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NOMINATIONS OF JOHN K. VERONEAU, TO
BE DEPUTY U.S. TRADE REPRESENTATIVE
WITH THE RANK OF AMBASSADOR, EXE-
CUTIVE OFFICE OF THE PRESIDENT; AND
ROBERT K. STEEL, TO BE UNDER SEC-
RETARY, U.S. DEPARTMENT OF THE TREAS-
URY

THURSDAY, SEPTEMBER 21, 2006

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

The hearing was convened, pursuant to notice, at 10:37 a.m., in
room SD-215, Dirksen Senate Office Building, Hon. Charles E.
Grassley (chairman of the committee) presiding.

Present: Senator Baucus.

The CHAIRMAN. We are going to start the hearing right away, but
I have to go next door here to make a quorum for Judiciary, so I
am going to ask Senator Baucus to conduct the hearing in my ab-
sence.

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

Senator BAucus. Thank you, Mr. Chairman.

Today we consider two important nominees, Robert Steel to be
Under Secretary for Domestic Finance, and John Veroneau, to be
Deputy U.S. Trade Representative. Both of these nominees will
face tough challenges. They both appear to be up to the task.

Let me start, first, with Mr. Steel. President Clinton’s advisor,
James Carvel, once famously remarked that in his next life, he
f\Zvallnted to come back as the bond market because it was so power-
ul.

Mr. Steel has seen that power up close. He knows how it works.
He is well-suited to serve as the government’s primary ambassador
to the bond market, the Under Secretary of Domestic Finance.

Mr. Steel comes highly recommended by Democrats and Repub-
licans alike. I am pleased that Secretary Paulson is bringing in tal-
ent of the highest caliber.

Once confirmed, Mr. Steel will supervise the issuance of Federal
debt, maybe even figure out a way to insure it, too. His job will in-
clude the grim task of recommending when Congress will need to
raise the statutory debt limit.

o))



2

Unfortunately, his predecessors over the past 6 years told Con-
gress that we had to raise the debt limit by about $3 trillion. The
debt limit has increased by 50 percent during that time, from $6
trillion to $9 trillion. That means that every man, woman and child
in America carries a debt burden of about $30,000.

And the future does not look better. The administration projects
that the debt will rise to $11 trillion in the next 5 years. Beyond
that, the picture gets even worse. Do we really want to leave that
kind of burden to our grandchildren?

Much of the increase in the debt is financed by foreigners. Dur-
ing this administration, debt held by foreigners has doubled. If for-
eigners decided to buy less of our debt, it could cause a drop in the
value of the dollar. It could cause a rapid increase in interest rates.
It could cause a recession.

We are in this mess because the government has failed to act re-
sponsibly. We need to change course. We need to return to paying
as we go.

We were doing just that as recently as 6 years ago. The Treasury
Department played a big role in that effort, and Treasury should
play a role again.

As one of Secretary Paulson’s senior domestic advisors, I hope
that Mr. Steel will help to restore fiscal sanity. I hope that he will
bring a little of that power of the bond market into the room to
help us change course.

I am also pleased that the committee is considering Mr.
Veroneau’s nomination to become Deputy USTR. I believe that Mr.
Veroneau is well-qualified. He has served both as Assistant USTR
for Legislative Affairs and USTR General Counsel.

I admire and appreciate his willingness to return to public serv-
ice to serve in this important post, and I have confidence that he
will be a great asset to USTR.

I believe that his skills and experience will be put to good use
during this difficult period in trade policy. The Doha Round nego-
tiations are at an impasse, WTO members differ on how the system
should operate, populism is on the increase, particularly in South
America, and I understand it will be part of his portfolio. To break
the deadlock, America will have to provide real leadership. There
is nobody else who can.

But providing leadership abroad will be difficult if we do not first
address concerns about trade here at home. Many have serious con-
cerns about the way that this administration has used trade pro-
motion authority. That authority expires in less than a year, and
I for one do not see a smooth path to renewal. I favor it, but I do
not see a smooth path. It is going to be very difficult.

Mr. Veroneau has extensive experience with the Senate. He is
well-placed to meaningfully address Congressional concerns and to
help find a way forward.

I again thank both the nominees for their willingness to serve.
It is a real sacrifice, especially to their families. I look forward to
working with them in the future, and I really mean that.

We have to form a real partnership, you, us, the executive
branch, and the Congress. I think this committee is developing
good relationships with a good number of people that this com-
mittee deals with, and I extend my hand to both of you and tell
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you I am more than willing to want to work to try to find solutions
here, and I know you both feel the same way.

Thank you.

The CHAIRMAN. Thank you, Senator Baucus.

[The prepared statement of Senator Baucus appears in the ap-
pendix.]

The CHAIRMAN. I believe, in listening to Senator Baucus, he cov-
ered most of the points that I would on each of these individuals.

I would highlight this, though, that Senator Frist had hoped to
be here to introduce Mr. Veroneau, and he is submitting a state-
ment that I am going to put in the record for him and express his
regrets that he cannot be here.

[The prepared statement of Senator Frist appears in the appen-
dix.]

The CHAIRMAN. Of course, I would be repetitive of what Senator
Baucus said about speaking to your vast experience on Capitol Hill,
in Washington, in the private sector, so I will not repeat that, but
it will be printed in the record.

[The prepared statement of Senator Grassley appears in the ap-
pendix.]

The CHAIRMAN. Then I would only highlight, in the case of Mr.
Steel, long years of experience in which he, for 30 years, has expe-
rienced and seen the dynamic change in how people utilize the cap-
ital markets on both the domestic and international level, and how
that is going to prepare him well for his duties as Under Secretary.

So with that in mind, we will now turn to you. We do not swear
people in in this committee, so we ask you to do two things. One,
give any opening statement you want to make to the committee. A
long statement, if you have one, will be printed in the record. Then
we would like to have each of you, maybe before either one of you
speaks, to introduce family and friends who are with you and have
come here to support you, and ask them to stand as you introduce
them.

Mr. Veroneau, would you like to start with introduction of fam-
ily, friends, and supporters?

Mr. VERONEAU. Thank you, Mr. Chairman. With me today are
my wife Carol, my sons Zach and Sam, my sister Anne, and my sis-
ter-in-law Cathy.

Senator BAucuUs. Would you all stand so we can applaud you?
Because you have a lot of teamwork here. You have to work to-
gether. [Applause.]

The CHAIRMAN. And Mr. Steel?

Mr. STEEL. Yes. Thank you, Mr. Chairman. With me today are
my wife, Gillian, of 26 years, and my two brothers, John and
Charles. Our three daughters, all of whom are college-aged, are
hopefully either in class or studying, because that is what they told
me they were doing today. [Laughter.]

The CHAIRMAN. All right.

Senator BAucus. Congratulations, all of you. [Applause.]

The CHAIRMAN. Thank you.

Mr. Steel, we will start with your testimony.
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STATEMENT OF ROBERT K. STEEL, NOMINATED TO BE UNDER
SECRETARY, U.S. DEPARTMENT OF THE TREASURY, WASH-
INGTON, DC

Mr. STEEL. Thank you. Chairman Grassley, Ranking Member
Baucus, and distinguished members of the committee, thank you
for the opportunity to testify today. I am both honored and enthusi-
astic about being nominated to the position of Under Secretary of
the Treasury for Domestic Finance.

If confirmed, I look forward to serving the President, the Sec-
retary of Treasury, and our country in this position. I also look for-
ward to working closely with the Congress on a variety of impor-
tant issues facing our country.

I am also honored, especially as I know many of the people who
have held this position previously, and I am humbled to assume
these same responsibilities as this group of distinguished public
servants.

I am enthusiastic because of the opportunity to work for this ad-
ministration, and for Secretary Paulson. The Secretary and I have
worked closely together for almost 3 decades. I know him to be a
leader of wisdom and integrity, and would look forward, subject to
confirmation, to being a member of his Treasury team.

I hope that my personal and professional background is a good
fit with the responsibilities of this position. Recently, I retired from
Goldman Sachs after nearly 30 years with the firm and, over that
time, had the opportunity to be part of the significant evolution
and change in the domestic and international capital markets.

My career started in 1976 in the company’s Chicago office, and
I rose through the ranks to become co-head of institutional sales
in Chicago by 1984.

In 1987, I relocated to London to establish the firm’s equity cap-
ital markets efforts in Europe. At this time there was a movement
in Europe to privatize major state-owned companies and a transi-
tion towards a more market-driven economy.

I was directly involved in the efforts to transition these compa-
nies, which included major telecommunications, utility, and energy
holdings of the different governments of Europe.

In 1996, I became co-head of the Equities Division and joined the
firm’s Management Committee. Lastly, I was appointed vice chair-
man of the firm, and these responsibilities expanded to include
many cross-divisional strategic activities.

Today, I remain an advisor to the firm and, when asked, play an
active role in issues related to inter-firm training, education, and
diversity initiatives.

Over the course of my career I have had the benefit of great
counsel from many of my colleagues and our firm’s esteemed cli-
ents. I generally believe that these experiences should give me an
appropriate foundation to do my best with regard to the respon-
sibilities related to this position.

I have also had the opportunity to participate in the academic
and public policy worlds, using my experience to help frame discus-
sions of important issues facing our markets and our economy.

If confirmed as Under Secretary for Domestic Finance, I plan on
bringing my understanding of financial matters and my commit-
ment to sound public policy to the Treasury Department.
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In closing, I want to thank you for your consideration and want
to pledge to you that, if confirmed, I will fulfill my duties as Under
Secretary to the best of my ability.

I welcome your questions today.

The CHAIRMAN. Thank you.

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

The CHAIRMAN. Now we will go on to Mr. Veroneau, then we will
come back to questioning.

STATEMENT OF JOHN K. VERONEAU, NOMINATED TO BE DEP-
UTY U.S. TRADE REPRESENTATIVE WITH THE RANK OF AM-
BASSADOR, EXECUTIVE OFFICE OF THE PRESIDENT, WASH-
INGTON, DC

Mr. VERONEAU. Thank you, Mr. Chairman.

Chairman Grassley, Senator Baucus, it is a pleasure to be here
today. I deeply appreciate your time and consideration. I am grate-
ful for the confidence shown in me by the President and Ambas-
sador Schwab in nominating me for this position.

I would like to thank, publicly, my wife Carol and our sons, Sam
and Zach, for supporting my continued interest in government
service.

While previously at USTR, I had the pleasure of working with
this committee on many trade policy and enforcement issues. I ap-
plaud the committee’s bipartisan approach to trade and, if con-
firmed, look forward to working closely with you to continue that
tradition.

I believe strongly that open markets best serve America’s long-
term interests, but recognize that even the best policies are for
naught if they lack political support. It is incumbent upon those of
us who endorse global trade to ensure and to demonstrate that,
over time, open markets serve the interests of all Americans.

Those of us who benefit most directly and immediately from a
global economy must redress those who, in the short term, may be
adversely affected. We must support policies that encourage job
creation and help workers in acquiring new skills.

At the same time, I think it is important to realize that the glob-
al economic pie is not fixed. Trade between nations enhances the
well-being of the citizens in both countries.

Twenty-five years ago I helped Cambodian refugees fleeing geno-
cide under Pol Pot to build new lives here in America. Today, eco-
nomic opportunities exist in Cambodia, thanks in part to trade
agreements that simply did not exist at the time. Economic
progress in Cambodia is clearly good for Cambodia, but it is also
good for America.

Consumers benefit from a wider choice of goods and, over time,
Cambodia will provide a growing market for U.S. exports. Greater
economic and political stability in Cambodia will also enhance our
security interests in that part of the world.

Open trade, along with technological changes and other factors,
have made the 21st century a period of unprecedented growth and
change in the world. The challenge of the next few years will be
to continue to secure the benefits of a global economy, while build-
ing political support for the institutions and policies that make
global integration possible.
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The chairman of the Federal Reserve Bank recently cautioned
that further global economic integration “should not be taken for
granted.” He then pressed the need to “ensure that the benefits of
global economic integration are sufficiently widely shared.” I share
Chairman Bernanke’s sentiments in this regard.

If confirmed, I welcome the opportunity to work with this com-
mittee to advance vigorously our trade interests and to maximize
the benefits of global integration for all Americans. I thank you for
your time this morning.

The CHAIRMAN. Well, thank you very much.

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

The CHAIRMAN. We have three questions that we ask everybody,
and all you have to do is answer “I will” or “I will not.”

The first question is, and I would ask you to answer separately,
is there anything that you are aware of in your background that
might present a conflict of interest with the duties of office to
which you have been nominated? Mr. Steel?

Mr. STEEL. No, Mr. Chairman.

The CHAIRMAN. Mr. Veroneau?

Mr. VERONEAU. No, Mr. Chairman.

The CHAIRMAN. Next, do you know of any reason, personal or
otherwise, that would in any way prevent you from fully and hon-
orably discharging the responsibilities of the office to which you
have been nominated? Mr. Steel?

Mr. STEEL. No, Mr. Chairman.

Mr. VERONEAU. No, Mr. Chairman.

The CHAIRMAN. Third, do you agree, without reservation, to re-
spond to any reasonable summons to appear and testify before any
duly constituted committee of Congress, if confirmed? Mr. Steel?

Mr. STEEL. Yes, Mr. Chairman.

Mr. VERONEAU. Yes, Mr. Chairman.

The CHAIRMAN. My first question is for Mr. Steel. As recently as
Tuesday in the Wall Street Journal, but in other places as well, we
have been reading a lot about hedge fund losses and the pension
plans that invest in them.

We are now also hearing—and this is what I am referring to re-
cently reading about—the United Kingdom is looking into potential
tax abuses by hedge funds.

I would like to know your views on these matters and would like
you to share with us whether these are areas related to hedge
funds that you believe need to have a heightened level of scrutiny
with regard to public policy, and in regard to tax policy.

I do not pretend that you ought to know what this committee has
been active in, so let me tell you in regard to tax policy and hedge
funds and things of that nature.

This committee has had quite a crusade on to close abusive tax
shelters or other ways that people are avoiding taxes, and particu-
larly under Senator Baucus’s leadership in that effort, and doing
other things to close the tax gap. So, in regard to public policy as
well as tax policy.

Mr. STEEL. Thank you, Mr. Chairman. Let me approach the
question in maybe three ways. One, let us look at the position of
hedge funds; two, think about what the issues are; and three, the
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public policy remedies, and then maybe comment on the tax issue
lastly, if I might.

The CHAIRMAN. Yes.

Mr. STEEL. First, with regard to the landscape with hedge funds,
if one goes back just to about 1990, there were probably about $50
billion in hedge funds. Today, depending on which numbers you be-
lieve, it is between $1.2 to $1.5 trillion. So, clearly this has changed
the landscape, and it is something quite important to be aware of.

From my perspective, number two, the key public policy issues
really relate to systemic risk and to protection of the people so that
the right people are investing in hedge funds.

What I mean by both of those is, from a systemic risk perspec-
tive, we need to understand when hedge funds might have posi-
tions that could affect the system in a broad way. I will come to
that in my policy point.

Second, I think the issue is that hedge funds are a sophisticated
instrument for investment. They should be available to people who
can live with the illiquidity and the potential risk and non-trans-
parency of the hedge fund regimen.

With regard to what should be done, I think that, if you go back
to 1998 and in the wake of the long-term capital situation, in 1999
the President’s working group reported that they saw no direct
need for regulation specifically.

Instead, there are ways that the SEC has, whether it is through
the anti-fraud provisions or market manipulation issues, to mon-
itor. The counter-party network is really the best way to monitor
the risk.

Having said that, there are many groups looking at this. At
Treasury, it is my understanding that there will be meetings this
fall with both people who were participants and public policy peo-
ple to discuss what is going on in the hedge fund market. The SEC
has indicated that they are interested in this also. So, I think now
is the time, from a public policy perspective, to pause, reevaluate,
and see what might be needed from a public policy perspective.

With regard to the tax issue, I know what I have read. It seems
as though there was an agreement with Inland Revenue and this
specific hedge fund in the United Kingdom to come to a settlement.

Without knowing the specifics, it certainly seems appropriate
that vigilant review of the appropriate domicile for taxing should
be part of this, and people should not be able to seek a place that
gives them a preferred tax rate.

So that should be part of that, and I look forward to learning
more about it and working with you to make sure, if confirmed,
that this is something that the government is vigilant about from
a collection of taxes.

The CHAIRMAN. All right.

Also, you are going to be involved, of course, in advising the Sec-
retary and Deputy Secretary in areas of domestic finance, banking,
and fiscal policy. Your office includes many different policy areas
and programs that will give you the opportunity to have an impact
in many ways.

So, getting some direction from you—as you probably considered
whether or not you ought to take the appointment and the impact
that you make, because I would think that you would see your job
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as trying to improve everything that would come within your juris-
diction so we would have a better economy, a better country—if you
are confirmed, what would your priorities be? Where would you
like to have an impact, from day one, as you begin your tenure as
Under Secretary?

And maybe if you could be specific from this standpoint: if there
are policies that are being done that you think ought to be
changed, where would you change those?

Mr. STEEL. Thank you. Maybe the right way would be to high-
light three areas that seem to me, from the outside, to be areas of
interest and where, having spoken to Secretary Paulson, we would
like to work together, should I be confirmed. I think the first we
would put under the rubric of the competitiveness of the American
capital markets.

In 2002, the Sarbanes-Oxley bill was passed, and it was very
constructive and a very positive force. But here we are 4 years
later, and it seems as though there are aspects of that that war-
rant review and possibly modification. So I think making sure that
America has the best capital markets and focusing on the competi-
tiveness would be one.

I think the second issue, sir, has to be the issue of entitlements.
This is an important issue, going back to Senator Baucus’s opening
comments about the issues that we really owe it to ourselves to
take charge of.

Secretary Paulson said recently that when you see a large prob-
lem you should run toward it to deal with it, as opposed to running
from it. As Senator Baucus outlined, this is an impending issue
that requires our attention. So I think the entitlements aspect,
with the dual issues of Social Security and Medicare/Medicaid,
would be item number two.

I think for the third—and this is something that is really going
on right now in Congress—is the issue of reform for GSEs. It is ap-
propriate to consider reform with the key issues being to deal with
a stronger regulator and to protect against systemic risk, but also
to ensure that the housing market remains strong and confident,
and that people who want access to finance so as to buy a home
and to fund their housing have confidence in the system, too. So
those would be three areas and how I might think about how to
approach them.

The CHAIRMAN. All right.

After Senator Baucus gets done with his questioning, I would
have four or five questions for you, Mr. Veroneau.

Go ahead, Senator Baucus.

Senator BAucus. Mr. Steel, what did Secretary Paulson say to
you to get you to take this job? [Laughter.]

Mr. STEEL. Well, I think the reality is, Secretary Paulson and I
have been friends for a long time, and he has been a great person
to work for. The idea of being part of his Treasury team is quite
appealing.

I guess I would say parenthetically, Senator Baucus, that Gold-
man Sachs is a place that has a long tradition of encouraging all
of us to think about what we can do, not just for our firm, but in
a bigger sense.
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In the 30 years I worked at the firm, there were six leaders of
the firm: John Whitehead, John Weinberg, Bob Rubin, Steve Fried-
man, John Corzine, and Hank Paulson—Secretary Paulson, I beg
your pardon.

If you think about the example they set, they were not bosses
that told you what to do. They were leaders that showed you what
to do. Every one of them has had this same aspect. So, I look for-
ward to the privilege of working with Secretary Paulson and being
a part of his team.

Senator Baucus. 1 appreciate that. Maybe you answered my
question in your previous answer. But in addition to serving, gen-
erally, what do you want to accomplish? How do you want to be
remembered in 2 years?

Mr. STEEL. Well, I think, as I just said to Chairman Grassley,
I would go back to focusing on the issues that might be easy to
avoid, but really demand our attention. In your opening comments
you alluded to several. I think that entitlements would be high on
that list. Ensuring the competitiveness of American capital mar-
kets would be one, and otherwise focusing on those types of issues.

Senator BAucus. Right.

Now, what are your concerns in regard to competitiveness in the
capital markets?

Mr. STEEL. Well, I think that in the wake of Sarbanes-Oxley in
2002

Senator BAUCUS. Yes. You anticipated that. In going through
your biography here, I see you wrote an article on July 29 in, I
guess maybe it was the Financial Times last year, in which you say
Sarbanes-Oxley was “a breath of fresh air.” I was curious the de-
gree to which you still think that.

Mr. STEEL. Well, I think that there is no question that it was
successful. If you look back, sir, at the time, with the issues that
were affecting the economy and the capital markets, we had all the
effects of the bursting of the telecom bubble. We had a lack of con-
fidence with corporate management. We had the effects of 9/11 and
a slowing economy. Shortly after 9/11, it was the opinion of almost
every economist that we were heading into recession.

So you can see why these were the right tools for the task for
giving confidence in the capital markets. I think today we are 4
years later, and, as Secretary Paulson alluded to, sometimes the
pendulum swings too far.

Senator BAucus. Has it, do you think?

Mr. STEEL. I think there is no question that we need to work to-
gether to look at these issues and see if that is not the case.

Senator BAUCUS. Because you hear a lot about public companies
going private. A lot of companies want to de-list, new listings are
overseas, not in New York.

Mr. STEEL. Yes.

Senator BAucus. What is going on?

Mr. STEEL. Well, I think that sometimes people kind of bang on
about that being only a Sarbanes-Oxley issue. I do not think that
is the case.

Senator BAucUs. What else might it be?

Mr. STEEL. I think it is really issues related to, number one, cap-
ital markets outside the United States are better, deeper.
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Senator BAUCUS. Better than they were in the past?

Mr. STEEL. Better than they were in the past.

Senator BAucus. All right.

Mr. STEEL. Thank you. And so I think that the competition is
better, and so we should realize that our markets have to improve
and be aware of that. And there are other aspects, whether it is
the litigation system, and there may be some parts of Sarbanes-
Oxley that can be part of all the ingredients in this issue. But it
is not simply one thing.

Senator BAUCUS. So what do you recommend? First, you want to
reexamine Sarbanes-Oxley. You mentioned litigation. What are the
other factors that, perhaps comparatively, make the U.S. capital
markets a little less competitive than they once were?

Mr. STEEL. Well, I think, as I said, it is the improvement of oth-
ers. I think there are aspects of Sarbanes-Oxley. In particular, Sar-
banes-Oxley is 75, 80 pages long, and there are about 150 words
in the fourth title of that in 404 that require review. That would
be one. I think, also, it is possible that certain other parts of the
U.S. markets need to be reconsidered, and we should see what we
can learn from other places.
| Sel}?ator Baucus. What comes to mind there? What might we
earn’

Mr. STEEL. Well, I think that there are changes going on in the
American capital markets, increased use of technology, changing
business models, things like that.

Senator BAucus. What about this doubling of our foreign debt in
the last 5 years? What are we going to do about that? I mean, this
is serious. There is a lot of talk, but what can you pledge to do
about that?

Mr. STEEL. I think that my description would be, first of all, to
try to frame the issue. The level of debt that we currently have is
manageable, both by historic standards and compared to our other
major competitors. For example, we really, today, run with public
debt as a percent of GDP of about 36 percent. Throughout the
1990s, that was closer to 45 or 46 percent.

If you look at the G—7 countries, ex the United States, that same
number, which is 35 percent in the United States, would be close
to 60 percent. Having said that, the President and Secretary
Paulson have committed to reducing the deficit and driving it
down. They have a plan in place and the goal is to cut the deficit
by half by the year——

Senator BAucuUsS. Right. But you have talked about debt as a per-
centage of GDP. I am talking about debt held by foreigners. This
may not be accurate, but I heard not long ago that, in the last year,
60, 70 percent of the new debt is purchased by foreigners.

Mr. STEEL. I do not know the number on the marginal debt, the
new debt.

Senator BAucus. Yes. Right.

Mr. STEEL. I know what it is on total.

Senator BAucus. But I am talking about the accumulation. The
trend is not good.

Mr. STEEL. Well, I think there is another way of looking at that.
That is, when foreign governments, who own today about 52 per-
cent of the public debt of the United States, actually want to in-
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vest, it is a positive for us. It lowers the interest rate. Having com-
petition of demand among different people to want to own our debt
is not all unconstructive. There are positive aspects for it, too.

So I think, as the issuer and someone who is seen as a place of
refuge, of sound investment with good return on a risk-adjusted
basis, that is a compliment to the United States. So while there are
attendant risks, potentially, I see it overall as a positive of having
competition for the debt, for owning our debt.

Senator BAucUS. Right. Well, my time has expired. I will have
to come back later. Thank you.

The CHAIRMAN. I said I was done asking you questions, but this
is not a difficult one for you. It follows up on something you said
as you answered my question about hedge funds.

You talked about a group at Treasury talking to folks in the
hedge fund industry. I would like to ask if the Finance Committee
staff, if possible, would be allowed to participate, or at a minimum
at least be closely informed on Treasury’s findings from that re-
view. Would that be possible?

Mr. STEEL. I pledge to you that, sir.

The CHAIRMAN. All right. Thank you very much. I am glad that
you would cooperate with us on that.

Now, Mr. Veroneau, in regard to Argentina, it seems to be impos-
ing a 23 percent export tax on soybeans, but only 5 percent export
tax on biodiesel from soybeans, giving Argentina and people in
business there a strong incentive for them to export biodiesel over
soybeans.

It seems to me that the export tax on biodiesel, in effect, operates
like an export subsidy. If confirmed, would you raise that issue
with government officials in Argentina?

Mr. VERONEAU. Absolutely, Mr. Chairman. This is an area that
the U.S., as you know far better than I, is extremely competitive.
I think it is critical that USTR step up and go to bat for our pro-
ducers in the face of what may be distorting practices by other
countries. I would be pleased, if confirmed, to raise this with my
counterpart.

The CHAIRMAN. All right. On another trade issue involving Mex-
ico, high fructose corn syrup, presumably this is all worked out.
But I would beg you to pay great attention to seeing that complete
liberalization of the sweetener markets will take place when it is
supposed to, on January 1, 2008, and not wait until January 1,
2008 to see that it is evolving into their good-faith compliance with
what they told us they were going to do.

Mr. VERONEAU. Yes, Mr. Chairman. As you know, there is an in-
dustry-government group that has been formed to manage these
issues over the next 15 months to assure that the market liberal-
ization that is called for in NAFTA comes to fruition.

The CHAIRMAN. Yes.

And you know, with several countries—now I guess, four or
five—we have moved forward with the President’s goal of a Middle
East Free Trade Area by the year 2013. Part of each one of those
debates and negotiations is whether these free trade partners in
the Middle East would or would not participate in the Arab League
boycott of Israel.
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So, if confirmed, I would hope that you would work to obtain
commitments that that would continue as we bring more countries
into it, and also police the commitments of those countries that
have already made that promise.

Mr. VERONEAU. Without question, Mr. Chairman, this has been
a high priority in all of the FTA negotiations in that part of the
world, to secure that commitment that countries are abiding by
their WTO MFN obligations in that regard.

The CHAIRMAN. Yes.

The next question, in regard to Brazil, is probably a little sen-
sitive for you right now, because I know that your boss is going to
try to work out some things for the reauthorization of the General-
ized System of Preferences.

But I have taken a strong position that Brazil and other coun-
tries that are impeding our efforts to get the World Trade Organi-
zation Doha Round completed, that these countries that benefit
from our opening our markets through GSP but are not, in turn,
helping us open, not only their markets, but worldwide markets as
well—and Brazil is one of them—that we should not give GSP to
those countries.

Why should we continue to extend unilateral preferences to
Brazé?l, given the lack of cooperation on the Doha Round negotia-
tions?

Mr. VERONEAU. Mr. Chairman, I understand your position on
this. As you mentioned, these are unilateral preferences that we
provide as a gift, as an incentive to developing countries to help
them get different parts of their economies off the ground.

But because these are unilateral, I agree that we should take
this time as the program expires to reconsider and assess different
countries and different sectors to see if the extension of those uni-
lateral benefits is still warranted, to the extent that they are.

The CHAIRMAN. Yes. And obviously it is my view they should not
be.

During the committee’s informal consideration of the proposed
legislation to implement the U.S.-Peru Trade Promotion Agree-
ment, our committee amended the Statement of Administrative Ac-
tion to reflect that the administration will not implement that
trade agreement until Peru takes measures necessary to comply
with its obligations under certain agreements on sanitary and
phytosanitary barriers to trade and technical barriers to trade.

Do you understand that to be the administration’s position? Be-
fore you answer, if confirmed, will you work with Peru to see that
?uch?measures are, in fact, taken before the agreement enters into
orce?

Mr. VERONEAU. Mr. Chairman, that is my understanding of the
administration’s position. I would intend to make a high priority
for myself, if confirmed, to the execution and enforcement of these
commitments.

As you well know, these food safety issues have at certain times
been thinly veiled protectionist measures, and I think it is impor-
tant that we endeavor to make sure, in all these cases, that we are
separating legitimate safety issues from thinly veiled protection.

The CHAIRMAN. To emphasize another—I do not know whether
it is small or large at this point—disagreement between Peru and
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the United States on these agreements: we want them to take into
consideration our request on their taking our beef into their mar-
ket.

Mr. VERONEAU. Understood, Mr. Chairman.

The CHAIRMAN. All right.

Senator Baucus?

Senator BAucUS. Yes. If I might just follow up on that last point
about beef. Peru, as I understand it, in the agreement we reached,
agreed to take beef over 30 months of age, but is not doing so. Is
that correct?

Mr. VERONEAU. Well, there are negotiations under way right now
with Peru, as I understand it, Senator Baucus, where the goal is
to secure the kind of commitment that was secured with Colombia
with regard to beef.

Senator BAUCUS. And in the side letter, Peru committed to per-
mit beef—all beef—under internationally accepted standards. Is
that your understanding?

Mr. VERONEAU. That is my understanding.

Senator BAUCUS. But Peru is not doing so with respect to beef
over 30 months.

Mr. VERONEAU. It is my understanding that the USTR and
USDA are working extremely closely and diligently with Peru to
make sure that this matter is resolved satisfactorily.

Senator BAucus. Well, I would hope you would work aggres-
sively, once confirmed, because this is very important to a lot of
people in our country.

Back to you, Mr. Steel. You mentioned a little about entitlements
as a way to get a handle on the budget deficit. Do you not agree,
though, that it is a little bit unwise to just cut Medicare, cut Med-
icaid as a way to address the rise in entitlement spending in health
care because health care costs are increasing for all Americans?

On a per capita basis, I think we are number one, by a mag-
nitude of close to two. We are about twice as expensive on a per
capita basis. Health care costs in the United States are about twice
as expensive on a per capita basis compared with health care costs
in other countries.

So, as we try to address Medicare and Medicaid increases in ex-
penditures, really it is important to address the underlying ques-
tions. Why are health care costs generally increasing? It is not just
for Medicare patients. It is not just for Medicaid patients. It is for
all Americans.

Do you not think it unwise just to cut Medicare and Medicaid
just for the sake of cutting without also trying to address the un-
derlying health care costs that this country faces?

Mr. STEEL. Absolutely, Senator Baucus. This is quite a complex
issue. The idea that there is a single solution of just cutting is, I
think, completely wrong. Instead, I look forward to learning a lot
more about this.

But there is an issue of, from a system perspective, what can we
do to encourage efficiency, reward innovation, and bring a slowing
down, as you quite correctly described, of health care costs rising
at what seems to be an overly quick rate.

Senator BAucus. I do not want to overstate the point, but I was
in Bangalore not long ago. I was at the Jack Welch Technology



14

Center. It was very impressive. I am no technology buff. I like to
think I am, but I know I am not. But it was very impressive.

I turned to the manager there afterwards and I said, why are
you here? Why are you here in Bangalore? He said, because this
is the greatest talent pool. I said, what country has the next great-
est talent pool? China. I asked, where is the United States? He
said, well, you are down there a ways.

I asked, what do we need to do to get up there? He said, two
things. One, education. You need to better educate your people, es-
pecially in science and math, and so forth. But, second, he said
health care costs. He said, you have to get a handle on your health
care costs.

Now, I did not have a long, involved conversation with him, but
those were two responses that popped up in his head in response
to my questions to him, just right off the top. I think he is accu-
rate.

You and I all talk to lots of American businessmen who have had
a devil of a time dealing with their health care costs, let alone the
legacy costs, say, that GM, Ford, and other companies, airlines,
have to face.

So I urge you very, very strongly, when you are in your inner
sanctum there, talking about all these things, that you figure out
a way to address the underlying causes of all this, and that is
health care costs. And be very aggressive about it, because other-
wise these problems are going to continue to increase, in my judg-
ment. It is not an easy issue.

Mr. VERONEAU. No. Thank you, Senator.

Senator BAucus. In fact, I ask people every day their solutions
to this question. I would guess, every day, a couple of different
groups come into my office, hospital groups, cancer folks, inter-
mediaries, you name it. I ask, what are we going to do about health
care costs in this country?

Unfortunately, not many people have a good answer. They are
kind of pigeon-holed, or siloed. They just look at their issues and
they do not look at it overall. We have to start looking at the over-
all. We have to start thinking ahead. We have to think strategi-
cally about all this, not just react ad hoc. Again, I would just urge
you very strongly that we have to do something about this.

Now, on entitlements. Some suggest an entitlement commission
of some kind to get a handle on entitlements. Do you not agree, if
we are going to solve this honestly—which means solving the Fed-
eral budget deficit, the fiscal imbalances—that we have to also in-
clude revenue?

Revenue has to be on the table. If we are going to look at entitle-
ments, we have to look at, not only entitlement spending, but dis-
cretionary spending and also revenue. Do you agree that every-
thing has to be on the table if there is going to be an honest, non-
political solution?

Mr. STEEL. Well, Senator, I think that, if confirmed, my perspec-
tive would be to hear what everyone thinks. I guess to the extent
that means everything is on the table, I guess that is right. But
the issue really now is understanding.
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As you said, these issues are quite complex and quite large. So,
hopefully, we can get the right people, in a bipartisan way, around
the table to focus on these issues and to talk about everything.

Senator BAucUS. Yes. I do not want to belabor the point, but a
lot of us talked about this basic question, the fiscal imbalances,
trade imbalances, et cetera. We are trying to grapple, trying to find
solutions.

But to avoid the talk, that is, and get down to action, in this
form of government we have, in a democracy, it only really works,
in my judgment, when both ends of Pennsylvania Avenue, both po-
litical parties, kind of forget the politics. This is real. This is seri-
ous. We have to solve this thing.

Mr. STEEL. Yes, sir.

Senator BAUCUS. The only example I can think of that really
worked was back in the 1980s with the Social Security Commis-
sion. President Reagan appointed Mr. Greenspan, and it worked.

Jim Baker called Tip O’Neill and said, if you Democrats agree to
lower benefits, we Republicans will agree to raise taxes. Tip said,
fine. Baker said, great. There was a handshake. They did it. No-
body criticized anybody.

My judgment here is that you have to do the same. You have to
do the same thing here, otherwise one party is going to suspect
there are ulterior motives. People will say, oh, you just want to cut
entitlement spending. You just want to cut Medicare and Medicaid.
What about other issues? You have to avoid any smell or scent or
scintilla of perceived political ulterior motive to get something
done.

Mr. STEEL. Well, I think to reference, as I have before, your
opening comments, that basically to get things done, we are going
to have to find things that are nonpartisan and work together.

Senator BAucus. Right.

Mr. STEEL. And the second point is, I think we should focus on
the big, important issues. If we were to say, what are the issues
that fall in the center of the crossfire of those two issues that are
important and require bipartisan effort, then this is the one.

Senator BAUCUS. Let me give you another big, important issue,
and that is the tax gap. You know as well as anybody, it is about
$350 billion every year.

Mr. STEEL. Yes, sir.

Senator BAUCUS. Income taxes, legally owed, are not collected. It
is about $340, $350 billion a year. The Chairman alluded to this
in the statement he made. I am making this sort of a cause of mine
to start doing something about this. I asked Secretary Paulson to
address it. I have asked Commissioner Everson and others.

This committee essentially gave the administration, a couple, 3
months ago, a deadline of the end of September to come up with
a plan, that is, with benchmarks, deadlines, and metrics and so
forth, and an honest, realistic way to try to address it. So far, they
have not come up with that. I just strongly urge you, when con-
firmed, to find a solution to this.

Mr. STEEL. Sir, I can tell you that when I saw Secretary Paulson
several days ago before he headed to Asia, we were talking about
a variety of things, that your voice has been heard, and Secretary
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Paulson has this as an issue that he knows he wants to be respon-
sive on.

Now, whether we hit exactly the program or the project by a cer-
tain date, he is just getting into the job. But your point of view has
been heard loud and clear, and his intention is to be responsive to
your issue.

Senator BAucus. Well, thank you very much. Really, not to be
corny about it, a lot of American people are thinking, gee whiz,
they pay taxes and it is being collected. What about these other
folks who are not paying their taxes? And it is a big amount.

Mr. STEEL. Yes, sir.

Senator BAucus. All right. Thank you, Mr. Chairman.

The CHAIRMAN. Yes. Thank you.

I have one question left for Mr. Veroneau, and then one little
thing to discuss with Mr. Steel.

Senator Baucus and I, on May 11, along with Chairman Thomas
and Ranking Member Rangel, sent a letter to President Bush about
Russia’s accession to the WTO.

We said that until Russia demonstrates a sustained commitment
from the highest levels of Russian government to protect intellec-
tual property rights and to respect and implement international
standards on sanitary and phytosanitary measures, that we could
not support their accession to the WTO.

What is your assessment of the Russian government’s commit-
ment to do these things we wrote about, intellectual property rights
and implementing international standards on sanitary and phyto-
sanitary measures?

Mr. VERONEAU. Truthfully, Mr. Chairman, I think it is unclear.
I think they have made some efforts and made some progress, but
frankly I think there is much more that they need to do to dem-
onstrate that they are committed to enforcing intellectual property
and to not use SPS issues in an inappropriate way.

As you know, this past summer there was great pressure and, I
would dare say expectation, that the U.S. would reach a bilateral
agreement with Russia on its WTO accession.

At the end of the day, Ambassador Schwab and the President
said, no, we are not ready to close this. We do not have the commit-
ments that we need to move confidently ahead. They said no.

I think, hopefully, that sent a strong message to the Russian gov-
ernment that the President and Ambassador Schwab need further
progress, a demonstration of progress on those two important
issues, as well as some others.

The CHAIRMAN. Yes. Thank you.

Mr. Steel, not a question, but a conversation with you. It picks
up on the issue that Senator Baucus brought up, and probably im-
pressions I get from my town meetings in Iowa.

That is, I think Iowans have the opinion that we go hat-in-hand
to Beijing, saying, will you buy some of our debt. And I do not
think that is the way it works. If it does work that way, say so.

I think each Monday morning, or some period of time, somebody
in the Treasury Department goes out once a week to refinance our
debt. Chuck Grassley can invest in that, and people in China can
invest in that. Do we go to Beijing and say, will you finance our
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debt, or do we just put it out on the market and, in the market-
place, they invest in it?

Mr. STEEL. It is the latter, sir. It is, we offer our debt to the peo-
ple that would pay the highest price or, in essence, give us the low-
est interest rate.

The CHAIRMAN. All right.

Mr. STEEL. It is an open market. The savings of these other
places, the largest buyer of our debt is Japan, the second would be
China, and the third is the United Kingdom. These people choose
to buy our debt because it is attractive and there is no quid pro
quo inferred at all.

The CHAIRMAN. All right.

Well, it would be good for somebody in the executive branch of
government to say that, because people listen to the executive
branch more than they do 535 members of Congress. Anything we
say kind of gets lost.

I have a feeling, even from speeches on the Senate floor that var-
ious Senators make, that they think we go to Beijing and beg them
to take our debt, as opposed to the marketplace making that deter-
mination.

So that gets me back then to a point about whether the problem
is a problem of our government. And I know there are certain pub-
lic policy issues right now that Secretary Paulson is working on,
like the floating of their currency and things of that nature, and
whether or not they are keeping their promise under the World
Trade Organization and all those things. Those are our business.
We have to deal with those.

So much of our debt is related to consumer goods, and it seems
to me in America that the consumer is king. If Americans decide
to have a negative saving ratio, like we did last year for the first
time, and we want to buy everything that China is selling to us,
then the problem is that America is not saving enough, we are
prone to live for today and forget about tomorrow.

We want to be materialistic in what we are doing, so we are
spending all of our money instead of investing it in government
bonds. Somewhat, the problem is each of us as we look in the mir-
ror every morning. We do not save enough. We want to be so con-
sumer-oriented.

That is one of the reasons we have a big trade deficit with China.
They save a lot and they want to invest in America. Right or
wrong? If I am wrong, do not be afraid to tell me, because I have
to think these things through, and you can help me think them
through.

Mr. STEEL. I look forward to helping you think these things
through.

The CHAIRMAN. In other words, I am wrong in what I said.
[Laughter.]

Mr. STEEL. No, Mr. Chairman. I assure you, that is not the case.
I think there are lots of issues here, going back to the purchasing
of our debt by foreign governments.

About half of the publicly traded debt of the United States is
owned by people outside the United States because it is an attrac-
tive place to invest. I think that the idea of the savings rate in the
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United States starting to rise is a good thing and that we should
work together.

I look forward, if confirmed, to try to work with the Congress on
thinking about ways to encourage savings in America. That should
be a good ambition for us. Together, we can think about those
issues, but I think that is the right way to think about the issue.

The CHAIRMAN. All right.

Well, one of those things you have 2 or 3 months to think about
is taking this Breaux-Mack Commission report, or maybe it is the
Secretary’s responsibility, and making some recommendations to
the President, because our tax policies discourage savings to a con-
siderable extent.

There are several opportunities in that commission report for en-
couragement for savings. I am hoping—although we are going to
move forward regardless—that the President will study that and
make some recommendations to Congress from the year-long work
of the Breaux-Mack Commission.

Senator Baucus, did you have something you wanted to say?

Senator BAUCUS. Yes, just a couple of things. I need to find out
more myself. To what degree are the Chinese and Japanese buying
American debt because, (a) it is an attractive investment, but also,
(b) it helps keep the dollar high vis-a-vis the RMB and the yen,
which helps them sell more goods.

Americans find lower prices, Chinese prices for goods. Those
Wal-Mart products come over from somewhere. I mean, is this not
sort of a vicious circle we are in here? They like to buy our debt
because it helps keep the dollar higher compared with the RMB
and the yen, which makes us buy more of their products.

Mr. STEEL. Yes. I think the right thing for me to say, Senator,
is that, if confirmed, that is something I look forward to learning
more about from the inside of Treasury, and then having further
discussions with you.

The CHAIRMAN. Well, it seems to me that common sense would
dictate that if we are trying to float our debt, the impact on the
dollar is not any different than if Chuck Grassley invests in that
debt or some Chinese person invests in that debt. You are taking
a dollar out and putting it in savings. So would they not both have
the same impact on the dollar, on the value of the dollar?

Mr. STEEL. Yes, sir.

Senator BAUCUS. But just to explore further here. The Chinese
are willing to get lower pay or to get back lower interest rates than
maybe others, because they like to invest in the United States, and
for the reasons I mentioned. Is there any truth in that?

Mr. STEEL. I am not sure I can completely comment on the per-
spective, the ambition, or the interest of the specific investor. But
I think the overriding aspect is that investing in the debt of the
United States is seen as an attractive, safe alternative that, on a
risk-adjusted basis, provides an attractive return for the investor.

The CHAIRMAN. Wait a minute. Does common sense not dictate
that the marketplace is going to make that determination? If the
Chinese want to invest, they are going to pay some percentage
point or part of a percentage point more than Chuck Grassley is
going to pay for that debt. Right or wrong?

Mr. STEEL. Yes, sir. Yes, sir. [Laughter.]
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The CHAIRMAN. So there. [Laughter.]

Senator BAucus. Fine.

What country has the highest proportionate debt held by for-
eigners after the United States?

Mr. STEEL. I do not know the answer, sir.

Senator BAUCUS. Any rough guess what it may be?

The CHAIRMAN. No, you just said. You said Japan.

Senator BAUcCUS. No, the other way around. The other way
around.

The CHAIRMAN. I am sorry.

Senator BAUCUS. They have our debt. I am asking the question:
what other countries have so much of their debt held by foreigners?

Mr. STEEL. I would look forward to finding out and coming back
to you, sir.

Senator BAucUS. Yes. I am a little bit surprised at that answer
because you know a lot about all this. You are kind of steeped in
all this, and I am just a little surprised you are not able to help
us a little more.

The CHAIRMAN. These are kind of arcane statistics, you know.

Senator BAucus. Well, they are somewhat arcane, but this is Mr.
Steel’s life, to a large degree, too. So I am just a little curious there.

Mr. Veroneau, how in the world are we going to, almost literally,
get more consensus and understanding that trade is good so long
as everybody benefits, not just companies, frankly, but also Joe
Sixpack?

There is a concern not just in the United States, but also in other
developed countries, as to the widening divergence in income be-
tween the most wealthy and the least wealthy. I mean, it is wid-
ening in America, it is widening in other countries, too. I think that
probably explains why there is a lot of concern about trade and
why trade agreements are not very popular.

Hugo Chavez’s comment yesterday, playing to populism, for ex-
ample, in South America, does not help either. So what is your
overall general approach? And maybe both of you could chime in
here a little bit. How can the United States provide leadership?

What do we have to do to kind of lower the temperature here a
little bit and also to address some legitimate questions, namely the
perceived gap in who benefits from trade with the United States,
an actual gap, and yet encourage other countries, maybe Peru, and,
say, Venezuela, to kind of start working together?

Mr. VERONEAU. Right. Senator, as you well know, all politics is
local. T think when you take each country, there are different
trends in these countries, but a common theme lately. That is this
backlash against globalization. It is serious in some countries and
less serious in others.

I think, in my view, the objective evidence is overwhelming that
a global, integrated economy is a win-win. There are certainly
issues of competitiveness in subsectors, and certainly with families.

Those families and those sectors deserve our attention because,
at the end of the day, the goal here is to make sure that all human
capital is fully employed. If people are losing their jobs in one sec-
tor, we need to make sure that they are as quickly and as pain-
lessly transitioning to others.
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Senator Baucus. Well, that is the objective. But do you have any
plans to concretely do something about that?

Mr. VERONEAU. Well, I think, going back to comments you made
earlier about your conversation in India, the education system—I
do not have domain over U.S. education policy, but clearly the ad-
ministration, together, must have a coherent strategy for the com-
petitiveness of the U.S. in education. Lifelong job training has to
be part of it, and is part of it. It is not an overnight solution, but
it is a steady solution that we need to focus on.

I think in Latin America you are seeing this sort of rolling popu-
lism for different reasons. Some of it is, these governments are rel-
atively new democracies, many of them. Democracy is hard, and es-
pecially new democracies that, over the past 20 years, have made
promises to their citizens of what they will deliver and have not al-
ways followed through on some perhaps over-aggressive promising.

I mean, we see this in Russia with the collapse of the Soviet
Union. There is clearly a backlash among some in the citizenry
who feel that they had it better under the old regime. Even though,
without question, Russia is on a proper path now and a better path
for its future, there are difficulties in the transition.

I would submit that in Latin America, what we are seeing, albeit
on a less drastic basis, is economies, cultures, and countries going
through a transition that is not easy, but is the right transition.

Senator BAUCUS. Right. Right. Well, as you said, politics is local.
It is also, as you know, a perception of reality. A lot of people in
our country really wonder about the value of trade agreements. I
support almost all of them, but I can tell you, it is difficult. People
at home really wonder, and with good reason.

I strongly urge you to address much more aggressively in future
trade agreements the current transition, TAA benefits that really
work, that are not just talk. If we want people to adjust, we have
to help them adjust.

Some people have a hard time adjusting. A 50-year-old guy, that
is all he knows. It is easy for an investor to adjust, he just moves
his capital around. It is very difficult for a working stiff to adjust.
Very difficult. You have to develop policies to help that really hap-
pen.

Second, I just think, with respect to Latin America, this country
has made a big mistake by poking our finger in Chavez’s eye. He
uses us as a foil for his populism. We should take away that foil.
It is just common sense to me. And we are causing some of our
problems in Latin America, frankly. That is one way to help, I
think, find some solutions here.

Thank you.

The CHAIRMAN. I would suggest that we tell Chavez, if we want
to help Venezuela, how stupid he was when 19,000 oil workers
went on strike and he fired them all and hired people back that
did not know how to run the oil industry, and he is reaping half
a million barrels less per day.

I would say, for the President of Bolivia, how stupid he was to
nationalize his gas industry. Then all the industry pulls out and he
finds out 6 months later he does not know how to run it, and he
has to call in somebody from Brazil to run it. They are not very
wise.
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If they want to help the people they were elected to help, as pop-
ulism is supposed to, they ought to be a little bit smarter on how
they make their decisions. If I was in the executive branch of gov-
ernment, that is what I would be telling those people, how stupid
they are. [Laughter.]

[Whereupon, at 11:40 a.m., the hearing was concluded.]
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ADDITIONAL MATERIAL SUBMITTED FOR THE RECORD

Opening Statement of U.S. Senator Max Baucus (D-Mont.)
Hearing to Consider the nominations of Robert Steel and John Veroneau
Hearing before the Senate Finance Committee

Today we consider two important nominees: Robert Steel, to be Undersecretary for
Domestic Finance; and John Veroneau, to be Deputy U.S. Trade Representative.

Both of these nominees will face tough challenges. They both appear to be up to the task.
Let me start with Mr. Steel.

President Clinton’s advisor James Carville once famously remarked that in his next life,
he wanted to come back as the bond market, because it was so powerful.

Mr. Steel has seen that power up close. He knows how it works. He is well suited to
serve as the Government’s primary ambassador to the bond market, the Undersecretary
of Domestic Finance.

Mr. Steel comes highly recommended by Democrats and Republicans alike. I am pleased
that Secretary Paulson is bringing in talent of the highest caliber.

Once confirmed, Mr. Steel will supervise the issuance of Federal debt. His job will
include the grim task of recommending when Congress will need to raise the statutory
debt limit.

Unfortunately, his predecessors over the past six years told Congress that we had to raise
the debt limit by about $3 trillion. The debt limit has increased by 50 percent during that
time, from $6 trillion to $9 trillion.

That means that every man, woman, and child in America carries a debt burden of about
$30,000.

And the future looks no better. The administration projects that the debt will rise to $11
trillion in the next five years. Beyond that, the picture gets even worse. Do we really

want to leave that kind of burden to our grandchildren?

--more--

(23)
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And much of the increase in the debt is financed by foreigners. During this
administration, debt held by foreigners has doubled. If foreigners decide to buy less of
our debt, it could cause a drop in the value of the dollar. It could cause a rapid increase in
interest rates. It could cause a recession.

We are in this mess because the Government has failed to act responsibly. We need to
change course. We need to return to paying as we go.

We were doing just that as recently as six years ago. The Treasury Department played a
big role in that effort. And Treasury should play that role again.

As one of Secretary Paulson's senior domestic advisors, I hope that Mr. Steel will help to
restore fiscal sanity. Ihope that he will bring a little of that power of the bond market
into the room, to help us change course.

I am also pleased that the Committee is considering Mr. Veroneau’s nomination to
become Deputy U.S. Trade Representative. I believe that Mr. Veroneau is well qualified
for that position. He served both as Assistant USTR for Legislative Affairs and USTR
General Counsel. -

I admire and appreciate Mr. Veroneau’s willingness to return to public service to serve in
this important post. [ have confidence that he will be a great asset at USTR.

I believe that Mr. Veroneau’s skills and experience will be put to good use during this
difficult period in trade policy. The Doha Round negotiations are at an impasse. WTO
members differ on how the system should operate. Populism is on the increase,
particularly in South America, which I understand will be part of his portfolio. To break
the deadlock, America will have to provide leadership.

But providing leadership abroad will be difficult, if we don’t first address concerns about
trade here at home. Many have serious concerns about the way that this administration
has used Trade Promotion Authority. That authority expires in less than a year. And I,
for one, do not see a smooth path to renewal.

Mr. Veroneau has extensive experience with the Senate. He is well placed to
meaningfully address congressional concerns, and to help find a way forward.

1 thank both of the nominees for their willingness to serve. Ilook forward to working

with them in the future. And 1 look forward to hearing of their good work. Who knows,
perhaps even the bond market will be impressed.

#i#
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Remarks as Prepared for Senate Majority Leader Bill Frist, M.D.
Nomination of John Veroneau as Deputy U.S. Trade Representative
Senate Finance Commitiee
United States Senate
Thursday, September 21, 2006

Mr, Chairman,

In August, President Bush norinated John Veroneau fo the position of Deputy U.S. Trade
Representative, with the Rank of Ambassador. Today, I have the honor of introducing him to the
Committee.

1 have known Mr. Veroneau for nearly a decade. He's my former Legislative Director, so I speak
with some authority on his experience and qualifications. To put it simply, Mr. Veroneau is a
skilled legislative hand. While serving as my Legislative Director, he proved an integral member
of my staff. He consistently demonstrated a nuanced understanding of a diverse array of issues,
and his insightful advice was always on the mark. Mr. Veroneau was an invaluable asset to my
staff, and I was sorry to lose him.

Mr. Veroneau's depth of experience in policy, and trade in particular, makes him well suited for
the job of Deputy U.S. Trade Representative. He has a unique understanding both of how
Capitol Hill operates and of the Administration, so he brings a balanced approach to critical trade
issues. He's a person of great character, and I can say with absolute confidence that he will
represent the country well.

I look forward to swift action by the Committee and confirmation by the Senate. He will be a
valuable addition to the already superb staff of the USTR office.

##i
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U.S. SENATE COMMITTEE ON

Finance

SENATOR CHUCK GRASSLEY, OF 1WA - CHAIRMAN

htip:/finance.senate.gov

Opening Statement of Chairman Grassley
Nomination Hearing of John Kevin Veroneau and Robert K. Steel
Thursday, Sept. 21, 2006

The purpose of today’s hearing is to consider the nominations of John Veroneau to be Deputy
United States Trade Representative in the Office of the United States Trade Representative, and
Robert Steel to be Under Secretary for Domestic Finance at the Department of the Treasury.

Before we start, I want to note that Senator Frist had hoped to be here today to introduce Mr.
Veroneau to the committee. Unfortunately, Senator Frist is unable to attend today’s hearing. Instead,
Senator Frist is submitting a statement for the record in support of Mr. Veroneau’s nomination,

President Bush has made an outstanding selection in nominating John Veroneau to be Deputy
United States Trade Representative. Mr. Veroneau is well-known to the committee, having served
previously as both General Counsel and Assistant USTR for Congressional Affairs in the Office of
the United States Trade Representative.

Mr. Veroneau comes to the Committee as a partner in the law firm DLA Piper Rudnick Gray
Cary. He has also served as Assistant Secretary of Defense for Legislative Affairs, Chief of Staff to
Senator Collins, and Legislative Director to both Senator Frist and former Senator Bill Cohen.

Mr. Veroneau is highly qualified to be Deputy USTR. He brings a wealth of experience and
perspective to this new position, and I hope my colleagues will join me in processing his nomination
quickly.

Mr. Steel is also very qualified for the position to which he has been nominated. He
developed his qualifications to be Under Secretary for Domestic Finance over the course of 2 long
and venerable career at The Goldman Sachs Group. Over the course of his career, Mr. Steel has
experienced thirty years worth of dynamic change in how people utilize capital markets, on both a
domestic and international level. Mr. Steel also has extensive experience working with the
investment community while interacting with various state and federal regulatory bodies. His
accumulated experiences make him well-qualified for the position to which he has been nominated.
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STATEMENT OF ROBERT K. STEEL
NOMINEE FOR UNDERSECRETARY OF DOMESTIC FINANCE,
DEPARTMENT OF TREASURY
SEPTEMBER 21, 2006

Chairman Grassley, Ranking Member Baucus and distinguished Members of the
Committee, thank you for the opportunity to testify today. Iam both honored and
enthustastic about being nominated to the position of Undersecretary of the Treasury for
Domestic Finance. If confirmed, I look forward to serving the President, the Secretary of
the Treasury, and our country in this position. I also look forward to working closely
with the Congress on a variety of important issues facing our country. I am also honored
as I know many of the people who have held this position previously, and I am humbled
to assume these same responsibilities as this group of distinguished public servants.

I am enthusiastic because of the opportunity to work for this Administration and for
Secretary Paulson. The Secretary and 1 have worked closely together for almost three
decades. T know him to be a leader of wisdom and integrity and would look forward,
subject to confirmation, to being a member of his Treasury team.

I think that my personal and professional background is a good fit for the responsibilities
of this position. Recently I retired from Goldman Sachs after nearly 30 years with the
firm and over that time have had the opportunity to be a part of the significant evolution
and change in the domestic and international capital markets. My career started in 1976
in institutional sales in the company’s Chicago office and rose through the ranks to
become co-head of institutional sales by 1984,

In 1987, I relocated to London to establish the firm’s Equity Capital Markets efforts in
Europe. At this time there was movement in Europe to privatize major state-owned
enterprises in a transition toward a more market-driven economy. 1was directly involved
in the efforts to transition these companies which included major telecom, utility and
energy holdings of the governments.

In 1996, I became co-head of the Equities Division and joined the firm’s Managerment
Committee. Lastly, I was appointed Vice Chairman of the firm and these responsibilities
expanded to include many cross-divisional strategic activities. Today I remain an advisor
to the firm and play an active 1ole in important issues related to intra-firm training,
education and diversity initiatives.

Over the course of my career I have had the benefit of great counsel from many of my
colleagues and our esteemed clients. I genuinely believe that these experiences should
give me an appropriate fonndation to do my best with regard to the responsibilities
related to this position.
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1 have also had the opportunity to participate in the academic and public policy worlds,
using my experience to help frame discussions of important issues facing our markets and
our economy. If confirmed as Under Secretary for Domestic Finance, I plan on bringing
my understanding of financial matters and my commitment to sound public policy to the
Treasury Department.

In closing, I want to thank you for your consideration and I want to pledge to you that if
confirmed I will fulfill my duties as Undersecretary to the best of my abilities. I welcome
your questions.
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SENATE FINANCE COMMITTEE
STATEMENT OF INFORMATION REQUESTED OF NOMINEE

A. BIOGRAPHICAL INFORMATION
Name: (Include any former names used.)

Robert King Steel

Position to which nominated:

Under Secretary of Treasury (Domestic Finance)

Date of nomination:

September 6, 2006.

Address: (List current residence, office, and mailing addresses.)

Home (also mailing): 71 Mayfair Lane
Greenwich, CT 06831

Office (also mailing): 85 Broad Street
New York, NY 10004

Date and place of birth:

Durham, NC; August 3, 1951

Marital status: (Include maiden name of wife or husband's name.)

Married to Gillian Vought Steel née Vought.

Names and ages of children:
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1.

Alexandra Deaton Steel 24
Elizabeth MacArthur Steel 21
Charlotte King Steel 19
8. Education: (List secondary and higher education mstltutlons dates attended,
degree received, and date degree granted.)
Durham High School .
1967 - 1969 High School Diploma = June 1969
Duke University’ » o
1969 - 1973 B.A. ‘ © May 1973
University of Chicago - :
1974-1984 MB.A. March 1984
9. Employment record: (List ail jobs held since college, including the title c}r.,
description of job, name of employer, location of work, and dates of-
employment.)
1976 - Senior Director The Goldman Sachs | New York, NY |-
present’ : i Group, Inc. : :
- Advisory Director
Participating Managing
Director
10..  Government experience: (List any advisory, consultative, honorary, or other paré~

time service or positions with Federal, State or local governments, other than
those listed above.)

N/A

Business relationships: (List all positions beld as an officer, director, trustee,
partuer, proprietor, agent, representative, or consultant of any corporation,
company, firm, partnership, other business enterprise, or educational or other
institution.)

The Goldman Sachs Group, Inc.: Senior Director

Barclays PLC and Barclays Bank PLC: Non-Executive Director
The After-School Corporation: Chairman

The Aspen Institute, Trustee
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Boy Scouts of America, Greater New York Councils: Director
Duke University: Chairman, Board of Trustees

Duke University Management Company: Board Member

Harvard University: Senior Fellow, Kennedy School of Government
The National Humanities Center: Trustee

Windward School: Trustee

I'am also a limited partner in a large number of disclosed investment parmershxps
1 have no active role in these partnerships.

I am a limited parmer in a several disclosed real estate-focused partnerships. I
have no active role in these partnerships.

12. Memberslnps (List all mcmbershlps and ofﬁces held in professmnal ﬁ'atemal
scholarly, civic, business, chantable, and other orgamzanons )

Member Only:

- Bear’s Club, North Palm Beach, FL: Member.
Field Club, Greenwich, CT: Member
Golf Club of Parchase, Purchase, NY: Member
Maroon Creek Club, Aspen, CO: Member
Round Hill Club, Greenwich, CT: Member -
Saddle & Cycle Club, Chicago, IL: Member
Racquet Club of Chicago: Member )
St. Batnabas Church, Greenwich, CT: Member

13.  Political affiliations and activities:

a List all public offices for which ybu have been a candidate.
NA
b. List all memberships and offices held in and serviées rendered to all

political parties or election committees during the last 10 years.
I am a listed supporter of various Republican activities and candidates.
c. Itemize all political contributions to any individual, campaign

organization, political party, political action committee, or similar entity of
$50 or more for the past 10 years.

Date Recipient ) Amount

7/13/2006 Straight Talk America $10,000
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7/13/2006 Straight Talk America PAC $5,000
5/18/2006 " { Republican Majority for Choice $100,000
5/1/2006 Mike DeWine for U.S. Senate $1,000
11/1/2005 Straight Talk America PAC $5,000
6/27/2005 Christopher Shays for Congress $2,000
6/23/2005 Sandhills Political Action Committee $5,000
10/23/2004 Friends of John McCain $2,000
2/17/2004 John Edwards for Senate -$1,000
12/22/2003 Richard Burr Commiittee $2,000
12/22/2003 Richard Burr Commitiee $2,000
9/15/2003 | Jack Ryan for U.S. Senate $2,000
9/9/2003 TOMPAC - ' $1,000.
8/27/2003 Christopher Shays for Congress $2,000
6/15/2003 Bush-Cheney ‘04 . K $2,000
6/9/2003 NRCC $15,000
5/30/2003 Missourians for Kit Bond $2,000
5/272003. Evan Bayh $2,000
5/27/2003 Evan Bayh $2,000
1 4/10/2003 Citizens for Arlen Specter $2,000
4 4/10/2003 Campbell for Colorado $2,000
4/10/2003 Citizens for Bunning $2,000
4/10/2003 Missourians for Kit Bond $2,000
4/10/2003 - VOLPAC o L "1 $5,000
1/28/2003 ' | Goldman Sachs Group, Inc. PAC 185,000
1/28/2003 Goldman Sachs NY PAC $2,500
1/27/2003 ‘Securities Industry Association PAC $5,000
1/10/2003 Shelby for U.S. Senate ’ $1,000
12/20/2002 Citizens for Arlen Specter $2,000
12/4/2002 - | Louisiana State Republican Party $25,000
10/23/2002 WISH List ) $500
10/21/2002 John Edwards for Senate $1,000
10/17/2002 NRSC, Non-Federal $25,000
10/15/2002 Chambliss for US Senate $1,000
10/4/2002 Christopher Shays for Congress $1,000
10/3/2002 DSCC $9,000
9/23/2002 Strickland for Colorado $1,000
9/4/2002 DSCC $4,000
8/29/2002 Erskine Bowles for US Senate $1,000
6/24/2002 New American Optimists, Non-federal $25,000
6/24/2002 Alexander for Senate $1,000
5/10/2002 Leadership PAC $1,000
2/25/2002 Goldman Sachs Group, Inc. PAC $2,000
2/25/2002 Goldman Sachs Group, Inc. PAC -$2,000
2/25/2002 Goldman Sachs NJ PAC $1,000
12/3/2001 Strickland for Colorado $1,000
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11/30/2001 Erskine Bowles for US Senate $1,000
11/20/2001 ‘WISH List $500
10/18/2001 Dan Blue for Senate $1,000
10/1/2001 Friends of Phil Gramm -$1,000
3/26/2001 Friends of Schumer (S) $1,000
3/23/2001 Friends of Schumer (S) $1,000
3/15/2001 Friends of Phil Gramm $1,000
2/20/2001 Goldman Sachs NY PAC $1,000
2/20/2001. Goldman Sachs Group, Inc. PAC $2,000
7/18/2000 DSCC $10,000
6/15/2000 John Edwards for Senate 1 $1,000
3/20/2000 Goldman Sachs NY PAC $1,000
3/20/2000 Goldman Sachs Group, Inc. PAC $5,000
1 2/15/2000 Friends of Phil Gramm 1 $1,000
112/30/1999 Corzine 2000 Inc. $1,000
12/30/1999 Corzine 2000 Inc. . $1,000
7/20/1999 Bill Bradley for President Committee $1,000
1 5/25/1999 McCain 2000, Inc. $1,000
3/11/1999 Goldman Sachs NY . $1,500
3/11/1999 . Goldman Sachs Group, Inc. PAC $1,250
10/29/1998 John Edwards for Senate $1,000
1/28/1998 "| Goldman Sachs NY PAC v ' $1,000
1/28/1998 Goldman Sachs Group Inc. PAC - $2,000
6/19/1997 . Schumer ‘98 ‘ ' $1,000
6/18/1997 Friends of Senator D’ Amato $1,000
4 2/1/1997 Goldman Sachs NY PAC . 1$2,500
2/1/1997 Goldman Sachs Group Inc. PAC $3,000
9/30/1996 Democratic National Committee - Florida $1,000
v Wins ‘96
2/21/1996 Goldman Sachs NY PAC $1,250
2/21/1996 Goldman Sachs Group, Inc. PAC $1,250

14.  Honors and Awards: (List all scholarships, fellowships, honorary degrees,
honorary society memberships, military medals, and any other special
recognitions for outstanding service or achievement.)

- Boy Scouts of America: Eagle Scout Award;
- Boy Scouts of America: Silver Beaver Award;
- Duke University: Charles Duke’s Award for University Service

15. Published writings: (List the titles, publishers, and dates of all books, articles,
reports, or other published matenials you have written.) ‘
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17.

34

= Sarbanes-Oxley has let fresh air into boardrooms, Fmancxal Tlmes July 29,

2005 (co-author Thomas Healy);
* Rx for Medicare, Hoover Digest, 2005 No. 3 (co-author Thomas Healy);
» For Retirees, The Day of Reckoning, The Washington Post, August 16, 2005

(co-author Thomas Healy).

'Speéches: (List all formal speeches you have delivered during the past five years
which are on topics relevant to the position for which you have been nominated.
Provide the Committee with two copies of each formal speech.)

. N/A

- Qualifications: (State what, in your oplmon quahfies you to serve in the position
- to which you have been nominated.)

Since joining Goldman Sachs iri 1976, 1 have had the opportunity to be a part of
the significant evolution and change in the domestic and international capital

_'markets of the last 30 years. The firm has expanded along with the globalization

of the markets. I believe that well functioning markets can serve as a key

‘ingredient to a growing economy that is so important for the citizens of our

country and the rest of the world. While at Goldman Sachs Thad a large variety
of experiences working both with the investment community which are the
providers of capital and the corporations and other entities that are the users of
capital. I have also had the oppertunity to manage large complex businesses and
be responSIble for risk management in certain areas. In addition, ] have had the
opportumty to interact with many state and federal regulatory bodies and ..
participate in public policy discussions at a senior lével. These experiences have
provided me with an understanding of the functions and practices of particular
governmental bodies. If confirmed I will do my best to apply my background to
the duties and responsibilities of the position for which I have been nominated.

B. FUTURE EMPLOYMENT RELATIONSHIPS

Will you sever all connections with your present employers, business firms,
associations, or organizations if you are confirmed by the Senate? If not, provide
details.

Yes, except as specified in the terms of my ethics agreement with the Department
of Treasury, which is documented by letter to Bernard Knight, Jr., Assistant
General Counsel (General Law & Ethics) and Designated Agency Ethics Official.
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1 will seek guidance from a Treasury ethics official regarding my activities with
these organizations as needed.

Do you have any plans, commitments, or agreements to pursue oufside
~ employment, with or without compensation, during your service with the
government? If so; provide details.

No, except as specified in the terms of my ethics agreement with the Department
" of Treasury, which is documented by letter to Bernard Knight, Jr., Assistant
General Counsel (General Law & Ethics) and Designated Agency Ethics Official.
1 will seck guidance from a Treasury ethlcs official regarding my activities thh
these organizations as needed : L

Has any person or entiiy made a commitment or agreement to employ your
services in any capac:ty after you. leave govemment service? If so, provide
detazls ;

No.

If you are confifmed by the Senate, do you expect to serve out your, full term or.
until the next Presidential electlon ‘whichever is apphcable’? If not, explain.

Yes if conﬁrmed by the Senate, Texpect to serve at the pleasure of the
Pres1dent : .

' C. POTENTIAL CONFLICTS OF INTEREST

Indicate any investments, obligations, liabilities, or other relationships which
could involve potential conflicts of interest in the position to which you have been
pominated.

Any potential conflicts of interest have been identified and resolved in accordance
with the terms and conditions of my ethics agreement with the Department of
Treasury, which is documented by letter to Bernard Knight, Jr., Assistant General
Counsel (General Law and Ethics) and Designated Agency Ethics Official,
Should any potential conflict of interest arise in the future, I will seek guidance
from a Treasury ethics official.

Describe any business relationship, dealing or financial transaction which you-
have had during the last 10 years, whether for yourself, on behalf of a client, or
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acting as an agent, that could in any way constitute or result in a possible conflict
of interest in the position to which you have been nominated.

Any potential conflicts of interest have been identified and resolved in accordance

© with the terms and conditions of my ethics agreement with the Department of
Treasury, which is documented by letter to Bernard Knight, Jr., Assistant General

Counsel (General Law and Ethics) and Designated Agency Ethics Official.

Should any potential conflict of interest arise in the future, I will seek guxdance

from a Treasury ethics official.

Describe any activity during the past 10 years in which you have engaged for the.
purpose of directly or indirectly influencing the passage, defeat, or modification
of any legislation or affecting the administration and execution of law or public
policy. Activities performed as an employee of the Federal government need not
be listed.

From 1996 to 2006, as the Senior Director of The Goldman Sachs Group, Inc,, I
helped represent or oversee representation of the company’s interests before both
_the Congress and the Administration on a wide range of issues, including:

= - accoumnting issues;

. ERISA modemization;
riwe L market issues, including hedge fund regulation; credit ratmg agencxes and
i mutual fund regulation;

i . bankruptcy leglslanon and predatory lending

'E)'(plain how you will resolve any potential conflict of interest, includihg' anykthat
may be disclosed by your responses to the above items. (Provide the Committee
with two copies of any trust or other agreements.) .- )

Any potential conflicts of interest will be identified and resolved in accordance
with the terms and conditions of my ethics agreement with the Department of
Treasury, which is documented by letter to Bernard Knight, Jr., Assistant General
Counsel (General Law and Ethics) and Designated Agency Ethics Official.
Should any potential conflict of interest arise in the future, I will seek guidance

- from a Treasury ethics official.

Two copies of written opinions should be provided directly to the Committee by
the designated agency ethics officer of the agency to which you have been
nominated and by the Office of Government Ethics concerning potential conflicts
of interest or any legal impediments to your serving in this position.
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The following information is to be provided only by nominees to the positions of
United States Trade Representative and Deputy United States Trade
Representative:

Have you ever represented, advised, or otherwise aided a foreign government or a
foreign political organization with respect to any international trade matter? If so,
provide the name of the foreign entity, a description of the work performed
 (including any work you supervised), the time frame of the work (e.g:, March to

. December 1995), and the number of hours spent on the representation.

N/A

D.  LEGAL AND OTHER MATTERS

Have you ever been the subject of a complaint or been investigated, disciplined, .
or otherwise cited for a breach of ethics for unprofessional conduct before any .
court; administrative agency, professional association, dlsaphnary cormmttee or
other professional group? If so, provide details. s

No.
"Have you> ever been invéstigéted; arrested, chérgéd, orheld by any Federé_l, Stéte, :

-or other law enforecement authority for a violation of any Federal, State, county or
- ‘municipal law, regulation, or ordmance other than 4 minor t:rafﬁc offense? If so,"

provide details.

No.

Have you ever been involved as a party in interest in any administrative agéncy" :
- proceeding or civil litigation? If so, provide details.

Goldman Sachs as a firm has been the subject of such litigation; however, none

involved me specifically nor have I ever been a named party to such litigations.

Have you ever been convicted (including pleas of guilty or nolo contendere) of

any criminal violation other than a minor traffic offense? If so, provide details.

No.
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Please advise the Commmeé of any additional information, favorable or
unfavorable, which you feel should be considered in connechon with your -
nomination. ’

N/A

E.  TESTIFYING BEFORE CONGRESS
) Ifyou are confirmed by the Senate, are you wﬂlmg to appear and testify beforc
any duly constituted committee-of the Congress on such occasmns as you may be
reasonably requested to do so?
Yes.
If you are: conﬁrmed by the Senate are. you wﬂ]mg to provide such mformanon as

- is requested by such commlttees?

Yes.
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Confirmation Hearing of Robert K. Steel
Questions for the Record
September 21, 2006

Snowe Question 1 (New Markets Tax Credits):

One of my top legislative priorities is to reauthorize the New Markets Tax Credit to help
revitalize struggling communities. Last year, Senator Rockefeller and I worked together
to obtain a one-year extension, through 2008, of the incentive in the Senate’s version of
the tax reconciliation bill. We remain hopeful that the provision will be included in the
forthcoming tax extenders package.

Enacted in December 2000 to stimulate increased investment and economic growth in
low-income communities, the New Markets Tax Credit offers a seven-year, 39 percent
federal tax credit for Qualified Investments made through investment vehicles known as
Community Development Entities. Thus far, a total of $12.1 billion has been allocated to
community development organizations working to create jobs, promote health care, foster
small businesses, and stimulate economic opportunities in urban and rural areas across
the county.

In my home state of Maine, the New Market Tax Credit has brought much needed
investment dollars to struggling rural communities, particularly in the Katahdin Forest
area. The Credit enabled two pulp and paper mills owned by the Great Northern Paper
Company in the Katahdin Forest area to stay in business and modernize, resulting in the
direct employment of 650 people.

Data collected by the CDFI Fund reveals that the Credit is being deployed in an efficient
and effective manner. Allocates are deploying their capital into low income communities
at an extremely fast pace. They are targeting poorer communities than required by law or
regulation, and they are investing more than is minimally required in these areas as well.
Mr. Steel, if confirmed, you will oversee the CDFI Fund at Treasury that administers the
New Markets Tax Credit program. I'd like to ask you if I can count on you to work with
me and my colleagues to re-authorize the New Markets Tax Credit if you are confirmed?
I would also like to know what other ideas you have to help our nation’s most needy
communities attract capital and create jobs so they are not left behind in the global
economy.

Answer:

Should Congress decide to reauthorize the New Markets Tax Credit program, I will
work with Senate Finance Committee cooperatively to ensure that the CDFI Fund
continues to provide capital and technical assistance to underserved areas. Investing in
education and people is one way to help ensure that those in the poorest communities of
our country are not left behind. If confirmed I look forward to working with you on this
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important topic, and try to find new, innovative ways to channel investment and expertise
to these areas.

Baucus Question (Tax Extenders):

I understand in your new role you will be a close economic policy advisor to the
Secretary. As you know, a host of popular tax incentives that we call the “extenders” is
being held up for other legislation. These extenders include business credits, such as the
R&D credit and the Work Opportunity Credit, and individual deductions, such as the
tuition deduction, state sales tax deduction, and the classroom teachers’ deduction. The
IRS has told us that QOctober 15 is their deadline for the 2006 tax season forms. That is, if
the law is changed after that, significant costs will be borne by the IRS and particularly
taxpayers who may will miss out on the important tax incentives. With more than 120
million taxpayers filing Form 1040, which contains specific lines for a number of these
incentives, the risk of confusion and error is a near certainty. The Treasury Department
has remained on the sidelines on this issue though.

Would you agree that under-utilization of these credits, taxpayer confusion and error, and
increased IRS administrative costs, all of which are likely if the extenders do not pass
until later in the year, are bad for our economy, for taxpayers, and for IRS' administrative
process?

Answer:

While I have not been briefed on the details of these provisions, I believe it is important

that this country have a stable tax code so individuals and businesses can plan and invest
accordingly. If confirmed, I look forward to working with the Treasury personnel in the
Office of Tax Policy, which I understand has primary responsibility for these issues.

Baucus Follow-up: To what extent do you believe that Treasury should take a more
active role in pushing for an earlier extension this year?

Answer:

Again, not being familiar with the details of these provisions or the history of the
legislation pending in Congress, I do not believe it would be constructive for me to
express a view on the Treasury Department's role in this matter.

Bunning Question 1:
In the discussions during the Banking Committee’s hearings on hedge funds, a lot of
people talked about “sophisticated investors™ that do not need government interference.

1 do not think that it is the Congress’ job to tell an investor what to invest in. It is our job
to examine potential risks to the whole financial system. If confirmed, would you push
for more transparency in this sector?
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Answer:

With regard to “sophisticated investors”, my comments should be viewed as noting that
there are two broad groups of investor classes rooted in our securities regulatory
structure. One group of investors can be broadly classified as “sophisticated” and by that
1 mean that these investors are presumed to have the knowledge or the means to acquire
the knowledge to learn relevant information about particular investments. Another group
of investors does not fall into this group and therefore our securities laws impose greater
requirements on those marketing or selling securities, mostly in the form of enhanced
disclosure, to provide these investors with greater protections.

1 do agree with the main theme of your question — that Treasury’s principal role should be
to facilitate the soundness of the broader financial system. A fundamental aspect of my
job, if confirmed as Under Secretary for Domestic Finance, will be to engage in the
dialogue that Treasury is planning to have over the next several months with investment
and financial professionals, regulators, and policy-makers that have a stake or interest in
the hedge fund sector.

The purpose of these meetings will be to take a broad view of hedge funds in order to
make sure we have a clear understanding and a balanced view of the current trends,
benefits, and risks posed by hedge funds and their growth. These discussions are
necessary steps we must take before we can determine which potential regulatory or
administrative actions, if any, would best address the risks and investor protection issues
presented by hedge funds.

One of the recommendations made by the President’s Working Group on Financial
Markets in its 1999 report on hedge funds and the Long-Term Capital Management
episode was for more frequent and meaningful information on hedge funds to be made
available to the investing public. This is unquestionably an issue that we will revisit in
the course of our dialogue with hedge fund managers, investors, and other market
participants.

Bunning Question 2:

I had the opportunity to pose this question to Mr. Quarles during a hearing this spring on
hedge funds, and I would now like to ask you: in a regulated mutual fund industry, many
questionable practices that were not in the best interest of the individual investor and the
markets had to be corrected by government intervention.

Why would we assume in a lightly regulated hedge fund industry that we wouldn’t
encounter similar indiscretions by managers?

Answer:

I do not think it can be assumed that the hedge fund sector is any less — or, for that matter,
more — susceptible to managerial indiscretions than any other segment of the financial
services industry, irrespective of the level of regulation or oversight.
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Your question presents interesting investor protection issues. An important issue to
consider is whether the threshold for permitting individuals to invest in hedge funds is set
appropriately. Iintend to work with the Securities and Exchange Commission and other
appropriate financial services regulators to examine these issues. Moreover, this is a
question that we intend to explore in our upcoming dialogue with hedge fund managers,
investors, and other market participants.

When we talk about hedge funds, we must also be cognizant of the potential systemic
risks that they pose. We hope to achieve a broad consensus on these issues as well in our
dialogue.

Bunning Question 3:

As you know, the cost of regulatory compliance is becoming a bigger and bigger issue for
banks, especially small banks who have a much harder time absorbing the costs than
larger banks. Do you have any suggestions on how we can lessen the regulatory costs on
small banks?

Answer:

I am aware that cost of regulatory compliance is an important issue for banks and other
financial institutions, and even more so for smaller institutions that have a smaller
revenue base to absorb the fixed costs associated with a regulatory compliance regime.
Public policy makers should continually evaluate costs and benefits of regulations so that
our financial system can operate in the most efficient manner. At this time I do not have
any specific suggestions on how regulatory costs can be reduced for small banks, but if
confirmed I look forward to considering this issue more fully.

Bunning Question 4:

In a speech earlier this year to the NAIC on regulatory reform, Assistant Secretary for
Financial Institutions Emil Henry said, “Property and casualty insurance products appear
to be much more state-specific than life insurance products, and thus might call for
differing regulatory approaches.” Do you agree with Mr. Henry’s statement? If so,
please explain why Treasury feels the property and casualty and life markets are so
different, and therefore call for differing regulatory solutions.

Answer:

It is my understanding that many property and casualty insurance products (such as
automobile insurance) are more directly linked to state laws, regulations, and case law in
the various states, while life insurance products have a greater degree of national
uniformity. That is the basic point I believe Assistant Secretary Henry was describing. 1
am not aware of any decision that Treasury has made regarding differing regulatory
solutions for property and casualty insurance versus life insurance, or on the general
matter of insurance regulatory modernization.

Bunning Question 5:

In that same speech, Mr. Henry said, “A dual regulatory environment as enjoyed by the
banks involves regulatory competition, which can be positive if it leads to general
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deregulation, innovation, and increased consumer choice; but we realize that it can also
have potential downsides.” What are those downsides?

Answer:

1 believe the potential downside of regulatory competition Mr. Henry was referring to is
the potential for regulatory arbitrage, sometimes referred to as “the race to the

bottom.” If a regulated entity has a choice in determining its regulator, there is always
the possibility that it will choose a more lenient regulator, and some regulators might
even attempt to provide less strict regulatory standards in an effort to encourage more
entities to elect to be under its jurisdiction. The duplication of regulatory efforts with its
inevitable increases in regulatory costs, as well as the potential inefficiency of multiple
regulators, might also be considered as downsides to regulatory competition.

Bunning Question 6:

If Congress decided to go forward with federal regulation of the insurance industry,
should an existing agency take over regulation or should a new independent regulator be
created?

Answer:

Several proposals have been made that call for some degree of federal involvement in the
regulation of insurance. At this point I believe given the differing views on what form
federal involvement in insurance modernization might take, it would be premature to
speculate on the structure of a federal regulatory agency.

Bunning Question 7:
Do you believe the lack of a federal insurance regulator, or advocate for the insurance
industry, have been problematic within the government when discussing or creating

policy?

Answer:

The insurance industry is a large and critical part of the U.S. financial sector, and
performs an essential function in our overall economy by providing a mechanism for
businesses and the general population to safeguard their assets from a wide variety of
risks. Not having a federal role in insurance regulation may create problems, both in
understanding the risks that are present in the insurance market and how they relate to our
overall national financial system and global financial system. If confirmed, I look
forward to fully evaluating these issues.

Bunning Question 8:

Recently, Secretary Paulson has indicated that he may be willing to ease the
administration's position on GSE portfolio restrictions. Assistant Secretary Henry said
that the best way to deal with this issue is through a legislative solution and that Treasury
is reviewing options in the event there is no legislation before Congress lets out before
the November elections. What is your position on portfolio limits? Would you agree with
Assistant Secretary Henry's statement that a legislative solution is preferable? What
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options do you see Treasury pursuing in the event that legislation is not taken up before
the elections?

Answer:

We should keep three goals in mind when considering GSE regulatory reform: 1)
promoting the strength and resilience of U.S. housing finance markets; 2) lessening the
potential for systemic risk; and 3) continuing the nation’s progress in meeting the
mortgage credit needs of all of its homebuyers. I do agree with Assistant Secretary
Henry’s statement that a legislative solution is preferable. I fully understand that the
Treasury Department has the authority to approve the issuance of GSE debt. I am notin
a position to say what actions Treasury might take regarding its debt approval authority.
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Statement of John K. Veroneau
Nominee for Deputy United States Trade Representative
Before the Senate Finance Committee
September 21, 2006

Chairman Grassley, Senator Baucus, distingnished members of the Committee, it is a pleasure
to appear before you today. I deeply appreciate your time and consideration.

I am grateful for the confidence shown in me by the President and Ambassador Schwab in
nominating me for this position.

I would like publicly to thank my wife, Carol, and our sons, Sam and Zach, for supporting my
continued interest in government service.

While previously at USTR, I had the pleasure of working with this Committee on many trade
policy and enforcement issues.

I applaud the committee’s bipartisan approach to trade and, if confirmed, look forward to
working closely with you to advance a strong trade agenda.

1 believe strongly that open markets best serve America’s long-term interests but recognize
that even the best policies are for naught if they lack political support.

It is incumbent upon those of us who endorse global trade to ensure and to demonstrate that —
over time — open markets serve the interests of all Americans.

Those of us who benefit most directly and immediately from a global economy must redress
those who — in the short term — may be adversely affected. We must support policies that
encourage job creation and help workers in acquiring new skills.

At the same time, it is important to realize that the global economic pie is not fixed. Trade
between nations enhances the well-being of citizens in both countries.

Twenty five years ago, I helped Cambodian refugees, fleeing genocide under Pol Pot, to build
new lives here in America. Today, economic opportunities exist in Cambodia — thanks in part to
trade agreements — that simply did not exist at that time.

Economic progress in Cambodia is good for Cambodia. It is also good for America.
Consumers benefit from a wider choice of goods and over time Cambodia will provide a
growing market for U.S. exports. Greater economic and political stability in Cambodia will also
enhance our security interests in that part of the world.
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Open trade, along with technological changes and other factors, have made the early 21st
century a period of unprecedented economic growth and change in the world.

The challenge of the next few years will be to continue to secure the benefits of a global
economy while building political support for institutions and policies that make global
integration possible.

The Chairman of the Federal Reserve Bank recently cautioned that further global economic
integration “should not be taken for granted.” He then pressed the need “to ensure that the
benefits of global economic integration are sufficiently widely shared.”

1 share Chairman Bernanke’s sentiments in this regard.

If confirmed, I welcome the opportunity to work with the Committee to advance vigorously
our trade interests and to maximize the benefits of global integration for all Americans.

I thank you for your time and consideration.
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SENATE FINANCE COMMITTEE
STATEMENT OF INFORMATION REQUESTED OF NOMINEE

A. BIOGRAPHICAL INFORMATION

Name: (Include any former names used.):
John Kevin Veroneau

Position to which nominated:
Deputy United States Trade Representative
Date of nomination:

Address: (List current residence, office, and mailing addresses.)

Home: 1715 North Inglewood Street
Arlington, Virginia 22205

Office: DLA Piper Rudnick Gray Cary LLP
1200 19th Street, NW.
Washington, D.C. 20036
Date and place of birth:
June 3, 1960, Portland, Maine

Marital status: (Include maiden name of wife or husband’s name.)
Married; Carol L. Svoboda
Names and ages of children:

Samuel S. Veroneau (Age: 9)
Zachary S. Veroneau (Age: 9)

Education: (List secondary and higher education institutions, dates attended,
degree received, and date degree granted.)

9/1974 to 6/1978, Cheverus High School, 6/1978
9/1978 to 5/19/83, University of Maine, Bachelors of Arts, 5/1983
9/1986 to 6/1989, University of Maine, Juris Doctor, 6/1989
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9. Employment record: (List all jobs held since college, including the title or
description of job, name of employer, location of work, and dates of
employment.)

3/2005 to Present, DLA Piper Rudnick Gray Cary
Partner
1200 19th Street, N.W., Washington, D.C. 20036

3/2003 to 2/2005, U.S. Trade Representative
General Counsel
600 17th Street, N.W., Washington, D.C. 20508

2/2001 to 3/2003, U.S. Trade Representative
Assistant USTR for Congressional Affairs .
600 17th Street, NW., Washington, D.C. 20508

11/1999 to 2/2001, U.S. Department of Defense
Assistant Secretary of Defense for Legislative Affairs
Pentagon, Washington, D.C. 20050

271999 to 11/1999, U.S. Department of Defense
Acting Assistant Secretary of Defense for Legislative Affairs
Pentagon, Washington, D.C. 20050

711998 to 2/1999, U.S. Depariment of Defense
Principal Deputy Assistant Secretary of Defense for Legislative Affairs
Pentagon, Washington, D.C. 20050

51997 to 7/1998, U.S. Department of Defense
Deputy Assistant Secretary of Defense for Senate Affairs
Pentagon, Washington, D.C. 200050

12/1996 to 5/1997, U.S. Senator Susan M. Collins
Chief of Staff
461 Dirksen Building, Washington, D.C. 20510

5/1996 to 12/1996, U.S. Senator Bill Frist
Legislative Director
509 Hart Building, Washington, D.C. 20510

3/1994 to 5/1996, U.S. Senator Bill Cohen
Legislative Director
332 Hart Building, Washington, D.C. 20510

3/1992 to 3/1994, U.S. Senator Bill Cohen
Legislative Counsel
332 Hart Building, Washington, D.C. 20510
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11/1989 to 3/1992, U.S. Senator Bill Cohen
Legislative Assistant
332 Hart Building, Washington, D.C. 20510

6/1986 to 6/1989, Bean, Jones & Warren
Law Clerk
Scarborough, Maine

©6/1987 to 8/1987, U.S. Department of Justice
Summer Honors Program
Washington, D.C.

6/1988 to 8/1988, U.S. Department of Justice
Summer Honors Program
Washington, D.C.

10/1985 to 6/1986, Hard Times Café
Cook
Alexandria, VA

9/1983 to 9/1984, Lutheran Immigration and Refugee Service
Refugee Resettlement Coordinator
Boston, MA

Government experience: (List any advisory, consultative, honorary, or other part-
time service or positions with Federal, State or local governments, other than
those listed above.) :

None
Business relationships: (List all positions held as an officer, director, trustee,
partner, proprietor, agent, representative, or consultant of any corporation,
company, firm, partnership, other business enterprise, or educational or other
institution.): )

Partner, DLA Piper Rudnick Gray Cary LLP (March 2005 — present)

Memberships: (List all memberships and offices held in professional, fraternal,
scholarly, civic, business, charitable, and other organizations.)

Maryland Bar Association
District of Columbia Bar Association
American Bar Association

Political affiliations and activities:

a. List all public offices for which you have been a candidate.
None
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List all memberships and offices held in and services rendered to all
political parties or election committees during the last 10 years.

None

ltemize all political contributions to any individual, campaign organization,
political party, pofitical action committee, or similar entity of $50 or more

2000 Olympia J. Snowe for Senate $100
2005 DLA Piper PAC $5000
2005 Reagan Dunn for County Council . $100
2005 Olympia J. Snowe for Senate $1000
2006 Dave Emery for Governor $500
2006 House Majority Whip Roy Blunt $500

Honors and Awards: (List all scholarships, fellowships, honorary degrees,
honorary society memberships, military medals, and any other special
recognitions for outstanding service or achievement.)

U.S. Department of Defense Medal for Distinguished Public Service, Jan 2001
U.S. Department of Navy Medal for Distinguished Public Service, Jan 2001
U.S. Department of Air Force Medal for Exceptional Civilian Service, Jan 2001

U.S. Department of the Army, Distinguished Public Service Award, Jan 2001

Published writings: (List the titles, publishers, and dates of all books, articles,
reports, or other published materials you have written.)

Op-ed, “Central America Deserves Support,” Bangor Daily News (June 9,
2005)

*Foreign Acquisition Of U.S. Government Contractors Facing Higher Scrutiny”,
International Govemment Contractor (October 2005)

Op-ed, “Asian Investors, Beware,” The Wall Street Journal (Asia Edition)
(March 10 -12, 2006)

“A High Bar for US Safeguards,” China Business Review (March-April 2006)

Speeches: (List all formal speeches you have delivered during the past five years
which are on topics relevant to the position for which you have been nominated.
Provide the Committee with two copies of each formal speech.) -

No formal speeches.
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Testimony before the House Financial Services Subcommittee on Domestic
and International Monetary Policy, Trade and Technology on May 17, 2006

regarding “H.R. 5337, Reform of National Security Review of Foreign Direct
Investments Act.”

17.  Qualifications: (State what, in your opinion, qualifies you fo serve in thé position
fo which you have been nominated.)

The following experiences, in my opinion, qualify me fo serve as Deputy U.S.
Trade Representative:

As General Counsel at USTR, | worked on a wide range of legal and policy
matters in negotiating and enforcing trade agreements, and administering U.S.
trade laws.

As former Assistant USTR for Congressional Affairs, | understand the critical
constitutional role that Congress plays in matters affecting international trade.

As former Assistant Secretary of Defense, 1 understand the important
relationship that often exist between U.S. economic and national security
interests.

B. FUTURE EMPLOYMENT RELATIONSHIPS

1. Will you sever all connections with your present employers, business firms,
associations, or organizations if you are confirmed by the Senate? If not, provide
details.

Yes
2. Do you have any plans, commitments, or agreements fo pursue outside

employment, with or without compensation, during your service with the
government? If so, provide details.

No
3. Has any person or entity made a commitment or agreement to employ your

services in any capacity after you leave government service? If so, provide
details.

No
4. Ifyou are confirmed by the Senate, do you expect to serve out your full term or
until the next Presidential election, whichever is applicable? If not, explain.
Yes
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C. POTENTIAL CONFLICTS OF INTEREST

Indicate any investments, obligations, liabilities, or other relationships which
could involve potential conflicts of interest in the position to which you have been
nominated.

None

Describe any business relationship, dealing or financial transaction which you
have had during the last 10 years, whether for yourself, on behalf of a client, or
acting as an agent, that could in any way constitute or result in a possible conflict
of interest in the position to which you have been nominated.

As a partner in the law firm of DLA Piper Rudnick Gray Cary, | have
represented clients on various matters. It is possible that these clients could
have matters before USTR. However, | do not foresee any conflicts that would
materially affect my responsibilities as Deputy USTR.

Describe any activity during the past 10 years in which you have engaged for the
purpose of directly or indirectly influencing the passage, defeat, or modification of
any legislation or affecting the administration and execution of law or public
policy. Activities performed as an employee of the Federal government need not
be listed. .

In June 2005, | published an op-ed urging Congressional support for the US-
Central America Free Trade Agreement (CAFTA).

In March 2006, | was retained by the Organization for International Investment
(OFHl) to advice on matters affecting foreign direct investment subject to
approval by the Committee on Foreign Investment in the United States
(CFIUS). The scope of this representation included legislative proposals
affecting CFIUS.

In June 2006, | represented Valley Fresh Seafood in advocating the
introduction of 5.3118, a bill to provide duty relief for certain fish production.

Explain how you will resolve any potential conflict of interest, including any that
may be disclosed by your responses to the above items. (Provide the Committee
with two copies of any trust or other agreements.)

As discussed in my ethics agreement, for one year | will not participate in any
particular matters involving specific parties where DLA Piper Rudnick Gray
Cary is representing a party, or in which one of my former clients is or
represents a party.

Two copies of written opinions should be provided directly to the Committee by
the designated agency ethics officer of the agency to which you have been



53

nominated and by the Office of Government Ethics concerning potential conflicts
of interest or any legal impediments fo your serving in this position.

Copies will be provided directly to the Committee as requested.

The following information is to be provided only by nominees to the positions of
United States Trade Representative and Deputy United States Trade
Representative:

Have you ever represented, advised, or otherwise aided a foreign government or
a foreign political organization with respect to any international trade matter? If
$0, provide the name of the foreign entity, a description of the work performed
(including any work you supervised), the time frame of the work (e.g., March to
December 1995), and the number of hours spent on the representation.

No
D. LEGAL AND OTHER MATTERS

Have you ever been the subject of a complaint or been investigated, disciplined,
or otherwise cited for a breach of ethics for unprofessional conduct before any
court, administrative agency, professional association, disciplinary committee, or
other professional group? If so, provide details.

No

Have you ever been investigated, arrested, charged, or held by any Federal,
State, or other law enforcement authority for a violation of any Federal, State,
county or municipal law, regulation, or ordinance, other than a minor traffic
offense? If so, provide details. ’

Yes. Pled guilty to a Disorderly Conduct charge (consuming alcohol in public)
in 1979 in Old Orchard Beach, Maine. Paid $100 fine. Also pled guilty to
charge of theft of public property (street sign) in North Conway, N.H. in 1978.
Paid $50 fine.

Have you ever been involved as a party in interest in any administrative agency
proceeding or civil litigation? If so, provide details.

No

Have you ever been convicted (including pleas of guilty or nolo contendere) of
any criminal violation other than a minor traffic offense? If so, provide details.

Yes. Pled guilty to a Disorderly Conduct charge (consuming alcohol in public)
in 1979 in Old Orchard Beach, Maine. Paid $100 fine. Also pled guilty to
charge of theft of public property (street sign) in North Conway, N.H. in 1978.
Paid $50 fine.
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Please advise the Committee of any additional information, favorable or
unfavorable, which you feel should be considered in connection with your
nomination.

No additional information
E. TESTIFYING BEFORE CONGRESS

i yod are confirmed by the Senate, are you willing to appear and testify before
any duly constituted committee of the Congress on such occasions as you may
be reasonably requested to do so? o

Yes " » _
If you are confirmed by the Senate, are you willing to provide such 'information‘a_s
is requested by such commmees?

Yes
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‘Written Responses to Senate Finance Committee Questions for the Record
John K. Veronean
September 26, 2006

Senator Baucus:

L.

Mr. Veroneau, congratulations on your nomination. You have a great reputation. I look
forward to working with you. Ihave made a practice recently of asking trade nominees
to tell me the top three issues they plan to address when they take office. And1ask
nominees to report back to me in six months on their progress fulfilling these priorities.
So, what will be your top three priorities for your tenure as Deputy USTR? Will you
commit to sending me a progress report six months after your confirmation as Deputy
USTR?

Response:

In addition to the day-to-day enforcement of our trade agreements and advocacy on behalf of
U.S. exporters, the following will be my three top priorities if confirmed to be Deputy United
States Trade Representative:

1.

Global Negotiations: The WTO Doha negotiations offer U.S. businesses, farmers,
ranchers and workers the best opportunity to benefit from trade liberalization. As such,
working to bring the pending Doha negotiations to closure will be my first priority. I am
mindful of the serious challenges facing these negotiations and agree that no deal is better
than a bad deal. But, if confirmed, my highest priority will be to work creatively with
Ambassador Schwab, the Congress and other stakeholders to see if a deal can be reached
that would serve America’s trade interests.

Bilateral and Regional Negotiations: Consistent with a primary focus on WTO
negotiations, another priority will be maximizing U.S. interests in bilateral and regional
trade liberalization. As long as our trade partners are willing to negotiate comprehensive
agreements, my priority will be to pursue as many Free Trade Agreements as possible —
with a priority on those countries that provide greater economic opportunities for U.S.
exporters.

Priorities include full implementation of the CAFTA-DR, bringing the Oman agreement
into force, and completing negotiations and securing passage of the Peru, Colombia, and
Panama Trade Promotion Agreements.

Russia: intellectual property and food safety measures based on science: Russia’s
interest in joining the WTO provides an opportunity to make serious progress toward
protecting intellectual property (IPR) and employing science-based sanitary-phyto-
sanitary (SPS) standards in Russia. If confirmed, I intend to focus intently on U.S.
interests in these areas and to help Russia understand that adherence to WTO standards
on IPR and SPS issues would serve Russia’s long-term interests as well.
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If confirmed, | will be pleased to report to you at the six-month mark on the status of these
matters. In the interim, I would look forward to consulting with you and other members of the
Committee on these matters.

2. Like many of my colleagues, I am concerned that we ensure an orderly transition to free
trade in sweeteners under NAFTA in 2008 for American sugar producers, Mexican sugar
producers, and U.S. HFCS producers. 1 have serious concerns about the recent U.S.-
Mexico sweetener agreement, but I would like more detail on one part of that agreement.
As part of the agreement, the countries agreed to establish a joint industry/government
task force on trade in sugar and high fructose corn syrup. What are the administration’s
plans for this task force? What will the task force look like? Who will serve on it?
When will it be established? Please describe to me in writing in detail the
administration’s plans for this task force.

Response:

The July 27 exchange of letters with Mexico on sweetener trade calls for a joint
industry/government task force to assist the governments in preparing for tariff elimination on
sweeteners in January 2008 and to periodically review sweetener shipments over the next 15
months to ensure the prompt and full utilization of the market access the agreement provides.

USTR and USDA are currently consulting with the private sector on the most appropriate way to
structure this task force to monitor bilateral sweetener trade, and if confirmed, [ would welcome
input from all interested parties.

While the Administration has made no decisions at this time, and of course will have to reach
agreement with Mexico on the task force’s operation, the initial thinking is that the task force
will comprise representatives from the relevant stakeholders including sugar producers, corn
refiners and sweetener users.

As arule, joint task forces of this type are most useful and productive when they have a clear and
specific mandate. The sweetener agreement with Mexico provides such a mandate. It directs the
task force to focus on the tariff elimination for sugar or syrup goods and HFCS goods in January
2008 and to ensure utilization of the market access the agreement provides between now and
January 2008.

The Administration expects to consult with the Government of Mexico on the task force shortly,
and to have it operational early in the 2007 marketing year. If confirmed, I look forward to
consulting with you on this matter.

3. Mr. Veroneau, you come to this position with considerable trade experience, including
two years as USTR General Counsel. As you know, enforcement of our trade agreements
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is a major priority of mine. In this Congress, 1 introduced bills with Senator Grassley and
Senator Hatch that would strengthen USTR’s enforcement function, including creating a
Chief Enforcement Officer at USTR. What do you think are the most important
enforcement priorities for USTR in the portfolio you would assume? Drawing on your
experience as General Counsel, what can USTR do better to enforce our trade
agreements? Does USTR have the necessary tools and resources to carry out its
enforcement function?

Response:

I agree that monitoring and enforcement of our trade agreements is an important priority.
Vigorous monitoring and enforcement is necessary to ensure that our workers, farmers, ranchers,
and businesses receive the benefits that the United States has negotiated for them.

My priority will be to address any area where U.S. goods, services, or intellectual property are
facing unfair trade practices. It is not possible to predict with any certainty today what problems
will arise with our trading partners, but I know that some of the areas where we have
traditionally needed to engage in enforcement have been agriculture and sanitary and
phytosanitary issues, intellectual property, tariff and non-tariff barriers, and services. And of
course we will need to be working closely with our largest trading partners, including the EU,
China, Canada, and Japan, on addressing trade problems.

I understand that USTR has taken steps over the past several months that will strengthen its
enforcement function. USTR has created the position of Chief Agriculture Counsel to focus on
agriculture policy and enforcement issues. And as a result of the top-to-bottom review of U.S.
China trade policy, USTR has appointed a Chief Counsel for China Trade Enforcement, who is
co-chairing a China Enforcement Task Force along with the Deputy Assistant U.S. Trade
Representative for China Enforcement. That Task Force is already developing enforcement
initiatives, including potential WTO cases.

These additional positions, mechanisms, and processes supplement existing USTR tools and
resources for enforcement. For example, the TPSC Subcommittee on Monitoring and
Enforcement and the TPSC Compliance Task Force continue to assist in responding to
monitoring and enforcement needs and coordinating interagency enforcement efforts. To date,
these tools and resources appear to have been sufficient to carry out USTR s enforcement
function, but that question will need to be reassessed on an on-going basis.

4. Mr. Veroneau, America’s ranchers continue to face barriers to their beef exports all over
the world. This has been an enormous and unfair burden to the ranchers in my state of
Montana. Peru has not fulfilled its commitment to open its market to all U.S. beef and
beef product imports. This Committee passed an amendment at the mock markup of the
Peru implementing package that would require the administration to delay entry into
force of the agreement until Peru fulfills this commitment.
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‘What is the status of this Committee’s amendment? Will it be included in the package
the administration submits to Congress?

Response:

It is my understanding that the Administration plans to include the amendment passed by the
Finance Committee in the Statement of Administrative Action that accompanies the
implementing legislation for the U.S.-Peru Trade Promotion Agreement.

What steps will you take to open Peru’s market as soon as possible?

Response:

Currently, Peru permits entry of U.S. bone-in and bone-less beef from animals under 30 months
of age. Peruvian officials have indicated recently that they would like to resolve the issue of
Peru’s import restrictions on U.S. beef from animals 30 months of age and older. USTR is now
are working intensively to reach agreement on this matter with the Government of Peru.

5. Mr. Veroneau, I have congratulated Ambassador Schwab and her staff at USTR for their
excellent work in resolving the U.S.-Canada lumber dispute. They worked hard and
deserve our thanks and recognition. Yet every agreement is only as good as its
implementation. What specific steps will you take to monitor the implementation of this
agreement?

Response:

The Softwood Lumber Agreement will only succeed if it is viewed as part of an ongoing process
with Canada to resolve the underlying dispute over Canadian trade practices. The agreement
creates several formal channels for dialogue with Canada. First, it establishes a bi-national
Softwood Lumber Committee composed of U.S. and Canadian government representatives to
oversee the implementation of the agreement. To facilitate this and related work, the agreement
contains extensive provisions on information exchange. Second, it establishes a formal 18-
month process at the outset of the agreement to negotiate specific policy reforms Canadian
provinces would need to undertake to help ensure, for purposes of the agreement, that their
administrative systems produce market-determined results. Third, it encourages the creation of a
bi-national industry council to allow the industries to work out their differences. Finally, if the
governments cannot resolve matters through consultation and negotiation, the agreement
contains a formal dispute settlement process. USTR should not hesitate to use this process where
warranted. 1 expect that USTR will work closely with the U.S. industry and the Canadian
government to resolve any differences, and will raise any problems through the channels
provided under the agreement to ensure that it functions as intended.

6. I'am concerned about the direction South America has taken recently. Especially with
Hugo Chavez in Venezuela preaching a brand of populism that relies largely on attacking
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the United States, | am wondering what we should be doing on trade policy in the
Americas. What do you think we should do? What do you think we can do to improve
our trade and investment relationship with two of our largest trading partners, Canada and
Mexico?

Response:

U.S. trade policy in Latin America has been successful in cementing relationships with countries
that share our commitment to open markets and democratic values. The U.S. — Chile FTA has
more than doubled two-way trade since implementation in 2004. The United States has
implemented the CAFTA-DR with four partner countries and it is important to keep working to
bring the agreement into force with the remaining two signatories. CAFTA-DR will make a
major contribution to increased trade and consolidation of democracy in the region. As a further
step, Congress should approve the trade promotion agreement we signed with Peru earlier this
year. USTR recently concluded negotiations on an FTA with Colombia. I know the
Administration is looking forward to signing that agreement this fall. That agreement will be a
big stride towards freer trade in the hemisphere. The Senate recently gave its advice and consent
to the U.S. — Uruguay Bilateral Investment Treaty, the first of the new model BITs. The
agreement demonstrates our commitment to create new economic opportunities with those
countries in the hemisphere that are willing to help themselves by implementing sound economic
policies. USTR is negotiating an FTA with Panama and has established forums for deepening
the trade and investment discussion with Uruguay, Paraguay, Brazil, Argentina, and CARICOM.
In short, U.S. leadership is producing real progress for countries in the region and proof that
open, market-based economies are the surest path for growth and development. USTR should
continue to explore additional means to build on these accomplishments.

Regarding NAFTA, the agreement has been a great success for all three countries. Canada and
Mexico are our top two export markets, accounting for 36.7% of all exports — up from 30.5%
before NAFTA. Since 1993, U.S. merchandise exports to NAFTA partners grew more rapidly —
at 137 percent — than our exports to the rest of the world, at 77 percent.

To build on this success, implementation of the remaining NAFTA provisions — largely removal
of remaining agricultural tariffs — should continue on schedule so we reach free trade in all goods
with Mexico on January 1, 2008.

We also need to think about what can be done to keep NAFTA current with changing conditions
of trade. For example, changing sourcing patterns may make the NAFTA’s rules of origin more
difficult to meet. USTR has already agreed to rule of origin changes covering $39 billion in
NAFTA trade. USTR should continue to consider ways in which we can adapt NAFTA to
current conditions

A second challenge we face today is increased security concerns. We need to ensure that the
United States works with Canada and Mexico to address today’s security concerns without
creating unnecessary barriers to trade.
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7. The U.S. coffee industry is an important contributor to U.S. export growth. U.S.
companies and workers roast and process over 1.1 million metric tons of green coffee
annually, and export more than 57,000 metric tons of green, roasted and instant coffee
per year. There are more than 1,000 U.S. roasters, processors, and importers, supporting
more than 150,000 jobs. Around the world though, coffee is a highly protected
commodity. I know that USTR has been working hard this past year fo reduce coffee
tariffs and prevent restrictive rules of origin — particularly through free trade agreement
negotiations. Looking ahead, I hope that Korean coffee tariffs can be immediately
eliminated as a part of the KORUS negotiations. But high tariffs also exist in countries
with which we are not negotiating free trade agreements. In India, for example, the bound
tariff rate on roasted coffee is an astonishing 150 percent. I participated on a trade
mission to India earlier this year, and I know first hand the opportunities that exist in that
market. But to take advantage of those and other export opportunities — and keep jobs in
the U.S. — we have to eliminate the high tariffs, such as the tariff on coffee that our
companies and workers encounter around the world. Please update me on USTR's efforts
to eliminate high coffee tariffs through free trade agreement negotiations and bilateral
trade dialogues.

Response:

[ understand that USTR intends to take this issue up with India on a bilateral basis in Trade
Policy Forum meetings. The next meeting of that forum is tentatively scheduled for November
in New Dethi.

On the multilateral front, the United States is calling for substantial reductions in all agricultural
tariffs in the Doha Development Agenda negotiations, including for coffee exported to India and
all other WTO Members. USTR should continue to press in these negotiations for the deepest
possible tariff cuts.

The Administration is also seeking increased market access for roasted coffee in U.S. free trade
agreements (FTAs). The Peru and Colombian trade promotion agreements will provide for duty-
free access to those countries for a certain amount of roasted coffee under a tariff-rate quota and
rule of origin system that confers origin on coffee that is roasted in the United States.

Rapidly eliminating tariffs and obtaining a favorable rule of origin for U.S. coffee is also a
priority in the FTA negotiations with Korea and Malaysia. [ understand that the negotiators in
the Korea and Malaysia FTAs have not yet addressed the issue of coffee tariffs in any detail.

The U.S. coffee industry represents an important export-related success story. If confirmed, 1
look forward to working with you to support the continued success of the industry by providing
additional market access opportunities abroad.

8. As you know, Senator Murray and I (and others in the Senate) have been ardent
supporters for years of taking action against the European Union for providing more than
$35 billion in WTO-inconsistent subsidies to Airbus. I commend you for having led the
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Administration’s efforts while serving as the General Counsel at the U.S, Trade
Representative's Office and believe we must be vigorous in pursuing our case at the
WTO. 1also strongly believe the Administration should be seeking to ensure in all of'its
dealings with this industry that business is conducted on a level playing field. Please
share your views on Europe’s actions to date in seeking to resolve the dispute.

Response:

1 share your view that it is critical to ensure a level playing field for trade in this industry. As
you know, the Administration has been working for more than two years to end launch aid and
other EU subsidies to Airbus. It is my understanding that the Administration would still prefer to
settle the matter through negotiation. The negotiations will not be successful, however, if the EU
is not willing to end launch aid.

USTR held technical discussions with the EU earlier this year that I understand made some
progress on the issues we would need to solve to reach an agreement. I believe the
Administration should remain ready to continue those discussions.

1 also understand that the Administration is carefully watching Airbus’ and EADS’ plans to
launch a new version of the Airbus A350 aircraft and whether the EU member states will decide
to provide launch aid for that aircraft. A decision to provide such aid could prove fatal to
negotiations.

Given the current state of the negotiations, it is important to keep moving forward with our WTO
case against the EU. Our goal should remain to end launch aid and other subsidies to Airbus as
soon as possible and thereby eliminate the unfair commercial advantages they provide for
Airbus.

9. T understand that USTR has presented a paper in the WTO encouraging the Committee of
Participants on the Expansion of Trade in Information Technology Products to hold
consultations on the erosion of product coverage under the Information Technology
Agreement (ITA). It is our understanding that the Committee is receptive to this proposal
and may convene such a consultation at the next Committee meeting.

Information technology and electronics offer some of the greatest opportunities for giving
developing countries the tools needed to advance economically and contribute
significantly to the global economy. Yet the erosion of coverage is seriously diluting the
promise of the ITA and makes all the more clear the need for an electronics sectoral
initiative.

‘What additional steps are being taken to promote consultations in the Committee on
implementation issues such as this?
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More generally, what steps are being taken to advance trade liberalization in certain
sectors such as electronics, where there is international industry support for such an
approach?

Response:

I share your concern about the “erosion” of product coverage under the ITA. Duty-free tariff
treatment under the ITA should continue, including for products incorporating updated
technology. I understand USTR has been working to develop a coalition of other countries who
will support the U.S. proposal before the ITA Committee and identify specific ITA products that
they feel are in danger of losing duty-free tariff treatment. It will be important to reach
consensus among ITA participants on how to ensure that duty-free tariff treatment for ITA
products will be maintained. In the longer-term, if confirmed, I would seek to expand product
coverage for IT products through a broad sectoral agreement on electronics and electrical
products, aimed at the elimination of tariffs on these products. [ understand that others
supportive of this approach include Hong Kong, China; Japan; Korea; Singapore; and Thailand.
Participation in the sectoral agreement is not mandatory, though countries accounting for a
critical mass of world trade would need to participate in order for the initiative to be concluded.
If confirmed, [ also intend to work to develop a proposal to address non-tariff barriers faced by
this industry.

10.  The liberalization of world trade in the information technology sector, as provided for by
the WTO Information Technology Agreement (ITA), has been a catalyst for U.S.
productivity and economic growth.

I understand that the European Commission intends to take action in the near future that
would subject trade in several of its products to customs duties, contrary to the EU’s
WTO commitments. What does USTR intend to do to ensure that set-top boxes exported
to the EU continue to receive bound, duty-free treatment, as called for by the ITA, as well
as to address other actions by the European Union to erode the ITA?

Response:

1 share the U.S. IT industry’s concern that recent EU actions may result in certain ITA products,
in particular products containing advanced technology or incorporating additional functions, no
longer receiving duty-free tariff treatment. Ambassador Schwab sent a letter to EU
Commissioner Mandelson in late June regarding the general issue of ITA erosion and in
particular EC actions with respect to set top boxes (an ITA product). Iunderstand that USTR has
yet to receive a response from Commissioner Mandelson on this issue, but is continuing at every
opportunity to stress to Commission officials the importance of ensuring that any action taken by
the EC is consistent with its WTO obligations in regard to this issue. If confirmed, I intend to
work with other ITA participants to ensure that advances in technology do not undermine tariff
commitments already made under the ITA. The United States tabled a draft proposal for
discussions among WTO Members on this issue at the ITA Committee meeting in July.
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11.  Ihave heard concerns regarding Chile’s implementation of its intellectual property rights
commitments in the US-Chile FTA. Specifically, I am told that Chile has not met certain
obligations regarding data protection and linkage which have left some American
companies at risk of losing protection they should have under the agreement. What is
USTR doing to address these concerns?

Response:

I know that USTR is committed to ensuring proper implementation of the FTA provisions and
remains very concerned about implementation of the intellectual property chapter of the FTA
with Chile. USTR is currently conducting an out-of-cycle review of Chile's intellectual property
rights (IPR) regime, including the drug approval process for patented medicines, as a result of
increased concern over Chile’s protection of IPR. In addition, AUSTR Eissenstat traveled to
Chile in August to press the Government of Chile to work to improve its implementation of the
agreement. USTR also continues to work closely with U.S. pharmaceutical firms to gather
information regarding the problems they are facing in Chile. USTR should consider all
appropriate options to ensure that the obligations in our FTA with Chile are respected.

12. In your view, and in light of section 182(b)(1) of the Trade Act of 1974, would a measure
that denies fair and equitable market access to U.S. persons that rely upon intellectual
property protection form a sufficient basis on which to designate a country a “Priority
Foreign Country,” and/or to warrant its designation on the Priority Watch List or Watch
List? Ifso, is it your view that section 182 requires that such a measure violate an
international trade agreement, such as the WTO Agreement, in order for a country to be
designated a “Priority Foreign Country,” or other designation under the “Special 301"
statute?

Response:

The interplay between regulatory, market access, and intellectual property barriers facing certain
U.S. export sectors requires considered attention under a range of policy tools available to the
Administration under U.S. trade law. The Special 301 process remains an essential tool for
evaluating priorities with respect to effective protection of U.S. IPR, and for engaging with U.S.
trading partners to advance those priorities. Consistent with the terms of the Special 301 statute,
the Special 301 tools may, depending on the circumstances of an individual case, represent one
of several appropriate means to address U.S. concerns. For example, if particular market access
or regulatory barriers clearly represent a violation of WTO obligations, and where those barriers
have implications for U.S. IPR, designation under one of the Special 301 categories should be
considered as one of a number of policy options.
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Senator Bunning:

1. 1t appears to me that the E.U. has a double standard on W.T.O. compliance — imposing
huge sanctions on the U.S. in the “FSC” case but ignoring its own obligations in the
longstanding Bananas case.

If confirmed for this position, will you pursue W.T.O. consultations on the banana matter
and do you think it is appropriate for the U.S. to request a 21.5 enforcement panel in this
matter?

Response:

1 too have concerns about the EU’s banana regime and about the EU fulfilling its commitment to
move to a tariff-only regime by 2006 that would at least maintain total market access for MFN
banana suppliers. I understand that USTR has raised these concerns with the EU directly and at
the Hong Kong WTO Ministerial in December and continues to raise this issue in the meetings
of the WTO Dispute Settlement Body and WTO Council for Trade in Goods. At the same time,
USTR should continue to work closely with the U.S. companies affected by the new EU banana
regime and interested Latin American countries to identify the most appropriate and

effective way to address concerns with the regime. All options remain on the table.

2. The U.S. textile industry cannot utilize traditional trade remedies, like dumping, against
apparel imports from Vietnam or any other country that dumps apparel into the U.S.
market, is that correct? What is U.S.T.R. doing to ensure that U.S. industry has recourse
if Vietnam, China or others dumps apparel into the U.S. and further disrupts our market?

Response:

I believe that strong and effective remedies against unfair trade practices, including those against
dumping and unfair subsidies, are critical for maintaining support for trade liberalization, and are
essential to ensure that the benefits gained from trade liberalization are not undermined. I
understand that some in the U.S. textile industry have concerns with the effectiveness of these
laws. If confirmed, I would be pleased to work with Congress and with industry to resolve these
concerns and to ensure that our trade remedy laws remain effective for injured U.S industries.

The USTR has worked with the domestic textile industry on a variety of issues to ensure the
success of the post-2005 integration of the textile sector into the fuil set of WTO rules. USTR
staff has reviewed with industry representatives the various trade remedies available to injured
industries under U.S. law and WTO rules, including antidumping, and explored with them in
detail their concerns and relevant considerations with respect to these remedies. As you know,
the Department of Commerce and the U.S. International Trade Commission, and not USTR, are
the agencies that conduct U.S. antidumping investigations, and have the greatest expertise in how
those laws are administered.
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In order to address the industry’s concerns regarding Vietnam, USTR negotiated a unique
mechanism in the bilateral market access agreement, which forms part of Vietnam’s WTO
accession commitments. This mechanism will ensure that Vietnam will live up to its obligations
to end immediately all WTO-prohibited subsidies for textile and apparel goods. Specifically, in
addition to the standard remedies for WTO-prohibited subsidies already available to the United
States through WTO dispute settlement, USTR has have taken the unprecedented step of adding
an enforcement mechanism that would allow for the prompt reimposition of quotas on textile and
apparel goods if Vietnam fails to fulfill its obligations to eliminate WTO-prohibited subsidies
immediately upon becoming a WTO member.

3. 1 am told that Russia's negotiations to join the WTO are close to wrapping up, yet a
significant sticking point still remains in the currently negotiated provisions.
Specifically, in the services arena, Russia is insisting on a 50% cap on foreign market
share in perpetuity, something that the United States has never agreed to in any
other trade agreement to date.

1 am concerned that this new type of restriction is not only bad for free trade generally,
but also severely undermines the WTO negotiations immediately and in the future, as it
may lead to other key trading partners, such as China, Brazil, and/or India freezing their
liberalization. I am told USTR has worked this issue intensively, but clearly we still have
an offer that does not meet our minimum threshold for an acceptable accession

package that achieves full liberalization via a scheduled phase-in period and by a date
certain. What is the current status of this issue and where do we go from here?

Response:

Russia and the United States are continuing to negotiate a bilateral market access agreement that
will form part of Russia’s overall WTO accession package. My assessment is that Russia’s entry
into the WTO is not imminent. Even after the bilateral market access agreement is concluded,
there will be substantial work before Russia may join the WTO. In terms of other bilateral
agreements, all of the other WTO members in Russia’s Working Party have long-since
concluded their bilateral market access agreements, while the United States has held out for a
solid bilateral agreement. Once the U.S. finishes on market access, the U.S. will join other WTO
members in negotiations on Russia’s adherence to multilateral rules. It is important to get Russia
back to the multilateral table, so that other WTO Members can share in the hard work rather than
leaving it up to the United States.

USTR is pursuing a number of outstanding issues to conclude the bilateral agreement. They
include: agriculture, trade in products with encrypted technology and issues on a few other
manufactured products, financial services, IPR enforcement and treatment of state-owned
enterprises. These issues were discussed by President Bush and President Putin when they met
in St. Petersburg, in July.

As negotiations have progressed, USTR has worked closely with industry and the Committee
staff to try to find solutions to the remaining concerns. I understand that we have made
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substantial progress in securing a high level of commitments for the banking, securities and
insurance sectors including a phase out of foreign equity restrictions, a significant expansion of
the types of financial services that may be offered in Russia’s market, protection of the rights of
existing financial service suppliers in Russia’s market, and branching rights for life and non-life
insurance. As industry knows, many of these improvements were made at U.S. insistence and do
not appear in any of Russia’s other bilateral market access agreements. Russia does have
concerns with respect to the so-called sector cap and I understand that this issue has been
discussed at the highest levels in both governments. My understanding is that USTR believes it
can find a solution that will not result in mandatory caps and therefore not create an unwise
precedent.

USTR does not believe that Russia’s discretionary sector cap will set a precedent for other
negotiations. It is highly unlikely that any of our major trading partners, such as Brazil, India or
China would try to introduce a similar sector-wide restriction on foreign equity, since such a
restriction would be likely to violate their current commitments and these WTO members would
pay a high price for that under the multilateral system. As a final point, the current level of
foreign investment in the Russian banking sector is roughly 12 percent and the level of foreign
investment in the Russian insurance sector is 4 percent.



