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UNITED STATES-BAHRAIN
FREE TRADE AGREEMENT

THURSDAY, OCTOBER 6, 2005

U.S. SENATE,
SUBCOMMITTEE ON INTERNATIONAL TRADE,
COMMITTEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice, at 2:30 p.m., in
room SD-215, Dirksen Senate Office Building, Hon. Craig Thomas
(chairman of the subcommittee) presiding.

Present: Senator Bingaman.

OPENING STATEMENT OF HON. CRAIG THOMAS, A U.S. SEN-
ATOR FROM WYOMING, CHAIRMAN, SUBCOMMITTEE ON
INTERNATIONAL TRADE

Senator THOMAS. Welcome. I believe we will go ahead and get
started. We have a vote at 3 o’clock, so this voting messes up our
lives around here, as you know.

At any rate, welcome, all of you, and particularly the members
of the panel. This, of course, is dealing with trade with Bahrain.
Trade, of course, is a very important part of our long-term economy
and building strong relationships.

I think everybody understands that we are going to have trade
in this world, and indeed we need to have trade. Of course, we
need to expand as much as we can, lowering global barriers and
working at all the areas. Ninety-six percent of the people in this
world live outside of the United States, so it plays an important
role for us.

Of course, agreements in WTO are very important and remain a
significant challenge. However, negotiations go on in the bilaterals,
and that is where we are today.

Bahrain, of course, is a very important place. We are not the
largest trading partners in the world, but it is an important one,
both strategically and economically.

The FTA includes market access to U.S. consumers, industrial
and agricultural products, its broad commitment to service areas,
and intellectual property protection, and the things that all of us
preserve.

We would like to make this as strong as we can for both coun-
tries, and tough enforcement mechanisms are necessary, of course,
to do that. So, I will not take long because we are anxious to hear
from the panel, so let me call on Senator Bingaman.

[The prepared statement of Senator Thomas appears in the ap-
pendix.]
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OPENING STATEMENT OF HON. JEFF BINGAMAN,
A U.S. SENATOR FROM NEW MEXICO

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

I also have a statement that I will put in the record. I do think,
from what I understand, and I am looking forward to learning
more here, that there are some significant advantages to our prod-
ucts going into Bahrain as a result of this agreement.

I am concerned that some of these labor issues remain inad-
equately addressed. I gather Congressman Cardin raised that in a
hearing in Ways and Means last week. In accord with what I be-
lieve he indicated at that hearing, I would like to see that resolved.
But I do look forward to the testimony, and then for further action
by the committee. Thank you.

[The prepared statement of Senator Bingaman appears in the ap-
pendix. |

Senator THOMAS. Thank you very much, Senator.

Thank all of you. For all of you who will be testifying, your full
statements will be put into the record. If you could summarize your
statements, why, we would appreciate that very much.

Ambassador Shaun Donnelly, Assistant U.S. Trade Representa-
tive for Europe and the Mediterranean, Office of the U.S. Trade
Representative.

Mr. Ambassador, welcome.

STATEMENT OF HON. SHAUN DONNELLY, ASSISTANT U.S.
TRADE REPRESENTATIVE FOR EUROPE AND THE MEDI-
TERRANEAN, OFFICE OF THE U.S. TRADE REPRESENTATIVE,
WASHINGTON, DC

Mr. DONNELLY. Thank you very much, Mr. Chairman.

I would like to thank you and Senator Bingaman, as well as
Chairman Grassley, Senator Baucus, and the other members of the
committee who have worked with us in partnership on our whole
free trade agenda.

I appreciate the opportunity to discuss the U.S.-Bahrain Free
Trade Agreement with you. The FTA is an important element of
U.S. policy in the Middle East. With this agreement, Bahrain has
made legally binding commitments to liberalize trade with the
United States.

Beyond substantial trade liberalization, the FTA will help sup-
port ongoing economic, political, and social reforms in Bahrain and
signal to other reforming countries in the region the benefits of
pursuing market-liberalizing policies.

The FTA’s imprimatur will also be an important force in encour-
aging increased foreign direct investment in Bahrain and in cre-
ating an economic environment that is conducive to additional em-
ployment opportunities for the people of Bahrain.

The administration’s trade agenda is a fundamental part of the
President’s broader efforts to advance reform in the Middle East.
In May, 2003, President Bush announced our goal of creating a
U.S.-Middle East Free Trade Area by 2013.

This trade agenda is one element of a broad, comprehensive ap-
proach to address the economic, social, and political challenges that
face the region and U.S. interest in that area.
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In particular, our trade strategy is predicated on the idea that
sustained economic growth can best be brought to the region
through internally generated reforms and market-based trade lib-
eralizing policies.

The agreement will promote transparency and the rule of law in
this small, but as you said, Mr. Chairman, important partner in
this strategically important region.

Our strategy toward the countries in the region to engage each
of them at their levels of development, to provide them access to
the U.S. market based on reciprocity, and to require that they
adopt high standards for trade and investment, is working.

In addition to the FTA with Bahrain, we have completed FTAs
with Morocco and Jordan, as well as our longstanding Free Trade
Area with Israel. We have signed trade and investment framework
agreements with Qatar, Kuwait, Yemen, and the United Arab
Emirates in 2004.

The strong desire of these countries to conclude FTAs with the
United States leads to more certain market access for goods and
services, high standards for intellectual property, transparency,
and anti-corruption that only such agreements can provide. This
FTA is the model that Bahrain’s neighbors can soon share.

The 9/11 Commission urged the United States to expand trade
with the Middle East in order to “encourage development, more
open societies and opportunities for the people to improve the lives
of their families, and to enhance prospects for their children’s fu-
ture.”

The commission highlighted the FTA with Bahrain, as well as
our FTA with Morocco, as specific examples of positive steps in this
direction. The President and USTR take this recommendation very
seriously. Working in close partnership with the Congress has been
crucial to our success to date.

The Trade Act of 2002 put in place procedures that make it pos-
sible to negotiate this type of agreement that not only addresses
the pressing need for engagement in regions such as the Middle
East, but also brings real benefits to American companies and
workers, and to the U.S. economy.

This FTA will benefit U.S. workers, manufacturers, consumers,
farmers, ranchers, and service providers. On the day the agreement
goes into effect, 100 percent of consumer and industrial goods, and
81 percent of U.S. agricultural exports, will enter Bahrain duty-
free.

Under the FTA, Bahrain will open its services market wider than
any previous FTA partner, creating a wide array of opportunities
for U.S. service providers.

The agreement provides for a high level of protection for intellec-
tual property rights, consistent with the standards set in U.S. law.

The FTA calls for state-of-the-art protection for trademarks and
digital copyright protected works, expanded protection for patents
and product approval information, and tough penalties for piracy
and counterfeiting.

The agreement’s Rules of Origin allow for the possibility of
counting the value of inputs from FTA partners in the region in de-
termining whether goods receive preferential tariff treatment.
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This feature would, down the line, facilitate connecting our bilat-
eral agreements as we move toward building the more integrated
region-wide free trade agreement. It would also encourage trade
among countries in the region, an important, yet currently missing,
ingredient in the region’s development.

With the passage of its 2002 Workers’ Trade Union Law, Bahrain
now has labor laws that give effect to the principles and rights set
forward in the ILO Declaration on Fundamental Principles and
Rights at Work.

The 2002 law now allows workers, including foreign workers, to
form and join trade unions. The FTA’s labor and environment pro-
visions fully meet the negotiating objectives set out in the Trade
Act of 2002, and these agreements are included in the core text of
the agreement.

The FTA also includes important transparency, public notifica-
tion, and anti-bribery provisions. These provisions will help to im-
prove the business and investment environment in Bahrain by pro-
viding more certainty and predictability for firms and individuals
operating and investing there, and promoting the rule of law.

The agreement enjoys widespread support from our trade advi-
sory committees. The Advisory Committee for Trade Policy and Ne-
gotiations found the agreement “is strongly in the interests of the
United States,” and noted, “it is an excellent agreement that will
improve market access for American goods, services, and agricul-
tural products in Bahrain.”

Committees representing sectors such as services, consumer
goods, and intellectual property have also expressed support. We
recognize, Mr. Chairman, that the Labor Advisory Committee still
has concerns about all U.S. FTAs that we have concluded to date,
and that such concerns relate to the committee’s assessment of this
agreement.

However, the FTA fully meets the guidance that Congress gave
us in the Trade Act of 2002. The International Confederation of
Free Trade Unions has praised Bahrain’s progress on labor rights.

In fact, the Secretary General of the ICFTU has publicly hailed
Bahrain as showing the way for the region, and said “we will be
encouraging other Gulf States to follow the example of Bahrain in
working towards a truly independent labor movement in the re-
gion. We are convinced that the disciplines and consultative mecha-
nisms in the FTA will play a major role in further improving the
labor situation in Bahrain.”

In conclusion, Mr. Chairman, the U.S.-Bahrain Free Trade
Agreement is a comprehensive, high-quality agreement that will
not only remove trade barriers, but will expand regional opportuni-
ties for people in both countries.

The agreement will enhance commercial relations with an eco-
nomic leader in the Gulf, as well as set the stage for improving
trade relations and expanding openness with other countries in the
region, thereby creating prosperity, opportunity, and hope.

The agreement is an essential building block for the administra-
tion’s goal of assisting the countries of the Middle East to build
more market-oriented, liberalized economic regimes, as well as ful-
filling the 9/11 Commission’s unanimous recommendation to ex-
pand trade links with the region.
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With your guidance and support, we will continue to pursue the
Middle East Free Trade Area initiative. Working together, we feel
confident that we can build an open trading and investment com-
munity with the Middle East that will create opportunity, generate
prosperity, and promote liberty.

I would be very pleased to respond to the questions and com-
ments from the committee.

[The prepared statement of Mr. Donnelly appears in the appen-
dix.]

Senator THOMAS. Thank you very much.

You mentioned the Middle East a number of times, and I think
four countries. What, generally, has been the balance of trade with
the U.S. and those four countries since we entered agreements?

Mr. DONNELLY. Mr. Chairman, we have seen growth in both di-
rections in the trade. Generally, I think the balance has stayed
about the same as we had experienced before the free trade agree-
ments.

In the case of Jordan, we have seen, frankly, more exports. The
U.S. exports to Jordan have increased, but not as much as Jordan’s
exports to us. Morocco, we are still at the early stage. Israel, I
think we have seen what we would call proportionate growth in
both directions.

Part of the situation that I think the statistics may not yet to-
tally capture, is the importance of services in this. I think the sta-
tistical challenge of capturing the services exports that we are hav-
ing in this, it is not just a regional question, but a general one. We
think it creates the potential for increased trade in both directions,
and it is certainly our objective to try to see that be a mutually
beneficial process.

Senator THOMAS. The balance of trade has been what, negative
or positive?

Mr. DoNNELLY. Mr. Chairman, could I get back to you with offi-
cial data on that point? I believe it has probably been negative, but
I want to get you the accurate number.

Senator THOMAS. You mentioned, a number of times, agriculture,
which of course is of personal interest. But are we going to be able
to do what is necessary in the Doha arrangement before Hong
Kong in order to get agriculture working?

Mr. DONNELLY. We certainly hope so, and we expect so, Mr.
Chairman. I am not a negotiator in the Doha Round. Obviously, in
the bilateral agreements like the Bahrain agreement, we are ad-
dressing some of those same challenges.

But Ambassador Portman, as you know, is committed to this. He
has been consulting widely. He is going off to a key week in Europe
next week with some of his Trade Minister partners, and agri-
culture is absolutely at the center of the Doha agenda. So, I think
you can rest assured, Mr. Chairman, that it is at the very top of
our agenda.

We do see the global opening we are trying to get in Doha that
goes in parallel with the opening we are trying to get in the bilat-
eral agreements as it relates to agriculture or any other thing.

One important aspect that relates to agriculture in this par-
ticular agreement, for many years American companies have been
challenged by some of what we call sanitary and phytosanitary reg-
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ulations, shelf-life regulations, and so on that have been in place
in some of the countries in the Gulf.

In this agreement, Bahrain has agreed to put in place a science-
based regulatory system that I think is very important. So we are
not just addressing the tariff levels and so on, like that, but we are
trying to get high standards, as we do in the WTO. But I think
that is one of the important breakthroughs that we find in this
Bahrain agreement that we think sets an example for other coun-
tries in this particular region.

Senator THOMAS. All right. Good.

Sometimes it appears, for example in CAFTA, that developing
t}fle relationship is more important actually than the trade aspect
of it.

Mr. DONNELLY. Yes.

Senator THOMAS. How would you react to that with respect to
this agreement?

Mr. DONNELLY. Well, Mr. Chairman, as I said in my statement,
as Ambassador Portman, like Ambassador Zoellick before him, and
the President have said, we think that these free trade agreements
promote both our commercial trade and investment interests, as
well as our more general political and security interests with im-
portant partners.

But as you may know, Mr. Chairman, I come from the State De-
partment. I have spent a long time on that side of the house. But
we are not, as an administration, using FTAs to ignore the eco-
nomic benefits and just do them as political prizes to give to impor-
tant foreign policy friends.

If you look down the list of countries we have done free trade
agreements with in this region or others, they are all with coun-
tries that we consider friends. But the basis is, which countries are
prepared to step up and accept the kind of high-standards agree-
ments that we want to do?

So, yes. Does it help that a country that might be interested in
an FTA is a good friend or a foreign policy ally of ours? Sure it
does. But that does not mean we do an agreement that does not
meet the standards or that the country is not prepared to do the
kind of free trade agreement we insist on.

Senator THOMAS. Is Egypt in the forefront with regard to the
Middle East?

Mr. DONNELLY. Absolutely. As you know, Mr. Chairman, Egypt
is really the geographic, cultural, and many other ways the center
of the Middle East. It is the largest population in that area. It is
also an area, frankly, where we have a strong economic relation-
ship, but many American companies have had problems, many in
the agricultural area, but others.

I think Ambassador Portman has said to members of Congress,
publicly, in addition to the agenda that we have of free trade agree-
ments that we have been working on, we have identified four im-
portant, friendly countries that have come to us, requesting that
we do an FTA with them. Those are Egypt, Switzerland, Malaysia,
and Korea. We have not made any decisions on any of those coun-
tries. They are all under serious review.

In the case of both the Egypt and Switzerland agreements that
I am in charge of at USTR, we are engaged in a very serious proc-
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ess that we have set up under, in the case of Egypt, our trade and
investment framework agreement.

We have 14 or 15 bilateral working groups that basically parallel
the chapters you would have in a free trade area agreement,
whether it is agriculture, investment, intellectual property rights,
services, Customs, all these kinds of issues.

And our experts are getting together with their Egyptian coun-
terparts and really going through what would be involved so that
we can make a smart decision on what would be involved, so I can
recommend to Ambassador Portman, and he can recommend to the
President, whether there is a basis for doing that kind of free trade
agreement. So, yes. Sorry. Egypt is very much at the center of our
agenda.

Senator THOMAS. Thank you.

Senator Bingaman?

Senator BINGAMAN. Thank you very much.

Ambassador, have we done a forecast as to what effect entering
this agreement will have on our trade balance with Bahrain? Will
it improve our balance of trade with Bahrain or cause it to deterio-
rate further?

Mr. DONNELLY. Senator Bingaman, we would like to see our
trade balance with Bahrain improve. We think that this agreement
can provide that. There are no guarantees.

I, frankly, am not sure of the validity of econometric analysis in
terms of what kind of assumptions one makes, but we are confident
that this agreement will open opportunities in industrial, in serv-
ices, and in agricultural goods. We are basically open to Bahrain’s
exports to us now, so this is, again, a model where we think there
are opportunities.

There are no guarantees, but we believe that it presents an op-
portunity, particularly factoring the very high level of services com-
mitments: financial services, insurance, package delivery, all of
those areas we think open up an opportunity to try to improve our
trade balance with Bahrain.

Senator BINGAMAN. But you do not have a forecast that says,
here is our trade circumstance with Bahrain today, and here is
what it is going to be 5 years from now, or 10 years from now
under this agreement.

The reason I ask, is that the witness who is on the second panel,
Mr. Robert Baugh, executive director of the AFL-CIO Industrial
Union Council, says in his testimony, “the agreement will likely
only exacerbate our trade imbalance. It is likely the agreement will
result in a deteriorating trade balance in some sectors.” That is
contrary to what you folks forecast, or you do not have a forecast?

Mr. DONNELLY. Senator, I would not claim we have a forecast on
which I would be able to commit on that. I mean, the International
Trade Commission did do an analysis, as they do of these potential
things.

Frankly, they came back and said they anticipated minimal ef-
fect on the overall balance, just given the geographical distances
that we are dealing with. But, I mean, our trade balance with Bah-
rain has gone up and down. We ran a surplus in 2003. We ran a
deficit in 2004.
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I mean, the total level of trade has run from as much as $500
million in exports in 2003 down to $300 million in 2002. Part of
that, I think, is affected by deliveries of large commercial aircraft,
and so on.

So I am not sure we can give you a scientifically valid projection,
but we will certainly look at Mr. Baugh’s analysis.

Senator BINGAMAN. Let me ask about the labor provisions.
Again, referring to his testimony, he says the agreement is a step
backwards from existing labor rights provisions in the U.S.-Jordan
FTA and in our Generalized System of Preferences program. Is
that consistent with your view of things?

Mr. DONNELLY. No, sir, it is not. We believe that not only are the
labor provisions fully consistent with the guidance in TPA, we
think they are at least as strong, or stronger, than the Jordan pro-
visions.

I am not going to try to tell you, nor would I try to tell Mr.
Baugh, that the labor situation in Bahrain is perfect. We think the
Bahrainis have made considerable efforts in their 2002 law. That
hag basically been validated by observers like the ICFTU and the
ILO.

But we certainly see that there is work to be done. My colleague,
the new Assistant USTR for Labor, when he made his first trip
internationally after joining USTR about 6 weeks ago, went out to
Bahrain.

We certainly see the commitments that Bahrain would be mak-
ing here, the other commitments you have referred to that the Bah-
raini government is currently reviewing, possible proposals to fur-
ther strengthen provisions of their law, and the dialogue process
that is set for labor.

Senator BINGAMAN. Let me ask one other question, because I am
about out of time here. This testimony goes on to say, “in the Bah-
rain agreement, only one labor rights obligation—that is, the obli-
gation for a government to enforce its own labor rights—is actually
enforceable through dispute settlement.

“All of the other obligations contained in the labor chapter, many
of which are drawn from congressional negotiating objectives, are
explicitly not covered by the dispute settlement system and are
thus completely unenforceable.”

What is your reaction to that?

Mr. DONNELLY. As I have said, Senator Bingaman, the labor pro-
visions are based on the clear guidance we have gotten from the
Congress in the trade promotion authority legislation. I think the
statement is correct.

Sometimes there is a comparison made to Jordan, but many of
the provisions that some allege are so strong in the Jordan agree-
ment, they are only a requirement to seek to do something, which
a lot of lawyers feel is not a strong legal basis to move for actual
dispute settlement. We feel, as we have done in the CAFTA—and
I realize there is a controversy and different views on this—we
have an agreement that works. We have a system that can, in dis-
pute settlements, focus on real labor problems.

If there are fines imposed or resources, they can be directed to
try to solve the problem. We have work to do with Bahrain, but the
Bahraini authorities have clearly impressed us that they are seri-
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ous on the labor agreement, and we feel that there is a strong basis
for moving forward.

Senator BINGAMAN. Thank you, Mr. Chairman.

Senator THOMAS. Thank you, Mr. Ambassador. We appreciate
your being here.

Mr. DoONNELLY. Thank you very much, Mr. Chairman.

Senator THOMAS. I would invite the second panel, please. It in-
cludes Ms. Megan Aslaksen, Global Trade Specialist, Hewlett-Pack-
ard Company; Mr. Lionel Johnson, vice president and director of
International Government Affairs, Citigroup, and co-chair of the
U.S.-Bahrain Free Trade Agreement Coalition; Ms. Barbara
Spangler, executive director of the Wheat Export Trade Education
Committee; Mr. Bob Baugh, director, AFL-CIO Industrial Union
Council; and Mr. David Hamod, president and CEO, National U.S.-
Arab Chamber of Commerce.

So, we thank you, ladies and gentlemen, for being here. Again,
your full statements will be put into the record. If you could sum-
marize them, why, we would be very pleased about that.

Ms. Aslaksen, welcome. Would you like to begin, please?

STATEMENT OF MEGAN ASLAKSEN, GLOBAL TRADE
SPECIALIST, HEWLETT-PACKARD COMPANY, PALO ALTO, CA

Ms. ASLAKSEN. Thank you. Chairman Thomas, Ranking Member
Bingaman, and members of the subcommittee, my name is Megan
Aslaksen. I work for Hewlett-Packard Company in the Global
Trade-Trade Facilitation Department. I am based at HP head-
quarters in Palo Alto, CA. Thank you for providing me the oppor-
tunity to testify before you today in support of the U.S.-Bahrain
Free Trade Agreement.

Hewlett-Packard is a Fortune 11 company with revenues of near-
ly $80 billion. We are the world’s largest IT company and the larg-
est IT provider in the Middle East. Our technologies range from
consumer hand-held devices to some of the world’s largest and
most powerful super-computer installations. We have an estimated
150,000 employees and conduct business in more than 170 coun-
tries. As a result, we are dedicated to free trade and the reduction
of trade barriers across borders.

Bahrain, as part of the 18 countries composing the Middle East/
North Africa region, represents an area of great potential in both
consumer demand and human capital. For HP and other American
companies, this FTA represents an opportunity to share our inno-
vative, life-enhancing products and services.

The Bahrain FTA forms part of a larger U.S. initiative to im-
prove ties with, and promote stability in, the Middle East region
through the establishment of the Middle East Free Trade Area by
2013. The U.S. has already achieved bilateral agreements with Jor-
dan, Israel and Morocco, and now stands ready to implement its
third FTA in the region, the U.S.-Bahrain FTA. We support U.S.
efforts to expand trading opportunities in the region. The U.S.-Bah-
rain FTA is a milestone in this process, as it represents the United
States’ first FTA with a Gulf State. We also applaud USTR and
Ambassador Portman for the recent conclusion of the U.S.-Oman
agreement.
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As we know, the Kingdom of Bahrain is a prosperous country
with an economy primarily based on petroleum production and re-
fining.

However, it is facing the same problems plaguing other Middle
East countries. In an attempt to diversify its economy, Bahrain has
established itself as a center for banking, information technology,
telecommunications, and health care. HP looks forward to winning
congressional support for this FTA so as to allow expanded market
access in the region. Building upon the established U.S.-Bahrain
bilateral investment treaty and trade and investment framework
agreement, this FTA will provide Bahrain greater access to the
U.S. market, which will generate direct investment into the King-
dom. The Agreement will benefit both countries by helping to spur
economic growth and improve employment opportunities.

Comprehensive FTAs provide a wide array of benefits and help
to open doors for HP and other U.S. companies. The Bahrain FTA
secures binding commitments in a number of areas important to
the high-tech sector. For example, under the Agreement, Bahrain
will immediately eliminate import taxes on technology products,
which will increase U.S. high-tech competitiveness in the region.
U.S. exporters like HP will also benefit from commitments by Bah-
rain to modernize Customs procedures. Benefits include the avail-
ability of advanced rulings, publication of laws and regulations on
the Internet, the promotion of the use of automated systems, and
the use of risk assessment systems.

As the leading provider of IT solutions in the region, the Agree-
ment represents an important business opportunity for HP both
abroad and at home. With the diversification of Bahrain’s economy,
HP looks forward to being part of the Kingdom’s future growth. HP
and our customers will stand to benefit from this agreement in the
areas of market access, modernization and transparency of Cus-
toms procedures, IPR, and government procurement.

The Agreement also provides U.S. exporters with the broadest
service access of any FTA to date.

IPR, e-commerce, and government procurement provisions will
also benefit U.S. firms. Improved commitments in these areas in-
clude governmental use of legitimate software and the requirement
of parties to ratify a number of international IP agreements.

HP strongly supports the establishment of free trade. Working in
partnership with our colleagues in the high-tech sector, trade coali-
tions, and associations, we advocate the negotiation and implemen-
tation of bilateral and regional agreements. We hope that the re-
cent U.S. success to conclude comprehensive FTAs with various
trading partners will foster efforts to reduce tariff and non-tariff
barriers to trade at the regional and multilateral levels.

On behalf of Hewlett-Packard Company, I would like to express
our company’s support for the U.S.-Bahrain FTA and urge prompt
congressional action and approval to strengthen the economies of
the United States and Bahrain. In closing, we believe that this
Agreement will serve as a model for other FTAs in the region, fa-
cilitate 2-way trade, and promote regional stability and economic
development.

Again, I appreciate the opportunity to put forth HP support for
the U.S.-Bahrain FTA, and encourage timely congressional action.
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I would welcome any questions or comments at this time. Thank
you.

Senator THOMAS. Thank you very much.

[The prepared statement of Ms. Aslaksen appears in the appen-
dix.]

Senator THOMAS. Mr. Johnson?

STATEMENT OF LIONEL C. JOHNSON, VICE PRESIDENT AND
DIRECTOR, INTERNATIONAL GOVERNMENT AFFAIRS, CITI-
GROUP AND CO-CHAIR, U.S.-BAHRAIN FREE TRADE AGREE-
MENT COALITION, WASHINGTON, DC

Mr. JOHNSON. Thank you, Mr. Chairman. My name is Lionel
Johnson. I am the vice president and director of International Gov-
ernment Affairs of Citigroup, and I also have the pleasure today of
representing the 75 companies and associations that comprise the
U.S.-Bahrain Free Trade Agreement Coalition.

Even with its vast supplies of natural resources, the Middle East
remains one of the poorest regions of the world, with a youthful
population that sees little prospect of a brighter economic future.
These twin factors lead to destabilizing conditions that may pose
a direct security threat to the United States.

It is our view that liberalized trade with the region offers the
Middle East an alternative path, the path of improved economic
conditions, true integration into the multilateral trading system,
and an enhanced respect for the rule of law.

As these economies grow, it is crucial that American businesses,
workers, and farmers have a seat at the table. If we choose not to
engage economically with the Middle East, our international com-
petitors would be more than happy to do so and to expand trade
relations with this region at our economic expense. Engagement
with the Middle East promises long-term and tangible economic, as
well as security, gains for the United States.

We operate as Citibank in Bahrain and have been present in the
Kingdom since 1969. We were among the first foreign banks to es-
tablish business operations in the Kingdom, and we remain firmly
committed to our presence in Bahrain, and believe that the FTA of-
fers an excellent opportunity to grow our business in this impor-
tant region of the world and to enable us to provide a wider range
of world-class financial services to our Bahraini, as well as our Per-
sian Gulf, customers.

Bahrain’s leaders, including the Minister of Finance, are reform-
ers in a region in search of expanded opportunities for their people
through greater participation in the global economy.

Bahrain’s government officials have often consulted with us and
our private sector partners when considering new laws and regula-
tions that impact our sector. The FTA will help the banking sector
as market access becomes more liberalized.

As the geographical and financial center of the Middle East and
West Asian region, Bahrain is perfectly positioned to serve as the
economic gateway to the Gulf. Through Bahrain, the doors to the
GCC economies are opened, while just across the Gulf region lay
the increasingly important economies of southwest Asia with which
Bahrain has a long a thriving relationship.
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As Bahrain diversifies its economy away from petroleum, the fi-
nancial services sector has become the second-largest contributor to
Bahrain’s GDP.

There are great opportunities for American financial services and
insurance companies to invest and to expand in Bahrain, as dem-
onstrated by the strong presence of 65 American financial firms al-
ready located within its borders.

Again, I want to thank the committee for the opportunity to tes-
tify on behalf of Citigroup and on behalf of the U.S.-Bahrain FTA
Coalition in support of this very important agreement.

We believe that it will lead, over time, to increased job creation,
trade expansion, improved technology, deepening of people-to-peo-
ple ties, and enhancement of long-term economic development in
this region of vital importance to the United States. Thank you,
Mr. Chairman.

Senator THOMAS. All right. Thank you, Mr. Johnson.

[The prepared statement of Mr. Johnson appears in the appen-
dix.]

Senator THOMAS. Ms. Spangler, please?

STATEMENT OF BARBARA SPANGLER, EXECUTIVE DIRECTOR,
WHEAT EXPORT TRADE EDUCATION COMMITTEE, WASH-
INGTON, DC

Ms. SPANGLER. Thank you. This afternoon I represent the Wheat
Export Trade Education Committee, the U.S. Wheat Associates,
and the National Association of Wheat Growers, the entire wheat
industry of the United States.

I want to thank you, Mr. Chairman, and you, Mr. Bingaman, for
the opportunity to speak today on the importance of this step in
opening the market and expanding opportunities with the State of
Bahrain, and throughout this strategic region.

I wish to begin my remarks, however, by offering my sincere con-
gratulations to Dr. Belooshi on being named Ambassador to the
United States for the State of Bahrain. Ambassador Belooshi has
held his hand out in friendship and cooperation throughout his ten-
ure as Economic Representative to the United States.

I personally look forward to continuing this friendship and the
opportunity to expand trade with the people of Bahrain that I
know he will foster.

Let me begin the other points with two issues that the U.S.
wheat industry takes into account when looking at the market
around the world,st and opportunities that are very important to
us.

First, as you have said, Mr. Chairman, 96 percent of the world’s
consumers live beyond our borders. The 4 percent within the
United States have no way to begin to consume the amount of
wheat that would keep our industry healthy.

Second, we consistently export nearly 50 percent of our total pro-
duction. As you can imagine, our success or failure hinges on the
ability of U.S. wheat to be exported around the world.

Trade is a vital component for ensuring the financial viability of
our producers. Fair and open trade agreements are key to reaching
our customers outside of the United States.
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American wheat producers look to this region of the world as one
of opportunity, and we support the Bahrain free trade agreement.
With a population nearly that of Washington, DC, Bahrain is not
going to be a major agricultural importer of commodities. With
some exceptions, this has been a duty-free market for most grains.

This FTA will lock in duty-free access for all U.S. wheat, and
most other grains. Upon implementation, 81 percent, as you heard
earlier, of all agricultural exports will be allowed to enter duty-free.
This is a good agreement for American producers. All the others
will be phased in over a 10-year period to zero duty.

Sometimes a trade agreement is more important for forward
movement in developing relationships in the country and through-
out the region. The wheat industry views every open door for trade
as an opportunity to establish relations and explore future opportu-
nities. This is one of those doors.

The U.S. wheat industry supports moving forward aggressively
with bilateral agreements such as this one. However, the World
Trade Organization Doha negotiations are the critical link toward
balance in the world trade situation. They are the major key to ex-
panding U.S. wheat trade.

If the U.S. is successful in achieving its longstanding goals in the
WTO, the U.S. wheat industry will be better able to take advan-
tage of the opportunity offered by this free trade agreement.

It is only in the Doha negotiations that export state trading mo-
nopolies can be disciplined, and hopefully eliminated. The trade-
distorting monopolistic practices of major competitors trading in
Bahrain and throughout the region are a critical impediment to our
ability to secure a fair market share with Bahrain. The issue can
only be resolved through the WTO negotiations.

Additionally, an important element, as you heard earlier, in this
FTA is the fostering of alliances in the region in a way that they
will carry over to opening trade and to, we believe, WT'O negotia-
tions, the only venue where many trade distortions can be resolved.

FTA negotiations have the potential to extend beyond the level
of liberalization we hope to achieve in the WTO. FTAs are WTO,
plus. We go to zero a whole lot faster in FTAs.

This FTA, if approved and implemented, will hopefully serve as
an important link for the more extensive multilateral trade agree-
ments between the U.S. and other countries in the region.

The U.S. must take advantage of opening markets through
agreements such as this one. The wheat industry urges you to
move this agreement through Congress quickly so it can become ac-
tive.

Thank you. I look forward to your questions.

Senator THOMAS. Thank you very much.

[The prepared statement of Ms. Spangler appears in the appen-
dix.]

Senator THOMAS. Mr. Baugh?

STATEMENT OF BOB BAUGH, DIRECTOR, AFL-CIO INDUSTRIAL
UNION COUNCIL, WASHINGTON, DC

Mr. BAUGH. Mr. Chairman, Senator Bingaman, I would like to
thank you and the members of the committee for having us here
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to testify on behalf of the working people of the United States and
the members of the AFL-CIO.

As you know, we have a great interest in all trade agreements
and our trade policy generally, and we are here today to talk about
Bahrain and its effect upon American workers, and Bahraini work-
ers.

I have submitted my written testimony, and I know the Senator
has already drawn some questions based upon issues we have
raised. I would like to speak a little bit more about those.

We do have serious, ongoing concerns with the basic template we
have in our trade agreements around fundamental labor rights.
The arguments that we are hearing here, and you saw in the testi-
mony, are similar to other things that came up around the CAFTA
agreement, and we are being very consistent in how we think and
talk about these things.

The workers’ rights provisions, we find to be inadequate, ineffec-
tive, and weaker than they are under the fundamental human
rights that are respected, and dispute settlement mechanisms for
worker rights and environmental protections are weaker than those
available in the commercial provisions.

At the same time, flawed provisions in services, government pro-
curement, and intellectual property rights will undermine the abil-
ity of both governments to protect public health, strong commu-
nities, and the environment.

Specifically, I would like to highlight a couple of the issues that
we have with the labor provisions of this agreement. It is true that
the government of Bahrain instituted labor law reform in 2002,
and we applaud the step forward, just as the International Confed-
eration of Free Trade Unions did.

But let us be clear here. Neither they, nor we, are saying the job
has been done. There are serious problems with what has been
done, and what is not being done, under those labor provisions.
They are a step back from the Jordan agreement, and they are a
step back from what we enjoy under our Generalized Services and
Preferences Agreements.

The scope of the right to organize is limited. Public employees do
not have the right to organize under the current labor law. There
is a difference between the king, the crown prince, and the cabinet
on this. There are limits on the right to bargain collectively.

There are limits on the right to strike that go beyond what the
ILO provisions call for in very limited categories of essential serv-
ices. It is a broad list in Bahrain that there is no right to strike.

The provisions around the right to strike are limited. In fact, if
you end up in arbitration and it does not work, you still do not nec-
essarily have the right to strike, which is a fundamental of labor
law and labor protections throughout the world under the ILO
standards.

There is no enforcement, there is no minimum wage, and there
are guidelines in the government but there is no enforcement of it.
In a country in which two-thirds of the workers are foreign work-
ers, they are extremely vulnerable to nonpayment of wages.

The issue of forced labor has been documented by our own State
Department studies, and others. Again, nonpayment of wages. Peo-
ple that have to pay wages to somebody who got the job, they go
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there. If they change jobs, they must continue to pay for the work
that they have. They have to pay somebody to have those jobs.
Again, they have failed to offer those protections.

There is no political activity allowed under the law for labor or-
ganizations, again, a fundamental of the ILO standards that are
rights of labor movements throughout the world.

Finally, in the process of consultation, which has been required
around this, it is most disturbing that the workers and unions of
Bahrain were not adequately consulted by the government on the
provisions in the agreement. In fact, they never received an Arabic
translation.

It is pretty hard to have a consultation and discussion when you
cannot even have a consultation based upon an agreement written
in your own language. We understand from the USTR that an Ara-
bic translation did not even exist at the time that the Bahrain FTA
was considered and approved by the Bahrainian parliament.

The failure to provide the consultation certainly calls into ques-
tion the government’s willingness to engage substantially with its
own civil society organizations.

On behalf of our unions and colleagues in the General Federation
of Bahrain Trade Unions, we ask our government to insist on ade-
quate and meaningful consultation with unions and other civil soci-
ety organizations in this, and all future trade agreements.

Finally, any vote on the FTA must take into account our current
situation. You asked the question earlier about the decline, or what
is the balance of trade. Our record has been pretty bad. We are fac-
ing a $700 billion trade deficit next year. We have lost three mil-
lion manufacturing jobs in the United States. We have increasing
poverty in this country.

The issue of jobs and employment does figure into this, although
we recognize Bahrain is not going to have a major economic impact
in our overall trade balance. The point is, we believe we have to
approach our trade issues consistently.

We believe labor rights are a fundamental—absolute funda-
mental—in good economic development policy for this Nation, and
for the workers in those countries. We do know that workers who
engage in collective bargaining, who do organize, will raise the per
capita income of the workers of that country, and that is an impor-
tant step forward.

It is likely, we think, as we said, this will result in deteriorating
trade balances with this country, but I put that in the context of
the much larger trade balance issues we have confronting us across
the board in this country.

The AFL-CIO is not opposed, in principle, to expanding trade
with Bahrain if a trade agreement could be crafted that would pro-
mote the interests of working people and benefit the economies of
both countries.

Unfortunately, the U.S. Trade Representative, in our opinion,
has failed to reach such an agreement with Bahrain. Instead, the
labor provisions of the Bahrain FTA make little progress beyond
the ineffective NAFTA labor side agreements we saw before, and
actually move us backward from the labor provisions in our unilat-
eral trade preference programs in the Jordan FTA.
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Meanwhile, the commercial provisions of the agreement do more
to protect the interests of our multinational corporations than they
do to promote balanced trade and equitable development.

Mr. Chairman, we ask that you reject the Bahrain FTA and urge
the administration to negotiate. We really believe that these issues
we have outlined should be addressed beforehand, before this is put
before the Congress, that we really should have an agreement that
provides the rights and protections that workers deserve in every
country. Thank you.

Senator THOMAS. Thank you.

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

Senator THOMAS. Mr. Hamod?

STATEMENT OF DAVID HAMOD, PRESIDENT AND CEO, NA-
TIONAL U.S.-ARAB CHAMBER OF COMMERCE, WASHINGTON,
DC

Mr. HAMOD. Mr. Chairman, Mr. Ranking Member, and distin-
guished members of the Senate Finance Committee, thank you for
the opportunity to testify this afternoon.

My name is David Hamod. I serve as president and CEO of the
National U.S.-Arab Chamber of Commerce, a member of the
MEFTA Coalition.

I have had the privilege of visiting Bahrain at least once a year
for the better part of 2 decades, and I can tell you that it is a very
comfortable place to live and do business.

Since its inception nearly 40 years ago, our chamber has been
America’s preeminent organization for promoting trade and invest-
ment between the United States and the Arab world. Most of our
members are small- and medium-sized companies exporting to the
Middle East.

This FTA sets the pace for the rest of the Arabian Gulf and is
a strong model for the Arab world as a whole. From the U.S. per-
spective, there are good things in this agreement for everyone,
whether you are a farmer in Iowa or Montana, a software devel-
oper in Utah, a tool manufacturer in West Virginia, or a freight for-
warder in Mississippi. I dare say that there are comparable oppor-
tunities in Wyoming and New Mexico.

President George W. Bush has stated, “I will not be satisfied
until every American looking for work can find a job.” This FTA
will help to generate new jobs and sustain existing employment
here and in Bahrain. This is important for our fellow Americans at
a time when many in our country are facing economic uncertainty.

It is equally important in Bahrain, because some in the region,
a very tiny minority, would play upon unemployment and hopeless-
ness to fuel extremism and breed terrorism. With this FTA, Bah-
rain is reaching out to the United States, and we would do well to
extend the hand of friendship in return.

According to Monday’s Wall Street Journal, one of America’s big-
gest trade competitors, China, is preparing to sign free trade agree-
ments with 25 different nations. With fierce competition like this,
A&nerica cannot afford to take our friends, like Bahrain, for grant-
ed.

Admiral William Crowe, former chairman of the Joint Chiefs of
Staff, once said that, “Pound for pound, Bahrain has been about
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the best ally the U.S. has had in recent times.” To the best of my
knowledge, Bahrain has stood with the United States in every
major international conflict our Nation has faced in the past cen-
tury. This is a remarkable track record and one that we should not
take lightly.

Our chamber recently released a special report on the 2006 out-
look for U.S. exports to the Arab world, including Bahrain. With
your permission, Mr. Chairman, I would like to include that report
in today’s hearing record.

[The report appears in the appendix on page 58.]

Mr. HAMOD. In Bahrain, the report states, “One hundred percent
ownership by foreign firms is encouraged,” which helps to explain
why more than 150 U.S. companies have set up operations there.

Bahrain is not America’s biggest market in the region, but with
the FTA in place, that kingdom will be better situated than ever
to serve as a gateway to the Arabian Gulf. Frankly, I would be sur-
prised if our trade balance deteriorated with Bahrain.

In some respects, Bahrain has much in common with Singapore.
Both are island nations that serve as portals to larger markets on
the mainland. Both boast a high quality of life and ultra-modern
infrastructures, and both pride themselves on a well-educated and
easily trainable labor force. Like Singapore, Bahrain ranks high on
the list of free economies, and like Singapore, Bahrain holds great
respect for the rule of law.

Bahrain is undertaking significant economic reform, and the FTA
is the centerpiece of this effort. The agreement raises the bar for
trade and investment rules that enhance market access and bol-
sterlsdBahrain’s role as an engine of economic reform in the Arab
world.

With its resourcefulness, determination, and visionary leader-
ship, Bahrain takes on tough jobs and succeeds at them in ways
that bigger nations can only dream about.

In conclusion, the National U.S.-Arab Chamber of Commerce be-
lieves that this FTA is good for America and good for Bahrain.
Timely congressional approval of this FTA will send an important
signal about America’s resolve to support economic reform in Bah-
rain and throughout the Arab world.

Thank you, Mr. Chairman and members of the committee.

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

Senator THOMAS. All right. Thank you all very much. We appre-
ciate your participation.

Ms. Aslaksen, what will this change for HP? You say you are
traii{ir‘l?g there now. What difference will this trade agreement
make?

Ms. ASLAKSEN. Well, Mr. Chairman, to begin with, FTAs are in-
tended to be a win-win situation. They raise the bar and open the
door. They open the door for increased market access and create a
greater flow of goods and services. They raise the bar by requiring
improved workplace conditions and stronger environmental protec-
tions.

So for us, one example of this, and something that affects the
high-tech sector, is that this FTA, upon implementation, will elimi-
nate duties on technology products. For example, digital cameras,
servers and printers that meet the agreement’s specific rules of ori-
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gin will enter the country duty-free, upon implementation. Cur-
rently, there is a 5-percent duty that is applied to these goods in
Bahrain. Although they are a World Trade Organization Informa-
tion Technology Agreement (ITA) member, they have not gone to
zero status. So, this advances ITA duty concessions, and also in-
cludes zero duty treatment for other items.

Senator THOMAS. So it does make some impact.

Apparently this is a fairly advanced country, technologically.
How does it compare with other Middle Eastern countries?

Ms. ASLAKSEN. With other Middle Eastern countries, sir?

Senator THOMAS. Relatively. Is it more technologically advanced
than Egypt or others?

Ms. ASLAKSEN. Well, my impression, Mr. Chairman, is that this
country has positioned itself as a center for information technology
and telecommunications, so they are more advanced, in my opinion,
than some of the other countries.

Senator THOMAS. I see. All right.

Mr. Johnson, you mentioned that the agreement allows you to
offer a wider range of financial services. What services will you be
able to offer that you cannot offer now?

Mr. JOHNSON. Mr. Chairman, the agreement provides for a
broader liberalization in financial services. For our particular com-
pany, having been there since 1969, we have a very well-estab-
lished presence there, given that time.

But what it does provide is the opportunity for a strengthening
of the services sector, the financial services, in particular, within
that country. I think, more importantly, it positions Bahrain to
play a larger role as a regional financial center for the Middle East
and Gulf region.

As the largest provider of financial services in that region for
ourselves, larger opportunities will go with that. So as we continue
to negotiate FTAs with other countries in the Gulf, we broaden the
network of financial services, in banking, insurance, asset manage-
ment, and providing services for our international, as well as our
American, customers.

Senator THOMAS. Do you see your company as a Singapore-like
situation, there to serve other surrounding countries?

Mr. JOHNSON. Yes. We are doing that already. Bahrain, for
Citigroup, is a regional hub for a lot of our activity. It is also a
booking hub for our Central, Eastern Europe, as well as our Middle
East and Africa, business. I think there is certainly the potential
for Bahrain to play the same role that Singapore plays in South-
east Asia.

Senator THOMAS. I see.

Ms. Spangler, you indicated, and I am sure properly, that there
is not a great deal of market for wheat. Do you see this then as
an entre into the area? Is that one of your major hopes?

Ms. SPANGLER. Yes. Wheat is well-represented in that region
now. We have a different problem with Bahrain that this actually
is not going to solve. Just, we see it as a major opportunity for
growth in the region.

As you have heard, they are a gateway. We have an infrastruc-
ture problem. They do not have mills that can handle our ship-
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sized loads that go in, so we are going to have to get our shippers
to repackage our product.

But it is so strategically located, and the milling industry they
have to use our quality products when we can get past this—as I
said, we are also being disadvantaged in this market by the monop-
oly traders of Australia and Canada.

Senator THOMAS. I see.

Ms. SPANGLER. We see it as an opportunity to expand in the re-
gion when we remove some other nontariff barriers.

Senator THOMAS. Is there any debate or discussion about agricul-
tural payments? That seems to be one of the broader issues, like
in the European Union, and so on. Is that an issue here?

Ms. SPANGLER. Not to my knowledge, it is not. We have not
heard it raised in that region.

Senator THOMAS. Do you think it is an issue in trade, generally?

Ms. SPANGLER. It is a huge issue in trade, generally.

Senator THOMAS. Yes.

Ms. SPANGLER. Bahrain is not an agricultural-based country, so
they do have some production, but it is not the type of production
that we would be competing with.

Senator THOMAS. I see. All right.

Mr. Baugh, I understand your concerns. Do you see the trade
agreements as being a way to cause other countries to behave as
we do? Do you think that it is our responsibility to change coun-
tries to function as we do?

Mr. BAUGH. Mr. Chairman, we see trade agreements as an op-
portunity to talk about standards by which we will do trade with
other countries, the rules under which we all play with each other,
what is the level playing field, how does that work.

Labor standards and conditions are part of that. They are a fun-
damental part of that. The idea is that, when you look at how we
trade, we talk about intellectual property rights, we believe labor
rights bear the same scrutiny and the same weight in our trade ne-
gotiations, and the same priority in our trade negotiations, because
that speaks to the interests of working people, here and abroad.

Senator THOMAS. All right. Interesting. It is kind of what we are
faced with in terms of Iraq. It is a different situation, but people
say, well, you just want them to behave the same way we do, and
it is really their country and they have a right to do as they choose.
But I understand what you are saying.

Mr. Hamod, it sounds as if this is a place that is attracting a lot
of U.S. investment, the 150 businesses that you mentioned that we
have there. Is this what we want to do, provide a place for our
businesses to go to operate as opposed to trading from here?

Mr. HaMOD. Mr. Chairman, I believe that the FTA will increase
both trade and investment. Most of my experience over the years
has been on the trade side.

What we have found is that when we open the door for Ameri-
cans to serve overseas, they get into positions of responsibility
where they buy American, sell American, specify “American,” and
create jobs for other Americans—not exporting U.S. jobs overseas;
to the contrary, generating more exports from the United States.

I would see that happening in Bahrain, not only for Bahrain’s
sake, but among its neighbors there is a boom going on in the re-
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gion. Saudi Arabia recently announced they expect $600 billion
worth of growth over the next decade, and I think Bahrain will be
one of the primary beneficiaries of that boom. We, as the United
States, could also stand to be one of the big beneficiaries if we im-
plemented an agreement along these lines.

Senator THOMAS. I see. Thank you.

Senator?

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

Let me try to understand what the impact of this agreement is
on this Arab boycott of Israel. As I understand what currently ex-
ists, since Bahrain is a member of the Arab League, there is a boy-
cott on Bahrain trading with Israel, or boycotts on Israeli products.
That is my understanding.

But there has been a commitment by Bahrain to essentially
withdraw from that boycott or begin to trade with Israel, if and
when this free trade agreement goes into effect. Is that your under-
standing of things, Mr. Hamod? Or if I have misstated it, could you
elaborate or explain what the effect of this is?

Mr. HaMoOD. Mr. Bingaman, I do not profess to be an expert on
the boycott, but to the best of my knowledge, Bahrain eliminated
the tertiary and secondary boycott with Israel more than a decade
ago. As far as the primary boycott is concerned, I do not think that
is really an issue in Bahrain.

As far as I know, they have closed the office there that was dedi-
cated to doing that. In my discussions with Bahraini business peo-
ple, they have told me that, under the right circumstances, they do
not mind doing business with Israel. This FTA may help open the
door for that, in fact.

Senator BINGAMAN. But as far as you know, they are currently
ready and willing to do business with Israel, whether this agree-
ment is ratified or entered into or not.

Mr. HamoD. Well, I cannot speak for the government of Bahrain
and I cannot speak for the Bahraini business community. But to
the best of my knowledge, I think there is a great deal of interest
in building up business, not only with Israel, but throughout the
world.

Senator BINGAMAN. I have never been to Bahrain, which I regret,
especially after reading your description of it here, Mr. Hamod. But
the description seems to be of a very prosperous economy, a need
for workers to come in, two-thirds of the workforce imported, or im-
migrants into the country to take the jobs that they do not have
enough local population to fill.

Why would it not be perfectly acceptable to the government of
Bahrain to go ahead and embrace some of these labor rights provi-
sions that Mr. Baugh is talking about in his testimony?

It seems like, it is one thing where you have got a very poor
country, with employers who are not paying decent wages and are
going to have to change their procedures and raise the wage level,
and do a variety of things to recognize workers’ rights.

But here, it seems like the wages are reasonably good and the
workers are reasonably well-treated, the way you describe it. So
why would they not be willing to enter into agreements with us
that would commit them more substantively to labor rights?
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Mr. HAMOD. Again, Mr. Bingaman, I cannot speak for the gov-
ernment of Bahrain. But it has been my observation over the years
that more and more Bahrainis are entering the workforce, which
I think is a very positive thing.

I am sensitive to the concerns that Mr. Baugh has raised, but as
I see jobs developing in Bahrain, I see many Bahrainis taking
those jobs in hotels, in the service sector, in industry, and a large
percentage of those jobs are going to women. So, I think that is a
step in the right direction. It is my hope that the FTA will build
on that trend.

Senator BINGAMAN. All right.

So you think that there are improvements in working conditions,
that the improvements are occurring even though the obligation to
make those improvements is not contained in this agreement. Is
that what you are saying?

Mr. HAMOD. It is my sense that the situation is getting better
over time. I think every country could stand to improve a bit, Bah-
rain included. But my sense is that, as the economy expands, it is
creating more opportunities, and the wages are going up.

Senator BINGAMAN. All right. I think that is all I have got, Mr.
Chairman. Thank you very much.

Senator THOMAS. Thank you.

Well, we appreciate very much your participation, and we look
forward to moving on this issue. I have not been to Bahrain. I have
been, however, to Jordan, Kuwait, and Iraq, and that part of the
world needs lots of strengthening.

We have about a half million people in Wyoming, which is simi-
lar to Bahrain, so if we can recognize Wyoming’s contribution, I
guess we can recognize Bahrain’s importance to the region. [Laugh-
ter.]

In any event, thank you very much. The committee will include
in its record any items you might have that you would like to in-
clude, without objection.

I will remind members that the record will remain open until 5
p.m. tomorrow, should there be questions for any of you.

Again, thank you so much. I appreciate your contribution.

[Whereupon, at 3:36 p.m., the hearing was concluded.]
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ADDITIONAL MATERIAL SUBMITTED FOR THE RECORD

Prepared Statement of Megan Aslaksen
Global Trade Specialist
Hewlett-Packard Global Trade - Trade Facilitation

Chairman Thomas, Ranking Member Bingaman, and members of the Subcommittee, my name is
Megan Aslaksen. I work for Hewlett-Packard Company and am based at our headquarters in Palo
Alto, California, in the Global Trade — Trade Facilitation Department. Thank you for providing me
the opportunity to speak before you today in support of the U.S. — Bahrain Free Trade Agreement
(FTA). Hewlett-Packard Company is a Fortune 11 company with revenues of nearly $80 billion.
HP is the largest consumer IT company in the world and the largest IT provider in the Middle East.
HP technology ranges from consumer handheld devices to some of the world’s largest and most
powerful supercomputer installations. HP has an estimated 150,000 employees and conducts
business in more than 170 countries. As a result, HP is dedicated to free trade and the reduction of
barriers across borders.

Bahrain, as part of the 18 countries composing the Middle East/North Africa region, represents an
area of great potential both in terms of consumer demand and human capital. For HP and other
American companies, this is a great opportunity for us to share our innovative, life-enhancing
products and services with people yearning for cutting-edge technologies on the other side of the
globe.

The Bahrain FTA forms part of a larger U.S. objective to improve ties with and promote stability in
the Middle East region through the establishment of a Middle East Free Trade Area by 2013. Other
milestones in this effort include promotion of World Trade Organization (WTO) accession,
establishment of Bilateral Trade and Investment Treaties and the creation of Trade and Investment
Framework Agreements. The U.S. has already achieved bilateral agreements with Jordan, Israel,
and Morocco and now stands ready to implement its third FTA in the region, the U.S. - Bahrain
FTA. We support U.S. efforts to expand trading opportunities in the region. The U.S. — Bahrain
FTA is a landmark step in this process, as it is the United States’ first FTA with a Gulf state. We
also applaud USTR and Ambassador Portman for the recent conclusion of the U.S. — Oman
Agreement.

(23)
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As we know, the Kingdom of Bahrain is a prosperous country with an economy that is primarily
based on petroleum production and refining. However, it is facing the same problems plaguing
other Middle East countries, with high unemployment and declining oil reserves amounting to
major long-term problems. In an attempt to diversify its economy, Bahrain has established itself as
a center for banking, information technology, telecommunications and health care. HP looks
forward to winning support for this FTA in Congress so we can then be able to expand our market
access to this region with such a need for our innovative solutions. Building upon the

U.S. — Bahrain Bilateral Trade and Investment Treaty and Trade Investment Framework
Agreement, this FTA will enable Bahrain to have greater access to the U.S. market, which in turn
will generate direct investment into the Kingdom. The Agreement will benefit both countries by
helping to spur economic growth and improve employment opportunities for the people of the
United States and Bahrain.

Comprehensive free trade agreements provide a wide array of benefits and help open doors for HP
and other U.S. companies around the globe. The Bahrain FTA secures binding commitments ina
number of areas important to the high-tech sector: elimination of duties, greater transparency in
Customs procedures and government procurement, as well as increased intellectual property rights
(IPR). For example, under the Agreement Bahrain will immediately eliminate import taxes on most
technology products, which will increase U.S. competitiveness in the region. For example,
qualifying goods like PCs, printers, digital cameras and handheld devices will enter the Kingdom at
zero duty. U.S. exporters, like HP, will also benefit from commitments by Bahrain to modernize
Customs procedures. Benefits include the availability of advance rulings, publication of laws and
regulations on the Internet, quick release for express shipments, promotion of the use of automated
system and use of risk assessment management systems.

As an industry leader and the top provider in the Middle East/North Africa region of innovative
technological solutions, this Agreement represents an important business opportunity for HP abroad
and at home. With Bahrain diversifying its economy by creating a high-tech infrastructure and
serving as a high-tech center, HP looks forward to being part of the Kingdom’s growth. And as the
number one IT provider in the region, HP and our customers stand to benefit from the Agreement,
in the areas of market access, IPR, and transparency in Customs procedures and government
procurement.

The Agreement also provides U.S. exporters with the broadest services access of any Agreement
established to date. Commitments in the areas of telecommunications, and computer and related
services will enable greater market access for high-tech companies. Intellectual property rights, e~
commerce and government procurement provisions are equally important to U.S. companies. The
Agreement provides for improved commitments which include governmental use of legitimate
software, and requires parties to ratify a number of IPR agreements, including the World
Intellectual Property Organization (WIPO) Copyright Treaty.

HP strongly supports the establishment of free trade. Working in partnership with our colleagues in
the high-tech industry, trade coalitions and associations (e.g. Information Technology Industry
Council and AeA) we advocate the negotiation and implementation of bilateral and regional
agreements. We hope that the recent success of the U.S. to conclude comprehensive FTAs with
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various trading partners will foster efforts to further reduce tariff and non-tariff barriers to trade at
the regional and multilateral levels.

On behalf of Hewlett-Packard Company, I would like to express our company’s support of the
U.S.-Bahrain Free Trade Agreement and urge prompt Congressional action and approval to
strengthen the economies of the United States and Bahrain. In closing, we believe that this
Agreement will serve as a model for other Agreements in the region, facilitate two-way trade and
promote regional stability and economic development. Free trade — along with other market-based
economic incentives — is fundamental to achieving stability and prosperity in the Middle East and
economic growth here at home. Again, I appreciate the opportunity to put forth HP support for the
U.S. — Bahrain FTA and encourage timely Congressional action and would welcome any questions
or comments at this time.
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Statement of Senator Max Baucus
Hearing on the Bahrain Free Trade Agreement
October 6, 2005

Mr. Chairman, thank you for holding today’s hearing. Thanks also to the witnesses for
coming here this afternoon to testify. Ilook forward to hearing your perspectives on the
U.S.-Bahrain Free Trade Agreement.

Too often the world’s smallest nations fall mercy to more powerful fates and forces.
Small nations are annexed or occupied or traded. They are claimed for economic
importance or strategic significance.

Today, we are concerned with one of the smallest nations in the Middle East — indeed, in
the world — the Kingdom of Bahrain. But we are here not because it has been swept up
by larger forces, but because Bahrain has looked to its future and risen to the challenge.
Recognizing the benefits and hardships that globalization may bring for its economy,
Bahrain is reforming its workforce, its industries, and its economy.

To that end, I think that we should view Bahrain not just as a small island nation, but as
the freest economy in the Middle East. We should view Bahrain as an economy that is
striving to become competitive and form a partnership with the United States. If fully
and completely implemented, the U.S.-Bahrain Free Trade Agreement can help form the
bedrock of that partnership.

This FTA is a strong agreement, and I congratulate the hard-working staff at the Office of
the United States Trade Representative for their work. On the first day of enactment, one
hundred percent of trade in manufactured goods will be duty free, securing markets for
U.S. exports in motor vehicles and parts, medical equipment and refrigeration equipment.
Exports of wheat, fruit and nuts — and I hope Montana beef — are also expected to rise.

Bahrainis deserve our praise. Bahrain has committed to open, transparent, and liberalized
markets for goods and services. The agreement’s services commitments are the most
robust of any agreement that the United States has ever negotiated, solidifying U.S.
access to an already open services market.

Bahrain has also promised that companies doing business there will face streamlined
regulation and state of the art intellectual property laws. It has also pledged to dismantle
the primary boycott against Isracl, as well as secondary and tertiary boycotts. I applaud
the vision and political courage of this decision.

Bahrain has shown a willingness to reform its labor laws to better serve its workers.
Unions in Bahrain are growing, giving the economy a pillar of respect and productivity,
and its workers a voice. Like all comprehensive reforms, changes to Bahraini labor laws
require continued support and improvement.
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I do also have concemns about this agreement. We all know that every agreement is only
as strong as its commitments. And the commitments are only as good as their
enforcement.

This Administration must share its vigilance, resolve, and energy with Bahrain to ensure
the primary boycott on Israel is dismantled quickly and completely. The same
cooperative and sustained vigor is required to see through Bahrain’s continued labor
reforms and assure Bahraini labor laws are as comprehensive and vigorous as its
economy.

I am pleased that before us is such a promising agreement. If successfully implemented,
we may hold it up as an example to others.

I hope that, with this agreement, we may begin to re-establish a bipartisan consensus on
trade. This is particularly important in the run-up to this December’s WTO Ministerial in
Hong Kong and as the United States negotiates FTAs with Thailand and possibly with
Korea and Malaysia. Future agreements will be far more difficult and controversial than
this agreement with Bahrain, affecting more sensitive sectors, greater volumes of trade,
and broader categories of workers.

I believe that to ensure a successful trade policy in the future, there is only one way
forward —~ widespread cooperation, extensive dialogue, and thorough consultation. These
characteristics have not been hallmarks of recent trade debates. The upcoming
agreements will be a test as to whether the administration is prepared to listen to and
incorporate the many concerns that have been expressed in Congress about the recent
direction of U.S. trade policy.

I look forward to working with Ambassador Portman, Chairman Grassley, and my
colleagues on this committee to resume a real trade dialogue that leads to open markets,
better enforcement of our trade laws, and concrete initiatives to help the workers and
industries negatively affected by trade.

Thank you.
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Testimony of Robert C. Baugh
Executive Director
American Federation of Labor and Congress of Industrial Organizations
Industrial Union Council
{AFL-CIO TUC)

before the
Subcommittee on International Trade
Senate Committee on Finnnce

Qctober 6, 2005

Hesaring on the
Implementation of the United States-Bahrain Free Trade Agreement

Mr. Chairman and members of the Subsommittee, thank you for the opportunity 1o testify today
on behalf of the workingmen and women of the AFL-CIO. U8, trade policy in general, and the
U.S.-Bahrain Free Trade Agreement (FTA) in particular, are of great interest and importance to
our members, to America’s workers, and 1o workers in Bahrain as well.

In our view, the Bahrain FTA provides precisely the wrong answers to the challenges faced in
Bahrain and the United States. The agreement is based on a failed model that will neither
address the problems confronted by workers in Bahrain, nor contribute to the creation of good
jobs and wages at home. The workers® rights provisions are inadequate to ensure that workers’
fundamental human rights are respected, and the dispute settlement mechanism for workers
rights and environmental protections is far weaker than that available for commercial provisions.
At the same time, flawed provisions on services, government procurement, and intellectual
property rights will undermine the ability of both governments to protect public health, strong
communities, and the environment.

Perhaps most distwbing, workers and unions in Bahrain have not been adequately consulted by
their government on the provisions contained in the agreement. In fact, the unions have never
even received an Arabic translation of the agreement, despite having asked their government
repeatedly to provide one. We understand from USTR that an Arabic translation did not even
exist at the time that the Bahrain FTA was considered and approved by the Bahrain Parliament.
This failure 1o provide even rudimentary consultation certainly calls into question the
government’s willingness to engage substantively with its own civil socisty organizations. On
behalf of our unton colleagues in the General Federation of Bahrain Trade Unions, we ask our
government to insist on adequate and meaningful consultations with urdons and other civil
society organizations in this and future trade negotiations.

Amny vole on the Bahrain FTA must take into account the broader economic reality that we are
facing today. Our trade deficit hit a record-shattering $617 billion last year; we have Jost more
than three miliion manufacturing jobs since 1998; and average wages have not kept pace with
inflation this vear - despite healthy productivity growth. The number of people in poverty
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continues to grow, and median family income continues to fall. Offshore outsourcing of white-
collar jobs is increasingly impacting highly educated, highly skilled workers ~ leading 10 rising
unemployment rates for engineers and college gradnates. Together, record trade and budget
deficits, unsustainable levels of consumer debt, and stagnant wages paint a picturs of an
economy living beyond its means, dangerously unstable in a volatile global environment,

While the Bahrain FTA is not likely to have 2 significant economic impact on the United States
because of the small size of two-way trade and the Bahraini economy, the agreement will ikely
only exacerbate our trade imbalance, as most previous bilateral FTAs have done. It is hkely that
the agreement will result in a deteriorating trade balance In some sectors, including sensitive
sectors such as apparel. Even where the market access provisions of the agreement themselves
may not have much of a negative impact on our trade relationship, these provisions when
combined with rules on procurement and services and with the existing Bilateral Investment
Treaty between the U.S, and Bahrain, could farther facilitate the shift of US. investment and
production overseas, harming American workers,

The AFL-CIO is not opposed in principle to expanding trade with Bahrain, if a trade agreement
could be crafted that would promote the interests of working people in, and benefit the
econiomies of, both countnies. Unfortunately, the U.S. Trade Representative has failed to reach
such an agreement with Bahrain. Instead, the labor provisions of the Bahrain FTA make little
progress beyond the ineffective NAFTA lubor side agreement and actually move backwards
from the labor provisions of our umlateral trade preference programs and the Jordan FTA.
Meanwhile the commercial provisions of the agreement do more 1o protect the interests of U.S,
multinational corporations than they do fo promote balanced trade and equitable development.

Mr. Chairman, members of the Subcommittee, we ask you to reject the Bahrain FTA and urge
the administration to renegotiate this flawed deal.

Labor Provisions of the Bahraio FTA

The Babirain FTAs combination of unregulated trade and increased capital mobility not only
puts jobs at risk, it places workers in both countries in more direct competition over the terms
and conditions of their employment. High-road competition based on skills and productivity can
benefit workers, but low-road competition based on weak protections for workers’ rights drags
all workers down into a race to the bottom. Congress recognized this danger in the Trade
Promotion Authority bill (TPA or “fust track™), and divected USTR to ensure that workers® rights
would be protected in new trade agreements. One of the overall negotiating objectives in TPA is
"0 promote respect for worker rights ... consistent with core labor standards of the ILO” in new
trade agreements. TPA also includes negotiating objectives on the worst forms of child labor,
non-derogation from labor laws, and effective enforcement of labor laws.

Unfortunately, the labor provisions of the Bahrain FTA fall far short of meeting these objectives.
instead, the agreement actually steps backwards from existing labor rights provisions in the U.S.
~ Jordan FTA and in our Generalized System of Preferences (GSP) program. In the Bahrain
agreement, only one labor rights obligation ~ the obligation for a government to enforce its own
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labor laws — is actnally enforceable through dispute seitlement. All of the other obligations
contained in the labor chapter, many of which are drawn from Congressional negotiating
objectives, are explicitly not covered by the dispute settlement system and are thus completely
unenforceable.

This agreemment will allow deficiencies in Bahrains labor laws to persist. In 2002, the King of
Bahrain promulgated tmportant labor law reforms to legalize trade unions. While this is an
essential step forward towards full recognition of workers® rights in Bahrain, serious restrictions
on workers’ rights continue to exist, according to reports from the U.S. State Department, the
{10, and the International Confederation of Free Trade Unions (ICFTU).

Despite the clear enshrinement of freedom of assoctation and the right to organtze in the 2002
Trade Union Law, the Bahraini Government has pot yet granted the labor movement the right o
organize in the public sector. The King of Bahrain issued 2 2003 public statement in support of
the right of workers to organize in the public sector, but the cabinet, led by the Crown Prince, has
taken the opposite view. This issue is due to be addressed by the Bahrain Supreme Coutt in
February 2006,

Trade unions in Bahrain are prohibited from engaging in political activities, violating Article 3 of
ILO Convention No. §7, which grants frade unions the right to formulate their own programs.
The ILO has explained that the ability to engage in political activities is a key component of this
right. Political parties are also illegal in Bahrain, where the king exerts most political power and
18 not subject to general elections.

Bahraini law does not specifically provide for collective bargaining and it places restrictions on
the right to strike. The law requires three-quarters of a union’s members to approve a suike,
presenting an obstacle to the right to strike that is inconsistent with ILO standards, which
stipulate that requirements for majority approval must be set at a reasonable level. Strikes are
prohibited 1n security services, civil defense, airports, ports, hospitals, transportation,
telecommunications, electricity and water services, in violation of international standards that
only allow denial of the right to strike in “essential services.” In addition, the employer and
Ministry of Labor must be notified of the strike no less than two weeks in advance, and the law
requires workers and employers to seek amicable settlement of a labor dispute through
conciliation and then arbitration before a strike vote can be cast. The law does not give workers
a clear right to call a strike if they disagree with the outcome of this mandatory arbitration, in
violation of ILO norms on mandatory arbitration.

In the area of forced labor, some abuses are found, particularly In the cases of domestic servants
and foreign workers. Forsign workers make up approximately two-thirds of the workforce. and
are vulnerable 1o employer abuse. The 1.8, State Department reports that foreign workers can
become indentured servants in Bahrain, and that employers reportedly withhold salardes from
foreign workers for months or years. Workers must get permission from their employers to leave
the country, and a foreign worker's sponsor has the power to cancel the worker’s residence
permit. Employers use this power to intimidate their foreign employees, who are thus hesitant to
eport abuses and stand up for their rights. The State Departrnent also reports that domestic
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servants are subject to serious abuse in Bahrain, where they are excluded from the protections of
national labor laws.

Though there is no official minimum wage in Bahrain, government guidelines stipulate a
monthly minimum wage of close to 3400, The State Department reports that the government
fails o monitor compliance with these minimum wage guidelines, and that foreign workers are
gspecially vulnerable to under-payment or non-payment of wages.

The proposed FT.A would allow Bahrain to maintain these restrictions on workers” rights in its
law, and even to further limit workers’ fundamental rights in the future. Even for the one labor
obligation in the FTA that is subject to dispute resolution — the requirement to effectively enforce
domestic laws ~ the procedures and remedies for addressing violations are significantly weaker
than those available for commercial disputes in the agresment. This directly violates TPA,
which instructs our negotiators to seck provisions in trade agreements that treat all negotiating
objectives equally and provide equivalent dispute settlement procedures and equivalent remedies
for all disputes.

The labor enforcement procedures cap the maximum amount of fines and sanctions available at
an unacceptably low level, and allow violators to pay fines that end up back in their own territory
with inadequate oversight. These provisions not only make the labor provisions of the
agreement virtually unenforceable, they also differ dramatically from the enforcement
procedures and remedies available f or commereial disputes:

«  Under the rules goveming commercial disputes, trade sanctions are supposed to have “an
effect equivalent to that of the disputed measure [1.c., the measure that violates the
agreement].” Yet under the rules governing labor disputes. the amount of a monetary
assessmient is pot just based ou the harm caused by the disputed measure. Instead, the panel
also takes Into consideration numerous other factors, many of which could be usad 10 justify
a lower, and thus less effective, sanction. Factors to be considered include the reason a party
failed to enforce its [abor law, the level of enforcement that could be reasonably expected,
and “any other relevant factors.” The agreement does not state whether these issues should
be considered only as mitigating or aggravating factors, presenting the possibility that a panel
could cite these additional factors 1o reduce the amount of a monetary assessment for a labor
violation below the level necessary to remedy the violation — an outcome not permitted for
commercial violations.

* In commercial disputes, the violating party can choose to pay 2 monetary assessment instead
of facing trade sanctions, and in such cases the assessment will be capped at half the value of
the sanctions. In labor disputes, however, the assessment 15 capped at an absolute level, no
matter what the level of harm caused by the offending measure. Not only are the fines for
iaber disputes capped, but the level of the cap is so low that the fines will have little
deterrence effect. The cap in the Bahrain agreement is $15 million — less than 1.8 percent of
our total two-way trade in goods with Bahrain last year.

* Not only are the caps on fines much lower for labor disputes, but any possibility of trade
sanctions is much lower as well. In commercial disputes, a party can suspend the full
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original amount of frade benefiis (equal to the harm caused by the offending measure) ifa
monetary assessment (capped at half that value) 15 not paid. In a labor dispute, the level of
trade benefits a party can revoke if 2 monetary assessrment is not paid is lmited to the value
of the assessment itself — capped at $15 million.

» Finally, the fines are robbed of much of their punitive or deterrent effect by the manner of
their payment. While the AFL-CIO supports providing financial and technical assistance to
help countries improve labor rights (and we were appalled to see the funds for such activities
in the administration’s budget for 2005 slashed from $99.5 million to just $18 millien), such
assistance is not a substitute for the availability of sanctions in cases where governments
refuse to respect workers’ rights in order to gain econormic or political advantage. In
commercial disputes under the Bahrain FTA, the deterrent effect of punitive remedies is
clearly recognized — it s presumed that any monetary assesstment will be paid out by the
violating party to the complaining party, uniess a panel decides otherwise. Yet for labor
disputes, the violating country pays the fine to a joint commission to improve labor rights
enforcement, and the fine ends up back in its own territory. No rules prevent a government
from simply transferring an equal amount of money out of its labor budget at the same time it
pays the fine. And there is no guarantes that the fine will actually be used 1o ensure effective
labor law enforcement, since trade benefits can only be withdrawn if 2 fine is pot paid. If the
comumission pays the fine back to the offending government, but the government uses the
money on unrelated or ineffective programs so that enforcement problems continue un-
addressed, no trade action can be takern.

The labor provisions in the Bahrain FTA are woefully inadequate, and clearly fall short of the
TPA negotiating objectives. They will be extremely difficult to enforce with any efficacy, and
monetary assessments that are imposed are likely to be inadequate to actually remedy violations.
The Babrain FTA will do very little to ensure that core workers® rights are respected and
improved in the U.S. and Bahrain.

Other Issues in the Bahrain FTA

In addition to the problems with the labor provisions of the Balrain agreement ouwtlined sbove,
commercial provisions of the agreement also raise serlous concerns.

Intellectual Property Rights: In TPA, Congress instructed our trade negotiators to epsure that
future trade agreements respect the declaration on the Trade Related Aspects on Intellectual
Property Rights (TRIPs) agreement and public health, adopted by the WTO at its Fourth
Ministerial Conference at Doha, Qatar. T he Rahrain FTA contains a number of “TRIPs-plus™
provisions on pharmacsutical patents, including on test data and marketing approval, which
could be used to constrain the ability of a government to issue compulsory licenses as permutted
under TRIPs and the Doha Declaration. In addition, the proposed FTA goes beyond TRIPs by,
in effect, recognizing the “work for hire” doctrine in Article 14.4(6) of the agreement, This
provision is unfair to artists and performers, and is strongly opposed by the LAC.
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Government Procurement: The FTA’s rules on procurement restrict the public policy aims that
may be mat through procurement policies at the federal level. These rules could be used to
challenge 2 variety of important procurement provisions inctoding domestic sourcing
preferences, prevailing wage laws, project-labor agreements, and responsible contractor
requirements. The LAC believes that povernments must retain their ability to invest tax dollars
in domestic job creation and to pursue other Jegitimate social objectives, and that procurement
rules which restrict this anthority are inappropriate.

Rules of Origin: Any preferential trade agreement must include 8 rule of origin that assures that
products are manufactured as well as assernbled in the beneficiary country. The high degres of
international investment in most manufacturing industries makes it essential to set a high rule of
origin, focused on manufacturing content rather than on indirect costs or simply on tariff
classification changes. The “substantial transformation™ rule of origin included in the Bahrain
agreement is highly problematic. It allows products to qualify for duty-free benefits even if only
35 percent of their value (including vontent and costs of production) comes from the FTA
couniries, as long as a “substantial transformation” takes place in the exporting FTA country.
There is no minimnum amount of value that must originate in the exporting FTA country, as long
as a transformation takes place there and as long as the combined FTA country value is 33
percent. This mle is weaker than the Jordan FTA, and could deprive Bahrainis of much of the
anticipated employment benefits of the agreement. This rule invites abuse by multinational
corporations, who will be able to manipulate their preduction and purchasing to ship goods made
primarily in third countries through Bahrain for a minimal transformation before entering the
U.S. duty free. The rule of origin fails to promote production and employment in the U.S. and
Bahrain, and it grants benefits to third countries that have provided no reciprocal benefits under
the agreement and that are not subject o the agreement’s minimal labor and environmental rules.
Safegnards: Workers have extensive experience with large international transfers of production
in the wake of the negotiation of free trads agreements and thus are acutely aware of the need for
effective safeguards. The safeguard provisions in the Bahrain agreement, which offer no more
protection than the limited safeguard mechamsm in NAFTA, are not acceptable. A surge of
imports from large multinational corporations can overwhelm domestic producers very quickly,
causing job losses and economic dislocaton that can be devastating to workers and their
communities. For many American workers losing their jobs to imports, it may be their own
employer that is responsible for the surge of imports, In such a case, and similar situations in
which an international sourcing decision has been made on the basis of a free trade agreement,
the usual remedy of restoration of the previous tariff on the imports will not be enough o reverse
the company” s decision to move production abroad. U.S. negotlators should have recognized
that much faster, stronger safeguard remedies are needed. The Bahrain FTA has failed to
provide the necessary import surge protections for American workers.

Services: NAFTA and WTO rules restrict the ability of governments to regulate servicss — even
public services. Increased pressure to deregulate and privatize could raise the cost and reduce
the quality of basic services. Yet the Bahrain agreement does not contain 2 broad, explicit carve-
out for important public services. Public services provided on 2 commercial basis or in
competition with private providers are generally subject to the rules on trade in services in the
Bahrain FTA, unless specifically exempted. The specific exemptions for services in the Bahrain
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agreement fall short of what is necded to protect important seciors. There are, for example, no
7.8, exceptions for energy services, water services, sanitaiion services, or public transportation
services, Even for those services the U.S. did make exceptions for, such as public education and
health care, the exemption only applies 1o some of the core rules of the FTA, not all. These
partial exceptions are particularly worrisome given the tendency of trade dispute panels to
interpret liberalization commitments expansively, and t o interpret exceptions to those
commitments narrowly. One manifestation of this problem is the recent WTO decision against
the U.S. on gambling services — the U.S. argued unsuccessfully that gambling was not covered
by the WTO's General Agreement on Trade in Services, and now faces the prospect of choosing
between changing our laws to allow internet gambling or enduring trade sanctions.

Conclusion

Congress should reject the Bahrain FTA, and send a strong message to USTR that fature
agreements must maks a radical departure from the fatled NAFTA model in order to succeed.

American workers ars willing to support increased trade if the rules that govern it stimulate
growth, create jobs, and protect fundamental rights. The AFL-CIO is committed to fighting for
better trade policies that benefit U.S. workers and the U.S. economy as a whole. We will oppose
rrade agresments that do not meet these basic standards.

The U.S. economy continues to break records, but not in ways that help working people. The
all-time high 1.8, trade deficit is not an abstract issue; it shows up every day as working men
and women see their plants close, are asked to train their own overseas replacements or are asked
to swallow wage and benefit cutbacks that affect their families” lives in hundreds of ways.

Entire comtnunities suffer the consequences of failed trade agreements. We urge the Congress to
reject the U.S.-Babrain FTA and begin work on just economic and social relationships with
Bahrain.
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Opening Statement

US-Bahrain Free Trade Agreement Hearing
October 6, 2005

Senator Jeff Bingaman

I think it is clear to most everyone here today that this agreement is critical not because of the
opportunities it provides U.S. companies but rather because it represents another step toward the
possibility of economic growth and political stability in the region. No one was under the
illusion when we began this process that Bahrain would be an export magnet for U.S, goods.
Instead, the purpose was to take another incremental step toward a greater Middle East Free
Trade Agreement and, in the process, provide concrete employment opportunities for a region
where violence has been one of the only viable options. We all understand that this agreement is
about what we hope to accomplish through engagement.

That said, I don’t want to underestimate what this agreement accomplishes on trade. USTR has
negotiated a level of market access — 100% tariff reductions in most cases, and when they are
less than 100% they are phased out quickly — that is unique for FTA’s across a range of sectors:
consumer and industrial products, agriculture, textiles and apparel, telecommunications, and
services. It has guaranteed protections in intellectual property rights, obtained commitments on
sanitary and phytosanitary measures, procurement, and financial transparency, and has
streamlined customs procedures to limit the impact of non-tariff barriers on U.S. business. Itisa
strong agreement, in many respects a cutting-edge agreement, in this regard.

But let me make a couple of quick observations.

First, it was pointed out by Congressman Cardin during the Ways and Means hearing last week
that Bahrain still must offer some re-assurance to USTR on several labor issues before this FTA
will be marked up before the full Finance Committee. I want to state for the record that I share
that view.

Second, although this FTA does satisfy the minimum level of labor rights commitment under
Trade Promotion Authority, I agree with many of my colleagues when they state that we need to
be thinking of TPA as a floor and not a ceiling. I think it is important that the Administration
take seriously the comments that will be made today by the AFL-CIO witness concerning the
inadequacy of “enforce your own labor laws™ provisions. This standard will not fly when it
comes to future trade agreements. Iunderstand it is difficult, but we must find a way to bridge
the divide that currently exists on labor if we are going to move forward with a bi-partisan trade
agenda.

Third, although 1 understand the rationale for this agreement, I think it is time that USTR begin

to use its limited resources to negotiate FTA’s, or at the very least market access, with countries
that offer significant and tangible export opportunities for U.S. companies. Contrary to some of
my colleagues, I think the trade deficit is indicative of more than just consumer spending patterns,
and it is essential that we make a serious effort to open markets where we can sell our goods and
services in an unhindered manner. Our national economic security is at stake.
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Fourth, I want to extend my appreciation to USTR and the Administration for requiring that
Bahrain completely disassociate itself from the Arab League boycott of Israel and obtaining
commitments on terrorist financing before this agreement was completed. I also would like to
express my appreciation to the Kingdom of Bahrain for pursuing what is, unfortunately, a very
controversial policy in the region. It is my hope that Bahrain government makes every effort to
ensure that these commitments be adhered to over time.

Thank you, Mr. Chairman.
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U.S.-BAHRAIN
FREE TRADE AGREEMENT

Written Statement of
Ambassador Shaun E. Donnelly
Assistant U.S. Trade Representative for Europe and the Mediterranean
Before the
Committee on Finance
Subcommittee on Trade
United States Senate
‘Washington, D.C.
October 6, 2005

INTRODUCTION
Members of the Committee:

I'would like to thank Chairman Grassley, Senator Baucus, Senator Thomas, Senator Bingaman and
others on the committee who work in such close partnership with us on our free trade agreements.

T appreciate the opportunity to discuss the United States-Bahrain Free Trade Agreement (FTA) with
you. The FTA is an important element of U.S. policy in the Middle East. With this agreement,
Bahrain has made legally binding commitments to liberalize trade with the United States. Beyond
substantial trade liberalization, the FTA will help support ongoing economic, political, and social
reforms in Bahrain, and signal to other reforming countries in the region the benefits of pursuing
market liberalizing policies. The FTA’s imprimatur will also be an important force in encouraging
increased direct foreign investment in Bahrain and in creating an economic environment conducive
to additional employment opportunities for the people of Bahrain.

The Administration’s trade agenda is a fundamental part of the President’s broader efforts to advance
reform in the Middle East. In May 2003, President Bush announced our goal of creating a United
States-Middle East Free Trade Area by 2013. This trade agenda is one element of a comprehensive
approach to address the economic, social, and political challenges facing the region and U.S.
interests in the area. In particular, our trade strategy is predicated on the idea that sustained
economic growth can best be brought to the region through internally generated reforms and market-
based, trade liberalizing policies. The Agreement will promote transparency and the rule of law in
this small, but important, partner in this strategically important region.

Our strategy toward countries in the region — to engage them at their levels of development, to
provide them access to the U.S. market based on reciprocity, and to require that they adopt high
standards for trade and investment — is working. In addition to the FTA with Bahrain, we have
completed FT As with Morocco and Jordan, as well as our long-standing FTA with Israel, and signed
Trade and Investment Framework Agreements with Qatar, Kuwait, Yemen and the United Arab
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Emirates in 2004. The strong desire of these countries to conclude FTAs with the United States
teads to more certain market access for goods and services, high standards for intellectual property,
transparency, and anti-corruption that only such agreements can provide. This FTA is a model that
Bahrain’s neighbors can soon share.

The 9/11 Commission urged the United States to expand trade with the Middle East in order to
“encourage development, more open societies, and opportunities for people to improve the lives of
their families and to enhance prospects for their children’s future.” The Commission highlighted
the FTA with Bahrain, as well as our FTA with Morocco, as specific examples of positive steps in
this direction. The President and USTR take this recommendation very seriously.

‘Working in close partnership with Congress has been critical to our successes to date. The Trade
Act 0of 2002 put in place procedures that make it possible to negotiate the types of agreements that
not only address the pressing need for engagement with regions such as the Middle East, but also
bring real benefits to American workers and the U.S. economy.

THE AGREEMENT

This FTA will benefit U.S. workers, manufacturers, consumers, farmers, ranchers, and service
providers. On the day the agreement takes effect, 100 percent of consumer and industrial products
and 81 percent of U.S. agricultural exports will enter Bahrain duty-free. This new trade opening will
expand opportunities for exports of aircraft, machinery, vehicles, pharmaceuticals, and agricultural
products such as meats, fruits and vegetables, cereals, and dairy products. In addition, Bahrain’s
commitments to a science-based Sanitary and Phytosanitary and Technical Barriers to Trade regimes
and transparency in standard-setting serve as excellent examples for the rest of the Arabian Gulf
region.

Under the FTA, Bahrain will open its services market wider than has any previous FTA partner,
creating a wide array of opportunities in services sectors such as banking and securities, insurance,
telecommunications, audiovisual, express delivery, distribution, healthcare, architecture, and
engineering. The FTA includes provisions that will help ensure that U.S. services providers compete
on a level playing field with Bahraini services companies.

The agreement provides for a high level of protection of intellectual property rights, consistent with
the standards setin U.S. law. The FTA calls for state-of-the-art protection for trademarks and digital
copyright-protected works, expanded protection for patents and product approval information, and
tough penalties for piracy and counterfeiting.

The FTA’s rules for government procurement will promote transparency and efficiency. The
agreement places important obligations on each country, such as prohibiting discrimination against
suppliers from the other country when government purchasers make covered purchases in excess of
agreed monetary thresholds.
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The agreement’s rules of origin allow for the possibility of counting the value of inputs from FTA
partners in the region in determining whether goods receive preferential tariff treatment. This feature
would facilitate connecting our bilateral agreements as we move build toward a more integrated,
region-wide agreement. It would also encourage trade among countries in the region, an important
yet currently missing ingredient for the region’s development.

With the passage of its 2002 Workers Trade Union Law, Bahrain now has labor laws that give effect
to the principles and rights set forth in the ILO Declaration on Fundamental Principles and Rights
at Work. The 2002 law now allows workers, including foreign workers, to form and join trade
unions. The FTA’s labor and environment provisions fully meet the negotiating objectives set out
in the Trade Act of 2002. These provisions are included in the core text of the agreement. Under
the agreement, each Party commits to effectively enforce its labor and environmental laws. This
obligation is enforceable through the agreement’s dispute settlement procedures. Moreover, each
country commits to promote high levels of environmental protection, to strive to ensure that its labor
laws provide for labor standards consistent with internationally recognized labor principles, and to
strive not to waive or derogate from labor and environmental laws to attract trade and investment.
Also notable are provisions calling for panel expertise in the event of labor or environmental
disputes, as well as a mechanism that would allow for monetary assessments to be used to assist a
country in addressing a labor or environmental violation. The agreement also establishes processes
for further cooperation on labor and environmental issues. For example, under the Memorandum
of Understanding on Environmental Cooperation, the countries are establishing a Joint Forum on
Environmental Cooperation that will develop a plan of action and set priorities for future
environment-related projects.

The FTA also includes important transparency, public notification, and anti-bribery provisions.
These provisions will help to improve the business and investment environment in Bahrain by
providing more certainty and predictability for firms and individuals operating and investing there
and promoting the rule of law. In turn, such provisions will allow Bahrain’s economy to realize the
full potential for growth and development that the FTA offers.

The agreement enjoys widespread support from our trade advisory committees. The most senior
committee, the Advisory Committee for Trade Policy and Negotiations, found the agreement “is
strongly in the interest of the United States,” and noted that “it is an excellent agreement that will
improve market access for American goods, services and agricultural products in Bahrain.”

Comumittees representing sectors such as services, consumer goods, and intellectual property have
also expressed broad support for this FTA. The Committee on Services and Finance reported that
“taken together with the U.S.-Bahrain Bilateral Investment Treaty, the Bahrain FTA establishes a
strong precedent for other trade agreements.” Members of the consumer goods committee endorsed
“the comprehensive nature of the U.S.-Bahrain FTA and believes its terms represent an advance in
many aspect.” Our agricultural advisory committees have also provided favorable assessments. The
senior-level Agricultural Policy Advisory Committee said the FTA “will improve opportunities for
U.S. agricultural exports.”
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A majority of the Trade and Environment Policy Advisory Committee found that “this agreement
has been negotiated with a friendly Arab government initiating steps toward democracy and situated
near the heart of an extremely complex geopolitical region . . . [TThis agreement, as well as the
Administration’s larger Middle East Trade Initiative, might help contribute to economic growth and
stability and to positive national security outcomes in the region.”

We recognize that the Labor Advisory Committee has concerns about all FTAs that the United States
has concluded to date, and that such concerns relate as well to the Committee’s assessment of this
agreement. However, the FTA fully meets the guidance that the Congress gave us in the Trade Act
of2002. And, the International Confederation of Free Trade Unions (ICFTU) has praised Bahrain’s
progress on labor rights. In fact, the General Secretary of the ICFTU has publicly hailed Bahrain as
showing the way for the region and has said, “We will be encouraging other Gulf states to follow
the example of Bahrain in working towards a truly independent labor movement in the region.” We
are convinced that the disciplines and consultative mechanism in the FTA will play a major role in
further improving the labor situation in Bahrain.

CONCLUSION

The United States-Bahrain FTA is a comprehensive, high-quality agreement that will not only
remove trade barriers, but expand regional opportunities for the peoples of both countries. The
agreement will enhance commercial relations with an economic leader in the Gulf, as well as set the
stage for improving trade relations and expanding openness with other countries in the region, and
thereby creating prosperity, opportunity, and hope. The agreement is an essential building block for
the Administration’s goal of assisting the countries in the Middle East to build more market-oriented,
liberalized economic regimes, as well as in fulfilling the 9/11 Commission’s unanimous
recommendation to expand trade with the region.

With your guidance and support, we will continue to pursue the Middle East Free Trade Area
initiative. Working together, we feel confident that we can build an open trading and investment
community with the Middle East that will create opportunity, generate prosperity, and promote
liberty.

I would be pleased to respond to questions or comments from Members of the Committee.
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QUESTIONS FOR THE RECORD
United States Senate
Committee on Finance
Subcommittee on International Trade

Hearing on
“U.S.-Bahrain Free Trade Agreement”
October 6, 2005

Questions from Senator Bingaman for Ambassador Donnelly

L

I understand that the U.S.-Bahrain FTA represents an incremental step in the strategy to
create a broader US-Middle East Free Trade Area. I wonder if you would comment on
the current status of this strategy—in particular:

Question:

Answer:

Question:

Answer:

Question:

How do you believe this agreement enhances the possibility for a regional
FTA?

The Bahrain Agreement is a comprehensive agreement requiring
implementation of high standards. As such, the U.S.-Bahrain FTA isa
model for other agreements in the region. To meet our goal of creating the
MEFTA, it is essential that we continue to negotiate such agreements, and
Bahrain has helped set the tone for subsequent negotiations with Oman,
the UAE, and others in the region. Having like-minded countries who
have subscribed to agreements with high standards as allies in multilateral
negotiations is also critical as we work to make progress in those
negotiations as well,

What would you consider to be the foremost obstacle as we move
forward?

As with all of our agreements, the successful implementation of the
obligations of the FTA with our partner countries is very important. We
have already begun work with the Bahrainis so they are prepared, once the
agreement is ratified, to rapidly meet these obligations.

Do you see any progress toward economic integration in the region as the
result of the agreements we have obtained?



Answer:

Question:

Answer:

Question:

Answer:

Question:
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Since the President announced the MEFTA initiative in May 2003, we
have seen significant progress on economic reform within the region, in
part stimulated by increased economic engagement with the United States.
The FTA with Bahrain has followed on the steps of the FTA with
Morocco, and we are now negotiating FTAs with Oman and the UAE.
Our Trade and Investment Framework Agreements (TIFAs) have been
invigorated and we have seen significant progress on WTO accessions —
Saudi Arabia and good progress with Algeria.

What further action on the part of the U.S. government is required to allow
this integration to occur?

While achieving a region-wide MEFTA by 2013 is our goal, we plan to
work with our FTA partners in the interim to form sub-regional
relationships that will stimulate intra-regional trade, an important goal of
the MEFTA. For example, we are looking at cumulation provisions that
would allow our FTA partners in the region to cumulate the necessary
value-added to qualify for treatment under each Agreement. We hope
that successful negotiations with Oman and the UAE will provide this
opportunity in the near-term in the Gulf. Continued, sustained, measured
engagement with the region is essential. Timely passage of the Bahrain
agreement will be an important signal of the commitment by the U.S. to
this reform effort.

What further action on the part of the U.S. government is required to
created stronger economic linkages between Israel and the Arab states in
the region?

The successful conclusion of the MEFTA initiative will be tremendously
helpful to putting in place the trade and investment policies, and the
infrastructure that will promote increased economic linkages between
Israel and the Arab States in the region.

What should the U.S. Congress be doing at this time to achieve economic
integration in the region?
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The MEFTA initiative has been critical to the significant progress on
economic reform within the region and is an important signal from the
United States of our support for economic reform in the region and the
desire to engage, not just government to government, but also with our
private sectors. It is essential that we build on this momentum and send a
strong signal to the region that the Congress supports this process. The
MEFTA initiative has demonstrated a capacity to successfully engage with
the region and to stimulate domestic-based economic reform while at the
same time, providing commercial opportunities for U.S. producers and
exporters.

As a member of the Arab League, Bahrain’s trade with Israel is technically subject to the
Arab boycott, Bahrain has stated that it will make every effort to ensure that it will not
pursue this boycott once the agreement has been implemented.

Question:

Answer:

Question:

Answer:

Question:

From your perspective, what prompted the Bahraini government to take
this position [make every effort to ensure that it will not pursue the
boycott once the agreement has been implemented}?

Bahrain did not invoke the non-application provisions of the WTO
Agreement toward any other Member. Thus, Bahrain has all WTO rights
and obligations with respect to all other Members, including Israel.

What are the tensions in the Arab League that have surfaced as a result of
Bahrain taking this position?

We are not aware of any tensions in the Arab League as a result of
Bahrain’s actions regarding the boycott. Other members of the Arab
League also do not apply the boycott.

What progress has been made in terms of removal of primary, secondary,
and tertiary boycott activities?
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Answer:
Bahrain recognizes the need to dismantle the primary boycott and is
beginning efforts to achieve that goal. In 1994, Bahrain and the other
GCC countries eliminated the secondary and tertiary aspects of the
boycott. Bahrain’s Ministry of Finance recently circulated a memorandum
to all Bahrain Ministries reminding them that the secondary and tertiary
boycotts are no longer in place and to remove any boycott language from
contracts.

Question: Has USTR worked with the Bahraini government to establish a plan and
timetable for the removal of sanctions?

Answer:
Bahrain recognizes the need to dismantle the primary boycott and is
beginning efforts to achieve that goal and has said so publicly.

Question: Will Bahrain stop attending annual Arab League boycott meetings?

Answer:
As the Government of Bahrain has closed its boycott office and ended its
enforcement of the boycott, we have no expectation that Bahrain would
attend future Arab League boycott meetings.

Question: Are there mechanisms to sanction Bahrain if the boycott continues?

Answer:
Bahrain did not invoke the non-application provisions of the WTO
Agreement toward any other Member. Thus, Bahrain has all WTO rights
and obligations, with respect to all Members, including Israel. WTO
Members, including Bahrain and [srael, have recourse, if they choose, to
the WTO dispute settlement procedures to address issues under the WTO
agreement.

3. Bahrain is emerging as one of the major financial centers in the Persian Gulf. How do

the investment components of the proposed FTA address concerns regarding terrorist

financing?
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The FTA does not include an investment chapter as the United States and
Bahrain have already negotiated a Bilateral Investment Treaty (BIT),
which entered into force in May 2001. However, Bahrain is an important
and appreciated ally in the fight against terrorism and has demonstrated a
strong commitment to cooperate with the U.S. on terrorist finance issues.
Bahrain’s anti-money laundering law, passed in 2001, makes money-
laundering an extraditable offense. Bahrain also hosts the newly-created
Middle Fast and North Africa Financial Action Task Force (MENA-
FATF).

What safeguards are included in the agreement that ensure that financial
institutions are transparent and accountable for their financial
transactions?

The FTA does not include specific provisions regarding transparency of
financial transactions. However, Bahrain does allow foreign ownership of
real estate and commercial assets. In a vigorous effort to block
exploitation via money-laundering, Bahrain has implemented strong
“know your customer” regulations. Ministerial Order No. 23 of 2002
requires financial institutions to establish the identities of their customers,
representatives and transaction beneficiaries. All financial institution
employees are required to take an anti-money laundering course on an
annual basis. The course is of sufficiently high-quality that neighboring
countries often send their financial professionals to attend.

Iknow you are aware of the comments made by Congressman Cardin at the Ways and
Means Committee hearing last week. I wonder if you would you comment on some of
the issues he raised concerning the inadequacies in labor standards in Bahrain, and
whether you feel progress will soon be made?

Answer:

The Government of Bahrain has indicated a willingness to address most of
the concerns Congressman Cardin has identified through legislative
changes, including mandatory reinstatement for a worker dismissed for
trade union activity, abolishing the requirement of one union per
enterprise, and statutory damages for failure to pay wages due. Regarding
the strike provisions, Bahrain indicated that it will begin consultations
with the relevant stakeholders to address those concerns. The Bahrainis
have consulted with the ILO and have expressed their willingness to
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amend their procedures and requirements for a strike. The government
needs time to gather information, consult with the relevant stakeholders,
and make the right choices. Bahrain has made some sweeping labor
reforms in the last few years, bringing its labor laws more in line with
international standards and setting a positive example for the region. They
have committed to additional changes.

The testimony by the AFL-CIO today suggests that this agreement actually moves
backwards from the labor provisions of our unilateral trade preference programs—for
example, the Generalized System of Preferences (GSP)-and the U.S.-Jordan FTA.
Would you comment on whether you believe this agreement is a step backwards? If not,
why not?

Answer:

The Administration has vigorously negotiated labor provisions that fully
achieve the labor-related negotiating objectives contained in the Bipartisan
Trade Promotion Authority Act of 2002. The U.S.-Bahrain FTA is no
exception.

The effective labor law enforcement clause of the Bahrain FTA labor text
is exactly the same as the effective labor law enforcement clause of the
Jordan FTA. All other commitments in the labor article of the Jordan FTA
are formulated as “strive to” commitments. As President Clinton wrote
when submitting the Jordan FTA to Congress in 2001: “It is important to
note that the [Jordan] FTA does not require either country to adopt any
new laws in these areas, but rather includes commitments that each
country enforce its own labor and environmental laws.” In a line by line
comparison, it is evident that there are more commitments in our recent
trade agreements than in the Jordan FTA. For example, the Bahrain labor
chapter contains commitments by all Parties to provide workers with fair,
equitable and transparent processes for the enforcement of their labor
rights. The Jordan FTA contains no such commitments. Additionally, the
Bahrain FTA requires specific labor consultations to attempt to resolve
differences, provides specific remedies for violations of the effective
enforcement provision that can be directed toward labor initiatives,
establishes institutional mechanisms for implementation and cooperation,
and includes provisions for greater transparency and public awareness of
labor laws.

Bahrain is not, nor has it ever been, a beneficiary of any U.S. trade
preference program. Regardless, the labor provisions in our recent trade
agreements significantly improve our ability to ensure that our trading
partners do not fail to protect fundamental worker rights, as compared
with the remedies available under the Generalized System of Preferences
(GSP) and other trade preference programs. The labor laws that a country
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is obligated to effectively enforce under an FTA cover the same set of
internationally recognized worker rights included in the eligibility criteria
for the GSP and other trade preference programs. Using the GSP
provisions to withdraw some or all of the trade benefits offered through
these programs is a blunt policy instrument that could seriously harm the
very workers whose rights we were trying to protect. However, under the
FTA, if Bahrain breaches its obligation to effectively enforce its labor
laws, it would pay a recurring fine until the situation is remedied — a
carefully targeted policy tool to ensure the enforcement of workers’
rights.

What role has the ILO played in assisting USTR and Bahrain to attain the minimal labor
standards considered essential under Trade Promotion Authority legislation? Do you feel
they have played a constructive role as this process has moved forward?

Answer:

The ILO has been very involved in Bahrain’s labor law reforms. Bahrain
worked with the ILO in developing the 2002 Workers Trade Union law.

In 2001/2002, the Government of Bahrain invited the ILO to help train the
nascent trade unions and employers about worker rights, labor standards,
the regulations and procedures to set up trade unions, and other relevant
topics. The Government did this through a series of programs, which were
linked closely to the redrafting of the new Bahrain labor law. The ILO has
chosen Bahrain as one of eight countries around the world to pilot a new
initiative, called the Decent Work Program, aimed at increasing the level
of working conditions. The Ministry of Labor is currently working closely
with the ILO toward developing and implementing an unemployment
insurance system in Bahrain. We have also been working with the ILO
regarding future projects related to worker rights education and training
and labor law reform, to be funded by the Department of Labor and the
Middle East Partnership Initiative (MEPI).

The FTA itself supports the Bahrain Government’s efforts to reform its
political and labor system. Under the FTA, the Parties establish a labor
cooperation mechanism to promote respect for core labor standards
embodied in the ILO Declaration and compliance with ILO Convention
182 on Elimination of the Worst Forms of Child Labor. The Parties
agreed that their labor ministries, with other appropriate agencies, would
establish priorities and develop specific cooperative activities, which may
concern among other matters legislation and practice related to core
elements of the ILO “Declaration on Fundamental Principles and Rights at
Work™; social safety net programs; treatment of non-national workers;
working conditions and labor-management relations. Several discussions
have already taken place between U.S. agencies and the Bahrain Ministry
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of Labor to consider technical cooperation programs. Details remain to be
worked out, but areas for potential assistance or cooperation in the near
future include improving industrial relations practices, collective
bargaining procedures, and mediation and conciliation services.

Significant concerns remain on labor rights issues in Bahrain, including but not limited to
collective bargaining and involuntary servitude. What is the extent of this problem, how
is it being addressed, and given that this agreement has no dispute settlement provisions
that cover labor rights infractions, what is the lever we will use to ensure compliance?

Answer:

Labor provisions in the FTA reaffirm each government’s commitment
under the ILO “Declaration on Fundamental Principles and Rights at
Work” and obligate Bahrain to strive to ensure that such principles and the
internationally recognized labor rights identified in the FTA, including a
prohibition on forced labor and acceptable conditions of work with respect
to minimum wages, hours of work, and occupational safety and health, are
recognized and protected in domestic law. Failure on the part of Bahrain
to effectively enforce its Jaws concerning these internationally recognized
rights would subject Bahrain to the FTA’s dispute settlement provisions.
The FTA also includes a labor cooperation mechanism, which includes
among its enumerated topics appropriate for cooperation the protection of
non-national workers, many of whom are domestic workers.

Bahrain’s law prohibits forced labor and contains provisions establishing
acceptable conditions of work. Bahrain has ratified ILO Convention No.
29 on Forced Labor, 1O Convention No. 105 on the Abolition of Forced
Labor, and ILO Convention 182 on the Prohibition of the Worst Forms of
Child Labor. The Labor Law for the Private Sector establishes 14 years as
the minimum age for employment, although the law does not cover
domestic servants.

In the case of foreign workers, the Bahraini Ministry of Labor grants and
reviews work permits for foreign nationals, and such permits may only be
granted to persons 18 years of age and older. The Labor Inspectorate of
Ministry of Labor investigates complaints of foreign workers who are
fully covered under the Labor Law for the Private Sector, while the Labor
Relations Directorate handles the labor disputes concerning domestic
service workers. USTR officials, along with those from the Department of
Labor and the Department of State’s Bureau of Democracy, Human Rights
and Labor, consulted with the Government of Bahrain on areas where we
encouraged further labor improvements. We were particularly aware of
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problems regarding the mistreatment of foreign maids, and asked for
improved protections for this vulnerable group.

The Workers Trade Union Law does not contain specific procedures
governing the collective bargaining process. The Government of Bahrain
has recognized that the current labor law could be improved by inclusion
of specific collective bargaining procedures and has indicated that it is
considering legislation that would set out collective bargaining
procedures. In practice, trade union officials indicate that most of the
private sector unions have discussed working conditions with employers.
The Ministry of Labor’s unofficial estimate is that more than 100
collective bargaining agreements have been reached.

Bahrain government officials recognize the need to further address core
labor rights, and the Government is currently considering additional fabor
law amendments that would explain more specificaily procedures
governing the collective bargaining process, introduce mandatory
reinstatement for a worker dismissed for trade union activity, abolish the
requirement of one union per enterprise, and increase statutory damages
for failure to pay wages due. Other potential labor law amendments also
include consideration of raising minimum age requirements, gender issues,
and the establishment of an unemployment insurance system. Bahrain has
made some sweeping labor reforms in the last few years, bringing its labor
laws more in line with international standards and setting a positive
example for the region.

Given the scarce resources at USTR, do you feel that the primary emphasis in negotiating
FTAs should be economic or geopolitical concerns? Are FTAs with small countries like
Bahrain — FTAs that provide so little bang for the buck for U.S. companies — worthwhile?

Answer:

The U.S.-Bahrain FTA is part of a more general effort to promote
economic and political reform in the region. Bahrain has been an
important regional U.S. ally and leader in economic and political
liberalization. While the direct economic impact on U.S. trade and
investment may not be extremely large, it offers a proportionally
significant “bang for the buck” for Bahrain’s relatively small economy
(Bahrain’s 2004 GDP was less than $10 billion). We believe there is a
direct linkage between successfully concluding the FTA with Bahrain and
the more general progress we have seen by its neighbors in the region on
liberalizing their markets and reforming their economies. The FTA has
been — and will continue to be — a catalyst to promote economic reform in
the region. Ultimately, it is part of the President’s vision to create a free
trade area for the Middle East and North Africa by the year 2013.
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Questions from Senator Lincoln for Ambassador Donnelly

I would like to take a moment to note my appreciation for the Administration’s efforts to
secure a meaningful commitment from Bahrain that it will dismantle its primary boycott against
Israel. Ambassador Portman, our trade negotiators, and my distinguished colleagues are well
aware that | was extremely disappointed with the Administration’s decision to conclude a WTO
accession agreement with Saudi Arabia, despite outstanding concerns expressed by me and other
members of this committee on human rights and religious freedom, as well as the Kingdom’s
refusal to withdraw the Arab boycott. I am pleased to know that Bahrain recognizes the need to
end this practice, not only to meet its WTO commitments, but also to engage in a more
liberalized trade relationship with the United States.

Today, the Arab boycott against Israel works against American policy goals in the region.
Everything our government can do to finally eradicate the boycott is worthy of support. The
breakdown of these kind of economic barriers can lead to the development of important political
relationships between Israel and the Arab world. I support these efforts because they can help
lead to greater stability and peace in this region of the world which is a key objective of U.S.
foreign policy.

Ambassador Donnelly, do you see the Bahrain commitment on the boycott against Israel as a
model for negotiating future free trade agreements with other countries that currently participate
in the Arab boycott? If other countries want to enjoy the benefits of free trade with the U.S.,
shouldn’t they commit, as Bahrain has done, to end their participation in this counterproductive
boycott?

Answer:

The United States has made clear its opposition to the Arab boycott. The
U.S. Government continues to work for the removal of the boycott and
supports the political process that will encourage the parties to resolve
their differences.

Following the Oslo Accords, in 1996, Bahrain and the other Gulf
Cooperation Council (GCC) countries publicly recognized the goal of
dismantling the primary boycott. In 1994, Bahrain and the other GCC
countries eliminated the secondary and tertiary aspects of the Arab League
boycott of Isracl. None of the current Arab League countries that are also
Members of the World Trade Organization (WTO) invoked the non-
application provisions of the WTO Agreement toward any other Member.
Thus, all those countries have all WTO rights and obligations with respect
to all Members, including Israel.
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Statement of Senator Chuck Grassley
Senate Committee on Finance
Subcommittee on International Trade
Hearing on the U.S.-Bahrain Free Trade Agreement
October 6, 2005

I’m pleased that we’re holding a hearing today on the U.S.-Bahrain Free Trade
Agreement. This agreement will benefit farmers, workers, and businesses throughout the
United States. It will strengthen the economy of Bahrain, a major ally of the United
States in the Middle East. This agreement will also serve as a template for other free
trade agreements in the region. In this way, the U.S.-Bahrain Free Trade Agreement will
ultimately lead to further trade liberalization in the Arab world.

To start, the U.S.-Bahrain Free Trade Agreement provides benefits for the United
States. Under the Agreement, 100 percent of trade between the United States and
Bahrain in industrial and consumer products will be duty-free immediately. The
Agreement covers all agricultural products — there are no exclusions — and Bahrain will
grant duty-free access immediately for 98 percent of U.S. agricultural tariff lines. Tariffs
on the remaining 2 percent of agricultural goods, which consist of alcohol and tobacco
products, will be phased out over ten years. In addition, Bahrain’s economy is based
largely upon services, and Bahrain provides significant market access to its services
regime under the Agreement.

Gains from the U.S.-Bahrain Free Trade Agreement will accrue to numerous U.S.
farmers and U.S. companies, including Iowa agricultural producers and companies. For
example, a small company in my state of lowa, the Midamar Corporation, looks forward
to the implementation of this trade agreement. Midamar supplies high quality halal foods
and foodservice equipment to restaurants, hotels, and distributors in the United States and
abroad. This company was founded in 1972 by Cedar Rapids native Bill Aossey who,
upon returning to lowa after serving in the Peace Corps and traveling throughout the
Middle East, developed the idea of starting a company dedicated to exporting lowa
products. Bill now employs some 30 Iowans. Midamar’s employees recognize that their
company will benefit from reduced tariffs under the U.S.-Bahrain Free Trade Agreement.
In addition, Midamar understands that Bahrain is a bridge to the markets of other
countries in the region.

In much the same way, the Bush Administration, in initiating the U.S.-Bahrain
Free Trade Agreement, recognized that this agreement could be a bridge for free trade
agreements with other Middle Eastern countries. This has already proven true. Just this
week, the United States and Oman concluded negotiations of a free trade agreement, an
agreement based largely upon the U.S.-Bahrain Free Trade Agreement. Oman was
inspired by the positive experience of its Persian Gulf neighbor, Bahrain, in negotiating a
free trade agreement with the United States. I note as well that the United Arab Emirates,
also aware of benefits that Bahrain will receive through its free trade agreement, is
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currently negotiating an agreement with the United States. Yet more countries in the
region are now expressing interests in pursuing free trade agreements with our country.

These potential free trade agreements, as well as the U.S.-Bahrain Free Trade
Agreement, fall into the goal of President Bush of creating a U.S.-Middle East Free Trade
Area by 2013. Progress toward a Middle East Free Trade Area is well underway, with
the United States having already negotiated free trade agreements with Israel, Jordan, and
Morocco as well as with Bahrain. A Middle East Free Trade Area would cover numerous
countries and would thus provide significant market access opportunities for U.S.
farmers, workers, and businesses. Such an agreement would also lead to the
implementation of much needed economic reforms throughout the region, reforms that
would benefit not only U.S. exporters, but also the citizens of Arab countries.

Bahrain recognizes the economic and political benefits that will come from the
implementation of a free trade agreement with the United States. Bahrain’s government
understands that its recent economic reforms will be bolstered by the Free Trade
Agreement. Bahrain’s leaders also recognize that a free trade agreement with the United
States will contribute to the strengthening of the rule of law in their country. The
experience of Bahrain in making economic and political reforms could be replicated
several times over through a Middle East Free Trade Area, and these reforms could lead
to increased stability in the region.

Finally, I would like to point out that Bahrain is a valued ally of the United States.
The U.S. Fifth Fleet is headquartered in Bahrain, and Bahrain has hosted a U.S. military
presence since World War II. In October 2001, the United States designated Bahrain as a
Major Non-NATO Ally. It only seems fitting for the United States to strengthen its
economic ties with this significant ally.

The U.S.-Bahrain Free Trade Agreement will benefit the United States, will result
in economic gains for a major Middle Eastern ally of the United States, and will lead to
further trade liberalization in the Arab world. Bahrain’s parliament has already passed
legislation to implement the U.S.-Bahrain Free Trade Agreement, and Bahrain’s
legislation has been signed into law. So the ball now clearly falls in our court. I urge my
colleagues to support passage of legislation implementing the U.S.-Bahrain Free Trade
Agreement.
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Mr. Chairman and distinguished members of the Senate Finance Committee, thank you for the
opportunity to testify this afternoon. My name is David Hamod, and I serve as President &
CEO of the National U.S.-Arab Chamber of Commerce (NUSACC). I’ve had the privilege of
visiting Bahrain at least once a year for the better part of two decades, and I can tell you that it
is a very comfortable place to live and do business.

NUSACC serves as the U.S. point of contact for the national chambers of commerce in the 22
Arab nations, providing our Chamber with valuable insights into the opportunities and
challenges facing the Arab business community. This unique position, as a nexus between
East and West, enables NUSACC to closely monitor the pulse of business between the United
States and the Arab world like no one else.

Since its inception nearly 40 years ago, NUSACC has been America’s preeminent
organization for fostering trade and investment between the United States and the Arab world.
Most of our members are small and medium-sized U.S. companies that are exporting to the
Middle East.

One of these small companies, Midamar Corporation from the Great State of lowa, is
submitting written testimony today about the importance of Bahrain as a market. Midamar
exports upwards of 250 tons of U.S. goods to Bahrain per year, helping to sustain 30 jobs in
Iowa and making Midamar one of America’s top exporters of high-quality, value-added food
products.

Our Chamber has a long history of cooperation with Bahrain, and we are very proud of our
special relationships with the American Chamber of Commerce in Bahrain, the American
Association of Bahrain, the American Mission Hospital, and the Bahrain Chamber of
Commerce and Industry.

Bahrain: A “Paradise” for Trade & Investment?

In the ancient world, according to historians and the Epic of Gilgamesh, there was a small
island paradise full of fruit trees, plants, and flowers -- a place where sickness, violence and
old age did not exist.

This Garden of Eden, according to cuneiform tablets from the Sumerian civilization, straddled
the trade routes between Mesopotamia and the Indus Valley, resulting in one of the greatest
trading empires of the ancient world. This Eden, we are told, was called “Dilmun.”

As history buffs will tell you, Dilmun was what is known today as Bahrain. Thus, Bahrain
has been literally at the crossroads of civilization for some 5,000 years.

Today, Bahrain is once again poised to play a world class role in trade & investment. And for
some U.S. companies interested in exporting goods and services to the region, the Bahraini
market has the potential to be a modern day “paradise.”

o]
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Creating Jobs Through the FTA

The governments of Bahrain and the United States are promoting a Free Trade Agreement
(FTA) that has the potential to greatly enhance business prospects between our two nations.
The Office of the U.S. Trade Representative (USTR) has provided Congress with a detailed
assessment of the U.S.-Bahrain FTA, so our Chamber will not devote a great deal of time to
those precise details in this testimony.

Suffice it to say, however, that one of the most meaningful features of the FTA is that, on the
first day it goes into effect, 100 percent of consumer and industrial products and more than
three-quarters of our agricultural exports will be duty-free. In the eyes of our Chamber, this
FTA represents a solid agreement. It sets the pace for the rest of the Arabian Guifand is a
strong model for the Arab world as a whole.

The two governments have led the private sector down the aisle and up to the altar, so to
speak, and now it is up to us -- the U.S. and Bahraini business communities -- to tie the knot.

From a U.S. perspective, there are good things in this agreement for everyone -- whether
you're a farmer in Jowa or Montana, a software developer in Utah, a tool manufacturer in
West Virginia, or a freight forwarder in Mississippi.

President George W. Bush has stated, “I will not be satisfied until every American looking for
work can find a job.” This FTA will help to generate new jobs and sustain existing
employment -- here and in Bahrain.

This is important for our fellow Americans at a time when many in our country are facing
economic uncertainty. It is equally important in Bahrain because some in the region -- a very
tiny minority -- would play upon unemployment and hopelessness to fuel extremism and
breed terrorism.

Bahrain: Small Country, Big Strategic Ally

Admiral William Crowe, former Chairman of the Joint Chiefs of Staff, once said, “Pound for
pound, Bahrain has been about the best ally [the U.S. has] had in recent times.”

Crowe’s assessment reflects the deep respect that U.S. policymakers traditionally have for
Bahrain, a major non-NATO ally and home to the U.S. Navy’s Fifth Fleet since 1995.

In 1949, the U.S. Navy began to utilize Bahrain’s ports to maintain security in the Gulf. Over
the ensuing half century, military cooperation grew into a stronger and more valuable alliance
with Bahrain increasingly at the center of U.S. naval operations in the Gulf. U.S. Naval
Forces Central Command has been headquartered in Bahrain since 1993, and today, 79 acres
of downtown Manama serve as the command center for the Middle East Force.

2]
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During the 1990-1991 Gulf War and the more recent conflict in Iraq, Bahrain provided
indispensable assistance by hosting the naval command center and providing extensive basing
for U.S. aircraft. During Operation Enduring Freedom, Bahrain was the only Gulf
Cooperation Council (GCC) nation to commit military forces to the effort.

More recently, on a humanitarian front, Bahrain was quick to pledge assistance -- five million
dollars -- to help the victims of Hurricane Katrina in Louisiana, Mississippi, and Alabama.

Singapore of the Middle East?

The National U.S.-Arab Chamber of Commerce recently released a special report on the 2006
outlook for U.S. exports to the Arab world -- including Bahrain. With your permission, Mr.
Chairman, I would like to include that report in today’s hearing record.

The report states, “Bahrain boasts a wide range of major infrastructure and engineering
projects. 100 percent ownership by foreign firms is encouraged, and Bahrain’s Bilateral
Investment Treaty with the United States has helped to attract more than 150 U.S. companies
to set up operations in this kingdom.”

According to the same report, U.S. exports to Bahrain for 2005 are expected to reach $362
million, with an increase in 2006 to $449 million — a jump of nearly 25 percent. Bahrain is
not America’s biggest market in the region, but with the FTA in place, the kingdom will be
better situated than ever to serve as a gateway to the Arabian Gulf. For example, neighboring
Saudi Arabia has announced more than $600 billion in investment projects over the next
decade. Bahrain, which is connected to Saudi Arabia by a causeway, is expected to be one of
the biggest beneficiaries of those “megaprojects” taking place next door.

In some respects, Bahrain has much in common with Singapore. Both are island nations that
serve as portals to larger markets on the mainland; both boast a high quality of life and
ultramodern infrastructures; both pride themselves on a well-educated and easily trainable
labor force.

Like Singapore, Bahrain ranks high on the list of free economies. According to the Fraser
Institute’s 2005 Economic Freedom of the World report (www.fraserinstitute.ca), Bahrain
ranks as the 24th most free economy in the world, ahead of such nations as Japan (#30),
France (#38), Israel (#50), and Italy (#54).

Like Singapore, Bahrain holds great respect for the rule of law. According to Transparency
International’s 2004 Corruption Perceptions Index (www.transparency.org), Bahrain ranks
34" in the world in perceived corruption, with less corruption than such nations as Taiwan
(#35), Italy (#42), South Korea (#47), Brazil (#59), and China (#71).

Bahrain will soon host the newly created Investment Policy Center for the Middle East and
North Africa. This global center aims to attract more foreign direct investment to the region
and enjoys the support of the Paris-based Organization for Economic Cooperation and
Development (OECD).
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In short, Bahrain is one of the most attractive destinations in the area for establishing a
corporate regional office. This may help to explain why so many Americans who take jobs
for a few years in Bahrain end up staying on for a decade or two.

Bahrain: The Little Engine That Can

Bahrain is undertaking significant economic reform, and the FTA is the centerpiece of this
effort. The agreement “raises the bar” for trade and investment rules that enhance market
access, and it bolsters Bahrain’s role as an engine of economic reform in the Arab world.

Bahrain has been a locomotive for change in the region for decades. With its resourcefuiness,
determination, and visionary leadership, Bahrain takes on tough jobs and succeeds at them in
ways that bigger nations can only dream about. Congressional approval of the U.S.-Bahrain
Free Trade Agreement will put the United States and Bahrain “over the top,” and our
Chamber looks forward to working with the Senate Finance Committee to help make this
dream a reality.
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2006 Outlook: U.S. Merchandise Exports to the Arab World
A Special Report from the National U.S.-Arab Chamber of Commerce

Acmss the board, 2005 is emerging as one of the strongest years
ever for U.S.-Arab trade. U.S. merchandise exports to the Arab
world are expected to reach $26.7 billion by the end of this year, a
38 percent increase over last year's levels. The outlook for 2006 is
even brighter, with estimated sales of $37.9 billion — an increase of
more than 40 percent.

According to
tesearch
conducted for the
National U.S.-
Arab Chamber of
Commerce
{NUSACQC) by
the Insticute for
Research: Middle
Eastern Policy
(IRmep), sales of
U.S. goods to the
region are running
ahead of the world
average. Arab
market imports
from the world are
expected to reach
$276 biltion in
2005, up from
$224 billion in
2004, and it is
anticipated that
this number will
rise to $351 billion
in 2006 - an
increase of 27
percent over the
projected figures
for 2005,

“These data
show that the
Arab world
continues to be one of America’s best and most reliable customers,”
notes David Hamod, NUSACC's President and CEO. “Despite strife
in the region and occasional ups and downs in U.S.-Arab political
relations, the economic partnership is steadily climbing to new heights.

The higher energy prices that helped ro spur imports of U.S. indus-
trial and consumer goods to new levels in 2005 are poised to repeat in
2006. The U.S, Energy Information Administration (EIA) of the U.S.
Deparment of Energy recently raised its forecast for petroleam price
per barrel in 2006 from $56.70 to $63.50 as excess production and
refining capacity remains tight and global demand soars. This suggests

that import purchasing power will remain strong,

“The 1L, trade deficic with the OPEC countries last year amounted
to nearly $72 billion — about 12 percent of our overall trade deficit
and only slightly less than our trade gap with Japan,” says Andrew

Clearly, the ‘Made in the USA label still has t dous cachet.”
There are many reasons for the significant growth of U.S. exports
1o the Arab world. The most obvious reason, of course, is that petroleum
exporting nations in the region are benefiting from higher oil prices,
thereby boosting their import purchasing power. Several of these
narions, like the United Arab Emirates, Oman, and Qatar, almost met
their total 2004 import levels from the United States by mid-2005.

Schneider, Associate Editor of The Kiplinger Lerter, a business
forecasting report. “The more that oil-producing counties use their
accumulated dollars to buy American goods and services, the narrower
that trade deficit will become and the healthier the trading refation-

ship will be.”
Asccond reason for the surge of ULS. exports to the region revolves
caminued on page 2
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B oCHabor ot

continued from page 1

around investments by the Arab private
sector — which are at an ail time high, In
recent years ~ particularly after 9/11, when
Arab business leaders began staying “closer
10 home” — the region experienced a substan-
tial increase in local investments, This has
been especially true for conseruction and
engineering projects, like those involving
petrochemicals, but there have also been
major investments in leisure and residential
development projects. These “megaprojects,”
reminiscent of the 1970s focus on infra-
structure, contain a substantial amount of
U.S. goods and services.

Concomitant liquidity in portfolio invest-
ments has also increased demand for goods
and services, including those from the United
Srates, One typical indicator of such invest-
ment, stock market activity in the Arab
waorld, bas been appropriately robust, The
non-weighted average of stock market gains
by countries in the region in 2005 (year-to-
date) is 90.30 percent, led by the United
Arab Emiraces (124.58 percent growth),
Qatar (11991 percent), Egypt (91.37 perceny),
Jordan (87.82 percent), and Saudi Arabia
(80.80 percent). There is every reason to
believe that this strong trend will continue
in 2006.

A third reason for the upward trend in
U.S. exports to the Arab world is the
growing size of the region’s consumer
markee. As a result of globalization, Arab
consumers are more aware than ever about
theappeal and availability of U.S. producss,
and they are flush with disposable
income.

Young consumers {and their parents}
are particalarly important targets for adver-
tising and marketing campaigns, and the
Acab world boasts one of the youngest
populations in the world. According to the
U.S. Government, more than 36 percent
of the Arab world’s population is 14 years
old or younger. {The wotld average for this
age group is Jess than 28 percent.) This fact,
coupled with the high population growth
in the Arab nations — 2.3 percent per annum,
compared to a worldwide population growth
rate of 1,14 percent - suggests that consumer
demand in the region for U.S. products will
rematin strong for many years to come.

. " o
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Arab Market Merchandise Imports from the United States
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Saudi Arabia - 2006 Forecast Top Ten Manufactured
U.S. Imports ($ Billion)
(SOURCE: IRmep)

ALUMINUM  ORGANIC CHEMICALS
sonoz 50156

CHEMICAL PRODUCTS
30.214

OPTICAL AND SURGICAL
STRUMENTS

$0.428

SPECIAL CLASSIFICATION
PROVISIONS
$0.535

Forecasting Methodology

The forecast of year 2006 import potential is derived from a
“top down” model of country market import demand growth tha
involves correlating the International Monetary Fund (IMF) real
GDP growth predictions, actual 2003 year-to-date exports from.
the ULS. to the Arab market, and U.S. market share trends for
each country’s imports over time.

Granular U.S. export category growth rates are estimated from
five-year stope calculations. 2005 year-to-date exports to each
country marker are adjusted with country-specific historical five-
year seasonality to arrive at year 2005F exports.

For 2006, “top down” mode} predictions have been checked
against updared bascline “bottoms up” models driven by import
demand correlated to real year-to-date average free on board
{E.O.B.) pewrolewm prices, Energy Information Administration
{EIA) forecast prices, and production forecasts for major petroleum
exporting countries. For some major categories, such as aircraft
sales, the five-year slope has been adjusted against 2 longer purchase
pattern and official country marker purchase intentions.

Major ser export categorics, such as travel, financial
services, education, consulting, and enginecring, are not covered
in this 2006 Outleck report. Empirical data reveal that in one
major country marker, services accounted for additional revenues
of 30 percent or more of the total U.S. manufactured good export
revenues. In others, the revenues from services are estimated to
provide an additional 10-20 percemt of reported manufactured

tsas U.S. companies provide comprehensive “solutions”
Juip and installation an i services.

As with any forecast, the numbers and estimates in this repore
should not be a sole source of planning information, Rather, they
should be compared and contrasted against other public and
proprietary data sources,

goodsexp
LA

ELECTRIC
MACHINERY
$0.856

Saudi Arabia’s expected accession to the World Trade Organization
{WTO) ar the Hong Kong summit in December of this year bodes
well for exporters serving this market. Increased globel demand for
petreleum has spurred production capacity expansion to a declared
goal of nearly 13 million barrels per day by 2009. A Saudi delegation
that toured the United States recently announced more than $600
billion in infrastructure investment opportunities in the Kingdom.

L B Yev Annual 2606
S L Growth Raten 0D

Cocoa Mixes and .
Foodand Beverage s mifen

In short, the U.S, is regaining a significant share of the Saudi
import market, despite the setbacks that 9/11 created for U.S.-Saudi
refations.

Strong U.S. Government support for the Kingdom’s WTO bid,
coupled with good progress on a U.S.-Saudi Free Trade Agreement,
could make a substantial difference for U.S. exporters looking to do
business in Saudi Arabia.
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United Arab Emirates
' i 200

Total Merchandise "
0.5, $53.9 biflion U.S. $62.6 billion m

The UAE has been a major re-exporter of American imported goods
10 other counries of the region. As a regional trading hub for Central
Asia, the Middle East, and Afiica, the UAE’s trade role is expanding
dramatically. The Emirates are a destination for billions in international
investment: mote than 2,400 companies operate from Dubai’s Jebel Ali
Free Zone love. Tourism and real estate development has exploded in
the UAE, including the construction of unique man-made istands
complete with private residences and hotels,

UAE - 2006 Forecast Top Ten Manufactured
U.S. imports ($ Billion)
{(SQURCE: iRmep)

ORGANIC CHEMICALS
$0.182

FRUITS, NUTS, CITRUS,
$0.195
LIVE ANISMALS
0.131
ARMS AND AMMUNITION 7
50102 4

OPTICAL AND SURGICAL
EQUIPMENT
$0.479

JEWELRY, PRECIOUS
ELECTRIC MACHINERY  STONES, METALS
$1.035 50

14

Pharmaceutical
Praducts

$26.10 million

Housing and tourism developments are belping to drive demands
for security systems and safety equipment, telecommunications and
I'T equipment and services, as well as architecture, construction, and
enginecring services. The UAES ICT infrastructure may be the best
in the region because the Emirates have made the Internet and modern
telecoms a development priority.

The UAE and the USA are expected to sign a Free Trade Agree-
ment in 2006. Among the key negotiating points are reform of the
legal system — particularly as it affects dealers, distributors and agents
— and labor rights of foreign workers in the Emirates.
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Total Merchandise
Imports

Egyptseems to be gradually overcoming the legacies of a central-
ized economy, That nation emerged from three years of negative
import growth in 2004, posting import gains of 30 percent. Post-
election economic growth forecasts reach 5 percent real GDP growth
in 2006 as Egypt continues to reform the tax code and eliminate
barriers to trade and investment. A strong tourism sector, coupled
with a new liquefied natural gas export industry and booming
telecommunications opportunities, make this market ateractive despite
lingering “red tape” bureaucracy.

Egypt - 2006 Forecast Top Yen Manufactured
U.S. Imports ($ Biltion)
(SOURCE: IRmep)

ORGANIC CHEMICALS
50097

MINERAL FUELS
$0.158

OPTICAL AND SURGICAL:
INSTRUMENTS
50170
ELECTRIC|
MACHINERY
50.241
AIRCRAFT
50.289  ARMS AND
AMMUNITION VEHICLES
$0.363 $0.440

The U.S. is Egypt’s largest trading partner. Negotiations over a
U.S.-Egypt Free Trade Agreement are ratcheting up, with a likely
signing in 2006. In preparation for this FTA, Egypt is on track in
its effores to streamline its massive bureaucracy and fower the cost
of doing business in the Arab world’s mest populous nation.
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Kuwait

4.5, $11.9 billion 0.5, $12.7 billion

Total Merchandise
Imparts

Kuwait ~ 2006 Forecast Top Ten Manufactured
U.S. Imports {$ Billion)
(SOU

FURNITURE
0.046:

MISCELLANEOUS CHEMICAL,
50.048
ARTICLES OF JRON OR STEEL:
$0.058
AIRCRAFT
$0.085
OPTICAL AND SURGICAL/
INSTRUMENTS
$0.107
SPECIAL CLASSIFICATION
30111

Kuwait imports a vasiety of defense, industrial and consumer
goads. That nation’s push to expand daily petrolenm production
from 2.3 million barrels to 3.5 million barrels through “Project
Kuwait” has created vast needs for oilfield equipment, rrucks, medical
equipment, and power generators. This strong demand is expected
0 hold steady in 2006, in light of Kuwaits recent decision to-move
forward on a major new refinery.

Spedial Woven Fabrics

Kuwait’s expansions beyond the petroleum and power secrors are
not the only major initiatives underway. Construction of medical
facilities, bridges, port improvement, and cargo terminals will continue
to drive demand for engineering services and high quality industrial
goods well into the next decade. Kuwait is making steady progress
toward a U.S.-Kuwait Free Trade Agreement, and further progress
is expected in 2006.

Iraq

Total Merchandise ; -
U, $13.7 bitfon | U5, $19.0billion

Iraq’s imports from the United States are on track to reach $1.5
billion in 2005 as infrastructure building and rebuilding continues.
Heavy demand for e nication: i
computers, peripherals and air conditioning has driven electrical
machinery imports from the U.S. into the number one import
category. Vehicles and other types of heavy machinery, including
cranes, engines, and heavy construction equipment, continue to flow
into Iraq during reconstruction.

frag ~ 2006 Forecast Top Ten Manufactured
LS. Imports (§ Billion)
(SOURCE: IRmep)

ARTHIES OF
{RON OR STEEL
504

APPAREL ARTICLES
$0.025

VEGETABLES

$6.026

MEAT AND EDIBLE MEAT
$0.044

SPEOAL CLASSIFICATION
$0.081

AIRCRAFT
$0.082

OPTICAL AND SURGICAL
INSTRUMENTS
0.106

*Dhuc to almost non-existent trade beeween the U.S. and Iraq in the
years 2000-2003, Iraq’s “Sectors to Watch™ are based on a single year
of real cxport caregory analysis, 2003-2004. Readers arc cautioned to
expect dramatically lower growth rate figures as kraq raoves from a
reconstruction econonty to a more traditional cconomy.

Algeria

raw] e
Total Merchandise " il

2005 will mark the first year U.S. exports to Algeria break $1
biltion. Import demand in Algeria, geographically the second largest
country in Africa, is dependent on petroleum and natural gas exports.
Energy development is a critical driver of capital investment and
infrastructure projects, with revenues providing ovet half of the
gOVCInmCﬂ(’S Tevenues,

Of particular interest to U.S. exporters is the Gassi Touil gas field,
which will receive a great deal of attention in 2006 and whose LNG
products will be largely dedicated to the U.S. market.
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Algeria - 2006 Forecast Top Ten Manufactured
U.S. Imports ($ Billion)
(SOURCE: [Rmep)

RTICLES OF
VE);lCLES 0N OR STEEL
50

o S[EDS

FOODINDUSTRY RESIDUES &
WASTE; PREF ANIMAL FEED

ANIMAL, VEGETABLE OILS
50044

\ron and Steet Ang!e! Rebar, other _ "§345 millon

Algeria is not yet a member of the World Trade Organization
(WTO), and this has hampered its appeal as an investment destina-
tion. Nevertheless, this nation is making solid progress in its transi-
tion from a state-dominated econary to a market-oriented one. The
most recent manifestation of this transition was Algeria’s announce-
ment in 2005 that it is actively opening up its tourism industry 1o
foreign investors for the first time.

Qatar
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Qatar’s trade and investment climate is among the best in the
Arab world. Foreign firms are allowed 100 percent ownership in
agriculture, industry, health, education and tourism sectors and thh
government approval the develop of natural re:
energy and mining. Qatar is also making progress in its efforts 1o
open up such sectors as banking, insurance, and real estate develop-
ment to foreign investors.

Qatar - 2006 Forecast Top Ten Manufactured
U.S. imports {$ Billion)
(SOURCE: IRmep)
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The U.N, World Human Development report released on
September 7, 2005 ranked Qarar in first place among Arab states
and 40th out of 177 countries in the world on metrics measuring
social, economic, educational, and health conditions.

Qatar’s tourism strategy includes the expansion of Qatar Airways
through the purchase of Airbus A350 jets worth $10.6 billion and a
future order of at feast 20 Boeing 777 planes worth approximately
$4.6 billion.

Qatar is making steady progress in its Free Trade Agreement
discussions with the United States, and further progress is expected
in 2006,

Jordan

Total Merchandise
Imports

Jordan - 2006 Forecast Top Ten Manufactured
U.S. imports ($ Billion)
(SOURCE: IRmep)
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Jordan is transforming itself into a regional hub for international
trade. With a view to attracting traders and investors, it now hoasts
the Zarqa Free Zone, the Sahab Industrial Estate Free Zone, Queen
Alia International Airport Free Zone, and the Gateway Qualifying
Industrial Zone. In addition, thanks to the success of the REACH
project, Jordan has one of the most sophisticated IT backbones in
the region.
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Jordan was the first Arab nation to sign a Free Trade Agreement
with the United States — in October 2000. In part as a result of this
FTA, Jordan's exports to the United States have jumped from $73
million in 2000 to well over $1 billion today.

The Cener for Free Enterprise rated Jordan's economic freedom
as 35th out of 127 market economies in a report released on Seprember
9, 2005 - rying South Korea with a score of 7 out of 10 in the
survey.

oilfield’s heavy crude flows from 10,000 barrels per day (bpd) to
150,000 bpd. The Sultanate reassigned exploitation of the field from
Royal Dutch/Shell to Occidental as pare of an aggressive development
scheme aimed to reverse declining production and increase Oman’s
total output to 800,000 barrels per day by 2009,

With the signing of a U.8.-Oman Free Trade Agreement expected
in early 2006, the Sultanate hopes to build on its increasingly close
economic ties to the United States.

Oman

o vaerchandise 1 ys.$73bition | 4.5, $10.8 biion

Oman'’s stability, governance, and market opening strategies —
begun in the 1970s — have begun to pay off. Oman still relies heavily
on expors of perroleurn and natural gas, bus the country has spear-
headed a broad diversification of the economy in the Sultanate’s
five-year plan, which calls for expanded tourism, value-added petro-
leum product manufacturing, and the participation of more compa-
nies in manufacturing projects to serve European and Asian
markets.

Oman ~ 2006 Forecast Top Ten Manufactured
U.S. Imports ($ Billion)
{(SOURCE: IRmep)
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The U.S. share of cilfield services and equipment is picking up
as U.S. companies edge out European and Asian competitors for a
larger share in exploration and development. In early May, U.S.
petroleum company Occidental and the UAEs Liwa Energy announced
investments of more than U.S. $2 billion to increase the Mukhaizna

Morocco

The U.S.-Morocco Free Trade Agreement (FTA), signed last year,
is one of the most hensive FTAs ever concluded, eliminati
cariffs on 95 percent of consumer and industrial goods. U.S. exporters
will now be able to compere with Europeans on a level playing field.
Along with efficient new commercial courts, U.S. businesses can now
tely on sixteen Regional Investment Centers dedicared to serving
commercial ventures,

Morocco — 2006 Forecast Top Ten Manufactured
U.S. imports ($ Billion)
{SOURCE: IRmep)
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Another feature of the FTA is the implementation of more consis-

tent dsandat judicial system. These

developments are particularly important to U.S. businesses that rely
on intellecrual property protection, including trademarks and digiral
copytighs, as well as protection for patents and strict penalties for
piracy and counterfeiting.
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Lebanon —~ 2006 Forecast Top Ten Manufactured
U.S. Imports ($ Billion)
(SOURCE: IRmep)
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Lebanon’s “Cedar Revolution” in 2005 shone a spotlight o this smalt
country with big aspirations.

Lebanon’s free market economy, limited restrictions on investors and
the movement of capital and foreign exchange, its highly educated work
force, and this nation’s quality of life continue to make Lebanon an
atteactive business and leisure destination. Lebanon is making steady
progress in its effores wo tackle bureaucracy and coreuption, licensing

Prime Minister Fouad Siniora has declared Lebanon’s intention to
privatize the ications sector, power ¢ jon and distri-
bution at Electricité du Liban {the national power company), Beirut
and Tripoli ports management, and regional water authorities. Priva-
tizing such state assets in 2006 would send a strong signal to interna-
tional investors that Lebanon is once again “open for business.”
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As a major Non-NATO Ally and home to the U.S. Navy's ffth
fleet, Bahrain boasts a wide range of major infrastructure and
engineering projects. 100 percent ownership by foreign firms is
encoutaged, and Bahrain’s Bilateral Investment Treaty with the
United States has helped ro attract more than 150 U.S. companies
10 set up operations in this kingdom.

Bahrain ~ 2006 Forecast Top Ten Manufactured
U.S. Imports ($ Billion}
(SOURCE: IRmep)
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Bzhrain and the United States are preparing to implement the
new U.8.-Bahrain Free Trade Agreement, which will further burnish
Bahrain’s reputation as a regional center for high technology and
services, particularly financial services

Bahrain will soon host the newly created Investment Policy Center
for the Middle East and North Africa. This global center aims to
attract more foreign direct investment to the region and enjoys the
support of the Paris-based Organization for Economic Cooperation
and Development (OECD).

Yemen

Meti

Total Merchandise -
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Rising ol prices have increased Yemen's capacity for U.S. imports
financed by petroleum exports. This capacity should increase further
as Yemen's substantial natural gas reserves come online. On September
6th, Yemen announced that it has selected a consortium led by
Halliburton o build 2 new liquefied narural gas (LNG) plant valued
at more than $2 bitlion.




Yemen - 2006 Forecast Top Ten Manufactured
U.S. imports {$ Billion)
(SOURCE: IRmep)
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In June, witha view to g aperations d Yemen
turned over management of the Aden port facility to Dubai Inter-
national Company for Ports. Aden’s key advantage over other ports
in the region is a time savings of two sailing days to the Arabian Gulf
through the Straits of Hormuz. In the short term, at least, Aden is
not expected to compete against the likes of Dubai, which has 23
titanic cranes working day and night in its ports.

Yemen has signed a Trade and Investment Framework Agreement
{TTFA) with the United States, and progress is being made toward
cancluding a Free Trade Agreement with the U.S.A.

Tunisia - 2006 Forecast Top Ten Manufactured
U.S. Imports {$ Billion)
(SOURCE: [Rmep)
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C ional passage of the “Syrian Accountability Act of 2003”

Tunisia
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Tunisia’s political stability, history, and proximity to Europe have
linked its economy closely to the continent, especially chrough
multilateral assi prog and the i ion of a free
trade agreement signed with the EU in 1995.

Despite these traditional ties to the EU, Tunisia is very keen to
build closer economic relations with the United States. The two
nations signed a Trade and Investment Framework Agrecment (TIFA}
in 2002, and steady progress is being made toward establishing a
U.S.-Tunisia Free Trade Agreement,

In November of this year, Tunisia will host the United Nations
World Summic on the Information Sociery, which is expected o draw
more than 15,000 visitors ~ including numerous heads of state ~ to
Tunis. This represents an excellent opportunity for Tunisians to
showcase their country and its commirment to economic reform.

has reduced U.S. exports, which are forecast to dip below $200
million in 2005 as the United States maintains diplomatic and
economic pressure. Syria is also feeling the squeeze from the toss of
its foothold in Lebanon, which had bolstered Syria’s economy for
much of the past two decades.

Syria - 2006 Forecast Top Ten Manufactured

U.S. imports ($ Billion)
(SOURCE: IRmep)
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Syria has turned 1o Iran to boost jts waning international trade,
and the two countries are expected to sign a free trade agreement
soon. Tran is engaged in economic projects in Syria valued at approx-
imately $700 million.

Sudan

Total Merchandise
fmports

Civil strife and corruption in Sudan have made doing business
there very difficult. In fact, in “Doing Business in 2006: Creating
Jobs,” the World Bank placed Sudan in the world’s “bottom ten”
nations when it comes to ease of doing business.

The United States has put a great deal of diplomatic and economic
pressure on Sudan in recent years, so U.S. exports do not exceed
$200 million per year. Despite traditional friction between the U.S.
and Sudan, the refationship appears to be on the mend. Sudan has
been helpful to the U.S. in the aftermarth of 9/11 and in the war on
terrorism, and this has helped economic relations to thaw,

Sudan - 2006 Forecast Top Ten Manufactured
U.S. Imports {$ Billion)
(SOURCE: [Rmep)

OPTICAL AND SURGICAL
SPECIAL CLASSIFICATION PROVISIONS | INSTRUMENTS
$0.001 $0.001

ORGANIC CREMICALS
$0.002
VEHICLES
$0.005

PHARMACEUTICAL
PRODUCTS
50.013

In September 2004, the U.S. lifted a trade and eransport embargo
placed on Libya in the 1980s for its support of terrorism. U.S. oil
and gas companies were the first to establish a “beachhead” in Libya,
and other sectors are now setting up operations in Tripoli as well.
Major opportunities abound ~ in welecommunications, financial
services, construction & engineeting, tourism & leisure, healthcare,
and education — as Libya rejoins the international community after
decades of isolation.

Libya - 2006 Forecast Top Ten Manufactured
U.S. Imports ($ Billion)
(SOURCE: IRmep)
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Mauritania
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Mauritania has opened itself to trade and investment over the
past decade by fiberalizing its fiscal and financial systems and by
privatizing many state-owned industries. For example, the Nouakchott
Port, formerly in operation for 60 hours a week, now operates around
the clock.

Mauritania - 2006 Forecast Top Ten Manufactured
U.S. imports ($ Billion)
(SOURCE: IRmep)
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Greatly improved relations between the United States and Libya
have taised trade from virtually nil prior to 2003 to neardy $100
million forecast for 2006.
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Mauritania’s trade is strongly oriented toward Europe, which is
located across the Mediterrancan Sea. However, U.S. investors have
begun to take an interest in such major initiatives as the Aftout



Essaheli project to pipe water from the Senegal River to Nouakchotr,
which will require a $250 million investment. Mauritania also hopes
to begin exports from the Chinguetti oilfield by the first quarter of
2006. Development and infrastrucure costs are expected to exceed
$700 miltion.

Djibouti

Dijibouti is situated at the mouth of the Red Sea, a strategic rans-
shipment location for commerce entering and leaving the cast African
highlands, It hosts the only United States military base in sub-Saharan
Aftica.

This Arab nation has traditionally maintained very close ties to
France, which gave Djibouti its independence in 1977, Nevertheless,
under the leadership of President Ismail Omar Guelleh, Djibouti has
buil increasingly strong relations with the United States.

Djibouti - 2006 Forecast Top Ten Manufactured
U.S. imports (§ Billion)
(SOURCE: IRmep}
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U.S. exports to the West Bank and Gaza are remarkably low
considering the vital role that the United States plays in the Israel /
Palestine peace process. Per capita income levels and U.S. exports
will both need to rise if the Palestinian territories hope to stand on
their own two feet.

The recent disengagement of Israeli armed forces and settlers
from Gaza has revealed a massive need for investment in Palestinian
infrastructure, including airports, highway systems, and demograph-
ically appropriate urban housing.

Imports

Palestine - 2006 Forecast Top Ten Manufactured
U.S. imports ($ Billion)
{SOURCE: IRmep)
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A recent meeting of European Union finance ministers pledged
support toward reviving the flagging economy in the Palestinian
tertitories. U.S, organizations are currently drafting strategic devel-
opment reports and aid proposals, so that adequate capital flows to
Palestine.

Somalia

Clan rivalries and civil strife have disrupted econemic develop-
ment and internarional aid projects in Somalia. Nevertheless, U.S.
exports to Somalia concentrated in manufacrures, such as vehicles
and machinery, are forecast to reach just under $11 miliion in 2006.
Somalia’s regional integration took a step forward in September with
the signing of a broad bilateral trade agreement with neighboring
Kenya, Agricul inues t be Somalia’s most important economic
sector,

Somalia - 2006 Forecast Top Ten Manufactured
U.S. imports ($ Billion)
(SOURCE: IRmep)
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U.S. trade with Comoros is minimal, with exports, principally
machinery, forecast ar $200,000 in 2006. Slightly larger than
Washington DC, and with a population of approximately 700,000,
the Comoros Islands are strategically placed at the mouth of the
Mozambique Channel in Southern Affica.
Comoros ~ 2006 Forecast Top Ten Manufactured
U.S. imports ($ Billion)
{SOURCE: [Rmep)
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Want to learn more? Get a copy of the new
110-page book, “2006 Arab Market Outlook:
Demand Forecast for U.S. Goods and Services
Exports” —

* 22-country import demand for the year 2006;

* Break-out of 98 merchandise export categories
with historical data and trends since 1989;

* Service demand outlook;

* High demand merchandise categories;
* WTO, BIT, TIFA, FTA status update;
* Top ten and fastest growing exports;

« And much more!

Order online at:

Published by: National U.S.-Arab Chamber of Commerce
and the Institute for Research: Middle Eastern Policy, Inc.

1SBN # 0-9764437-6-7
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Statement of Lionel C. Johnson
Vice President and Director, International Government Affairs
Citigroup
And
Co-Chair, US-Bahrain Free Trade Agreement Coalition

Hearing on US-Bahrain Free Trade Agreement
Subcommittee on International Trade
Committee on Finance
United States Senate
Thursday, October 6, 2005

Chairman Grassley, Ranking Member Baucus and members of the Subcommittee on
International Trade, thank you for the opportunity to testify on the importance of ratifying
the bilateral Free Trade Agreement (FTA) with the Kingdom of Bahrain.

My name is Lionel Johnson, Vice President and Director, International Government
Affairs of Citigroup. 1 also serve as Co-Chair of the US-Bahrain Free Trade Agreement
Coalition, which comprises 75 companies and associations that strongly support this
important trade agreement. From these two roles, I hope to offer helpful perspectives
regarding the FTA and the promise that it holds for our two countries and their peoples
for your Committee deliberations.

Important Milestone in Securing Broader Regional Free Trade

Prior to discussing how the Agreement will benefit the US business community and
Citigroup in particular, I would like to offer some general comments on the strategic and
economic importance of the Agreement.

The Bush Administration recently announced its desire to secure a broad Middle East
Free Trade Area by 2013. This ambitious goal offers long-term security and economic
benefits to the United States. The US-Bahrain Free Trade Agreement — along with the
FTAs presently in force with Israel, Jordan and Morocco — represents a critical first step
in realizing this important goal.

Agreement Advances US Security Objectives

Even with its vast supplies of natural resources, the Middle East remains one of the
poorest regions in the world combined with a youthful population that sees little prospect
of a brighter economic future. These twin factors lead to destabilizing conditions that
may pose a direct security threat to the United States. Liberalized trade with the region
offers the Middle East an alternative path: the promise of improved economic conditions,
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true integration into the multilateral trading system, and an enhanced respect for the rule
of law.

In addition, the Free Trade Agreement recognizes Bahrain’s status as a long-standing US
ally in the region. Bahrain was designated as a major non-NATO ally in October 2001
and has been helpful in advancing our counterterrorism efforts.

Agreement Advances US Economic Objectives

The Middle East is home to many of the world’s poorest countries: Yemen has a per
capita GDP of $286, Syria’s per capita GDP is $1,238 and Lebanon’s is $2,999.
However, the region is home to millions of young people who want to participate in the
global economy. By unshackling the economies of the region, significant economic
growth can result throughout the Middle East.

As these economies grow, it is crucial that American businesses, workers and farmers
have a seat at the table. If we choose not to engage economically with the Middle East,
our international competitors would be more than happy to expand trade ties with this
region at our economic expense. Engagement with Middle East countries promises long-
term tangible economic gains for the United States.

Importance to Citigroup

Citigroup is a preeminent financial services company, with 200 million customer
accounts in more than 100 countries. Other major brand names under Citigroup's
trademark red umbrella include Citi Cards, CitiFinancial, CitiMortgage, Citilnsurance,
Primerica, Diners Club, Citigroup Asset Management, The Citigroup Private Bank, and
CitiCapital.

We operate as Citibank N.A., and have been present in the Kingdom of Bahrain since
1969. We were among the first foreign banks to establish business operations in the
Kingdom. We remain firmly committed to our presence in Bahrain, and believe that the
FTA offers an excellent opportunity to grow our business in this important region and to
enable us to offer a wider range of world-class financial services to our Bahraini and
Persian Gulf customers.

Bahrain’s leaders, including the Minister of Finance, are reformers in a region in search
of expanded opportunities through greater participation in the global economy.

The Bahrain Monetary Authority (BMA) — Bahrain’s Central Bank — provides the
licenses for all of our Bahraini divisions, with the exception of Citicorp International
Trading Corporation (CITC), whose license is approved by the Commerce Ministry. We
have found the Government of Bahrain to be strongly committed to economic reform and
liberalization, and Citigroup is deeply grateful for its support of our activities in the
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region. Bahrain Government officials often consult and work with us in the formulation
of new laws and regulations that impact our sector.

The Kingdom of Bahrain selected Citigroup as the joint lead for its maiden $500 million
Euro Bond issue. We have also recently been given the mandate for Bahrain’s $250
million Islamic Bond (Sukuk) issue. Bahrain serves as a regional hub for Citigroup in
providing financial services to Saudi Arabia, Qatar, Kuwait, Oman and Yemen. In
addition, Bahrain is approved as an offshore booking hub for Citigroup’s Central and
Eastern Europe, Middle East, and Africa business.

The FTA will help the banking sector as market access becomes more liberalized. As the
geographical and financial center of the Middle Eastern-West Asian region, Bahrain is
perfectly positioned to serve as the economic gateway to the Gulf. Through Bahrain, the
doors open to the GCC economies, while just across the Gulf region lay the increasingly
important economies of Southwest Asia, with which Bahrain has had a long, thriving
relationship.

Importance to Broader US Business Community

The US business community is very supportive of the Bahrain FTA. Upon its entry into
force, the agreement will provide immediate duty-free access to 100% of bilateral trade in
non-textile industrial goods, and 98% of US agricultural exports (and will phase out
tariffs on the remaining products within 10 years). Under this agreement, Bahrain will
lift existing restrictions for US companies in a number of important sectors: for example,
accounting, architecture, engineering, construction and tourist services. The Agreement
also removes market access barriers for US telecommunications firms.

We see the potential for this comprehensive and high standard FTA to increase US sales
by:

- eliminating tariffs;

- improving customs and other trade facilitation procedures;

- assuring that product and safety standards are based on sound science that does
not create unjustifiable barriers to trade;

- locking in intellectual property protection and enforcement to deter counterfeiting
and piracy;

- undertaking a comprehensive approach to increased access to services markets;
that improves transparency and predictability in regulatory procedures and
adequately addresses discriminatory and other barriers;

- building on the existing US — Bahrain bilateral investment treaty to increase
investor protection and increase opportunities for US investment;

- taking steps that encourage e-commerce; and

- increasing transparency and predictability in and access to Bahraini government
procuremernt.
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As Bahrain diversifies its economy away from oil, the financial services sector has
become the second largest contributor to Bahrain’s GDP. There are great opportunities
for American financial services and insurance companies to invest and expand in
Bahrain, as demonstrated by the strong presence of 65 American financial firms already
located within its borders.

Other major projects in tourism, healthcare, education, construction, information
technology, telecommunications and transportation are well suited for US business
participation. High value US food and beverage products should also see increasing
opportunities in Bahrain, especially as the tourism and restaurant base grows. A high
quality FTA will improve the overall investment climate in Bahrain and provide another
partner in increasing free trade in the region

Conclusion

Again I want to thank the Committee for the opportunity to testify on behalf of Citigroup
and the US-Bahrain FTA Business Coalition in support of this agreement. We believe
that the FTA will over time lead to increased job creation, trade expansion, improved
technology, deepening of people-to-people ties, and enhancement of long-term economic
development in this region of vital importance to the United States.

T would be happy to answer any questions you might have. In addition, I look forward to
working with the Committee during the coming weeks to secure the FTA’s early
approval by Congress.
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Statement of
Wheat Export Trade Education Committee, U.S. Wheat Associates and the National Association of
Wheat Growers

on the
U.S. ~ Bahrain Free Trade Agreement

Before the
Senate Committee on Finance

Presented by
Barbara R. Spangler
Executive Director, Wheat Export Trade Education Committee

October 6, 2005

Mr. Chairman and honorable committee members, thank you for this opportunity to speak to you on this
important step in opening the market and expanding opportunities with the State of Bahrain and
throughout this strategic region.

1 wish to begin my remarks by offering my sincere congratulations to Dr. Naser Al Belooshi on being
named Ambassador to the United States for the State of Bahrain. Ambassador Belooshi has held his hand
out in friendship and cooperation throughout his tenure as Economic Representative to the United States.
1 personaily look forward to continuing this friendship and to the opportunity to expand trade with the
people of Bahrain that I know he will foster.

Let me highlight two points that wheat producers in the United States take into account when looking at
the world market and why every opportunity is important. First, 96 percent of the worlds' consumers live
beyond our border. The four percent within the United States do not consume enough wheat to sustain a
viable wheat industry as we know it now.

Second, we consistently export nearly 50 percent of our total production. As you can imagine, our success
or failure hinges on the ability of U.S. wheat to be exported around the world. Trade is a vital component
for ensuring the financial viability of U.S. wheat farmers. Fair and open trade agreements are key to
reaching customers outside of the U.S.

American wheat producers look to this region of the world as one of opportunity and we support the
Bahrain Free Trade Agreement. With a population nearly the same as Washington DC, Bahrain is not a
major importer of agricultural commodities. With some exceptions, this has been a duty free market for
most grains. This FTA will lock in duty free access for U.S. wheat and most all other grains. Upon
implementation, eighty one percent of all agricultural exports will be allowed to enter Bahrain duty free,
so this is a good agreement for American producers.

Sometimes a trade agreement is more important for forward movement in developing relationships in the
country and throughout the region. The wheat industry views every open door for trade as an opportunity
to establish relations and explore future opportunities. This is one of those doors.
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Testimony of Barbara Spangler
U.S. — Bahrain Free Trade Agreement
Page 2 October 5, 2005

The U.S. wheat industry supports moving forward aggressively with bilateral agreements such as this one
with Bahrain. However, the World Trade Organization (WTO) Doha negotiations are critical to a
balanced world trade situation and are the major key to expanding U.S. wheat trade. If the U.S. is
successful in achieving its long standing goals in the WTO the U.S. wheat industry will be better able to
take advantage of the opportunity offered by the U.S. - Bahrain FTA. 1t is only in the Doha negotiations
that export state trading monopolies can be disciplined and hopefully eliminated. The trades distorting
monopolistic practices of major competitors trading in Bahrain and throughout the region are a critical
impediment to our ability to secure a fair market share with Bahrain. This issue can only be resolved
through the WTO negotiations.

Additionally, an important element of this FTA is the fostering of alliances in the region in such a way
that they will carry over to the WTO negotiations, the only venue where many trade distortions can be
resolved.

FTA negotiations have the potential to extend beyond the level of liberalization we hope to achieve in the
WTO. This FTA, if approved and implemented, will hopefully serve as an important link for more
extensive multilateral trade agreements between the U.S. and the Middle East.

The U.S. must take advantage of opening markets through trade agreements such as the one we are
discussing today. The wheat industry urges you to help move this agreement through Congress as quickly

as possible.

Thank you and I look forward to any questions you may have,
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Statement of Senator Craig Thomas

Subcommittee on International Trade
Bahrain — U.S. Free Trade Agreement Hearing
October 6, 2005

A key to long-term U.S. economic growth is trade. Strong relationships create
opportunities for business and entrepreneurs worldwide. It is estimated that 25% of U.S.
economic growth in the 1990’°s was directly related to exports. Despite substantial growth in
U.S. exports, Americans continue to import more than we send abroad.

It is critical that the United States continue to push to reduce global barriers to trade so
U.S. companies can fairly compete. Entrepreneurs and businesses in the United States excel in
innovation and creativity, and lack of access to markets prevents people from achieving their full
potential. It also limits our ability to grow the economy and raise our standard of living. With
nearly 96% of the world’s consumers living outside the United States, we must find ways to
open markets to U.S. goods and services.

In the long run, trade will only succeed if it is fair. Though Doha negotiations continue
to move forward, reaching a comprehensive and fair agreement in the World Trade Organization
remains a significant challenge and is taking much longer than planned.

We can’t set trade negotiations aside while we wait for the world to come together in the
WTO. The United States must continue to pursue bilateral agreements that will create long-term
opportunities for America.

The United States must look to all regions where opportunities exist. The Middle East is
an important area of the world and we need to continue to build relationships in the region,
including establishing trading partnerships.

Bahrain and the United States isn’t the largest trading partnership, but it is an important
one, both strategically and economically. The proposed Free Trade Agreement builds on our
relationship, expands access for U.S. goods, provides protections for intellectual property rights,
and immediately eliminates tariffs on a wide-range of American agriculture products. It
reinforces America’s commitment to the Middle East, and provides a solid framework as more
nations in the region seek to establish a trade relationship with the United States.



COMMUNICATIONS

AMERICAN MARITIME CONGRESS

Franklin Square, 13001 Sheel, NW, Suite 260 Wesl, Washinglon, DG 20006-3314

October 19, 2005

The Honorable Charles E. Grassley
Chairman, Committee on Finance
United States Senate

Washington, D.C. 20510

Dear Mr. Chairman:

Thank you for the opporfunity to submit comments presenting the views of the American
Maritime Congress (AMC) as regards implementation of the Free Trade Agreement (FTA)
between the United States and Bahrain. AMC is a research and cducational group comprised of
U.S.-flag ship operators whose vessels serve in both the international and domestic trades. This
statement is being submitted on behalf of AMC, the Marine Engineers Beneficial Association,
which is the oldest U.S. maritime union representing licensed merchant marine officers, as well
s a broad-based coalition of U.S.-flag shipowners and operators, maritime associations, and
unions (see attached).

Al of these companies and organizations are strongly in favor of the U.S.-Bahrain FTA
because it removes the punitive ad valorem duty imposed on U.S.-registered vessels for repairs
performed in a foreign shipyard; in this instance, for ship repairs and drydocking done in Bahrain.

Section 466 of the Tariff Act of 1930, 19 U.S.C. 1466 (“the Vessel Repair Statute”),
imposes a 50 percent ad valorem duty on the cost of equipment and non-emergency repairs
obtained outside of the United States. The duty was put in place as a disincentive to having work
done overseas at a time when shipowners and shipyards received federal subsidies to create parity
with foreign yards. Those subsidies were phased out over 25 years ago; yet, U.S. —ﬂng shipping is
still subject to the duty with no corresponding benefit to U.S. shipyards for which it was designed
to help in the first place.

(77)
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The 50 percent duty imposes a significant competitive burdon on U.S.-flag vessels that is
unique in world shipping, and it comes on top of the fact that many competitors of U.S.-flag
shipping pay little or no taxes and duties, and adhere to minimal labor, health, environmental
standards, and regulations. No other U.S. transportation mode that competes against foreign
interests is subject to such a duty. A similar duty for repairs and equipment performed on U.S.
civil aircraft in all foreign countries was eliminated in 1979 as part of the Tokyo Round of GATT.
Futhermore, this repair duty on U.S.-documented vessels has already boen eliminated with
respect to Free Trade Agreements between the United States and Israel, Jordan, Canada, Mexico,
and most recently, under President Bush, Singapore and Chile.

‘The ad valaren: duty has placed owners and operators of U.S.~registered vessels at a
serious competitive disadvantage by forcing them to pay significantly more for vessel repairs than
their foreign competition. At a time when U.S.-flag operators are aggressively seeking 10 besome
more cost-efficient, it is essential that the oppressive burden of this duty be removed wherever
possible. The implementation of the U.S.-Bahrain FTA will secure another port of safety for
American vessels.

The ability to have vessels repaired at shipyards in Singapore, at internationaily
competitive prices, has been a positive outcome. Shipping companies with U.S.-flag vessels are
able to remain competitive and, at the same time, remain ready to serve America in tine of need,
such as vessels flying the Stars and Stripes are doing now as our Nation fights the War on Terror.
Adding another internationally recognized shipyard, such as in Bahrain, will help significantly to
level the economic playing field for American ships transporting both commercial and
Department of Defense cargoes in the Middle East.

Finally, I wish to note that the removal of this duty has no adverse effects on American
jobs and is thus supported by both American shipowners and maritime Ishor. Again, thank you
for the opportunity to comment on the iruplementation of the U.S.-Bahrain Free Trade
Agreement. We look forward to working with Members of the Commitiee and the Senate as a
vote for favorable passage is considered.

Sincerely, _

/v

Gloria Cataneo Tosi
President

Attachment
¢c: The Honorable Max S. Baucus

The Honorable Craig Thomas
‘The Honorable Jeff Bingaman
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American Maritime C 8ij ies

American Cargo Transport
American Maritime Congress
American Maritime Officers
American Maritime Officers Service
American Ocean Enterprises
American Roll-On Roll-Off
American Ship Management
American Shipping Group
APL Lid.
Central Gulf Lines
CP Ships USA, LLC
Crowley Maritime Corp.
E-Ships, Inc.
Ylorizon Lines, LLC
Intetmarine, LLC
International Organization of Masters, Mates & Pilots
Keystone Shipping Co.
Liberty Maritime Corporation
Maersk Line Limited
Marine Engineers’ Beneficial Association
Maritime Institute for Research and Industrial Development
Marine Resources Group
Matson Navigation Co.
OSG Ship Management, Inc.
P&O/Nedioyd/Farrell Lines
Red River Shipping Corp.
Sailors’ Union of the Pacific
Seafarers International Union
Sealift, Inc.
Transportation Institute
Waterman Steamship Corporation
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Written Comments in Support of Quick Passage of the
United States - Bahrain Free Trade Agreement
Before the Senate Finance Committee

Hearing held October 6, 2005

Submitted by
Bahrain Chamber of Commerce and Industry — Apparel Group

October 20, 2005

Members of the Ways and Means subcommittee on Trade, on behalf of the Bahrain
Chamber of Commerce and Industry — Apparel Group, we wish to urge your support for

and the quick passage of the United States — Bahrain Free Trade Agreement (BFTA).

As you know, the US and Bahrain initiated FTA talks on January 26, 2004. These
negotiations were quick and efficient with a conclusion reached by May 27, 2004. The
finished agreement was signed by our government representatives on September 14,
2004. Our hopes at that time were that by January 1, 2005, the agreement would be in
place. To date, we still have no agreement in effect. Our industry has declined from 19
textile or apparel companies at the beginning of negotiations (down from 29 companies
in 2002) to only 7 companies today. Every day there is a delay in implementing the free
trade agreement with the United States, our industry suffers, workers are laid off, the
unemployment of women rises significantly and we risk complete loss of a small
industry. We urge you and your colleagues to do everything possible to pass the
implementing legislation for the free trade agreement with Bahrain to target an effective
date of January 1, 2006.

As you also know, our industry, the apparel industry, faced a significant change in global
sourcing strategies on January 1, 2005, when the Multifiber Arrangement which allowed
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the imposition of quotas on apparel exports of goods was lifted. On that date, apparel
importers and retailers saw the opportunity to shift their sourcing from more countries to
fewer countries. The old system had dictated that in order to import the quantity of goods
needed by certain retailers that several countries had to be identified as suppliers. In the

absence of a quota system, that number could be significantly reduced.

Identifying those countries that could still offer the source of the apparel included those
countries with significant capacity and which are vertically integrated. Bahrain has

neither of these features.

Every day that the FTA is not implemented, we risk losing more jobs. At the beginning
of these negotiations, the Kingdom of Bahrain had 18 apparel manufacturing companies
and one textile manufacturing company. Over 80% of these companies had only been in
Bahrain for five years. Apparel exports to the United States accounted for 62% of the
total exports from Bahrain to the US in 2004.

During the negotiations, we made it clear to the United States that 98% of our workforce
was female. While this industry employs expatriate workers, at least 32% of the total
workforce was Bahraini natives. Bahrain is a Muslim country, so you are familiar with
the sensitivities involved in women working outside of the home. Apparel manufacturing
became the first industry to employ Bahraini women. Through their initial exposure to
the work environment, we were able to educate these women and transition many of them
into the greater work force of Bahrain such as the tourism industry. Without the
opportunity to first work in the garment industry, these ladies would not be able to find
job opportunities.

The expatriate workforce is also critical to the Bahrain economy. These individuals make
an average of $2.00 per hour'. In addition, Bahrain required that the companies supply

housing, food, uniforms and healthcare, thus minimizing expenses in Bahrain. Further,

! Compare this to $0.17/hour in Bangladesh, $0.25/hour in India, $0.47 per hour in Pakistan, $0.40 in Sri
Lanka, $0.56 in Jordan and $0.37/hour in China. KSA4 Cost comparison Study, 2003, Kurt Salmon
Associates.
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the Kingdom of Bahrain is losing income as costs related to payments for rent, water,
electricity used for this industry are reduced when factories close. Unemployment in our
country is about 20%. With the closure of the one industry in Bahrain that employs

women, the majority of new unemployed is women.

Our industry pushed for liberal rules of origin that conformed with those rules in the
agreements for Israel and Jordan. Unfortunately, at the end of the day, the agreement
contains very restrictive yarn forward rules of origin. Obviously, a small tiny island
kingdom such as Bahrain, with only 19 total textile or apparel factories in existence did
not pose any threat to the United States textile industry. Further, the sole fabric maker
serves only the home furnishing industry and any yarns produced are consumed by the
fabric for the home furnishings. We have no yam spinning/extruding for the apparel
sector. We have no fabric making for the apparel sector. These rules of origin would
require US inputs to be shipped to Bahrain for cut, make and trim, and then re-exported

to the United States. Commercially this is not a viable option.

The FTA has one provision that will allow our remaining 7 apparel companies to benefit.
That provision is a tariff preference level. This provision will allow us to use yarns and
fabrics that are not US origin and still be able to export to the United States duty free
under the FTA. However, the longer we wait for implementation, the more we see these
factories leaving for lower cost neighboring countries, particularly India, Pakistan and Sri
Lanka.

We strongly urge you and your colleagues to pass the necessary implementing legislation
as quickly as possible and to encourage the US agencies to quickly effectuate the
agreement. Every day that we do not have free trade access to the United States means
another step closer to the complete collapse of our apparel industry. We need your
commitment now to work towards passage, and implementation of this agreement by

January 2006 if possible.

Thank you for the opportunity to speak on this critical issue.
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Statement of Bill Aossey, President of Midamar Corporation - Cedar Rapids, lowa
Testimony on “U.8. — Bahrain Free Trade Agreement”
Before the Full Senate House Ways and Means Committee

Thursday, October 6, 2005

Mr. Chairman and distinguished members and guests of this committee meeting,
personally and on behalf of our Midamar management and staff, we thank you for
the opportunity to be present today, to testify on behalf of the

“U.S. — Bahrain Free Trade Agreement.”

My name is Bill Aossey, President of Midamar Corporation of lowa. Midamar was a
founding member and continues to be a historic supporter of the National US Arab
Chamber of Commerce, which has always strived to uphold and support trade between
the USA and the Member States of the Arab League, of which Bahrain is a member.
Midamar is a member of the USA — Bahraini Friendship Society, a Member of the
international Trade Bureau, the US Meat Export Federation, and the USA Poultry & Egg

Export Council.

I served in the Peace Corps. from 1963 -1965, went to Vietnam in 1966, and worked in
Saudi Arabia in 1987 until 1970. Through my years of international experiences, |
recognized the common denominator across the equator, and throughout the world

for a lack of agricultural productivity, mainutrition, and protein deficiency. Unfortunately,
to some degree, this plight has continued during the past 40 years. Midamar was
incorporated in lowa in 1974, specifically for International Development and Trade.

I had no business plan, or economic background, but envisioned the ability to take lowa’s
Agricultural resources and history to implement it in some of the areas and countries
where | had served. Thankfully, Midamar has developed a staff of 30 highly dedicated
and skilled people with several backgrounds. Midamar exports to nearly 35 countries in

Asia, the Middle East, North and West Africa, the Caribbean, and serves all 50 US
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Midamar was the Pioneer and first USA Company to focus on the development of USDA
verified Quality Halal meat and poultry products for full compliance to Islamic Markets
and Muslim consumers, both domestically and internationally. Midamar serves markets
as diverse as Malaysia, Indonesia, to Bahrain, and the Guif states. Midamar products
have gained acceptance in the Global markets and Bahrain, based on Midamar’s Quality
and Integrity. Midamar has a full service division for equipment and Industrial equipment
and supplies. Midamar has built and supplied total concept turnkey Restaurants, lce
Cream manufacturing plants from Baku, Azerbaijan, to Malaysia, Singapore the Gulf and

the Middle East, including Babrain.

Bahrain can be viewed as a Bridge Economy. We at Midamar have viewed Bahrain in
much the same aspect as Singapore. Both Singapore and Bahrain are island nations with
an upscale economy, suitable and in demand of value added Quality Midamar Halal
products. Both Singapore and Bahrain are island nations and have limited agricultural
productivity. This makes both of these markets ideal for Quality USA products, as their
land limitation will always be a direct bearing on food productivity. Just as Singapore and
Malaysia have very cooperative and compatible trade across their bridge, Bahrain is also
an excellent doorway to the Kingdom of Saudi Arabia. The next Bridge of Trade is the
proposed causeway between Bahrain and Qatar, another very valued Nation, and friend

of the USA. This will put Bahrain in a strategic bridge triangle of trade.

Bahrain’s request for acceptance of the Free Trade Agreement, is a request for the rights
of open International Trade, and is not a request for International assistance or aid.
Bahrain does not request International aid. Bahrain requests and has a right for open
International trade, which will be beneficial to all parties. It is my firm belief and the reality
within Midamar, that countries with open trading refations will not and do not depend on
International aid. Midamar’s product line is the most diverse and comprehensive line of
Quality USA products, produced under USDA and under the supervision of Islamic

Services of America Halal certification.
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It is very important for the American Industry and Trade Groups to recognize and respect
other countries’ regulations and the concerns and values of the consumers of imported
products including, Quality American products. We have seen the countries of Africa,
Asia, and the Middle East gradually and continually refine and redefine import
regulations. Many of the importing countries’ regulations must not be looked upon as
barriers, but must be respected in terms of their consumer rights and demands, just as

our USDA / FDA and FAS takes the responsibility for our American consumers.

Midamar products are supplied to Bahrain through two of the largest and most reputable
Bahrain companies, Abdullah Ahmed Nass Group, and the Jawad Business Group.
Midamar has always respected and appreciated the Bahrain laws and reguiations and
appreciated the market. Midamar first attended the MEFEX International Food Fair in
Babhrain in 1984. We can proudly say virtually most Bahraini’s and probably almost every
ex-patriot in Bahrain and visitors to Bahrain, have been served Quality USA products
supplied by Midamar. The Midamar product line is available in Supermarkets, “5-Star”
Hotels, International Theme Restaurants, Catering Services, and to the local people's
market. Midamar has made the focus to be a provider not only to the affluent developing
consumers, but has worked with our American producers to supply product to the full
range of consumers in countries Midamar exports to. Bahrain is a valued market for
Midamar and an open market to American business representatives with a welcoming
efficient airport, visas on arrival, excellent hotel facilities, honest and polite taxi drivers, a
functioning infrastructure, and a safe society where Americans and visitors feel absolutely
no threat or insecurity. Women are respected, and participate in all levels of Bahrain's
society. | have always said an airport is a window to a country and an indication as to
how a country is managed, and what one can expect once one leaves the airport. Visit
Bahrain, and you will see Professional men and women working side by side, without
ever being hassled or intimidated. One will find the same Professional spirit in the hotels,

the modern shopping mails and in business meetings.
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With the increase in crude oil prices, shipping costs will continue to increase, and this will
have a direct bearing on the cost and competitiveness of delivered goods to the Guif, a
strategic area. A Free Trade Agreement will reduce tariffs, and keep a market share for
our Quality Midamar and USA products benefiting from lower tariffs. The USA’s major
meat protein competition is from Australia, New Zealand, and South America, and with
lesser competition and dependence from Europe. The Global supply for protein products
is being aggressively pursued by Exporters from PRC to Thailand and from Brazil. Even
Europe has lost market share and we in the USA must progressively work for expanded

trade with mutual respect and fair trade.

Again, in closing, | wish to thank you for the opportunity to present our position. As
President of Midamar, and many other companies, we urge the approval of this trade

agreement. | would be pleased to try to answer any questions or address any comments.

THANK YOU.

Respectfully submitted,

Bill Aossey
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RERA

Setting Standards for Excelience

Statement for the Record by the
National Electrical Manufacturers Association (NEMA)
For the Senate Finance Committee, International Trade Subcommittee
Hearing on the U.S.-Bahrain Free Trade Agreement
October 6, 2005

Chairman Thomas, Ranking Member Bingaman, Distinguished Members of the Subcommittee,

Thank you very much for the opportunity to express our support for this FTA. NEMA very
much welcomes the expansion of free trade in electrical products through Agreements such as
this one, which features foreign tariff elimination, most of it immediate, for items in our
Association’s product scope. While we understands that the domestic market there is not a
comparatively large one, our industry not only sees Bahrain as an important gateway to the Gulf
region, but also believes that implementation of this Agreement will mark an important step in
the advancement of the U.S.’s overall Middle East Free Trade initiative.

NEMA therefore encourages the Finance Committee to favorably report implementing
legislation for the Agreement to the full Senate, and strongly urges the full Senate to approve the
legislation as soon as possible.

NEMA is the largest trade association representing the interests of U.S. electrical industry
manufacturers, whose worldwide annual sales of electrical products exceed $120 billion. Its
mission is to improve the competitiveness of member companies by providing high quality
services that impact positively on standards, government regulation and market economics. Our
more than 400 member companies manufacture products used in the generation, transmission,
distribution, control, and use of electricity. These products, by and large unregulated, are used in
utility, industrial, commercial, institutional and residential installations. The Association’s
Medical Products Division represents manufacturers of medical diagnostic imaging equipment
including MRI, CT, x-ray, ultrasound and nuclear products.

National Electrical
Manufacturers Association

1300 North 17th Street, Suite 1847
Rosslyn, VA 22209
(703)841-3200

FAX (703) 841-5900
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Statement to the Senate Finance Committee on the U.S.-Bahrain FTA
Submitted by Kneeland Youngblood, Managing Partner, Pharos Capital Group, LLC
October 13, 2005

My name is Kneeland Youngblood. I speak to you as co-founder and managing partner
of Pharos Capital Group, LLC a private equity firm with approximately $500 million
dollars under management focused on providing growth and expansion capital to U.S.
small businesses in health care, business services, and applied technology. Further, I
serve on the board of directors of U.S. multi-national companies such as Starwood Hotels
and Burger King Corporation that have operations in Bahrain and are looking to expand
their presence.

I encourage the U.S. congress to pass the U.S.-Bahrain Free Trade Agreement. This
agreement represents a unique opportunity for the U.S. in two important ways. First, this
agreement will advance the U.S.’ trade, investment and commercial relationships with a
trusted and long-time ally: Bahrain. Second, this agreement will create the first bi-lateral
trade agreement in the Persian Gulf; a region of great strategic import not only to the U.S.
business community, but, to U.S. foreign policy as a whole.

Throughout the course of the Trade and Investment Framework Agreement discussions
and the FTA negotiations, the Kingdom of Bahrain has made significant reforms to its
banking and financial sectors. It has undertaken reforms which have created increased
access to a more liberalized market. These reforms offer the potential for increased
foreign direct investment which in turn will create increased employment opportunities in
the kingdom.

This agreement, along with the Bilateral Investment Treaty with the U.S., represents
unprecedented opportunities for U.S. firms in the region. Provisions in these agreements,
which protect U.S. firms from intellectual property theft, bribery, corruption and
increased transparency, create a safe operating environment for U.S. companies. As
Bahrain continues to establish itself as a regional hub for financial activity, the agreement
will serve to create a gateway for U.S. companies, such as Pharos, to the region as a
whole.

Pharos has the opportunity to access capital from Bahrain and invest those dollars in U.S.
small businesses which will be important for small business development and economic
expansion, creating jobs and significant investment returns. One of the biggest
challenges to the small business entrepreneur is access to capital. Pharos provides that
capital and passing the U.S. Bahrain Free Trade Agreement will further allow us to
provide additional sources of capital to U.S. small businesses.

From a broader perspective, congressional ratification of this agreement will reinforce the
U.S. commitment to create a Middle East Free Trade Area (MEFTA) by 2013. Countries
such as Oman, which has signed an FTA with the U.S., and the United Arab Emirates
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which is currently negotiating an FTA, will be encouraged to complete the necessary
reforms required to meet FTA criteria.

The concept of a MEFTA is an important tool in U.S. foreign, trade and economic policy
to expand relationships in a region which holds vital strategic interests for the U.S.
Liberalizing economic policies and trading practices will serve as a foundation for reform
in other areas and will directly and positively impact security in the region. With
liberalized policies will come increased access to opportunity not just for U.S. and Arab
companies, but for their respective workforces. In addition, these agreements create
increased participation for business men and women -- important stakeholders — in
regional dialogue.

In conjunction with FTAs currently entered into force with Israel and Jordan, an expected
implemented FTA with Morocco next year, and anticipated completion and ratification of
FTAs with Oman and the UAE, congressional approval of an agreement with Bahrain
will provide increased momentum and promise for a Middle East Free Trade Area.

In conclusion, I strongly support congressional ratification of the U.S.-Bahrain Free
Trade Agreement. This agreement will secure increased opportunity for the U.S.
business community, create additional opportunity for employment, encourage regional
reform and advance the broader interests of the U.S. in a critical region.





