus to the successful conclusion of the Uruguay Round.

Free trade agreements can set higher standards and establish
important precedents for broader multilateral measures. Too many
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developing countries still do not see the merit of trade liberaliza-
tion and have become obstructionist in Geneva.

Free trade agreements are a way of demonstrating the value of
more economic openness. To pursue these priorities, I suggest that,
first, the new administration undertake a high-level initiative to
resolve the gamut of United States-EU trade difficulties.

Having battled in the trenches on many of these issues, I believe
that only a comprehensive political-level effort is likely to break the
gurlifnt impasse on bananas, beef, FSK, Airbus, GMOs, and so
orth.

This should be accompanied by acceleration of the Free Trade
Area for the Americas’ timetable, and the rapid conclusion of free
trade agreements with Jordan, Chile, and Singapore, and the initi-
ation of others.

In contrast, our approach to the WTO should be deliberate and
cautious. The reality is that U.S. leverage is limited because we are
already the most open major economy in the world.

As a result, other countries are focusing their demands on such
things as our fair trade laws, which, in my view, should remain in-
violate. We, therefore, must proceed with extreme caution and
avoid premature concessions just to launch a new WTO round.

As for the substance of what we should seek in negotiations, lib-
eralization in agriculture should be paramount, particularly an end
to export and other trade-distorting subsidies.

Second, we need to greatly liberalize services, which are now the
largest sector of the U.S. economy and the area in which we actu-
ally generate trade surpluses.

Third, we cannot ignore tariffs on goods. They are still too high
in many parts of the world. They must be reduced and bound at
a lower level.

Finally, we have to give appropriate consideration to the rela-
tionship between trade, the environment, and labor standards.

What do I mean by that? First, I believe that the self-evident
link between these issues needs to be recognized and institutional-
ized by the WTO. A committee on trade and labor is an obvious
step.

Together with a committee that already exists on Trade and the
Environment, these bodies could examine and make proposals on
key issues, such as how to prevent more open trade from creating
a race to the bottom in labor and environmental standards.

They also could develop rules to encourage higher standards ev-
erywhere, while preventing such standards from becoming unwar-
ranted obstacles to trade. Meanwhile, we should also be pursuing
these issues in our bilateral and regional negotiations.

I am encouraged that the Business Round Table, and the Na-
tional Association of Manufacturers, and other business groups are
examining positive options with regard to trade, labor, and the en-
vironment.

I believe that this issue stands where human rights did 20 years
ago, when human rights were considered tangential to foreign pol-
icy, and the United States was branded as naive and overbearing
in pressing the matter. I hope it does not take 20 more years for
environment and labor standards to take their rightful place in the
pantheon of international trade law.
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The process we follow in moving in this direction will be vital to
our ultimate success. Our goal should be a broad, bipartisan con-
sensus that will strengthen our negotiators’ hand, not a narrowly
supported mandate that could come unraveled by the next Congres-
sional election.

Such a consensus should be the point of any fast track legisla-
tion. If we cannot achieve a broad consensus now, our negotiators,
in my view, would be better off pursuing agreements to the point
where concrete proposals can be put before the Congress as tan-
gible justification for fast track authority.

Thank you, Mr. Chairman. I look forward to the committee’s
questions.

[The prepared statement of Mr. Aaron appears in the appendix.]

The CHAIRMAN. Thank you very much. We will take 5-minute
turns for the members. This is the way it shakes out according to
our rules: the Chairman, the Ranking Member, then Mr. Conrad,
if he comes back, Mr. Rockefeller, Ms. Snowe, if she comes back,
Mr. Kyl, and then Ms. Lincoln.

Ambassador Hills, do you think that launching a new round of
multilateral trade negotiations this year is important in advancing
free trade worldwide? Then whatever your answer is, what would
be the consequences if we were not to have this new round?

Ms. HiLLs. Mr. Chairman, I think it would be desirable to launch
a round this year, if we could do so successfully. The worry that
I have, is we cannot have a repeat of the disaster that occurred at
Seattle. We do not have a consensus at home on some key issues.
Here, we are talking about including labor, for example, in trade
agreements.

The great, great majority of nations with whom we wish to nego-
tiate have stated they would not come to the table to negotiate
with us. Most of them are members of the International Labor Or-
ganization.

So it occurs to me that we could deal with our labor issues in
that organization where they are members, if we would only ratify
the convention which would give us standing to address labor
issues.

I would very much like to see a round commenced, but the initi-
ation of the round must be successful. The differences that exist
with the rest of the world are extremely wide at the present time.
Indeed, the director general, Mike Moore, will be here in this coun-
try, trying to determine whether he can develop a consensus and
move forward. But November will come very, very rapidly.

If we cannot launch a round, I agree with Ambassador Zoellick.
I would move to our next priority. That would be to get liberaliza-
tion in the regions that would welcome it.

The Free Trade Area for the Americas is an obvious candidate.
I would hope to energize liberalization in the Asia-Pacific Economic
Cooperation forum (APEC). The President will be in Quebec City
in April. He will be at APEC, hosted by China in Shanghai, in No-
vember. These are two instances where regional trade liberaliza-
tion could be pressed.

I do agree with Ambassador Aaron, that it is important that we
have a negotiating effort with Europe to bring down the level of
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tension that exists on our commercial relationship. During the Cold
War, we relied on security as the glue to hold us together.

Now we even have differences on some of our strategic issues
with Europe. Generally, we look to the economic theater to bring
our partners to the table. It is essential that we find ways to deal
with these outstanding contentious issues.

It is not easy, because so many of our trade differences with our
key trading partners cut into domestic policy; they no longer are
simply border measures.

So we are telling another nation how they should deal with their
labor policy, how they should deal with their environmental policy,
their water policy, their airline policies. This is very, very difficult,
for these issues intrude into domestic politics. We do need a negoti-
ating effort on a diplomatic level with Europe, in my opinion.

The CHAIRMAN. Dr. Hormats, I want to ask you about what it
might take to attain international consensus for new trade negotia-
tions at a WTO ministerial this November.

But you may also want to address, as Ambassador Hills has,
maybe the necessity of getting consensus in the United States be-
fore we get it worldwide. But I am interested, from your back-
ground, on the international consensus.

Dr. HORMATS. If you go back to the period of the debacle in Se-
attle, it is useful to, I think, recollect—and Secretary Daley and I
were discussing this earlier with a colleague of ours. The failure at
Seattle was not created by demonstrators in the streets, it was the
result of the fact that we really did not have a consensus at home
on some of these fundamental issues.

It was also the case that, in Europe, there was no consensus in
favor of a real serious trade negotiation because they were not
forthcoming on agriculture, and a whole range of issues. The Japa-
nese certainly did not have a consensus, either.

So I think what is going to be important here is to work with
these countries to ensure that each one of these countries or
groupings creates a consensus internally among themselves.

The second broad point is that domestically in this country, to
begin a big round as opposed to bilateral or even regional negotia-
tions, we do need a much broader consensus on our priorities.

My view is that, while we as a global trading power should place
greatest emphasis on a global negotiation, that is the one we are
furthest from at the moment. My view is that we have got to have
a series of confidence-building measures and successes that build
up to that point.

The way I look at it, is while a global round is most important,
regional FTAA is probably second most, and bilateral is the least
important from a quantitative point of view because of the amount
of trade involved.

But from a negotiation point of view, the best way to approach
this, both internationally and domestically, is to start out with a
few bilateral successes, the two that have already been negotiated
and a couple more, in part because they build confidence at home,
in part because we can, I think, perhaps find ways of dealing with
some of these environmental and labor issues in a more consensus-
oriented way.
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Then you build up to regional negotiation, to build consensus on
a Free Trade Area for the Americas, which I think the business
community would support.

We are getting edged out of our own markets in our own hemi-
sphere. The EU is negotiating with Mercosur. They have already
reached an agreement with the Mexicans. They are going to reach
an agreement with the Chileans, or at least try, and with the Car-
ibbeans.

We are going to get edged out unless we take action to expand
trade in the hemisphere and reduce some of the barriers which now
are imposed against our products and not against the products of
Mexico, Canada, the EU, and South America.

I think if you do that, if you make progress on the hemisphere,
then other countries, the Asians and the Europeans, are going to
have a greater sense of urgency about a broader negotiation, and
we will have built up, hopefully, the domestic level of consensus
and confidence required to launch a big round. So I would sort of
build it up that way.

I do think that the EU negotiations and the APEC are impor-
tant, but I think we are probably going to get most support domes-
tically at this point, and the President, of course, supports it
strongly, to move ahead on the FTAA. We have this meeting in
Quebec City to launch the process.

But I just would conclude with one of the points I made in my
testimony. We should not look at any one of these as isolated nego-
tiations. They should be part of a broader whole.

To get support for that, we have got to go to the American people
and explain how important expanding markets is. If we do not do
that successfully, we are not going to make progress in any of
these, unfortunately.

The CHAIRMAN. Thank you.

Senator Baucus?

Senator BAucus. Thank you, Mr. Chairman.

This has been a very provocative discussion. Achieving our goal
is going to be extremely difficult. I was reminded of a book written
by Jeffrey Garten about CEOs and the problems they have in the
world today. They are extraordinarily complex jobs they have, be-
cause the world has changed so much. They have to almost be
statesmen as well as knowing everything else about their business.

As I listened to all this, I wondered if we were kind of dated in
the way we approach trade, with fast track, trade agreements, and
so forth. The world is just changing so quickly, and will continue
to change so quickly. Governments are so slow to respond. But I
have a solution to all that.

What I would like to do, is in the spirit of compromise, see if we
can get some kind of consensus among you four panelists on how
we get to approach labor and environmental issues.

Ambassador Hills, you talked a lot about the ILO, and others
talk about maybe some flexibility, particularly, perhaps, in the con-
text of the WTO, citing some of the Pantine agreements, and the
different ways in which labor and environment have been treated.

How do we begin to solve this problem? There is not a lot of con-
fidence in the ILO among a lot of people. It is a concept that might
make good sense, but in practice people are not too certain. You,



19

yourself, Ambassador Hills, mentioned that major core principles
are just not ratified.

I do not know enough about the ILO to know why they are not
ratified or what those are, but I do know that there are not many
who talk about the ILO. This leads me to conclude that there
might be some problem with the ILO.

But I will stop talking and I will let somebody just jump out
here, because you have heard what others have said, with the spir-
it of trying to find some consensus on how we begin to crack that
nut, because that is going to be a tough one.

Mr. DALEY. I will take first crack at it. On the specifics, I just
think, to be honest with you, Senator, Mr. Chairman, and mem-
bers, I think there has to be—and I know President Bush has put
trade as one of the top issues on his agenda—a serious attempt by
the leadership of the executive branch to bring the parties in and
begin to try to drive by throwing out creative ideas on the table.

I do not know enough about the ILO, and I keep hearing that
it is a forum that we ought to be at, we ought to be doing things.
Why have they not been ratified? I would assume that many of the
people in the business community would probably be aghast at
some of the possibilities of the ILO if we were to ratify those agree-
ments.

So, they may have concerns that that would be more damaging
maybe to our economy, with the possibilities of some action that
may be worse than if they found some compromise in the trade
agreements as we go forward.

But I think there is going to have to be some things actually put
out. I think Chairman Roth and Chairman Archer last year, in
their fast track bill, went a little further than most people would
have ever thought, as Bob mentioned, we were talking earlier this
morning with another colleague, and that bill was fairly forward-
learning, in some people’s opinions.

Senator BAaucus. All right. I agree with you. I think it is going
to take Presidential leadership to bring the parties together. All
right.

Now, what advice would you give the administration on some of
the things they might look at in bringing the sides together? It
could be anybody. Not that we are abdicating our responsibility
here, but there are 535 of us and there is only one of him. He has
got the bully pulpit. He has got more juice than we have got on
this subject.

Mr. AARON. Well, I think that Carla Hills had a very good point,
in that we do need to move forward on the ILO. Indeed, I am im-
pressed by the fact that the AFL—CIO is developing a new initia-
tive to try to exploit the ILO in a way that will be more effective
in supporting good labor standards.

But I think there are also things that the WTO can do. I think
the creation of a Committee on Trade and Labor is not a crazy
idea. There is obviously a relationship.

It would be a good first step for the members to be sitting down
and discussing these issues candidly. I do not think you will get the
consensus in the WTO that you need to go forward unless you have
an environment in the WTO in which a discussion can take place.
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Now, what could these people do? Is this simply going to lead to
trade sanctions for poor labor practices, or something of that char-
acter? I do not think that would ever come out of such a committee.
What might come out of such a committee is something like per-
mission to have special preferences for countries that have high
labor standards, for example. Or on the environmental side, par-
ticular reduction of tariffs and reduction of obstacles for environ-
mental measures. I think there is a possibility of having a rule that
says you cannot derogate from your existing labor or environmental
laws in order to attract investment.

There is a whole series of things you can do, it seems to me, that
do not get to the point of trade sanctions, but simply address the
fact that there is a relationship and that neither trade nor environ-
mental standards should be seen or used as an obstacle to trade,
but on the other hand, there are ways to encourage it.

Senator BAaucus. If I might, Ambassador Hills, in the spirit of
compromise, how do we get from here to there?

Ms. HiLLs. I agree with Ambassador Aaron that there is no harm
to study. Were you able to show a clear nexus between trade and
labor there would be less argument. For example, if a country that
created a trade zone and said within that trade zone it would not
enforce, indeed it would waive, its labor and environmental laws in
order to attract trade and investment, that conduct would seem to
be a possible candidate for inclusion in a trade agreement.

The way the models have been drafted thus far, is that if a coun-
try changes or violates its current labor laws and a panel finds that
it has done so, that the contesting party may levy “appropriate and
commensurate measures.” Now, that means that a country could
come to us and say that we did not enforce our labor laws, or that
we amended our labor and environmental laws, and seek damages.

My recollection, from having served as U.S. Trade Representa-
tive, is that there is a very large sensitivity in this body to ceding
sovereignty; we recoil where any nation can criticize or attack our
laws or our means to enforce them. We are prepared to do that
overseas, but not at all prepared to do it at home.

Senator BAucus. That is the problem. What is the solution?

Ms. HiLLs. The solution, in my view, I come back to the Inter-
national Labor Organization for labor issues. Both you and the Sec-
retary said, “I do not know much about the International Labor Or-
ganization.” The Secretary suggested that probably the business
community would be opposed. The business community has not op-
posed the International Labor Organization.

In fact, labor unions and Chambers of Commerce, the Inter-
national Chamber of Commerce, as well as governments, are mem-
bers of the International Labor Organization. If you look back over
the record, as I have, unions have brought very, very few actions
in the last 20 years.

So when they are insisting that “core labor standards” the
United States of America has not ratified be put into our charter
of the World Trade Organization, which is already having enor-
mous difficulty in enforcing the “new” political issues, you have to
wonder, since they have not brought many actions, is their intent
to somehow make it difficult for the WTO to function?
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I think we need a vibrant trade organization in the World Trade
Organization. I also think we need to deal with international labor
norms. But to mix them up is a prescription for a very large prob-
lemhin the future, both domestically and to persude nations to deal
with us.

Senator BAaucus. This is a huge subject and I would love to
spend much more time with you on it. But the red light has been
shining for a little while here, and there are other Senators here.

Mr. DALEY. I just want to correct, if I could, one point that the
Ambassador said.

Senator BAucCUS. Yes.

Mr. DALEY. I was not saying, I did not mean to say, that the
business community is against the ILO. I think if the ILO became
the sort of aggressive body that maybe some would want it to be,
as the WTO is, that some of the business community could find
that more disruptive to them and to their actions.

I was the first Commerce Secretary ever to attend an ILO joint
business and labor meeting. So I think it’s an important body, but
I do not think we should kid ourselves, unless we give it real teeth,
that it will ever address some of these issues.

The CHAIRMAN. Senator Lincoln?

Senator LINCOLN. Thank you, Mr. Chairman and thank you Sen-
ator Baucus. I certainly appreciate your holding up a hearing on
such an incredibly important issue. We certainly have a distin-
guished panel here with us today. We appreciate your input as we
focus on the issues that surround trade and globalization.

I grew up on a small farm in a rural area of Arkansas. My father
always made sure that current events were an important part of
our family’s daily discussions.

He always used to tell us that the world is constantly a changing
place. For the United States’ economy to remain strong, we could
not just circle our wagons and sell our widgets and gadgets to one
another in Phillips County, Arkansas. We always need to be ex-
panding. We were encouraged to understand how important trade
was to us as a farm family, to our country, our State, our Nation,
and to all of us.

Trade has become more prominent in as we look at the issues we
face in the globalization of our economy, and certainly the position
that we hope to take in the future in that global marketplace.

With the advent of technology, there is no doubt that the world
is becoming a smaller place. It is important that we remain diligent
in our pursuit of market expansion.

I would just like to echo some of what Senator Baucus said in
terms of the labor and environment issues. They are not easy. We
are not going to solve them overnight. But in Dr. Hormats’ com-
ments, addressing these issues it is apparent that we have to en-
gage the American people in this issue. We have to have the Amer-
ican people engaged in this issue or we are not going to be able to
be successful, I do not think, in the long run.

Without a doubt, launching more trade rounds, as Ambassador
Hills has mentioned, really is only going to get us somewhere if we
are successful in presenting a united front, if we do not then we
will run up against those brick walls again as we did in Seattle,
and other places.
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Just a couple of questions. I am a supporter of biotechnology.
Certainly from an agricultural background, I believe that agricul-
tural biotechnology holds great promise for American agriculture,
for consumers and for the health care industry around the world.

As a member of the Bipartisan Senate Biotech Caucus, I am con-
cerned about foreign countries successfully establishing trade bar-
riers for protectionist purposes and not using sound science.

I think this is going to be a very big issue for us in the future,
especially for agriculture. We have got to engage the American peo-
ple, the environmentalists, and everyone to recognize that we
produce the safest, most abundant, and affordable food supply in
the world. But we are not going to be able to continue to do that
if we do no fight for our trade rights in the international market-
place.

If members of the panel would address the challenges and the
potential solutions that we may see in the areas of biotechnology
and trade.

Mr. AARON. I might say, I have had some dealings with the Eu-
ropean Union on this subject. Of course, they have taken a leading
role in trying to develop all sorts of rules, thresholds, standards, la-
beling requirements, traceability requirements, and all the rest.

Their most recent proposals on trade stability, I think, would ef-
fectively—and I am not alone, I think the industry believes—would
really put them out of business as far as being able to ship agricul-
tural goods that had any genetically modified aspects to them to
Europe.

And not only the genetically modified ones, but even ones that
were not genetically modified, because of the impossibility of the
standards that they have established, which really are not sci-
entific.

Now, what is the solution? Part of the solution, I think, in a way,
and this is a long-term solution, as I suggested earlier, is we need
to revitalize this Environment and Trade Committee in the WTO.
This is a place where we ought to be talking about the use of envi-
ronmental standards in an unacceptable, unscientific way to create
trade obstacles.

We ought to work towards trying to deal with that. We also have
to be very careful, in what is known as the Codex Alimentarus,
that we do not accept any expansion of the so-called precautionary
principle that goes beyond what science can support.

Senator LINCOLN. How willing do you think any of our U.S. trade
negotiators are going to be in standing up to that lack of scientific
standard and being able to really put the teeth in the negotiations
and in the agreements that are going to require these nations to
be able to open up to us?

Mr. AARON. Well, it may be unpopular with some of our trading
partners, but we have to just say no.

Senator LINCOLN. Absolutely. All right.

Ambassador Hills?

Ms. HiLLs. Let me say that, as we build a consensus here at
home, we have to work hard to build a consensus abroad. The issue
you raise of genetically modified food is hugely sensitive, in Europe
in particular, and in some Asian countries as well.
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Europe has suffered from mad cow disease and has lost con-
fidence in its governments to determine the safety of food. I believe
that there is no sanction that Congress or your Trade Representa-
tive could apply that would cause, at this moment, Europe to
change its views with respect to food where it has lost the peoples’
confidence. That is because its body politic is frightened and would
not permit a minister to so vote.

I visited with the commission a year ago on this very issue. I la-
mented the fact that, unlike the United States, where we have in
one body the Food and Drug Administration, risk assessment and
risk management, those issues are separated in Europe because
Parliament has only given the commission the risk assessment
function.

That means that the scientists in Europe can determine that
they have a high degree of confidence in a particular food being
risk-free, but when the consumers are marching outside the min-
ister’s house in the member states, the management of that risk
falls to political worries.

I think we have to have conferences that deal with the issues
and talk less about threatening and sanctions—which will not
work, they will be ineffective—and talk more about how these na-
tions will lose out in the knowledge age, for we will need to feed
a growing number of people.

We are, in the next 25 to 50 years, going to run out of land on
which to plant, so that we will be in the position, the unenviable
position, of mowing down our forests and using more herbicides
and pesticides, which will pollute our water. It is a vicious circle.

But this requires an education. So much connected with these
new issues touch on political sensitivities unlike border measures.
This is different from bringing down tariffs at the border or letting
in a larger quota of something that is the same as domestically pro-
duced.

It requires dealing with political, domestic constituencies that
have very strong views—political views. The United States, in the
past, has exercised leadership to persuade nations of what is in
their best interests, as well as ours. We have done that since 1947.
We have fallen off the track since 1994.

Today, we do not have the ability to sit at the table—bringing
people together to negotiate on things they want to talk about,
whether it be marketing opening for them in one sector or market
opening in another. We have lost that forum in which we could talk
about more controversial areas. That is where we find ourselves
today.

I think it is crucial, indeed, critical, that we get trade negotiating
authority so we can deal with basic trade. Do not put on the back
of trade mission impossibles. Go out and educate and sell in the
course of negotiating basic trade issues the mission impossibles. We
will get there, but we will not have a trade negotiation if we insist
that our trading partners deal with labor issues up front. Already,
a majority have said they will not. Deal with these other issues.
We need to educate and persuade.

Senator LINCOLN. Well, I do not disagree with the Ambassador
that education is probably first and foremost, the best avenue for
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us to take, especially in this arena, both educating within our own
borders, our own populace and consumers.

But I just have to say, when the EU is subsidyzing their farmers
at such high levels it 1s pretty hard when you put our farmers in
a position where theyre not competing with other farmers, but
they’re competing with other governments, and asked continually,
year after year, to produce more and more with less and less sup-
port from the U.S. Government, and with more and more regula-
tion.

So, without a doubt, you are right, we need to talk about that.
But at some point we also have to know that our trade representa-
tives are going to stand up for production agriculture, whether we
choose as a Nation to move towards the use of more biotechnology
which can help us be more productive in feeding the world, which
we have year in and year out, but without a doubt being able to
support our producers.

Ms. HiLLs. Senator Lincoln, subsidies are the basic grist of a
trade agreement. They are not the new issues, they are the old
issues. We can very well negotiate on subsidies without hitting the
sensitivities that I mentioned.

Senator LINCOLN. Thank you.

Senator MURKOWSKI. Thank you, Senator Lincoln.

On behalf of Senator Grassley, who will be back, there is going
ti)’1 be a second round. I wanted to make sure all the members knew
that.

Let me share in welcoming our distinguished panel to this com-
mittee. I see old friends, Carla, Bill, David, Dr. Hormats.

Let me just share with you an observation that came up unsolic-
ited today in my meeting with the Governor of the Virgin Islands,
Charles Turnbull, a charming gentleman who is up against some
tough realities associated with the realization that they have had
devastating hurricanes down there over an extended period of time.

As a consequence, they are suffering under significant debt load,
FEMA loans. They are looking for forgiveness. Their economy is
tourist-related, to a large degree, but a significant portion of the
population is involved in commercial fishing.

During the last few days of the former administration significant
areas were withdrawn and made into monuments. These are off-
shore, not on land. This was done without any consultation with
the Governor of the Virgin Islands. Now those that were dependent
on the commercial fishing industry suddenly find themselves with-
out a place to fish.

Now, as we address the larger picture, which is basically the re-
sponsibility you folks have, I would be interested to have you, from
the standpoint of your interest and commitment, address the devel-
opment in underdeveloped nations, and look at the accusations of
a kind of a cultural or economic Calvinism by the United States in
those countries.

Are we setting unrealistic limits without bringing them along in
a transition? I am not going to argue the merits of whether we
should have initiated these monuments in the Virgin Islands. But
to simply do it without consultation with the Governor, without
any effort to try and wean them off their livelihood, seems to me
to be presumptuous, at best.
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How can we do a dictate and still maintain their respect when,
clearly, they are looking at the loss of their livelihood? This may
not be what you were prepared to discuss, but I think it reflects
attitudes toward underdeveloped nations and our ability to dictate
terms and conditions, whether they be labor or environmental,
even with our own territory.

We do not look at the territories much anymore because it is
kind of passe. Hawaii and Alaska were territories, now we are
States. But there are a few folks out there, Puerto Rico and the
Virgin Islands, where we have an obligation.

So I do not know if this is a speech or an effort to communicate
sensitivity, but I think charity begins at home. Here we have the
Virgin Islands. Suddenly their livelihood is taken away, from the
standpoint of the commercial fishing, by just a stroke of a pen with
no consultation or input.

Anybody that would care to try this one on?

Mr. DALEY. I will try some reaction to you, Senator. As Secretary
of Commerce, as you know, NOAA is under the Secretary’s office.

Senator MURKOWSKI. Right.

Mr. DALEY. So the sensitivity and the feeling about the fish in-
dustry by those who are in it who have seen a depletion and the
emotion that it generates, decisions that the government makes,
not commenting specifically on the one that was made late in the
last administration.

But I think Ambassador Hills, in her comments earlier, no ques-
tion about it, said we have to educate. We have to be out there try-
ing to convince the world on a whole host of issues around trade—
and labor and environment, in my opinion, are two of them—that
these are important issues that have to be looked at differently.

We have to lead in that discussion. We have to be the ones who
drive that, whether we drive it with a stick or drive it with a car-
rot, on a whole host of these issues.

I think we have to do that. It is an obligation of ours. It is a re-
sponsibility. But it also gives us an opportunity as the premier
market that most of the rest of the world wants to get into, that
we should view that as an obligation, but also an opportunity for
us.

I would not be surprised at the depth of the emotion of the Gov-
ernor, because it is an important piece of their livelihood, as it is
in a lot of parts—obviously, you know it from your State—of the
country. Most Americans do not understand the importance of the
fishing industry to the viability of communities along our coast.

Senator MURKOWSKI. Well, I appreciate your answer. I guess my
frustration is theirs. You would think there would have been some
consultation.

Carla?

Ms. HivLLs. I think that the United States makes a mistake when
it acts in an abrupt, unilateral fashion with large and small na-
tions. It takes not too much time to have a consultation. I have
longed believed that in the area of the environment.

The norms that we seek to impose in the environment are gen-
erally very worthwhile, but often very difficult for poor nations. I
have long though that, where we had that very difficult tuna and
dolphin dispute, of course we did not want unnecessary slaughter
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of the dolphins. But Ecuador, a poor nation, did not have the
means to deal with buying the nets that would permit the dolphins
to be extruded.

The better notion, it seems to me, to get Ecuador to agree to use
the nets, and then sit down with the World Bank, which deals with
microeconomic policy, namely the eradication to provide funds to
assist Ecuador obtain the needed nets. The GATT was to deal with
trade.

I agree with you. I think that we ought not to move forward and
impose unilaterally with out consultation on our neighbors. I think
that we would get the same result with far better response, and
generate a kind of support for all the things we want to accomplish
worldwide.

Senator MURKOWSKI. Well, I certainly agree with you. As you
know, in this particular case, there was a concern with the coral
reefs. That is the emotional argument. Obviously we want to pro-
tect and save the coral reefs. But the effect of banning commercial
fishing in the Virgin Islands has put a burden on the Governor,
and the ability to transfer these people if, indeed, there is going to
be enforcement. I assume there has to be.

Or look at the other alternative, and that is to try and unwind
this. Since printing it in the Federal Register, it is going to take
legislation to do it. Then you are going to take on the whole envi-
ronmental community who is going to say, well, you are risking the
coral reef by unwinding the situation in the Virgin Islands that
really was not given much thought as to the transition, and so
forth.

I would suggest that we all share, if you will, in the responsi-
bility that we have let down our own American citizens here by not
consulting them.

Dr. HORMATS. Can I add one additional thought, a follow up on
what Ambassador Hills mentioned a moment ago? That is, that im-
posing or attempting to impose on a lot of these countries
policies

Senator MURKOWSKI. This is our own people.

Dr. HORMATS. I know. But I am making a broader point. Your
point, I agree with entirely. I am trying to develop a broader point
on the basis of what you said.

One of the things I think is very important is to work with
groups in these countries to help develop the domestic consensus
needed to address some of these issues. In this case, there was no
consultation, to my knowledge, as you have indicated, at all, which
is really a tragedy.

Senator MURKOWSKI. Do you think it is appropriate to respond
to the environmental community and say, hey, we have got a situa-
tion where the reef might be affected and we are going to

Dr. HORMATS. No. I accept that. I take that point. But it seems
to me, the broader point is in other countries, not territories of the
United States. One thing that is very important is to work with do-
mestic groups in those countries that have similar interests if we
have an environmental concern. You try to develop within those
countries a sensible arrangement, which has domestic support in
those countries. That is part of the problem.
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We have learned this in the International Monetary Fund finan-
cial negotiations. If you try to superimpose on countries economic
policies in general, not just environmental policies but other kinds
of policies, and there is not domestic support for them, they may
go along nominally, but they do not really go along in fact.

Senator MURKOWSKI. That is right.

Dr. HORMATS. Therefore, it is a building process of building con-
sensus, not only here but in many of these countries. To use an ex-
ample, we did not have a Central Bank in this country until the
early part of the last century.

If the British, who were making us a lot of money, had said, you
Americans ought to have a Central Bank, you are not going to get
any more money if you do not, imagine the reaction. We might
have had one, but there would have been so much resistance to it
at the time that it would not have had any credibility and public
support.

It seems to me our own history is a lesson to how we should deal
with institutional problems in those countries. I think this goes to
Senator Lincoln’s point. That is, part of the problem in these coun-
tries is they do not trust their own institutions.

We have, as Ambassador Hills indicated, the FDA, which is very
credible. They have a history where their governments have told
them things that are not credible, that turn out to be wrong in
food, AIDs contaminated blood, a whole range of things. They have
had a dreadful history of lack of credibility.

Part of what we need to do on the question of GMOs and biotech,
is to work with credible institutions in these countries to deal with
the science and make very public the scientific evidence to avoid
those issues in trade being used as our pruteitant excuses. That is
different from the subsidy issue, where we ought to go at it head
on.
Let me make one last point on the subsidy issue. You can make
a very small point that excessive subsidies on agriculture are an
environmental problem, because in effect they create a distortion
which misuses land. So, in a way, there is a consistency between
Whgt we want to do environmentally and what we want to do on
trade.

If you subside a whole lot of production that is economically inef-
ficient, as in the case of Europe, it does seem to me, as in other
countries, that you have both an environmental and a very strong
economic argument against some of these subsidies.

Senator MURKOWSKI. Thank you.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator Murkowski.

I have got at least two questions I want to ask Secretary Daley
and Ambassador Aaron. This is based on the last administration’s
experience, not just yours, of not having a successful round of WTO
in Seattle. So, based on that experience, what would be your advice
to the Bush Administration, to those of us in Congress, to avoid the
problems experienced at that time?

Mr. DALEY. I think I would agree strongly with the comment
that Bob made earlier, that the debacle in Seattle, the failure of
launching the round, was obviously not as a result of what hap-
pened in the streets. That was a lot of good TV and good drama,
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and was a terrible situation for our colleagues from around the
world who came to the United States and felt that they were under
siege.

But the fact of the matter is, the decisions have not been made
in Geneva, and too many decisions were left on the plate when we
got to Seattle, because the political leaders in Europe and the
United States had not dealt with them. It was a recipe for failure.

I would just reiterate strongly to this administration what Am-
bassador Hills said, and also Dr. Hormats. That is, do not begin
this round and do not raise expectations of a round unless there
is a clear consensus.

Right now I think it would be very difficult—this is my own per-
sonal opinion, obviously—to expect that by the end of this year, Eu-
rope will be willing to make some serious commitments in the agri-
cultural area, which is the heart of why we did not really get close
to even launching something last time. I do not think it was about
labor or environment.

Those were issues that we raised, obviously, and had been raised
by not only people on the streets, but in other forums. But I would
move very slowly in raising expectations of a new round.

I think the loss of the FTAA in 1995, with a schedule to be com-
pleted in 2005—I think there has been more progress made in the
FTAA than most people know. I think there has been real progress.

I do believe, if the President gets fast track authority and there
is a commitment with the political leadership here to move for-
ward, then I think it can be done by 2005, which was the original
schedule. It would be a dramatic statement of the United States in
this century that we would be laying the marker down in this
hemisphere in a very aggressive way. I think it would be a tremen-
dous accomplishment.

I think there is no question in my mind it can be done if we move
quickly on fast track and the administration says this is our pri-
ority. When you and the rest of the world gets your act together,
comedwith us and try to convince us why we should launch a new
round.

We should not be there being used as a whipping boy as we were,
in some ways, in Seattle, for those other countries, Asian countries
and Europe that really did not want to begin a round, and pointed
the finger at us for a host of reasons.

The other issue about launching a new round will be really
where China is and whether China is in the tent or still out of the
tent. If they are still out of the tent, I think that has a serious im-
pact on the viability of a new round.

The CHAIRMAN. Ambassador Aaron, I am taking off on a com-
ment you made—I hope I characterize it right—that agricultural
trade liberalization ought to go on in the form that it is in Geneva
now.

I do not dispute that we ought to move forward in that direction,
but I think I got the impression that it was more important to do
it there than in an all-encompassing round that you would have.

I guess my feeling is that we do not get much progress for agri-
cultural liberalization of trade unless there is a very comprehensive
round where there is a lot of non-agricultural issues that could be
negotiated for the benefit of agriculture.
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Mr. AARON. I think that judgment is correct. It is not my view
that you can negotiate agriculture separately. The real issue, is
how broad does the round have to be? In our conversations with
the Europeans on this very delicate issue, it was never clear to us
whether they were looking for something that would simply give
them political cover or they were looking for real trade-offs here.

For example, they had positions on such things as competition
policy, which they wanted to put in a new round. They wanted to
put investment issues into the new round.

Now, our concern was at the time that, in effect, all of these were
to be linked, so that all you could have was a negotiation that,
until all of these issues had come to some resolution, you could not
have an outcome.

Therefore, you would have issues that really were going to be ex-
tremely difficult, and maybe even impossible—like the competition
polic%{ among 100-some countries—holding up the conclusion of a
round.

So it was not clear to us whether they just needed a whole bunch
of cover to get going at all on agriculture or start a round, or
whether they really were going to hold these other issues that are
very difficult, conceptually difficult, politically difficult, as cards
that would have to be played in order for agriculture agreements
ever to be reached.

Let me just make one point about the European agricultural sit-
uation. I think it is very difficult for the Europeans to get into
much of the negotiation until they sort out their own agricultural
policy. Some people believe that is going to happen because they
are going to be admitting new states into the European Union. The
timetable for that looks closer now than it did maybe a year ago
during Seattle.

But I would be careful about this assumption because it is not
clear to me that these states are going to come into the European
Union on terms like the rest of the current membership, and there-
fore force a change in their agricultural policy.

I think France and several other countries are going to work very
hard to protect the system they have got now and have a different
system for Poland, Hungary, and the rest. So, we may not get as
much encouragement as we think.

The other point I would make, is that I think it is going to be
difficult to get a real negotiation on agriculture until we have the
exploration of the so-called peace clause. That is the agreement,
which I believe expires in 2003?

Ms. HiLLs. 2003.

Mr. AARON. 2003. In which we have agreed not to take cases on
subsidies to the WTO on agriculture. Once that peace clause ex-
pires, we will be free to take such subsidy cases to the WTO and
there will be a lot more pressure from the Europeans to show us
some flexibility.

The CHAIRMAN. Senator Baucus?

Senator BAucus. It is very interesting, Ambassador Aaron, what
you said about the few subjects that Europe might really cover, or
whether they really wanted to make a deal. How are we going to
find out? What do we have to do in order to answer that question?
Or what do we do to make progress on agriculture?
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You mentioned we might have to wait until the peace clause has
expired. That is soon. That is next year. The farm program. Con-
gress writes a new farm bill next year. That would be an oppor-
tunity.

Mr. AARON. Yes. I think that is an opportunity to perhaps create
some incentives for going forward with the actual elimination of
the kinds of distorting subsidies that we have seen in the European
situation.

I think that when the Europeans are really ready to negotiate,
some of these tangential issues will sort of slide away. I think I
agree with my former boss here, that they are not really ready yet.
Therefore, we ought to focus our energies really much more on
solving some of our bilateral issues and in proceeding with more
bilateral and regional trade agreements.

Senator BAucus. Right. They are not ready. But sometimes a lit-
tle encouragement can help them get more ready, more quickly. It
is always a delicate question just how far to push and how much
to let them find their own solutions. But sometimes I think it is
helpful probing a little bit.

Dr. HORMATS. I think if you make progress, real progress, on
FTAA, they will be readier quicker in the sense that they are now
trying to get a foothold in this hemisphere on a whole range of
issues.

As long as we sit on the sidelines, they have the field open to
themselves. If we get off the sidelines, start negotiating seriously,
and in a way preempt them, then they may become a little more
serious about a global round.

Senator BAUCUS. Good point. That is a good point.

Changing subjects, I was a bit shocked by recent reports that the
administration plans to reduce funding for the Commerce Depart-
ment’s trade compliance efforts for 2002. I hope those reports are
inaccurate. I am very concerned about compliance with China and
other countries. I would just like, perhaps, Mr. Daley, you to re-
spond.

Mr. DALEY. I saw the same report, Senator. As I mentioned in
my remarks, I think my friend Don Evans will be under enormous
pressure.

I think we have got, in building this consensus and this support
for trade, to convince the American people, because I do believe,
whether it is justified or not, there is a strong feeling out there
that we seem to get taken advantage of in all these agreements.
Nobody else lives up to them. We live up to them, and we are al-
ways at the disadvantage of other countries.

Specifically, we requested a substantial increase in Commerce
last year, which had a lot to do with the China situation and the
need. That will be an enormous challenge for us, and I think we
have got to get much more aggressive.

The Trade Representative’s office, as you know, and obviously as
the Ambassador knows, is a small group of people who are over-
worked and overburdened, especially if they move forward on an
aggressive agenda as the President seems to indicate on trade, a
lot of that enforcement does fall on the Commerce Department. I
think it would be very unfortunate.
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Senator BAucus. I might say, too, I am sure with most American
industry but I know that the high tech industry, in particular, the
computer industry, this is one of their three top concerns, that is,
compliance of China. They are very worried. There is, in fact, de-
bate among some of them on the degree of which it should be in
Commerce, USTR, or what.

The main thing is, they just want to make sure that we have
much, much more beefed up monitoring and compliance regime
working with business and appropriate others to make sure that
we are not taken advantage of, assuming that China does become
a member of the WTO, and I think hopefully will quite soon.

Mr. DALEY. If I could just add one more point. If they do not be-
come a member of the WTO, then it is more important maybe to
even have those resources.

Senator BAucUS. That is right. I agree. WTO has its own enforce-
ment mechanisms, which help a little bit.

Back to the ILO, if I could, because it’'s an interesting subject,
and we certainly want to find some common ground in environ-
mental and labor issues.

I noticed the ILO recently suggested that ILO members consider
employing sanctions on Burma for various violations. My real ques-
tion is, is that a good idea to create sanctions in the context of
ILO?

Then the second question would be, how do we address the con-
flict that these sanctions might have within the ILO, in the context
of ILO? It seems to me we are going to get sanctions regardless.
I am not sure whether ILO is as simple a solution as some hoped
it might be.

Ms. HILLS. Senator, as I mentioned in my opening remarks,
when you read the charter of the World Trade Organization and
the International Labor Organization, they are remarkably similar.

The World Trade Organization has a panel to determine whether
a given nation has violated commitments made. The International
Labor Organization has a commission of inquiry to determine
whether a violation has occurred.

I have always argued that it is possible for the 176—I think I
am right on that figure—members of the ILO to impose economic
sanctions in the appropriate case.

That was the initial concept when we formed the international
organizations to deal with different labor functions. You are right
to point out that there could be at least an overlapping jurisdiction.
I have always thought that it would be quite possible to have sanc-
tions levied by the members of the International Labor Organiza-
tion.

Can you imagine then Myanmar, or Burma, coming up and say-
ing, my goodness, they applied a sanction against us for violating
a core labor principle, that the World Trade Organization’s mem-
bers would not give due consideration to a finding and determina-
tion of the International Labor Organization?

Ideally, I think that a closer relationship should exist between
the World Bank in matters of the environment and in helping poor
nations deal with challenges where they do not have the resources
to address. Similarily I think that the International Labor Organi-
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zation and the World Trade Organization should have an ability to
work together.

Senator BAUCUS. But in this case do you support imposing sanc-
tions the ILO has recommended against Myanmar? Do you support
them?

Ms. HiLLs. Certainly, I think that I have not looked at the basic
file of that particular sanction, but abstractly, yes. Absolutely. If a
nation commits in a convention to observe certain core labor stand-
ards and violates them, and the membership, after exhaustive re-
view, painful sunlight, where they expose the grievance, and

Senator BAUCUS. What am I missing? Trade sanctions should be
imposed for violation of core labor principles in one context. Why
not trade sanctions for violating core labor principles in the other
context?

Ms. HiLrs. The key difference, Senator, is the International
Labor Organization was formed in 1919. It has a history of labor
expertise and credibility in the field.

Labor law is a complicated and controversial subject and de-
serves, and requires, the credibility and expertise that labor law-
yers and labor practitioners can bring to the subject. The World
Trade Organization has no such expertise or credibility.

Just ask yourself, on a simple issue like the protection of chil-
dren from work, should the standard be different in rich and poor
countries? Is there a line that you draw between light work and
heavy work? Where is that line?

Is there a difference in the kinds of health and general OSHA-
type standards, and what are they? This is not the stuff that trade
practitioners know, but this is the grist for the mill of the Inter-
national Labor Organization.

Why would you take a responsibility that we placed in 1919 in
one organization and try to put it in the lap of another? Why would
we take, for example, our Labor Department’s responsibilities and
put them over at USTR?

We have two separate organizations, each have their own exper-
tise and credibility. My suggestion is, simply, if we believe that we
want international labor norms enforced, then we should put our
confirmation behind it. The United States has not ratified but two
of the eight core labor standards.

I am less concerned about the rest that may have a problem, but
I think when we talk about putting the core labor standards in the
World Trade Organization, we ought to ask ourselves, first, why
not ratify the core labor standards in the International Labor Orga-
nization?

Senator BAucUS. I hear you saying that you do support trade
sanctions to enforce violations of core labor principles, but in the
context of ILO. But you do support trade sanctions to enforce the
violation of core labor principles.

Ms. HiLLs. Trade sanctions are one of many economic sanctions.

Senator BAUCUS. But yet you do not oppose that. That is on the
list of measures that you do think should be supported.

Ms. HiLLs. The International Labor Organization can apply, in
given circumstances, economic sanctions.

Senator BAucus. All right.
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Now, let us say that the ILO recommends a trade sanction to en-
force a core labor principle of the ILO. What happens when that
sanction violates the WTO rules against the sanction? Then what
do you do?

Ms. HiLLS. First of all, the ILO does not recommend anything,
jlﬁst like the World Trade Organization does not recommend any-
thing.

The ILO will determine that a member has violated a conven-
tion, and another member or group of members that are aggrieved
an address the harm that that member or group of members be-
lieves has occurred. That is very similar to what happens in the
World Trade Organization.

Senator BAUCUS. Similar, but not the same. There is a panel in
WTO which is more formalized, or of more enforcement than what
I hear you say of the ILO, where countries can cite whether they
want to follow the recommendation or not.

Ms. HiLLs. Let me suggest to you that the World Trade Organi-
zation does not order any sanction either. The World Trade Organi-
zation finds that a member nation has violated a commitment, like
an accord on subsidies.

Senator BAucus. Right.

Ms. HiLLs. The grieving party or group of grieving parties, just
like in the International Labor Organization, can decide to apply
sanctions. It or they need not, it may not, but it can.

When there is a subsidiary dispute about the amount of sanc-
tions, then there is a determination of what is appropriate.

Senator BAUCUS. The main point here is to find some way to get
fast track passed. [Laughter.] That is what we are trying to do
here. I just strongly urge all of us just to maybe back off, myself
included, and not argue, but look to try to find a solution here.
That is the only way we are going to solve this thing.

I think all of you have some very good points and good thoughts.
This is not going to be easy by any stretch of the imagination. In
fact, I think it would be much more difficult than a lot of us are
even saying, because of the complexities of the world, the complex-
ities of this country.

This is not the same as 1919, or whatever year it was. This is
2001. It is a whole different world and it is going to keep getting
different as the years go by.

The CHAIRMAN. Senator Lincoln, are you done?

Senator LINCOLN. May I ask just one more question, please?

The CHAIRMAN. Yes.

Senator LINCOLN. Thank you.

Just, also, to follow up on what Secretary Daley mentioned in
terms of perceptions of us being taken advantage of.

I think oftentimes that perception comes out of the fact that we
drag our feet in implementing our own laws, whether it is steel or
softwood lumber, both of which are very important to Arkansas.
We have not seen the results we would like from our trading agen-
cy in upholding some of the current laws we have on our books.

But to all of you, if you could just comment briefly. We have a
number of U.S. retail companies that would like to expand inter-
nationally.

The CHAIRMAN. Not Wal-Mart.



34

Senator LINCOLN. That is exactly right. You may know who I
wanted to mention. Wal-Mart in Arkansas is a good example. It is
certainly in our National interest that we expand. Retail growth
will open up new markets for U.S.-made products, there is no
doubt.

Up until now, access to our foreign retail market has not been
a high priority, for U.S. trade negotiators. I think it is vitally im-
portant that that change. Retail market access should become a
core objective of our trade negotiators.

But just as some countries erect trade barriers to keep U.S.-made
products and agriculture out of their markets, many of these coun-
tries have established laws, such as limiting the size of retail es-
tablishments, to keep some of the super stores from establishing a
presence, or a distribution center, or a system in their country.

Many of us believe that we should discourage countries from
doing so. I have voiced my concern over Argentina’s recent legisla-
tive action. So do you have any suggestions as to how we can pre-
vent more countries from establishing barriers that really hamper
our retail market access?

Mr. DALEY. If I could, just briefly. We had some success in Japan
in trying to push them for repeal of legislation that was prohibiting
the large retail stores. There has been success in Japan, which was
a very tough market.

I think also, as the Ambassador said earlier, there are cultural
differences. As we saw in many parts when large retailers came
into parts of America early on, the small stores, the small owners,
fought that. I think many parts of the world are beginning to see
that shift and the benefits that the larger stores can bring to the
consumers.

It is a learning process, it is education. I think it is working. As
I said, we did see, in Japan, success. There was a little bit of a
stick, a little bit of the carrot. But it is a very tough issue in many
parts of the world.

Dr. HORMATS. Just a couple of thoughts. One, Secretary Daley
made an interesting point. At the turn of the last century, we had
actual legislation that prevented chain stores from emerging. J.C.
Penney, for example. But other countries have their own. They
have hypermarkets, and they have things. They just do not want
ours, they want theirs.

One of the things that I think is interesting in the China agree-
ment, there is an opportunity for broader distribution. That will
present an opportunity, if that is ratified and implemented, for
much more effective distribution systems in which American com-
panies that would have the experience here could perhaps take it
into China, as they are beginning to do in Japan and other parts
of Southeast Asia.

The other point that I think is interesting has to do with a
broader point that relates to your point, Senator Lincoln, and that
is regulatory transparency. It is an issue in the financial services
area, it is an issue in many other areas.

The way regulations are done in many of these countries is, shall
we say, somewhat less than transparent, certainly less transparent
than it is here, more opaque.
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Therefore, it seems to me that one of the things, as a matter of
principle, in a variety of negotiations, is to have a much more
transparent regulatory environment so regulations are open, they
are common regulations.

What happens in many of these circumstances, is it is sort of in-
sider business. The small businesses that do not want big super-
markets or Wal-Marts to come in work out deals in advance.

The big company is really for the consumers, and those who
would benefit do not have a chance to come in. So an open, trans-
parent regulatory environment, I think, is a very important prin-
ciple, and it is very important for this sector in particular.

Mr. AARON. Senator, I was just going to say one final thing. This
example, I think, underlays the whole issue that we are trying to
grapple with here today. It is the question of globalization and how
it causes societies to interpenetrate with one another.

So the issues that were once simply a local issue of whether you
are going to have big stores or small stores, it suddenly becomes
an international trade issue. The issue about how you are going to
regulate your food becomes an international issue.

I think we are not fully aware of how we deal with issues like
that. Things that used to be local, used to be national, are now
international. I think that the Congress, in particular, needs to
give some attention to its own institutional arrangements for deal-
ing with that question.

In particular, I think it would be very important that the Con-
gress find ways to have more legislature to legislate your dialogue.
For example, particularly with the European Union and the Euro-
pean Parliament, where there issues start, get rolling, and you can-
not get them stopped and you cannot get consideration of the inter-
national implications.

I would strongly urge the Congress to give some very serious con-
siderations as to how it can structure relationships with other par-
liaments whose actions are extremely important to us.

The CHAIRMAN. One last question for me, and I think then I
think we are done. Senator Baucus said he was. You have been
very good to give us 2 hours of your time, so I will not take much
time.

There is one issue, and this deals with the machinery of the
WTO. It is one of the things that both right-wing and left-wing ex-
tremists have kind of united on, that somehow this WTO is some
international organization, not responsible to anybody, kind of sub-
versive.

There is all this mystery about it. That has gotten some atten-
tion by people that want to use that, so you do not have any more
trade negotiations, and all that.

I remember, Pat Buchanan had one 30-second commercial when
he was running for President on WHO radio in Iowa, that he had
four lies about the International Labor Organization, all in a 30-
second commercial.

Anyway, there is this mystery out there. I think it causes us
problems with fast track trading authority, trade negotiating au-
thority for the President, that we have to answer.

That is, the transparency or lack of transparency and the mys-
tery about it. Do each of you see that as a problem, and what can
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be done about it? Is that a significant thing that we ought to be
dealing with?

Mr. DALEY. We, Mr. Chairman, in President Clinton’s adminis-
tration, felt that reform of the WTO and an opening of the WTO
processes was most important. We strongly urge our fellow mem-
bers to take steps to open it up to get away from this club.

Most people do not realize that the members are the government,
obviously the elected government, representatives. This is a meet-
ing of governmental representatives, not secret business people, or
whatever. It is a serious problem. There has got to be more reform.
But I will be honest with you. Even since the debacle in Seattle,
I do not think the WTO has taken steps to show a greater opening
that they probably should have. We pushed them. We tried to get
them to make their records open.

But many of our colleagues disagree with us, as we thought they
would. I think the leadership of the WTO has got to realize that
this creates an enormous, back to the credibility support problem
of the organizations.

I think they have got to improve the membership on these panels
to make them less political and more technical, experts as opposed
to political representatives, maybe. WTO is a consensus organiza-
tion. It is very hard to get consensus with the number of members
now that are in the WTO.

Ms. HiLLs. Mr. Chairman, I would say that we need to get infor-
mation out about the World Trade Organization. It is not anti-
democratic. The members nations are represented by the ap-
pointees of democratically-elected governments, that is who is sit-
ting at the bargaining table.

And, it does not override our laws. If the WTO comes down with
a panel report that Congress feels is contrary to our laws, we can
ignore it. If a trading partner, on the basis of that ruling, applies
a sanction against us, without the WTO they could have taken that
action. Without the WTO we could have a trade wars. We could go
back to the law of the jungle.

The WTO is a very valuable organization. But I agree that, hav-
ing now been in existence 6 years, it needs to be upgraded, a little
bit of this, a little bit of that. One of the big things it needs is
greater transparency. It needs to open up its proceedings, and it
would not put in jeopardy those proceedings.

It needs rules to permit the filing of amicus briefs in the panels
by those who have a real interest in the dispute—just as our Su-
preme Court has rules that govern the filing of amicus briefs by
people who have a real interest in their cases.

So, there are a number of things that can be done that would im-
prove the World Trade Organization, and I think give the public
greater confidence.

Senator BAucus. Mr. Chairman, we all agree with all that. I re-
member, I was in Seattle for that debacle. I was quite surprised,
frankly, to find Europeans intransigence to a dispute settlement
mechanism. They were opposed to it, and strongly.

If they are opposed to it, Europeans are strongly, how are we
going to make progress? That is a rhetorical question, because I am
late to where I am supposed to go. It is a huge problem. It has not
been easy.
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Dr. HORMATS. Just one follow-up on that. Earlier, there was a
British prime minister who said the objective of sending British
troops to a distant country about which we know nothing, and that
is, it seems to me, a little bit what is going on here.

First of all, with respect to Europe, they have a tendency of non-
transparency in many of their own institutions.

Senator BAucus. Right. That is the reason.

Dr. HORMATS. So that is part of it, and not to mention Japan.
Part of it is the cultural direction that they have. The other part
of it, though, is it is true with all multilateral institutions today,
they have been sort of used to running this sort of rarified kind of
dialogue distant from the people in the industrialized or developing
countries who are even more resentful.

There does seem to be a lot more information that is important,
and that should be provided not just by the WTO. Member govern-
ments have to do a great deal more to explain to their people what
these institutions do and do not do.

That is a process that we are going to have to spearhead, because
it will not happen. No one else is going to take the initiative. That
is the point we made. It is a different world, with the Internet and
a whole lot of other devices for communicating. We have got to use
a lot more like that.

Senator BAucus. Mr. Chairman, I have got to go. I thank you
very, very much.

The CHAIRMAN. Thank you very much. We appreciate you being
here with us. Thank you very much.

[Whereupon, at 12:09 p.m., the hearing was concluded.]
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PREPARED STATEMENT OF DAVID L. AARON

Thank you Mr. Chairman and Senator Baucus for inviting me to testify today at
the Committee’s first trade hearing of the 107th Congress.

I hope my advice today does not come as ill grace from a recently departed trade
official of the previous Administration. My only defense is that my views were not
entirely fashionable in the last Administration either.

In the brief time that we have this morning I would like to address our trade ne-
gotiating priorities, our strategy, the substance of what we want to accomplish, and
the process for achieving these objectives.

Priorities. 1 believe that our first, and most immediate priority, should be to re-
solve our bilateral trade problems with Europe. Second, we should re-energize our
free trade agreement efforts both bilaterally and regionally with the FTAA. Our
Third priority should be a broad effort at further global liberalization in the WTO.

My reasons for this order of priority are these: Multilateral liberalization in the
WTO cannot go forward without the leadership of both Europe and the United
States. Current bilateral trade disputes are poisoning that relationship and must be
resolved. It is difficult to imagine successfully negotiating further agreements in the
WTO when the current ones are not being observed.

At the same time, progress on regional and bilateral free trade agreements can
help maintain momentum for further global liberalization in the WTO, just as the
conclusion of NAFTA gave important stimulus to the successful conclusion of the
Uruguay Round. FTAs can set higher standards and establish important precedents
for broader multilateral measures. Too many developing countries still do not see
the merit of trade liberalization and have become obstructionist in Geneva. FTAs
are a way of demonstrating the value of more economic openness.

Strategy. To pursue these priorities, I suggest that first the new Administration
undertake a high level initiative to resolve the gamut of US-EU trade difficulties.
Only a comprehensive, political level effort is likely to break the current impasse
on bananas, beef, FSC, Airbus, GMO’s and so forth. This should be accompanied by
acceleration of the Free Trade Area for the Americas timetable and the rapid conclu-
sion of FTA’s with Jordan, Chile and Singapore.

In contrast, our approach to the WTO should be deliberate and cautious. The re-
ality is that US leverage is limited, because we are already the most open major
economy in the world.

As a result other countries are focusing their demands on such things as our fair
trade laws which should remain inviolate. We therefore must proceed with extreme
caution and avoid premature concessions just to launch a round.

Substance. As for the substance of what we should seek in negotiations, liberaliza-
tion in agriculture should be paramount—particularly an end to export, and other
trade distorting subsidies. Second, we need to greatly liberalize services which are
now the largest sector of the US economy and the area in which we actually gen-
erate trade surpluses. Third, we cannot ignore tariffs on goods. They are still too
high in many parts of the world. They must be reduced and bound at a lower level.
Finally, we have to give appropriate consideration to the relationship between trade,
the environment, and labor standards.

What do I mean by that?

First I believe the self-evident link between these issues needs to be recognized
and institutionalized by the WTO. A committee on trade and labor, is an obvious
step. Together with the committee that already exists an trade and environment,
these bodies could examine and make proposals on key issues such as how to pre-
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vent more open trade from creating a race to the bottom in labor and environmental
standards. They also could develop rules to encourage higher standards everywhere
while preventing such standards from becoming unwarranted obstacles to trade.
Meanwhile we should also be pursuing these issues in our bilateral and regional ne-
gotiations.

I am encouraged that the Business Roundtable and the National Association of
Manufacturers and other business groups are examining positive options with re-
gard to trade labor and the environment. I believe that this issue stands where
Human Rights did 20 years ago when Human Rights were considered tangential to
foreign policy and the United States branded as naive and overbearing in pressing
the matter. I hope it does not take 20 years for environment and labor standards
to take their rightful place in the pantheon of international trade law.

Process. The process we follow in moving in this direction will be vital to our ulti-
mate success. Our goal should be a broad consensus that will strengthen our nego-
tiators hand, not a narrowly supported mandate that could come unraveled by the
next Congressional election. Such a consensus should be the point of any “fast
track” legislation. If we cannot achieve a broad consensus now, our negotiators
would be better off pursuing agreements to the point where concrete proposals can
be put before the Congress as tangible justification for fast track.

Thank you Mr. Chairman. I look forward to the Committees’ questions.

PREPARED STATEMENT OF HON. JEFF BINGAMAN

Thank you Mr. Chairman, and let me welcome the distinguished group of individ-
uals who join us today. I look forward to your testimony, so let me make a few re-
marks that I hope will frame the discussion.

First, let me make a distinction right off between internationalization and
globalization, as I think this matters as we move forward. Internationalization is
simply a process by which governments choose to get together and negotiate how
they are going to move forward on specific issues. We do this all the time, and it
is significant that nation-states and governments are the primary actors involved.
Over the years, this process may have grown more intensive as a result of common
and collective concerns, dramatic changes in technology and communication, and, of
course, the onset of economic interdependence. But the fact is, internationalization—
an increased and more intensive interaction between nation-states, governments,
and peoples on issues of importance, be it trade or security or the environment—
has existed for hundreds of years.

Globalization, on the other hand, has not, and as such it represents an entirely
different challenge for us today. While internationalization had a vertical look to it,
with countries having defined borders and governments having authority to make
definite decisions, globalization has a horizontal look to it, in that borders are be-
coming more blurred and governments less powerful. Globalization is, in fact, about
the elimination of borders and the weakening of governments as a result of a vari-
ety of new and very significant factors: the flow of information, the integration of
technologies, the liberalization and deregulation of economies, the free movement of
people, the rise in power of non-governmental organizations, the increased com-
plexity of allegiances, and, in many cases, even the collapse of communities. What
we have in our world now, like it or not, is a complex matrix of problems, interests,
v];lllues, norms, rules, and approaches, all of which must somehow be made compat-
ible.

And here, I think, is the problem. Because as globalization increases, our sense
of individual and national vulnerability intensifies. This means people turn to their
governments for creative, alternative solutions to their problems. Governments are
being asked to limit the impact of the international system and do more for their
people, yet they are increasingly limited in their ability to do so because of the fac-
tors that I have mentioned previously. Governments are being asked to negotiate
concrete solutions to the problems we collectively face at a time when they are being
confronted with complexities and pressures that we have never seen before in our
history. Governments are being asked to protect their people from market failure
at a time when they are being told markets operate best and serve more when they
operate without interference. In short, governments are being asked to use their
power and influence at the same time as they being forced to relinquish it to both
individuals and organizations who feel governments do not necessarily represent
their best interests. So we have a collision between the old model and the new
model of international governance. This is the paradox we face today.

But make no mistake, we must find a way to confront this paradox. In very basic
terms, a good many people in my state and Americans in general are worried that
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globalization offers absolutely nothing for them except further economic insecurity.
This fear has concrete implications for all of us. The concerns over labor and the
environment, the arguments for revised trade adjustment assistance legislation, the
questions concerning the expansion of NAFTA and the initiation of a new WTO
round, the introduction of bills focusing on trade remedy and compliance mecha-
nisms—all of these issues and others equally serious emanate from anxiety among
Americans that globalization means little more than a downward spiral of living
standards and conditions.

Because of the inequities and inconsistencies involved in globalization, we have
the potential to loose what Fred Bergsten has called our “outward orientation”
which, in my view, is necessary if we are going to guarantee and enhance our na-
tional economic welfare, both now and into the future. We must be very careful not
to fall victim to an intellectual isolationism that inhibits our ability to create coher-
ent, forward-looking policy. But we must be equally careful that we do not pursue
policies that harm our national economic security interests.

As someone who is convinced that globalization can offer real advantages to our
citizens and is ultimately in the national interest, we must find a way to develop
a new consensus among Americans that the benefits of globalization outweigh its
costs. Globalization will not end. The key is to adopt and pursue policies that make
it sustainable and workable for all Americans and the rest of the world as well. As
a group, those of us in this room must imagine and then develop institutional mech-
anisms that temper market outcomes in socially acceptable ways. We must find a
way to maintain the dynamism and fluidity of the market economy, but simulta-
neously ease the fluctuations and failures that cause social, political, and economic
distress.

Although some would say otherwise, I do not consider this idealism, but prag-
matism simply because the so-called “upward leveling” of the international political
economy will ultimately benefit everyone. Without it, we will inevitably face crisis
after crisis, and we will not have the political stability necessary for economic
growth.

Furthermore, I am convinced it is essential that the United States take the lead
in this process. We, as a nation, must develop a broader, more long-term vision of
where we are going in terms of international and domestic economic policy. It is our
responsibility to create the framework so a negotiated convergence between coun-
tries can occur in a mutually-advantageous manner. If we have learned anything
after Seattle, it is that there is a human purpose to global economic activity, and
it is up to us to recognize this as we take the next step in our trade policy. This
is the issue we must address today, and I look forward to your thoughts on this
matter.

PREPARED STATEMENT OF HON. WILLIAM M. DALEY

First, let me say how important it is that the committee address the issues of
trade and globalization right now. I congratulate you for moving so early in the
year. The significance of these discussions is going to be heightened as the economy
slows, and we will need much greater public support for opening markets now than
we did when we felt much better about our economy.

As you may know, as Commerce Secretary, I conducted a national trade education
tour, visiting many of your states, trying to build public support. It was not an easy
sell. So, as the President is now doing with his tax cuts, he and all of us will need
to sell trade to the American public in a much more direct way. And I hope that
this hearing is the beginning of that process.

Although the benefits of globalization are obvious, too many of us are not ac-
knowledging the concerns of the many Americans who have fears or outright opposi-
tion to the globalization which.

The most important thing that can be done by political leaders and business lead-
ers who believe that globalization and free trade has been helpful to people all over
the world is to engage our fellow citizens in a better understanding and appreciation
and, at the same time, acknowledge the negatives and being honest attempts to ad-
dress these issues with creative “out of the box” solutions.

So, what I would like to do today is to offer opinions on three trade areas that
President Clinton worked on with many of you, and that President Bush has now
inherited. In my opinion, we can work on these in a bi-partisan way:

First, the most important thing is to address the concerns of Americans worried
about environment and labor conditions around the world.
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I remember in 1993 during the NAFTA debate when we talked about labor and
environmental standards, a business leader told me: what’s all this about putting
social issues into trade discussions?

Unfortunately, eight years later, too many people are still stuck with this atti-
tude. There are too many pro-traders who just see the positives . . . who are moti-
vated by profit . . . and who do not see that labor and the environment aren’t
just social issues. They are economic issues.

Companies do look at labor costs. Companies do look at environmental costs.
These are economic issues that companies do not hide from when they look to see
where to build a plant—and as a country we should not hide from them when we
open markets abroad.

In my experience, getting China’s entry into the WTO through Congress was twice
as hard as getting NAFTA through. And the reason was in both parties—not just
Democrats, but in both parties—bigger and bigger constituent groups have orga-
nized around these issues.

Labor and environmental groups will not go away. We will not build the broad
consensus we need on trade unless we work to reach a compromise with them. If
President Bush wants to govern from the center, he has to compromise on this, and
he has to get support of the business community behind this.

When I was Commerce Secretary, the business community said they were open
to supporting labor and environmental issues. But it has to be more than prom-
ises—they have to really do it and work hard to arrive at solutions. I believe many
leaders in the business community want to. And labor and environmental groups
must compromise as well. They cannot make perfection, whatever it is in their eyes,
the enemy of the good.

Second, our Administration laid the groundwork for free trade in this hemisphere.
And as the new Administration follows through, I strongly believe fast track author-
ity would help them.

Some think they can make progress without it. Some say we are so focused on
tax cuts, forget this right now.

In my opinion, it is not in our interest to have complicated negotiations with a
region, and then have to follow it up with 535 negotiations at home. I have experi-
enced recounts, and it is better to vote once.

To be frank with you, the most difficult negotiations are not necessarily with
other countries . . . often they are with Congress.

And so whether you consider giving the President fast track authority this year,
or later in his term, the bottom line should be this: fast track has to be a product
of compromise so there is support for it and therefore a greater likelihood of a trade
agreement being passed with a comfortable majority.

Back to my first point, I do not believe American workers, especially in this econ-
omy, will put up with anything that continues to open our market and gets nothing
in return.

Third, is China. Obviously I hope to see China enter the WTO and to have the
commitments it made lived up to.

But the jury is still out. There is no question of the benefits that opening a mar-
ket of a billion people will bring to American businesses. But as I said last year,
this will test China and the world trade system.

We have already seen slower progress than we would like and some serious back-
sliding on agriculture and other commitments. We knew when PNTR was passed
that China’s ability to live up to its commitments was difficult but if we have the
resources, we can make sure this enormous opportunity is fulfilled and the Amer-
ican people support us.

I cannot say this strong enough. Enforcement is absolutely essential, because if
it is not done right, my friend, Don Evans, will be before this Committee being
asked: why is China not living up to the agreement? And should we have not known
this? It would be bad for our relationship, our economy and the ability to move for-
ward in other areas.

So, in my opinion, these are some of the trade issues Congress and the new Ad-
ministration will face.

In the last eight years, I think we did a lot of good. We opened new markets and
cut world tariffs by more than a third. But this is the 21st century, not the 20th.
And we need to get out of the box, and listen to American workers, and build sup-
port for our trade efforts.

Thank you.
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PREPARED STATEMENT OF HON. CARLA A. HILLS

Mr. Chairman and members of the Committee, I am pleased to be here today to
discuss globalization and trade policy.

As we move into the new century, dramatic reductions in the cost of communica-
tions and transportation are pushing nations toward greater and greater economic
integration, with the prospect of increased growth and prosperity. But what is pos-
sible is not inevitable. Globalization is a choice, not a destiny. To ensure that the
United States secures the benefits from globalization, we need to continue to open
markets abroad and to provide our citizens with the tools and training to take ad-
vantage of emerging opportunities.

PAST U.S. LEADERSHIP IN THE GLOBAL ECONOMY

For the past half century, the United States has led the world in opening global
markets. Democrat and Republican Administrations recognized that economic inter-
dependence encouraged political stability, and to that end worked to establish a se-
ries of international organizations, including the General Agreement on Tariffs and
Trade—the GATT—to promote global trade and economic growth.

The results were spectacular. During this period of “globalization”—defined as the
free flow of goods, services, capital and ideas—millions of people were lifted out of
poverty and standards of living raised worldwide, including in the United States.

In the 80s, when protectionism began to hinder world growth, the United States
pressed for a new round of trade talks.

In the 90s, our leadership in the Uruguay Round and the North American Free
T{ade Agreement locked in market reforms and encouraged further economic liber-
alization.

These two trade negotiations spurred the change that was occurring in economic
thinking worldwide. Governments began to understand that competition and market
forces—not state controls—were the best tools to stimulate growth and raise stand-
ards of living.

This remarkable shift in national economic policies created an explosion of new
opportunities for the United States—in Asia, Latin America, Eastern Europe, and
the former Soviet Union.

Our gains went beyond the strictly commercial. In the wake of increased pros-
perity came widespread political reform. Without U.S. leadership, the world would
look very different today.

Self-interest requires us to continue to exercise leadership with respect to global
economic issues—building on our past success and moving forward.

TRADE RAISES STANDARDS OF LIVING

Today, open markets and rules-based trade and investment still constitute the
best engine we have to raise living standards, increase prosperity worldwide, and
create the wealth to raise labor and environmental standards. We must develop a
broader domestic understanding of this basic fact.

The economic arguments for free trade are clear. Consumers gain through access
to the best goods and services at the lowest prices, and manufacturers through ac-
cess to inputs and equipment that make them more competitive. The economy gains
from increased competition, which encourages innovation and technological develop-
ment. In short, open markets create a more efficient and productive economy that
grows more rapidly, generating greater prosperity for our people.

The United States is the world’s largest exporter, importer, and investor, with a
major interest in ensuring that global markets are open. Roughly 80 percent of
world economic consumption takes place outside of the United States. Overseas cus-
tomers buy more than half our computers, cotton, aircraft, and soybeans; more than
one-third of our construction machinery, semiconductors, and machine tools, and
over a quarter of our farm machinery, flat glass, and corn. We need access to foreign
markets to sell the goods we produce.

Economic studies conclude that trade creates far more jobs than it puts at risk
and that the jobs that it creates pay better wages, provide greater benefits, and offer
more security than jobs unconnected to trade.

We need to remember that trade means not only exports, but also imports. Both
are necessary to our economic well-being. Although about 90 percent of what Ameri-
cans consume is produced here at home, we need some foreign goods, like oil, to
keep our economic engine running at full speed.

As others nations sell us their goods and services, they earn foreign exchange
with which to buy our goods and services. If we stopped trading tomorrow, compa-
nies big and small that depend on foreign markets or imported inputs or technology
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would shrink or vanish, jobs would disappear at those companies and at the firms
that service those companies, and our workers, who are also consumers, would pay
more for a narrower range of goods and services.

Because our barriers to trade and investment generally are lower than those of
most other countries, it is in our interest to persuade our trading partners to lower
their barriers. As they remove their trade restrictions, we gain disproportionately
in terms of new opportunity.

FUTURE CHALLENGES ARE HUGE

To capture the benefits that flow from open global markets will require a collabo-
rative effort by the Administration and the Congress to:

¢ Put the United States back in a leadership role on the broad initiatives to open
world markets—in this hemisphere, throughout the Pacific Rim and in the
World Trade Organization (WTO).

¢ Deal creatively with a number of complex, pending trade disputes with key
trading partners;

e Decide how to complete the negotiation or approval of trade agreements pre-
viously completed or commenced, including those with Vietnam, Jordan, Singa-
pore, and Chile; and

¢ Address a variety of other issues, from China’s entry into the WTO to a series
of bills such as the Iran-Libya Sanctions Act and the Export Administration Act
that expire this year.

In April, President Bush will join the hemisphere’s other 33 democratically elected
leaders at the Quebec City Summit. In January, Vice Ministers could not agree on
when to start the negotiations on the Free Trade Agreement for the Americas, or
how to proceed.

During the campaign, President Bush spoke eloquently of his desire to promote
a fully democratic Western hemisphere bound together by free trade. To revive
these negotiations the President will need to make clear that the United States is
willing to make concessions in our import-sensitive areas, and that securing trade-
negotiating authority is a top priority.

The entire world will study what is said at this meeting in an effort to assess the
new Administration’s commitment to international trade and economics.

In June, the President will travel to Italy for the G-7 meeting of leaders of indus-
trialized nations where he will want to have a bipartisan strategy with respect to
restarting the WTO negotiations that collapsed in Seattle at the end of 1999.

In November, the President will attend the Asia Pacific Economic Cooperation
(APEC) forum hosted by China in Shanghai, bringing together leaders of the 21
economies, including Taiwan, that ring the Pacific. Negotiations over trade liberal-
ization in the region have stalled. A move to revive them could give these economies
a much-needed boost and help our exporters.

CURRENT U.S. LEADERSHIP WANING

The agenda is very full. Yet while the importance of the global economy to the
United States has grown, our leadership in that economy has waned. The United
States is no longer driving the big initiatives to open markets—in this hemisphere,
throughout the Pacific Rim, or in the WTO.

Over the past 5 years, some 20 significant trade agreements have been negotiated
in Asia and Latin America without our participation.

Other countries are signing deals opening markets for their products, but not for
ours. As a result, we are losing billions of dollars of exports to the detriment of our
workers and producers. Today, a Canadian farmer can ship wheat to Chile on better
terms than our farmers. And, increasingly, U.S. manufacturers are forced to relocate
to the Southern Cone of South America to sell to the MERCOSUR countries (Argen-
tina, Brazil, Paraguay and Uruguay) or to a country that has a free trade agreement
with MERCOSUR to avoid the higher tariffs imposed on U.S. exports.

NEED FOR TRADE NEGOTIATING AUTHORITY

We need to reassert our position of leadership in trade. The benefits we could de-
rive from these multilateral and regional initiatives are huge. But so are the obsta-
cles.

The biggest one is the President’s lack of trade negotiating authority. For the past
six years the United States has been sidelined by the lack of trade negotiating au-
thority because of a disagreement about trade policy here at home.

On the one side are those who believe that the United States must continue to
lead the world in opening global markets and supporting the WTO. They are con-
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vinced that open markets and rules-based trade and investment raise standards of
living and create the wealth necessary to deal with important social issues.

On the other are labor unions, environmentalists, and advocates for religious free-
dom, human rights and various social concerns who insist that trade negotiations
address their specific issue and believe that attacks on the WTO and globalization
will advance their interests.

The Administration needs to build a new consensus in support of trade. But mem-
bers of Congress who care about the future economic well-being of our nation must
help build that consensus. Our nation cannot afford to continue to permit trade to
be held hostage to a growing list of non-trade issues.

To protect our nation’s economic interests, we must deal with labor and environ-
mental issues without damaging the prospects for our economy. The United States
has enjoyed a decade-long boom fueled in part by globalization. The three great
drivers of our record prosperity are a flexible economy, information technology—and
an open market.

ANGST OVER GLOBALIZATION

Having said that, globalization does not make everyone a winner. Polls show that
most Americans recognize that globalization benefits the overall economy. But they
are split as to whether it creates jobs.

When a company responding to competitive pressures shrinks or shifts employ-
ment to a distant facility, those fearing or experiencing displacement care little that
domestic not foreign competition was the likely cause or that the overall economy
experienced a net job gain.

Americans’ anxiety about job stability is running very high, particularly consid-
ering the current environment where unemployment is hovering just over 4 percent.
In 1981, when we were in the midst of a recession, International Survey Research
found that 12 percent of workers were fearful of losing their job. Today, the same
organization reports that fear of job loss has more than tripled.

Unless we can convince our people that trade is the best tool we have to create
good jobs and better assist those who are hurt, we risk eroding the consensus favor-
ing open markets that is the bedrock of our prosperity.

REMEDIES

The question is how to accomplish this. I believe that government, business and
labor need to take action in three areas—right now!

Trade and the WTO

First, every company—Ilarge and small—ought to take the time to make their em-
ployees aware that trade creates far more jobs than it puts at risk and that the jobs
1t creates pay better wages, provide greater benefits, and offer more security than
others. This effort should command the CEQO’s attention, ranking right up there
with efforts to enhance productivity.

At the same time, Members of Congress and the Administration should use every
occasion possible to explain these benefits to their constituencies.

These efforts should include education about the WT'O—explaining that it plays
a vital role in establishing and enforcing the trade rules that keep our economy
humming.

The misunderstandings about the WTO are widespread. For example, it is not
true, as suggested by the congressionally appointed Commission on International Fi-
nancial Institutions, that the WTO has the power to override our domestic laws. It
has neither the power nor the authority to impose sanctions or change laws.

If a WTO member chooses not to implement a WTO panel ruling against it, the
aggrieved country may, in accordance with agreed WTO rules, withdraw trade con-
cessions in an amount equal to the damage found. But without the WTO, the ag-
grieved party could do that, and much more.

International Labor Organization

Second, business and government must respond to labor’s insistence that the
WTO is the appropriate body to enforce “core labor standards.” Many are asking,
“Why not?”

The right answer is that the WTO has no labor expertise and no credibility in
the field. Labor issues are complex and often controversial. Even the so-called core
standards require a specific knowledge.

Take minimum age for child labor. What age should be set? Should the standard
be different for rich and poor nations? Should there be a difference between light
work and heavy or dangerous work? What constitutes the minimum health and
safety standards that should be mandatory? I could go on.
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The International Labor Organization (ILO), which has been in existence since
1919, is competent to deal with these issues.

My union friends say that the ILO does not have teeth. Actually, the two organi-
zations have quite similar legal authority. Like the WTO, the International Labor
Organization authorizes enforcement measures of an economic character against an-
other member refusing to come into compliance with a report issued by an ILO
Commission of Inquiry—very much like a WTO panel.

The key difference between the WTO and the ILO is not teeth but commitment—
which is based on the extent to which members see the organization as serving their
interests.

Our government responds to WTO panel rulings against us not because we fear
retaliation from Costa Rica or Venezuela, but because we believe that the rules-
based system that we helped to build serves our interests and that to disregard its
rulings would undermine that system.

The ILO has not received the same attention. Our government has ratified only
13 of the 182 conventions of the ILO, and only 2 of its 8 core labor standards. That
limits the government’s ability to initiate complaints.

Although our unions are also members of the ILO, and thus authorized to bring
complaints, they have initiated very few.

On this record, it is not surprising that some suggest that those who insist that
the WTO enforce labor standards are more interested in crippling the WTO than
in obtaining enforcement of labor rules internationally.

At least it raises a legitimate question of the wisdom of adding labor to the al-
ready complicated agenda of the WTO, when with a little effort, we could support
the ILO, which has the competence and the background to deal with labor issues.

To continue to hold trade captive on the canard that otherwise we have no way
to deal with serious international labor issues harms our workers and producers.

Here again, companies, as well as labor and government, need to get vigorously
involved. Through their trade associations they can support and help shape the
work of the ILO.

Education and Training

Third, we should take more aggressive action to move people up the skill ladder
and thereby assure them higher pay and better benefits.

Displacements that result from globalization can cause serious pain, but pro-
tecting lower skill jobs is not the answer. Nor is putting a hold on new trade agree-
ments.

In the 1970s, Glenn Watts, President of the Communications Workers of America,
spoke eloquently about the need for every worker to engage in a “lifetime of learn-
ing.” The need is more critical today.

Company Programs

Many companies have launched education programs for their employees. One of
the best I have heard of was described in a speech by George David, CEO of United
Technologies (UTC). Currently, his company pays the costs and gives paid time off
for its employees worldwide to attend accredited colleges and universities, whether
or not the course selected is job-related.

And it awards $10,000 worth of UTC stock if the employee obtains a degree.
Chairman David says that 16 percent of his domestic workforce is upgrading its
education (that is 3 times the national average) and 5000 have obtained degrees
over the past 4 years.

He also has announced that his company was extending the program to 4 years
for all employees displaced because of work relocated to a 50-mile distant domestic
or a foreign facility. As he put it, “if you lose your UTC job to work relocation to
China, India, or Texas, we will pay for four years of college, period.”

Affordable Education Act

Our government could encourage such efforts by enacting the Affordable Edu-
cation Act, which has passed the Senate, but no bill has been introduced in the
House. This Act exempts tuition reimbursements from the employees’ taxable in-
come, even for courses not directly work related, and extends the exemption to grad-
uate level courses.

Wage Insurance
Finally, we should explore the concept of wage insurance to supplement the in-
comes of displaced workers—whatever the cause—who take an entry-level job in a
different, more promising sector at lower pay. This would respond to workers’ anx-
iety over near-term wage loss, encourage them to stay productive in the work force,
and obtain the training that has proven most effective—which is training on the job.
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CONCLUSION

As we look to our future, our dual goals should be to educate and motivate more
Americans to stand up in defense of open markets, lest we lose the benefits that
come from the free flow of ideas, capital, and goods and to raise the skill level of
our citizens so that they can take full advantage of the expanding opportunities in
the new “knowledge-based” economy.

PREPARED STATEMENT OF ROBERT D. HORMATS

Mr. Chairman and members of the Finance Committee,

I appreciate the opportunity to appear before you again to discuss American trade
policy and to share some thoughts on the key issues before this Congress and this
country in the period ahead.

The most urgent next step in American trade policy is to develop the critical mass
of support necessary for the US to advance its international economic interests in
the decade ahead.

Expanded global trade and investment over the last 50 years have provided enor-
mous benefits for American workers, consumers and, businesses. We tend to take
it for granted today, but this experience is in sharp contrast to the horrible economic
mess the US and world got themselves into after World War I—when American
leadership faltered. Protectionist measures and international financial instability
were among the major factors that led to the depression. We should not forget the
lessons of this period—or let our leadership of the global economy be derailed by
internal divisions or complacency that the world economy will work just fine wheth-
er the US is an effective leader or not!

Access to growing foreign markets was a vital factor in America’s economic growth
in the 1990s, especially for its most productive sectors such as high technology, agri-
culture, entertainment and financial services. And competitive imports have rein-
forced the dynamism of our economy and broadened consumer choice, holding down
the prices of many products to the benefit of millions of households. America’s lead-
ership in promoting trade liberalization and a robust global economic system have
been essential to secure these benefits for the American people and to this country’s
ability to remain a strong and effective leader on global political and security mat-
ters for the last 50 plus years.

However, in recent years advocates of open, rules-based, transparent and non-dis-
criminatory trade—and supporters of American leadership in the world economy—
have been on the defensive. The benefits of expanding trade are too often neglected
while vocal criticism of US trade policy, the WTO and globalization tend to get more
attention. The role of a strong global economy in maintaining a strong American
economy is too often ignored.

It is now a matter of great urgency to present more forcefully, and to a broader
range of our citizens, the very compelling case that exists for sustaining freer trade
and investment and for the extension of market-oriented rules to a broader range
of countries and sectors.

It is also time to explain in clear terms to the American people that the central
international economic institutions, while far from perfect, are important to the
sound structure of the global economy.

And it is critical at this moment to recognize that by sitting on the sidelines while
other countries negotiate their own preferential bilateral and regional trade agree-
ments, the US is doing considerable damage to its economic interests and to its posi-
tion as global leader.

In making the case for expanding trade and for improving the rules of the trading
system it is important to address concerns that have been raised in recent years
about the impact of globalization on jobs in our country, on the environment and
on economic development in the poorer nations of the world—and to address head
on the charge that the WTO and global trade agreements are simply designed to
benefit big corporations at the expense of large groups of citizens and are inherently
undemocratic. Unless these concerns can be successfully addressed, distrust of trade
institutions and resistance to further global trade liberalization is likely to grow.

However effective American trade policy is, America cannot remain a world-class
trading power without a world-class system of K—12 education and adult training.
For a multitude of economic and social reasons this country needs to do a far better
job of educating and training our own citizens so that larger and larger numbers
of them can thrive in the competitive, knowledge-driven global economy of the 21st
century—and see trade as an opportunity rather than a threat.
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The US needs a coherent and compelling trade agenda that Americans perceive
as serving this country’s interests. It must pull together and prioritize a wide range
of trade issues. The April meeting of the Summit of the Americas in Quebec City
will be the first major opportunity for President Bush to address trade issues. That
meeting will offer an opportunity to convey strong political support for negotiation
of a Free Trade Area of the Americas agreement. But rather than treat this as an
isolated—albeit highly important—event, the president should use it as opportunity
to present to the American people and the world—in a major address—a comprehen-
sive and forward looking US approach to trade and investment and spell out the
leadership role that this country will take in the global economy during his presi-
dency.

That approach should underscore as a first step the goal of freer trade in this
hemisphere—a bold and comprehensive FTAA—but also support a broader set of
WTO-centered negotiations that reform agriculture and services worldwide and lead
to a larger trade Round. “Fast track authority,” or “trade promotion authority,” is
critical to this country’s ability to execute such a strategy—not simply because it
is legislatively important but also because it provides political support for the presi-
dent’s trade policy and America’s negotiators, strengthening their credibility in inter-
national negotiations. The absence of such authority puts our negotiators at a sig-
nificant disadvantage.

The president must also address—as a broader international economic issue—the
growing moral and economic problem of grinding poverty and disease among hun-
dreds of millions of people in the world’s poorest countries. These people will become
a growing source of economic, social and political instability if their lives are not
improved.

Let me now address these subjects in greater detail.

REINVIGORATING AMERICAN LEADERSHIP OF THE TRADING SYSTEM

Notwithstanding considerable progress in many areas in the 1990s—NAFTA,
agreements on telecommunications and financial services, PNTR and the prospect
of Chinese membership in the WTO and numerous enforcement agreements, to
name but a few—and despite the best efforts of many political leaders and officials
in both parties and on both ends of Pennsylvania Ave, as we enter this decade the
US is now on the sidelines when it comes to major trade negotiations and significant
regional or bilateral trade expansion activities. We are on the sidelines due to divi-
sions at home over our trade objectives and lack of “fast track” legislation that
would make us a more credible negotiator and leader—as in the past—of the trade
liberalization effort worldwide. During this period, according to a report recently re-
leased by the Business Roundtable, other nations have concluded roughly 130 pref-
erential trade agreements. The US has concluded only three—although one, of
course, was the highly significant NAFTA, whose trade consequences were far great-
er than any of the others by a considerable margin.

Nonetheless, the proliferation of agreements by other nations—including major
US trading partners such as Mexico, Canada and the EU—is harmful to US trade
interests. These agreements provide their members with preferential access to one
another’s markets—while disadvantaging American agricultural products, manufac-
tured goods and services. Some American companies can overcome such barriers by
producing abroad, but many (particularly small and medium-sized companies) can-
not. American workers and farmers are at a particular disadvantage because they
cannot easily relocate across borders. Moreover, those people concerned with the
rights of workers and the environment abroad surely cannot take pleasure in know-
ing that negotiations are taking place in which American influence on these sub-
jects—however inadequate they may deem such influence to be—is non-existent be-
cause the US is not even at the table.

There are currently more than 20 sub-regional and bilateral trade pacts in Latin
America and the Caribbean alone. Many more are being planned. Since 1997, when
the Clinton administration failed to obtain “fast track authority,” Chile has nego-
tiated preferential deals with Mercosur, Canada and Peru. The EU has recently
signed a free trade agreement with Mexico and is in talks with Mercosur, Caribbean
nations and Chile. To cite the consequences for but one of these agreements—in the
Canada-Chile FTA Chile has eliminated its across the board 11% tariff for Canadian
goods while US exporters continue to pay that duty. Extrapolate from this example
the many other agreements of a similar nature around the world and you see the
complexity, and kind, of impediments American exporters face.

The Business Roundtable Report correctly warns that these FTAs in which the
US is not a member are harmful to American interests not only because of higher
tariffs but also because they “provide fertile ground for preferences” in such areas
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as telecommunications and financial services, permit other nations to “embed their
national or regional design and engineering technologies in the standards and regu-
lations adapted by other countries” and set dangerous precedents by, for instance,
adapting agreed rules on e-commerce that are inconsistent with US interests.

Were this process to continue and broaden American, exporters and workers
would suffer even more discrimination with respect to tariffs, non-tariff barriers,
and services—and be vulnerable to even more discriminatory product standards,
regulations, investment requirements etc. Moreover, if the US does not enjoy the
benefits of special trade access, its products and services are more vulnerable to the
imposition of new barriers abroad. Under NAFTA, Mexico kept its markets open to
US goods following the peso crisis earlier in this decade, in contrast to its imposition
of restrictions against US exports during the peso crises of earlier decades. In con-
trast also new barriers were imposed on imports from the US by other countries
in this hemisphere, with which the US had no bilateral trade agreements, during
the financial instability in the late 1990s.

The broader point, however, is that is addition to the need to take the initiative
on trade liberalization to avoid growing discrimination against American products,
there are a broader set of benefits from trade expansion to be realized. Many of
these tend to be overshadowed or drowned out by critics of US trade policy and
globalization. Great progress was made on trade in the last half century to the ben-
efit of large numbers of Americans and citizens of many other nations as well. Since
1992 alone, world tariffs have been cut by one third, industrial goods quotas have
been eliminated and there have been tighter rules imposed on subsidies. American
exports have risen by 75 percent during this period. Trade rules have been broad-
ened to reduce distortions on a wide range of agricultural goods, services and intel-
lectual property. A growing number of developing nations, and those in transition
from socialism to the market, now see participation in the global trading system and
the WTO as enhancing their domestic reforms.

There has been a tendency on the part of some detractors to blame global competi-
tion and technological change for disrupting economies and costing jobs—for harm-
ing the environment and undermining workplace standards. The facts however tell
a different story. Foreign trade and investment are playing an instrumental role in
helping large numbers of people in this country and others to enjoy higher stand-
ards of living and providing consumers with a wide range of competitive products
from which to choose. From our farms to our factories, from our insurance compa-
nies to our software producers, exports have been vital to the growth in high-value-
added jobs, increasing corporate profits and creating incentives to invest in new
technologies and to adopt competitive new business models.

For the one-half of American households who own stock, exports have been an im-
portant source of strength for many companies in which they have invested. For
those who are concerned by the recent drop in the stock market, imagine how much
worse it would be if this country were to accept the notion that trade expansion and
open markets were harmful to our interests and retreat from our global role as lead-
er in negotiating trade expansion. We know from the experience of the world after
World War I how dangerous to stockholders and to the entire economy—most espe-
cially American workers—such a strategy is.

Those who argue that trade and investment have hindered development in the
world’s poorer nations ignore the fact that large Asian countries such as China and
South Korea, poorer African nations such as South Africa and Mauritius and mod-
ernizing Latin American nations such as Chile and Mexico have harnessed the bene-
fits of trade and investment to lift large numbers of their citizens out of poverty.
Former Mexican President Zedillo and his successor President Fox are both strong
advocates of harnessing the competitive forces of international trade to their coun-
try’s advantage. As President Zedillo put it, “In every case where a poor nation has
significantly overcome its poverty, this has been achieved while engaging in produc-
tion for export markets and opening itself to the influx of foreign goods, investment
and technology—that is by participating in globalization. Truly progressive minds
sincerely committed to the advancement of poor people in developing countries
should be converted into firm allies, not enemies, of globalization.”

In most cases foreign factories have raised workplace and environmental stand-
ards in developing nations—and those countries that have experienced rapid growth
due to trade have more resources to devote to social and environmental problems.
It is the most closed economies—those behind the old Iron Curtain, Burma and
North Korea for instance—that have demonstrated the lowest regard for workers’
rights, the environment and other social considerations. The more closed the econ-
omy the greater the likelihood that very large numbers of its citizens suffer from
poverty—and are deprived of access to the flow of communications, commerce, visi-
tors and ideas that enhance human liberty and creativity. The vast majority of envi-



50

ronmental problems, child labor abuses and poor workplace standards would exist
even if there were no foreign trade or investment, because they reflect the stage of
development of the country in question or the type of domestic policy it pursues.
More, not less, trade and investment have proved to be the best way to improve
workplace and environmental standards and reduce poverty.

But those who have seen and experienced the benefits of expanding trade and in-
vestment opportunities have not made a strong enough case to a broad enough
group of citizens for trade liberalization, harmonious regulatory practices and the
need for effective multilateral rules for the global trading system. Whatever its im-
perfections, the rules based, market-oriented system we have today is far better
than one based on arbitrary decisions of governments—or a system that fails to pro-
mote open, non-discriminatory commerce. If the current system breaks down into
discriminatory regionalism or aggressive beggar-thy-neighbor policies, prosperity
and political cooperation around the world will suffer.

The argument that the WTO-centered system is undemocratic is also a
misperception. That system is the creation of governments the large majority of
which are democratic. In formulating their positions, they take into account a wide
range of worker, environmental and consumer—as well as corporate—interests.
They hear from and interact with NGOs and other interested groups on a regular
basis. Doubtless some could do it better—but this is part of the domestic democratic
process through which positions in the WTO are arrived at.

Others fear that globalization—and the WT'O—will lead to a new race to the bot-
tom in so far as labor rights and environmental standards are concerned. One com-
mon argument is that the WTO, and the trading system in general, should be har-
nessed to press nations to improve labor and environmental policies—with penalties
if they do not. But it also is argued by some that the WTO 1is too powerful and can
impose its will on the US to compromise domestic environmental policies and goals.

The WTO cannot be a source of leverage in behalf of every good cause or desired
improvement—however meritorious—in areas outside of trade policy. So for the
most part other means of achieving such goals will have to be employed. But where
domestic measures in areas other than trade do have an effect on trade flows—for
instance environmental or health standards that discrimination against imports or
subsidies that both distort trade and lead to wasteful use of natural resources—the
WTO’s rules can play a role. Government officials would clear up a lot of
misimpressions by better explaining the limits of the WTO’s influence in pressing
governments to take actions that are not linked closely to trade as well as the areas
of dorgestic policy in which it has a legitimate role because they are linked closely
to trade.

How such issues are dealt with in coming years will play a critical role in deter-
mining how effective US trade policy will be. Some in this country are concerned
that tying market access to the achievement of improved environmental standards
or workers rights—with trade penalties imposed for violations—will lead to a spate
of new import restrictions. And many developing country leaders see them as a sub-
terfuge to justify the imposition of new barriers against their goods. At home labor
unions are concerned about competing imports and investment moving abroad to
take advantage of countries with low labor and environmental standards. And envi-
ronmentalists fear some countries will lower standards to maintain competitiveness
or attract investment—or that some kinds of production and exports degrade the en-
vironment. In some cases there is a feeling that the system serves corporate inter-
ests at the expense of others.

This longstanding set of issues and tensions is not likely to be resolved soon. But
it is not in the interest of this country, or those favoring improved environmental
or labor standards, to hold up progress in resolving a wider range of trade and in-
vestment matters because of an impasse on these controversial issues. Even the
most ardent advocates of improvements in labor and environmental standards
should recognize that as other nations reach agreement on Free Trade Areas among
themselves, and develop strategic trade alliances that do not include the US, Amer-
ican influence in the trading system will diminish. So the US will have less and
less ability to achieve even modest progress in these areas. Specifically, the more
trade alliances reached among emerging economies that resist many of the things
unions and environmentalists want, the weaker the US influence will ultimately be.

The key point now, it seems to me, is to avoid a “cookie cutter approach”—which
calls for one formula on these issues, or one set of criteria for judging progress, to
be used in every trade negotiation and with every country. These issues were covered
differently in NAFTA and in the US-Jordan Free Trade Agreement. Other construc-
tive proposals have included eliminating environmentally damaging subsidies in
areas such as agriculture and removing barriers to trade in environmental goods
and services. Some of these formulas, or others, might be tried in the FTAA. Con-
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gress should give US negotiators the flexibility to come up with arrangements to
address these issues without ex ante tying them to any particular formula. An ongo-
ing consultative process between Congress and US negotiators is preferable to put-
ting negotiators in a legislative straightjacket.

In the meantime efforts to develop a consensus should be undertaken in the Con-
gress. Congress should also recognize—as I know many in this Committee do—that
in a substantial number of cases countries with which the US is negotiating will
refuse to include toughly worded, or in many cases any, provisions that relate their
performance on such issues to market access in the US, or any other nation, if such
provisions make them vulnerable to trade restrictions. In such cases other means
will be needed to advance labor and environmental goals.

The US should be prepared to use its market and its influence to try to achieve
improvements in other ways. Giving consumers more information about environ-
mental and labor practices—utilizing private sector monitoring groups or voluntary
standards—could harness the force of the market to improve conditions. Consumers
could incorporate their view of a country’s or companies labor, human rights or envi-
ronmental practices in their purchasing decisions. The transparency provided by the
Internet is increasingly being utilized to convey information on such practices. The
challenge is to address these legitimate issues without imposing new barriers on the
international trade and investment that will help reduce poverty and improve living
standards in developing nations. Trade agreements could in some circumstance pro-
mote US objectives in these areas. Other institutions like the ILO and the multilat-
eral/regional development banks can be very useful in improving both labor and en-
vironmental standards.

NEXT STEPS IN US TRADE POLICY

President Bush has signaled his intention to make negotiation of an FTAA a top
priority. That makes great sense. Americans will find it easier to rally around the
more concrete goal of hemispheric trade liberalization at this time than the less tan-
gible goal of a new global trade round—although in the longer run America’s global
trade interests create a compelling case for not being satisfied only with regional
liberalization and improved regional rules, as important as they are. Achieving simi-
lar progress on a global scale should be our ultimate goal. But for the moment fur-
ther opening markets in this hemisphere and advancing the goal of regional harmo-
nization on a variety of product standards, investment rules, etc., will be a big step
forward. It will reduce barriers to US goods in markets where such barriers are still
high, simplify the now very complex mosaic of preferential trade agreements that
have sprung up within the hemisphere—and ultimately put in place a more unified
set of tariffs and other trade and investment measures. And it could create a strong
incentive for other regions—fearing discrimination in the hemisphere against their
products—to be more forthcoming in the launching of new multilateral trade nego-
tiations centered on the WTO.

The latter point will require the US to achieve a fine balance. If other countries
or regions perceive that the new FTAA is restrictive and discriminatory, they might
be inclined to strengthen their own regional groupings as a counter measure—or as
a way to enhance their strategic advantage in negotiations with the US and the
FTAA. There are those in the EU and Asia who would like to reduce their trade
dependence on the US and America’s trade influence in their regions. A discrimina-
tory FTAA would play right into their hands. To counter this, as a recent paper by
the Democratic Leadership Council argues, participants in the FTAA talks should
embrace the goal of “open regionalism”—whereby non-members in other parts of the
world that open their markets and reduce barriers in a comparable way to those
agreed in the FTAA would receive the same market access to the FTAA as members
themselves. And throughout the FTAA negotiations, work should proceed to lay the
basis for broader global negotiations.

It is important that progress be made in the FTAA in the very near future. Delay
invites countries suffering from internal problems of low growth or financial market
instability to impose new barriers. Building momentum in the FTAA process can be
a counterweight to that. Delay also tempts groups like the EU to seek deals with
other countries in the region in advance of the US doing so. This would place Amer-
ican exports at a disadvantage in the region and increase the incentives for Latin
American nations to buy from the EU rather than the US in such areas as capital
equipment and agricultural products. The EU has recently signed a Free Trade
Agreement with Mexico and is in negotiations with Mercosur, the Caribbean and
Chile. If successful the trade benefits for the EU in the region would be substantial.

These considerations and others present a compelling argument for not holding
up progress on the FTAA until there is a consensus at home and in this hemisphere



52

on labor and environmental issues. At the same time these issues cannot be ignored.
Ways of addressing them through creation at a hemispheric level the kind of institu-
tions for dealing with environmental issues that were created by NAFTA, plus other
approaches perhaps centered on the Inter-American Development Bank, should be
discussed either in or along side the FTAA talks.

There is also a busy agenda of issues handed off from the last administration. The
Jordan and Vietnam bilateral agreements represent important progress, as much for
political as for economic reasons. Passage of both would be a positive signal about
the US commitment to further liberalization and the role good trade ties play in ad-
vancing positive political objectives. Reaching agreements with Chile and Singapore
would do likewise. Both are important US trading partners, vigorous economies and
strong proponents of free markets—and trade agreements with them would have
both economic and symbolic value.

The very complicated work of bringing China into the WTO and ensuring a
smooth transition deserve high priority. Close US government cooperation and con-
sultation with Chinese authorities and US companies in monitoring compliance and
resolving the inevitable differences that will emerge in the transition period will be
essential. They are needed to support the reform process in China and the objectives
of US companies in increasing their market access there based on the more open
and market-oriented China that will emerge as it adheres to WTO rules.

The task of orderly Chinese accession to the WT'O and smooth integration into
its system of rules, procedures and obligations will be an enormous challenge for
the WTO as it will be for China. This is by far the largest country—1.2 billion peo-
ple—to have been brought into the trading system since World War II. Many sectors
of its economy will be facing real foreign competition for the first time. There is
growing concern about unemployment and its effects on social stability. And it faces
major changes in top leadership next year (due to “age-limits”). Close inter-govern-
mental cooperation to manage the panoply of issues that will inevitably arise will
be vital to managing overall relations between the two countries and reinforcing
China’s market reforms. In this set of circumstances, I encourage the Congress to
form a working group that would meet on a regular basis with members of the ad-
ministration, Chinese officials and private sector experts to monitor, and be helpful
in guiding, events.

APEC—in whose summit President Bush will participate in November in Shang-
hai—presents another opportunity for progress. As host to the Summit, China will
play a key role in shaping its agenda. This presents a good subject for productive
cooperation between Beijing and Washington. Countries of the region have a strong
interest in expanding opportunities for trade in high-technology goods and services.
They have done so in the past, by taking the initiative that led to the Information
Technology Agreement. While APEC suffered a setback during the regions’ recent
financial crisis, it still contains many of the world’s most dynamic economies. The
administration has an opportunity to revitalize and reshape this potentially usefully
group. Like progress in the FTAA, it can induce members and non-members alike
to be more energized in the pursuit of global negotiations.

In the final analysis, it is global trade liberalization that the US should ultimately
seek. This country is the world’s biggest trading nation—and must tap as many
markets around the world as possible. Whether a full fledged new Round is justi-
fied, or even possible, in the near future remains an open question at this point.
It might well be that there is no international consensus likely in the foreseeable
future on a broad Round and that instead there should be a series of sectoral nego-
tiations—as was done in much of the 1990s. In this case agriculture and services
are top priorities.

TWO LONGER TERM ISSUES

Before concluding, I would like to make two broad points.

First, the challenge of finding ways to finance the social security pensions of the
large number of “baby boomer” retirees in the US and abroad will be the most im-
portant economic issue facing government around the world in the first part of this
century. Countries that fail to prepare in this decade for the enormous financial im-
pact on their social security system in the next are vulnerable to a major crisis.
Those countries that are funding their national pension funds, or have the ability
to finance their future benefits without significantly raising taxes, sharply cutting
promised benefits or engaging in extensive new borrowing, will be in the best com-
petitive position in coming years.

In contrast, countries that are poorly prepared will be forced to raise payroll or
income taxes or borrow heavily to pay for future social security benefits—unless
they are willing to default on obligations to retirees (who will have so much power
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in view of their numbers that they can prevent this from happening). In either case,
they will be at a major competitive advantage. They will find it harder to attract
and retain high quality knowledge-workers—who will want to work in a lower tax
environment. They will also be burdened by a very poor fiscal environment—an en-
vironment characterized by higher interest rates and government borrowing that
crowds out private sector investment and other government programs. On both
counts generating the new private sector investment that is key to boosting produc-
tivity—and thus to sustaining, non-inflationary growth—will be a lot more difficult.
Trade competitiveness will suffer.

In this respect the outcome of the current debate in this country over tax cuts
will have a major impact on trade policy. Relatively little attention has been devoted
to the long-term financial consequences of an aging society in which larger and larg-
er numbers of retirees will live longer and longer and demand more and more gov-
ernment services. Although this country enjoys large budget surpluses now, it will
begin drawing down its Social Security and Medicare Trust Funds in the next dec-
ade and beyond. We can afford a tax cut now—and properly structured this can pro-
vide useful stimulus—although most of the burden is on the shoulders of the Fed.
But this is also the time, in this decade, to generate substantial surpluses not so
much for their own sake but—importantly—because paying down the debt and accu-
mulating assets for the future will put the country in a better condition to with-
stand the substantial additional costs and borrowing requirements of an aging popu-
lation in coming decades—which will be the inexorable result of this country’s demo-
graphics. Managing the Social Security/Medicare issue will strengthen the US econ-
omy and US competitiveness for decades to come.

Second, the key to a future American competitiveness lies in strong productivity—
and that depends heavily on a robust education system, involving dramatic improve-
ments in K-12 education and programs for updating adult skills. The question of
education reform is beyond the scope of these hearings, but it is critical. The better
educated and better trained Americans are, the more likely they will be to thrive
in the face of competitive challenges. US society will be less divided over economic
issues—including on international trade and investment.

If a foreign power destroyed a third of US factories, it would lead to war. If a
corporation caused an environmental disaster that destroyed a third of America’s
trees, it would produce mass demonstrations. Yet the US is losing a far greater re-
source when thirty percent of American adults read at or below a fifth grade level—
and there is little sense of urgency to correct this.

In the 19th century, Britain was at the peak of its power, having pioneered the
industrial revolution. It squandered its advantage by not educating large numbers
of children of low-income groups for the technically demanding jobs of the 20th cen-
tury. That should be a powerful lesson to the US.

Early in the 20th century a mass, grass roots effort known as the “high school
movement” built new schools and recruited teachers in communities throughout the
US. The communities that launched this effort did so to prepare their sons and
daughters for the new industrial jobs that were being created in this country at the
beginning of the 20th century. High school enrollment rose from 10% to 75% be-
tween 1910 and 1940.

Today America’s communities need a similar awakening. A recent study con-
ducted by Harvard and Northwestern found that fully one third of Massachusetts
3.2 million workers lack the basic skills necessary for success in the new economy.
Roughly one fifth lacked the literacy skills for basic functioning in new economy
jobs. This is in a state with a strong tradition of education. Their Report, entitled
“New Skills for a New Economy,” recommended, inter alia, partnerships between
community colleges and employers to meet this challenge. It also endorsed tax cred-
its for employers who provide or pay for basic skills education.

A poor system of education and training could—as for Britain in the 1800s—be
the Achilles Heel of the America economy in the decade ahead. Correcting this must
be a matter of great urgency for our country—a high economic and trade policy pri-
ority for government at all levels and the private sector (already desperate for
skilled workers). However good US trade policy might be, and however effective our
negotiators are in opening markets around the world, the future trade prospects and
competitiveness of the US economy will be put at risk if we fail to educate and train
a far greater portion of our citizens for the knowledge-driven jobs of the 21st cen-
tury.

CONCLUSION

The US needs to get off the sidelines and back into its accustomed role of leader
of the global economy—again spearheading the process of trade liberalization and
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championing improvement of the institutions of the global economy. The longer we
wait the more harm will be done to our economic and political interests. The more
effective our leadership, the greater the potential benefits to millions of American
workers, consumers and businesses. New legislative authority is needed. So is
broader public support and understanding of this country’s central objectives in the
global economy and of our limited ability to use trade to obtain other worthy objec-
tives. And we need to address longer-term economic issues, such as effectively pre-
paring for the demographic changes that will dramatically boost the number of So-
cial Security and Medicare beneficiaries in coming decades and better educating and
training a larger portion of our citizens. Both are vital to the success of the US econ-
omy in coming years.

PREPARED STATEMENT OF HON. JOHN D. ROCKEFELLER IV

Thank you. I'm pleased the Committee has the opportunity to speak on this im-
portant topic, and I'd like to thank our distinguished panelists for coming here to
share their views with us. I hope our discussions of “globalization and U.S. trade
policy” today might shed some light on these issues and help guide the new Admin-
istration.

Globalization is, of course, a notoriously imprecise term. Sometimes I think that
everyone who uses the term has a different definition in mind. But for me, there
are two principal meanings or definitions we encounter in everyday usage beyond
that it’s largely a matter of nuance.

The first meaning of globalization is essentially: the global spread of American-
style capitalism and free markets. This theory suggests that as the U.S. economy
powered forward in the 1990’s, propelled by dramatic improvements in tele-
communications, transportation and technology, other countries realized the best
way to increase their own economic growth would be to emulate the U.S. approach
of free markets and deregulation. The result has been significantly freer flows of
trade, investment and information, leading to more rapid economic growth in those
countries participating.

This theory of globalization is very popular here in Washington, where people are
very comfortable with abstractions. Its advocates suggest that because our ideas on
economic management appear to have won the ideological battle, the United States
can now sit back and reap the rewards. The only job remaining is for us to ensure
that globalization is spread to those few areas of the world economy it has not yet
touched. That and explaining it to those who aren’t yet convinced that globalization
is good for them.

But it’s clear that when you get away from Washington, this sanguine view of
globalization isn’t shared by many American citizens. For most American citizens,
globalization has another meaning. For them, globalization means that the rest of
the world will try to get richer by targeting their exports at the U.S. market often
dumping them without offering U.S. products equal access to their own markets.
Globalization means that other countries will try to support their companies
through subsidies and other assistance programs, while we sit by and watch Amer-
ican companies weakened as they struggle to compete by market rules.
Globalization means foreign companies are free to come in to acquire U.S. busi-
nesses while U.S. businesses are often denied similar opportunities overseas.
Globalization means the United States scrupulously observes all the global trading
rules and sometimes we don’t even use tools that we are permitted under U.S. law
and our international agreements while other countries have no compunction about
ignoring WTO rulings that go against them.

In sum, for many Americans and a good number of West Virginians globalization
has come to mean the institutionalization of a global economic system that is based
on an uneven playing field for U.S. businesses and workers. You won’t be surprised
to learn that I think what our steel industry has suffered due to massive global
overcapacity, subsidization, dumping and the consequences of the U.S. being the
country of last resorts for imports is a prime example of this problem. And rather
than fight this situation, the United States seems to have acquiesced, as if it is
somehow inappropriate for the United States to give our businesses and workers the
same support that other countries give to theirs. I cannot explain that to the people
I represent and I shouldn’t have to try. When it comes to globalization, I am de-
lighted that there is, say, McDonalds in China, or Yahoo in India. But I cannot tell
West Virginians that because of that, we need to ignore the legitimate defense of
American economic interests, or turn a blind eye to unfair, illegal or damaging be-
havior by our trading partners.
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We are now told the Bush Administration, as one of its international economic
priorities, plans to negotiate agreements to extend the effects of globalization into
those few regions of the world and those few sectors of the world economy still unaf-
fected. When Ambassador Zoellick came to speak to this committee last month, he
indicated that one of the Administration’s highest trade priorities would be to obtain
fast-track negotiating authority he called it “trade promotion authority” so that the
Administration could embark upon a series of negotiations for new bilateral, re-
gional and global free trade agreements.

I believe that as long as there exists such a profound gap between perceptions
of globalization here in Washington and what the people we represent in West Vir-
ginia, and Iowa, and Montana perceive it, it will be very difficult for the Administra-
tion to get support for its ambitious trade liberalizing agenda. Indeed, unless the
Administration takes steps to address the concerns over globalization, public sup-
port for even the existing system of trade agreements already in place will erode
further. But clearly, if the Administration is serious about wanting to move forward
on new international agreements, it will have to find some way to reconcile these
two perceptions of globalization, between the abstract projections of benefits being
bandied about here in Washington and the cold, hard reality of people’s experiences
out in our states.

Fortunately, I think there is a way to reconcile this. The key lies in the second
part of today’s topic: trade policy. There seems to be a misconception that in an era
of globalization, there is no role for trade policy, except to complete the process of
globalization. That is a dangerous misconception. As globalization has led to greater
economic integration among nations, so has it expanded the scope for unfair prac-
tices in one country to have a quick and devastating impact on the economy of oth-
ers. Furthermore, to fail to respond to one unfair or detrimental trade practice is
in fact to encourage its repetition or escalation. An active and vigilant U.S. trade
policy can and must ensure that this does not happen.

Only by actively availing ourselves of all the tools in our trade policy arsenal can
the United States ensure that the promised benefits of globalization actually mate-
rialize for U.S. businesses and workers. Only then will our citizens and our eco-
nomic competitors too understand that the United States will offer the same support
to U.S. businesses and workers that others countries do to theirs. And only then
will the Administration be able to build the support for further trade liberalization
that it wants to be a cornerstone of its international economic policy.






COMMUNICATIONS

STATEMENT OF THE FLORIDA DEPARTMENT OF AGRICULTURE & CONSUMER SERVICES,
TALLAHASSEE, FL

[SUBMITTED BY TERRY L. RHODES, COMMISSIONER]

The Florida Department of Agriculture and Consumer Services follows with great
interest developments involving international trade. Florida is a major agricultural
state, and approximately 19 percent of its agricultural production is exported. Flor-
ida recognizes the benefits that its farmers and ranchers can obtain from increased
liberalization of international trade. At the same time, however, Florida is con-
cerned that the United states has negotiated away many of the minimal protections
formerly available to its farmers and ranchers—while agricultural producers in
other countries remain relatively more protected.

In keeping with the theme of the Finance Committee hearing’s topic,
Globalization and American Trade Policy, the Florida Department of Agriculture is
pleased to submit the following suggestions regarding ongoing, and future, inter-
national trade negotiations. While a number of trade agreements will likely be de-
bated during the 107th Congress, the Florida Department of Agriculture is most
concerned with World Trade Organization (WTO) and Free Trade Area of the Amer-
icas (FTAA) negotiations. In addition, these comments will address possible changes
in U.S. trade laws outside the context of international trade negotiations.

SPECIAL RULES FOR PERISHABLE AND SEASONAL AGRICULTURE PRODUCTS

The Florida Department of Agriculture suggests that the United States advance
in trade negotiations special rules for perishable and seasonal agricultural products.
Rules should be developed that reflect the commercial realities of these products.
The Florida Department of Agriculture is not the only entity seeking the develop-
ment of such rules. For example, the National Association of State Departments of
Agriculture (NASDA) and the New Mexico, Florida, Arizona, California, and Texas
(NFACT) Agricultural Coalition—which is composed of the agricultural commis-
sioners of those five states—have over the past several years advocated the inclu-
sion of special rules on perishable and seasonal agricultural products in trade nego-
tiations. In addition, agricultural groups in Mexico and Canada have requested that
their governments support the development of such rules for future trade agree-
ments as well.

HARMONIZATION

Given the disparate laws of various countries regulating agricultural chemicals,
such as pesticides, herbicides, and fungicides, as well as the differing food safety
laws of countries, Florida supports efforts to harmonize internationally such laws.
Florida producers do not advocate the lowering of U.S. environmental and food safe-
ty standards. Rather, they seek to ensure that farmers and ranchers in other coun-
tries also adhere to laws that provide adequate protections for human health and
the environment. At the present time, as Florida producers are subject to some of
the strictest environmental and food safety laws in the world, they are placed at
a cost disadvantage in relation to their counterparts in other countries. Harmoni-
zation of food safety and agricultural chemical laws would benefit Florida’s farmers
and ranchers as well as the citizens of other countries.

ANTIDUMPING AND COUNTERVAILING DUTY LAWS

The Florida Department of Agriculture strongly opposes any efforts to weaken the
U.S. antidumping and countervailing duty laws, or the ability to use such laws.
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These laws are essential in permitting Florida’s agricultural producers to counter
unfair trade practices.

SANITARY AND PHYTOSANITARY MEASURES

The Florida Department of Agriculture believes strongly that sanitary and
phytosanitary (SPS) measures should be transparent and based upon science. Any
SPS rules of possible future trade agreements, such as the FTAA, should follow the
general guidelines of the SPS Agreement of the WTO.

Florida has been subjected to numerous pest infestations in recent years. Many
in the state are concerned that these crises have been caused, at least in part, by
the fact that the budgets and staffs of the border inspection personnel of the Cus-
toms Service, the Department of Agriculture, and the Food and Drug Administra-
tion have not kept pace with increased volumes of trade across U.S. borders that
have resulted from new trade agreements. The Florida Department of Agriculture
urges that Congress provide sufficient funds to provide for adequate inspections of
imported products.

EXPORT SUBSIDIES

The use of export subsidies distorts the international market for agricultural
products. These subsidies provide some of our competitors with an unfair advantage
over U.S. agricultural producers. The Florida Department of Agriculture favors the
global elimination of export subsidies.

STATE TRADING ENTERPRISES

State trading enterprises (STEs), like export subsidies, are trade distorting. Their
practices harm U.S. farmers and ranchers. The Florida Department of Agriculture
would support the elimination of STEs through international negotiations.

TARIFFS

Florida producers are concerned that past trade agreements have reduced or
eliminated tariffs on U.S. agricultural products while, at the same time, the tariffs
of our trading partners have remained higher in comparison with U.S. tariffs. The
Florida Department of Agriculture urges U.S. negotiators to seek tariff parity with
our trading partners. In any case, further reductions in U.S. duties on orange juice,
sugar, and fresh winter vegetables beyond the agreements achieved during the Uru-
guay Round are unacceptable.

INTERNATIONAL COOPERATIVES AND MARKETING ORDERS

Due to the growing internationalization of the produce industry, as well as other
sectors of the agricultural economy, cooperation among growers in different coun-
tries is becoming more essential. Florida requests that U.S. trade negotiators dis-
cuss with our trading partners the possible establishment of rules regarding the use
of international marketing agreements and international cooperatives. Such mecha-
nisms would better enable U.S. farmers and ranchers, and their counterparts in
other countries, to address the problem of major price fluctuations in the inter-
national market.

TARIFF RATE QUOTAS

Tariff rate quotas (TRQs) provide a modicum of protection for producers of import-
sensitive agricultural products who must compete in world markets characterized by
price distortions. As such, Florida supports the continued ability of the United
States to use TRQ mechanisms. Namely, Florida would strongly oppose any efforts
to dismantle, or to widen available quotas of, the U.S. TRQs on sugar and beef.

Florida has significant reservations about the effectiveness of TRQs established
under NAFTA for fresh market produce. Under NAFTA, safeguard seasonal tariff
rate quotas were negotiated for several of Florida’s vegetable products, including to-
matoes, onions, and chili peppers. For these seasonal and perishable products, the
TRQ mechanism alone has not provided adequate import protection.

Moreover, the mechanism used under NAFTA to liberalize TRQs—duty-free ac-
cess for an in-quota amount with the over-quota tariffs eliminated over a negotiated
phase-out period—has not provided adequate protection for the most import sen-
sitive products. While the Florida Department of Agriculture is strongly supportive
of the ability of the United States to impose TRQs, the NAFTA TRQs should not
serve as a model for future negotiations in the FTAA context or other free trade
agreement negotiations.
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CONCLUSION

The Florida Department of Agriculture appreciates the opportunity to submit
comments to the Finance Committee on globalization and American trade policy. We
would be pleased to provide further information on Florida’s views on this subject
upon request.

PREPARED STATEMENT OF RANCHERS-CATTLEMEN ACTION LEGAL FUND (R—-CALF)

The Ranchers-Cattlemen Action Legal Fund (R-CALF) is a non-profit association
of U.S. cattle producers with membership in 32 states. R-CALF has local and state
affiliates including Farm Bureaus, Farmers Unions, and stockgrower organizations
and associate membership from many main street businesses. R—-CALF monitors
international trade issues that affect U.S. cattle producers. R-CALF supports efforts
to liberalize international trade as long as such efforts benefit all participating coun-
tries and agricultural sectors.

R-CALF notes that the health of the U.S. cattle industry has a substantial effect
on the overall rural economy of the United States. The cattle industry is the single
largest component of U.S. agriculture with more than one million cattle operators
who generate over $30 million in agricultural revenues annually. For most of this
plast decade, this vitally important industry has been in a state of significant de-
cline.

The United States has among the most open markets in the world for imports of
live cattle and beef. Unfortunately, while recent trade agreements have opened the
United States even further to imports, the barriers to entry into the markets of too
many of our trading partners remain relatively closed, or off limits altogether, to
U.S. cattle and beef. In upcoming trade negotiations, R~-CALF suggests that the
United States advance policies that will maintain and strengthen fair trading rules,
eliminate distortions in the marketplace, and maintain market stability. Also, given
recent cattle disease outbreaks around the world, R-CALF strongly urges that the
United States not act too hastily in permitting imports of cattle and beef from areas
in which debilitating cattle diseases are present.

TARIFFS

Tariff negotiations must distinguish between tariffs on cattle and on beef and beef
products. U.S. tariffs on imports are either “free,” e.g., for purebred breeding cattle
and cows imported for dairy purposes, or 1.4 cents per kilogram, e.g., for live cattle
for slaughter.! R—-CALF endorses expedited duty reductions to zero for imports of
live cattle as long as such duty reductions are simultaneous with those of our trad-
ing partners, so, consequently, already low U.S. tariffs will not be reduced to zero
before those of other countries.

With respect to beef, both in-quota and out-quota U.S. tariffs are low, especially
when compared to tariffs of some of our major trading partners. For example,
Brazil, which like the United States is both a major producer and consumer of beef,
has a bound rate for fresh and frozen beef of 55 percent.2 In contrast, the U.S. in-
quota rates are 4.4 cents/kg., or 4 to 10 percent ad valorem, depending upon the
specific item, and 27.2 percent for out-quota product.3

R-CALF requests that the United States not agree to lower U.S. tariffs on either
cattle or beef unless our trading partners also lower their tariffs to the same levels
simultaneously.

STATE TRADING ENTERPRISES

The impact of state trading enterprises (STEs) such as the Canadian Wheat
Board (CWB) is not limited to the commodity markets in which they specifically op-
erate, but also other markets for which these commodities are an input. For exam-
ple, the CWB’s export restrictions on feed barley distort conditions of trade in cattle;
Canadian ranchers and feedlots effectively receive a subsidy for feeding their cattle.
Ideally, R—-CALF would like to see STEs eliminated. If this is not possible, R—-CALF
would like, at a minimum, for international trade negotiations to develop disciplines
for the operation of STEs.

1See HTS 0102.10.00.10-0102.90.40.84.

2Based on information provided by the Foreign Agricultural Service of the U.S. Department
of Agriculture.

3See HTS 0201-0202.
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SUBSIDIES

R-CALF is concerned about subsidies provided to cattle and beef producers by for-
eign governments. R—-CALF asks that trade distorting subsidies that harm the cattle
industry be eliminated, including subsidies currently permitted under the World
Trade Organization (WTO). R—-CALF suggests that U.S. negotiators refer to the
Subsidies Enforcement Annual Report to the Congress, which was last issued by the
Office of the U.S. Trade Representative and the Department of Commerce in Feb-
ruary 2001, for guidance when preparing for negotiations. This report discusses sub-
sidies for cattle and beef producers provided by some of our major trading partners
and competitors.

RULES OF ORIGIN

R-CALF requests that the United States advocate in trade negotiations that the
country of origin of cattle be the country in which the cattle were born. Likewise,
the country of origin of beef should be the country of birth of the cattle from which
the beef was derived.

U.S. TARIFF RATE QUOTA

The U.S. cattle industry has relatively few mechanisms in place to help it weather
periods of economic difficulty. One such mechanism is a system of tariff rate quotas
(TRQs) which became operative upon the implementation of the Uruguay Round
Agreements Act of 1995.

As imports from other countries might grow as a result of trade negotiations, the
importance of TRQs in promoting stability in the price sensitive beef sector will be
heightened. Thus, a major goal of the United States in trade negotiations should be
to maintain the right of the United States to impose TRQs. Given the supply-price
sensitivity of the cattle industry, the November 1999 report by then Chairman of
the International Trade Commission Lynn Bragg that packers can and do use im-
ports to suppress domestic cattle prices, and the length of the expansion phase of
the recent cattle cycle which in part has been due to increasing imports, R—-CALF
finds it imperative that TRQs be maintained.

U.S. SPECIAL SAFEGUARD

A second mechanism of the United States to address periods of difficulty in the
cattle sector is a special provision for imports of certain beef products, which went
into effect in 1995 and operates in accord with Article 5 of the WTO Agreement on
Agriculture. Namely, Article 5 of the WTO Agreement on Agriculture includes a spe-
cial safeguard provision that permits countries to resort to additional duties in the
event that the volume of imports of a particular product exceeds a threshold or
“trigger” level, or if the price of those imports falls below a trigger price level. The
special safeguard provision provides an important remedy in the event of a sudden
surge in imports of beef. The United States should ensure that the special safeguard
mechanism for beef remains intact.

ANTIDUMPING AND COUNTERVAILING DUTY LAWS

R-CALF strongly supports the continued availability of antidumping and counter-
vailing duty laws as internationally recognized trade remedies to economic harm
caused by unfairly priced or subsidized imports. It is important to recognize that
new trade agreements will not necessarily eliminate opportunities and incentives for
producers in certain countries to dump their products or to obtain unfair subsidies.
Theérefore, antidumping and countervailing laws must be maintained and strength-
ened.

Also, antidumping and countervailing duty investigations are historically too often
conducted “after the fact,” and in many cases irreparable damage has already been
done. A more accelerated process is needed.

SANITARY MEASURES

R—-CALF believes that the sanitary standards of countries must be based upon
science. Accordingly, R—-CALF supports the intent of the Sanitary and Phytosanitary
Agreement of the WTO, to require that sanitary and phytosanitary measures have
a scientific basis.

R-CALF is concerned, however, that the U.S. Department of Agriculture (USDA)
may be too willing to open the U.S. market to imported cattle and beef in instances
in which evidence of the lack of threat of imported products is far from clear. As
demonstrated by recent outbreaks of foot and mouth disease (FMD) in the United
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Kingdom and other countries, as well as the continuing bovine spongiform
encephalopathy (BSE) crisis in Europe, diseased imported cattle can pose a very real
threat to the United States.

At the present time, R—-CALF believes that the United States may be acting im-
prudently in permitting the importation of beef and cattle from certain countries,
e.g., Argentina, hose products are likely infected with FMD and indeed pose a real
threat to U.S. cattle. R—-CALF notes that Brazil has banned the importation of beef
on the bone due to reports of FMD outbreaks in Argentina. The United States has
been free of FMD since 1929. Given the grave threat that FMD poses to the U.S.
cattle industry, as well as to other livestock producers, R—-CALF would like to em-
phasize to Finance Committee members its concerns with USDA’s policy. R—-CALF
strongly supports the call by Finance Committee member Senator Tom Daschle for
an immediate import ban pending resolution of the need for appropriate safeguards.

Also, with the accelerated expansion of FMD, and based on the recurrence of FMD
in countries or regions in the process of being certified as “FMD-free” or already cer-
tified, R—-CALF requests that following certification countries maintain a “disease-
free” status for a minimum of three to five years before imports are accepted into
the United States.

As a general matter, R~-CALF would like to see strong rules implemented by the
ISJnited States that would ensure the continued FMD-free status of the United

tates.

COUNTRY OF ORIGIN LABELING

In an issue related to rules of origin, R—-CALF strongly supports country of origin
labeling of meat. Consumers have the right to know from where the beef they con-
sume was derived. R~-CALF believes that beef labeled as a product of the United
States should be beef from cattle born, raised, and slaughtered in the United States.
R-CALF is supportive of S. 280, sponsored by Senator Tim Johnson, which requires
country of origin labeling.

Again, the current international spread of cattle diseases has only heightened the
need for country of origin labeling and tracking.

Also, it is important to note that U.S. cattle producers since 1987 have been man-
dated by the federal government to contribute nearly $1 billion for research and pro-
motion. Yet they have been unable as an industry to differentiate their product from
imported product for the U.S. consumer.

THE EU AND BEEF HORMONES

R-CALF remains concerned about the refusal of the European Union to open its
market to beef derived from cattle treated with growth promoting hormones. The
outcome of the beef hormone dispute at the WTO has resulted in U.S. cattle pro-
ducers having limited faith in the ability of the WTO dispute settlement process to
open foreign markets to U.S. products. R-CALF encourages the United States to
continue to attempt to open the European market to American beef.

INSTRUMENTS TO PROMOTE STABILITY IN INTERNATIONAL MARKETS

Due to the peculiar nature of the agricultural industry and the small amount of
revenue that is returned to producers, it is critical that ranchers have some ability
to maintain minimum prices and be able to control the quality and quantity of their
products in the market. For most of this century, the U.S. government has provided
such mechanisms to U.S. farmers. These mechanisms have lessened the impact of
adverse temporary market conditions that would otherwise have driven producers
out of business.

Recognizing the special circumstances faced by the agricultural sector, the United
States provides a limited antitrust exemption for agricultural cooperatives, includ-
ing cooperatives composed of ranchers, from antitrust laws. Courts have held that
cooperatives may set minimum floor prices for agricultural products under this law.4
The United States should work in international trade negotiations to extend the cov-
erage of Capper-Volstead to include international cooperatives composed of agricul-
tural producers.

Likewise, U.S. laws permits certain groups of agricultural producers to set quality
and grade standards through marketing orders. These measures can be used to pro-
mote stability in the marketplace. R~-CALF suggests that the United States advo-

4See Northern California Supermarkets, Inc. v. Central California Lettuce Producers Coopera-
tive, 413 F.Supp. 984 (N.D. Cal. 1976), affd 580 F.2d 369 (9th Cir. 1978), cert. denied, 439 U.S.
1090 (1979).



62

cate in international trade negotiations the development of international instru-
ments that will function in the same manner as marketing orders.

MANDATORY PRICE REPORTING

R-CALF’s members and other primary agricultural producers in the United
States are consistently at a distinct disadvantage in negotiations with buyers. In the
livestock sector, a limited number of meat packers very often control prices for re-
gions and indeed the entire country. Rather than buy in open cash markets, packers
can feed their own animals or use private marketing arrangements—such as for-
ward contracts, formula pricing, and exclusive purchase agreements—for which
prices and terms of sale are not publicly disclosed. This makes it difficult for pro-
ducers, particularly smaller ones and those that would like to utilize open cash mar-
kets, to determine a “fair” market price.

In 1999, the United States passed legislation providing for the mandatory report-
ing of prices paid by packers for cattle. Such legislation allows producers access to
the data needed to compare quickly and easily bids from different packers and to
negotiate the best possible price for their livestock. R—-CALF encourages the United
States to encourage our trading partners to enact or strengthen laws on mandatory
Erice reporting. Such laws would benefit U.S. producers when selling in foreign mar-

ets.

EXCHANGE RATE MANIPULATIONS

Currency exchange rates can have major impacts on trade flows, including the
trade flows of agricultural products. Indeed, some countries have used exchange rate
controls as a method of altering trade flows in agricultural products. Such manipu-
lations can create serious harm in the international marketplace. R—-CALF urges the
United States to consider this problem and to attempt to craft a proposal to address
it through international negotiations. Indeed, R—~CALF proposes that international
trade rules prohibit such manipulations.

PRICE COLLAPSES

Various commodities, including cattle, have experienced major international price
collapses during the past decade. These price collapses have adversely impacted not
only individual producers, but also rural economies throughout the world. R—-CALF
requests that the United States work with our trading partners to develop a mecha-
nism to remedy the devastating effects of collapses in commodity prices.

Further, on a subject not directly linked to the activities of the Finance Com-
mittee, R—-CALF is concerned that recent price collapses for cattle have been caused
in large part by concentration in the U.S. meatpacking industry. R~-CALF would
like to express its gratitude to Chairman Grassley, as well as other members of the
Finance Committee, including Senator Daschle, for advocating more effective en-
forcement of U.S. laws addressing concentration in agriculture, such as the Packers
and Stockyards Act. R-CALF would also like to thank Chairman Grassley, Senator
Daschle, and other senators for their support of legislation that would prohibit pack-
er ownership of cattle.

CONCLUSION

R-CALF appreciates the opportunity to provide comments for the Finance Com-
mittee’s hearing on globalization and American trade policy. R~-CALF will continue
to monitor trade negotiations closely. R—-CALF would be pleased to provide further
information to Finance Committee members upon request concerning R—-CALF’s
views on trade negotiations.
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