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ADMINISTRATION’S 2007 TRADE AGENDA

THURSDAY, FEBRUARY 15, 2007

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

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

Present: Senators Stabenow, Cantwell, Salazar, Grassley, Bun-
ning, and Roberts.

OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR
FROM MONTANA, CHAIRMAN, COMMITTEE ON FINANCE

The CHAIRMAN. The hearing will come to order.

I am pleased to convene the first of many hearings that this com-
mittee will hold this year on international trade. I am happy to
welcome Ambassador Susan Schwab as our first lead-off, kick-off
witness. Ambassador Schwab has demonstrated a steely resolve to
pronllote America’s interests, and we thank her very much for that
resolve.

About a century ago, tens of thousands of people came to what
would become the State of Montana. They came from every corner
of the world. They came to a place that many saw as unknown, un-
tamed, unsettled. But those who stayed saw something else: they
saw opportunity.

They saw opportunity for themselves, their families, and genera-
tions to come. Some saw opportunity in mining and farming, others
saw opportunity in hunting and trapping. One 21-year-old German
immigrant saw opportunity in ranching for himself and generations
to come. Those generations include me, his great-grandson.

Montanans seek opportunity. I grew up with that ethic, and it
has stuck with me in my nearly 30 years in the Senate. Today’s
trade agenda is a place that many see as unknown, as unsettled.
But I see opportunity.

I see the opportunity to increase the 12 million American jobs
that exports create. I see the opportunity to boost the international
trade that already accounts for a quarter of our Nation’s output,
a}rlld I see the opportunity to improve America’s economic leader-
ship.

These and other opportunities begin with fast track negotiating
authority. Fast track expires in June. I believe we must seize the
opportunity to renew fast track. Just as importantly, we must seize
the opportunity to re-think it.
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We must re-think fast track to ensure that we pursue commer-
cially significant agreements. We must re-think fast track to en-
sure that our agreements reflect our economy’s strengths.

We must re-think fast track to ensure that our trade agreements
raise labor and environmental standards, and we must re-think
fast track to ensure that our trade agreements improve working
conditions around the world.

However we re-think fast track, though, we must find a way so
that Congress feels it is listened to before the process begins, and
during the process. Too many in Congress feel that the administra-
tion does not adequately consult Congress. Many in Congress feel
they are not sufficiently listened to and want to be a truly equal
partner in trade.

Now, however we re-think fast track, we cannot consider it in
isolation. Instead, we must consider fast track in the context of
Americans’ growing unease over globalization, over international
trade, and out-sourcing.

We must consider fast track together with our growing record
trade deficits and foreign indebtedness. We must consider it with
the knowledge that many in Congress, and many in the country,
as I said, have felt left out of the trade policy process.

We must also consider fast track together with the policies that
buttress a successful trade agenda. That means making sure that
we have the right tools to vigorously enforce America’s trade agree-
ments and trade laws. That means making sure that America’s ex-
port promotion programs work to their full potential, and it means
making sure that America’s economy is as competitive as it can be.

That means making sure that all American workers can compete
and can win on the global playing field. That means making sure
that America takes care of those workers whom trade leaves be-
hind. For years I have called for expanding trade adjustment as-
sistance programs to include services workers. I believe we must do
that.

I have also pushed for further innovation on these policies, and
we should move also to a kind of globalization adjustment assist-
ance, not just trade adjustment assistance, that looks out for those
affected by all aspects of our changing economy.

Finally, we must consider our trade agenda together. Everyone
should have a voice. I plan a series of hearings to take stock of our
trade policy. We are going to dig down deep to make sure our policy
works better than it does, trying to determine what has worked
and what has not.

We need a consensus. As a next step, I plan to follow up on to-
day’s hearing on the trade agenda with another when we return in
March. That hearing will include witnesses that share different
perspectives on our trade agenda.

It is always a pleasure to welcome you, Madam Ambassador. You
have proven yourself tenacious, and you are a tireless negotiator
and an exemplary public servant. You are someone who knows op-
portunity when you see it. I look forward to your testimony.

I would now like to turn to Senator Grassley.
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OPENING STATEMENT OF HON. CHUCK GRASSLEY,
A U.S. SENATOR FROM IOWA

Senator GRASSLEY. Thank you, Mr. Chairman. I have a long
statement and nine different items, and I am only going to refer
to three of them to save time.

One would be that a new Congress now, with new leadership,
has an opportunity to produce concrete results for the American
people. For me, that starts with implementing our pending trade
agreements with Peru and Columbia, soon to be joined by Panama.
I am going to have a meeting this afternoon with the President of
Panama on that very issue. At least, I think that is what he wants
to talk about.

I think these are critically important trade issues. And particu-
larly with the trends that are going on in Venezuela, Bolivia, and
Ecuador, we ought to do what we can to promote free markets and
free political systems in these countries where we have an oppor-
tunity to support that. So, it would be irresponsible for Congress
not to act on those agreements.

We also need to reauthorize trade promotion authority. I do not
see this as a partisan issue, because every President, Republican
or Democrat, has had that authority. The success of the Doha
Rounds are only going to happen if we extend trade promotion au-
thority first.

I was skeptical about that during November and December, but
I have heard so many good things, like just what you heard from
Chairman Baucus, that I believe that that’s possible. I know you,
Anﬂ)assador Schwab, have been working to move that along as
well.

One item that I want to point out, although it may be considered
something that we also discussed with the Secretary of Treasury,
but four members of Congress—Chairman Baucus, me, Senator
Schumer, and Senator Graham—are still very much concerned
about the China currency issue, and we need to be working to get
that issue done.

Then one other thing that I want to point out to colleagues, as
much as I do to you, Ambassador Schwab. It was an issue, as we
went out in adjournment last fall, both before the election and after
the election, and that is, this committee’s jurisdiction over Customs
and Border Protection to make sure that we do our oversight work
in that area, particularly as it involves Customs.

Thank you, Mr. Chairman. Then, I would like to submit my en-
tire statement for the record.

The CHAIRMAN. It will be included. Thank you very much, Sen-
ator.

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

The CHAIRMAN. Ambassador Schwab?

STATEMENT OF HON. SUSAN SCHWAB, U.S. TRADE
REPRESENTATIVE, WASHINGTON, DC

Ambassador SCHWAB. Mr. Chairman, thank you very much for
inviting me today to address our trade agenda for 2007 and provide
an update. I look forward to answering your questions.
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I have a fairly brief statement that I think has been provided to
members of the committee. But let me thank you in advance, and
thank Senator Grassley for your very thoughtful remarks about
trade promotion authority reauthorization, about the importance of
passage of free trade agreements with Peru, Colombia, and Pan-
ama. I will be speaking about all of these issues later.

A key, though, I think, is the importance of bipartisanship in
trade and in U.S. trade policy. Mr. Chairman, you and Senator
Grassley have been in the forefront for many years of trying to
make sure that U.S. trade policy stayed bipartisan, and I thank
you for that on behalf of the administration, but also on behalf of
many, many Americans, the majority of Americans who benefit
from a proactive and open trading system.

I am going to go through these slides, as I said, fairly quickly.
You have copies for the record. The first two slides really provide
a context for our discussion of the trade agenda.

The first slide articulates the strength of the current U.S. econ-
omy, and that’s particularly true vis-a-vis other economies. One of
the reasons we see a trade deficit as large as it is, is because Eu-
rope and Japan, other developed countries, have simply not been
growing as fast as the United States.

Average U.S. GDP growth over the last several years has been
over 3 percent. We have added 2 million jobs last year, 2.2 million
jobs in the last year, and 7.4 million jobs since August of 2003.
Real compensation in the United States is up. Real manufacturing
output is up.

That said, there are concerns about trade. That is in spite of lots
of statistics, and data, and empirical evidence to the contrary.
There are some who are concerned about trade and their jobs, and
those are very real concerns and we need to be attentive to that.
You alluded to that in your opening statement, Mr. Chairman.

When we look at changes in the workforce, we need to acknowl-
edge that productivity increases and technological change, as well
as global competition, have a great deal of impact. And even
though it is clear from all of the statistical evidence available that
only a very, very small minority of those who are unemployed can
attribute that unemployment to trade, those individuals and those
plants that are shut down and those communities that face the dis-
location are facing very real problems, and we need to be cognizant
and understanding and seek solutions to help those Americans.

The day before yesterday, the 2006 trade statistics were issued.
They offer an interesting and, in many ways, upbeat insight into
what is going on. U.S. nominal goods and services exports last year
grew by 13 percent. Imports also grew, but by less than that, by
10.5 percent.

Ninety percent of the increase in the U.S. trade deficit last year
can be attributed to the increased price of petroleum, so that is an
interesting note in terms of the composition of the trade deficit.

On an inflation-adjusted basis, also, U.S. exports are up much
more dramatically than imports. In fact, if you look at the role of
trade in the economy, in the broader economic growth picture, you
discover that exports accounted for over a quarter of real GDP
growth last year, and, in the fourth quarter, trade accounted for al-
most 50 percent of GDP growth.
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In fact, on this inflation-adjusted basis, the trade imbalance was
largely unchanged last year. In fact, the imbalance, the trade def-
icit, shrank slightly, again, because of strong economic growth.

I note in the slides that strong U.S. exports help offset the down-
turn in the housing market. I also note that where we have jobs
related to exports—and you refer to those who benefit in the econ-
omy from such jobs—those jobs are better paying than the national
average.

Finally, the vast majority of Americans benefit from trade liber-
alization, and have benefitted from trade liberalization, and we
have offered just a few of those statistics.

Today I am going to talk about four elements of our trade agenda
and provide an update: first, the Doha Round negotiations; second,
trade promotion authority; third, trade agreements, including our
free trade agreements; and finally, and certainly not least, enforce-
ment compliance and dispute resolution and how that is, indeed, an
active and integral part of the administration’s trade policy.

Let me begin with the Doha Round. A lot has been said about
that. The Doha Round has been sputtering, starting, moving ahead,
falling back for over 5 years now. The key to remember about the
Doha Round is that 95 percent of the world’s consumers live out-
side of our borders. Ninety-five percent of the markets are outside
of our borders, and we need to be cognizant of that, particularly
when we think about the importance of trade and exports to our
economy.

The other element we need to think about when we are talking
about these global trade negotiations is the development angle. The
Doha Round, named the Doha Development Agenda, was launched
after September 11, 2001 with a view to lifting out of poverty
many, many, many—in this case, tens of millions—of the world’s
poor.

If, for example, in the case of Africa, we were to be able to help
Africa and Africa were to be able to increase its share of global
trade from 2 percent to 3 percent—and I note that at one point Af-
rica’s share of global trade was, in fact, 6 percent—but just an in-
crease of 1 percentage point in world trade would be the equivalent
of $70 billion a year for sub-Saharan Africa, which is well in excess
of any kind of aid program, official aid program, that anyone could
identify.

I would note, as you noted, Mr. Chairman, a Doha Round, if we
are to achieve a successful outcome to the Doha Round, simply
could not be enacted, could not be implemented without trade pro-
motion authority being reauthorized.

On page 6 of the slides we have a summary of the Doha Round’s
state of play. As you all know, in July of 2006 we walked away
from a bad deal. I would note, there is a trust element in trade pro-
motion authority.

Mr. Chairman, you spoke about re-thinking trade promotion au-
thority. Trade promotion authority is a contract between the execu-
tive and legislative branches of government. Part of that requires
an element of trust. Parts of it are written in stone.

One element of trust includes the United States not being stam-
peded into, or feeling forced by, a deadline such as the expiration
of trade promotion authority to embrace a bad deal.
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Last July we showed that we were not going to embrace a Doha
Round agreement that we could not recommend to the Congress to
enact under trade promotion authority, even if it meant the expira-
tion of trade promotion authority before we were able to close a
Doha Round agreement.

Since last July, we have had very intensive and much quieter ne-
gotiations going on, a lot of “what if” exercises on a bilateral basis
with key trading partners, where we are focusing on key priorities,
on key sensitivities, red lines, and trying to backward-integrate or
reverse-engineer into the top-line numbers.

Last year you will recall, we spent a lot of time pointing fingers
at each other on the top-line numbers. We were not going to get
to “yes” on the top-line numbers. We decided the key was to go
back and really focus on key export priorities, market access prior-
ities, how could we get meaningful trade flows.

I am happy to say that last month, in an informal meeting in
Switzerland among 25 trade ministers, this sort of bottom-up ap-
proach was embraced by the members. That means that we still
have a lot of work to do, particularly in terms of market access,
whether we are talking about agriculture, or we are talking about
manufacturing, or we are talking about services, but that work is
ongoing, and I am cautiously optimistic that we could reach a
breakthrough in the coming months.

On page 7, we have more detail in terms of what I have been
describing in the Doha state of play, the Doha Round. I do not need
to explain to this committee why the Doha Round is, and could be,
phenomenally important for our farmers and ranchers.

Market access, again, is the key where the focus is on meaning-
ful new trade flows. The challenge that we faced in the Doha
Round on these top-line numbers is that we are dealing with a
framework that really makes a lot of sense in many ways.

That framework in agriculture and manufacturing is a very pro-
gressive tariff-cutting formula, so the highest tariffs that are out
there would get cut the most. That is really important when you
are the country with the lowest agricultural tariffs in the world.
Our average agricultural tariff is 12 percent. The global average is
62 percent. India’s tariff average is 114 percent.

So, a tariff-cutting formula that is progressive makes a lot of
sense if you are looking for market access. The E.U.’s average is
23, 24 percent. However, within this framework there are also al-
lowances for exceptions, sensitive products, special products, spe-
cial safeguard mechanisms.

And we should not have been surprised when all the countries
that were worried about this progressive tariff-cutting formula sud-
denly decided to move their sensitive products, or the products they
did not want to cut tariffs on, into these sensitive product cat-
egories for special treatment, so now we are focused specifically on
those sensitive products and how to treat them.

One thing that we have managed to do already in the Doha
Round negotiations is get agreement on the elimination of agricul-
tural export subsidies. And finally, you will not be surprised to
learn that U.S. trade-distorting domestic support, agricultural
trade-distorting domestic support, is key to this negotiation.
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You have not been surprised to know that there is increased liti-
gation vis-a-vis our farm programs, in part because there are coun-
tries that are giving up on us being able to resolve some of these
issues through the Doha Round.

In terms of manufactured goods, in terms of services and other
key

The CHAIRMAN. Madam Ambassador, let me say we are going to
have to be very succinct here this morning and get to the point of
all of this, because there will be three votes beginning at 10:30. We
will just have to work our way through that.

Ambassador SCHWAB. All right. Let me just go through this.

You have it in front of you. Manufactured goods. Again, a major
priority. Services. Eight out of ten U.S. jobs. Other key issues
under negotiation include trade remedies, environmental issues,
and development issues.

Trade promotion authority, Mr. Chairman. You spoke about
trade promotion authority. Every President since 1974 has had
trade promotion authority and been able to use it in the interests
of the U.S. economy, particularly U.S. exporters, to open markets.

In this game, if you are not on the field, you are not playing. If
you are not moving forward, you are probably moving backwards.
If the trade promotion authority is not extended, that does not
mean that other countries are not going to be out there negotiating
bilateral and regional trade agreements. Pages 10, 11, 12, and 13
refer to bilateral FTAs.

The CHAIRMAN. Right. Yes. Those are good summaries, those
slides. We have gone through them.

Ambassador SCHWAB. All right.

Just to note, U.S. exports to our FTA partners have gone up
more than twice as quickly as U.S. exports to the rest of the world.
These FTAs are very much in the interest of the United States’
economy.

The CHAIRMAN. I am going to have to ask you to wrap up if you
could, please.

Ambassador SCHWAB. Let me go to enforcement.

The CHAIRMAN. Quickly.

Ambassador SCHWAB. The last two slides. Enforcement is as im-
portant as negotiating trade agreements, enforcing those trade
agreements. What we have in the last two slides, we note that we
use all the tools in our arsenal to address barriers to trade. That
includes negotiating. That includes enforcing agreements, it in-
cludes litigation.

We have a results-oriented approach, whether it is China, wheth-
er it is Japan, whether it is the E.U., and we take that very seri-
ously. We have a very strong record in terms of winning 88 percent
of the WTO cases that we have taken, and we have won over half
of the cases on an offensive and defensive basis.

The last slide, again, is an illustrative list of how we use the dif-
ferent tools at our disposal in a results-oriented approach to solve
problems and to open markets for U.S. exports.

[The prepared statement of Ambassador Schwab appears in the
appendix.]

The CHAIRMAN. Thank you, Madam Ambassador, very much.
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One point I just want to remind you about. You said that FTA
is a contract between the two branches of government. That is in-
correct. It is not a contract. It is solely up to Congress. A “contract”
implies a negotiated agreement between two entities. That is not
a contract.

Under the Constitution, the U.S. Congress decides whether it
wants to delegate fast track to the administration. It is the sole
prerogative of the Congress to delegate fast track authority. That
is basically what this hearing is about. That is, what should the
conditions be under which Congress delegates that authority to the
administration? It is not a contract.

I would like to ask you, though, on another subject, what the ad-
ministration is doing and what you are doing to help get fast track
authority approved by the Congress. That is, to encourage the Con-
gress to go ahead and extend it. What else are you doing? Those
are great statistics. Everybody has statistics.

But the real thing is, the American people and this Congress are
quite, quite skeptical about granting fast track authority. So what
are you doing to help persuade Congress that it should?

Ambassador SCHWAB. Mr. Chairman, when I referred to fast
track authority, trade promotion authority as a contract, it is clear-
ly an understanding between the executive and legislative branches
of government. Article 1, section 8 of the Constitution gives the re-
sponsibility to the Congress, no question.

The last time the Congress tried to do its own trade negotiating
was in 1930 and the result was the Smoot-Hawley Tariff Act. Since
1934, that has been delegated to the executive branch. It was dele-
gated in total up until 1974. Starting in 1974, when the negotia-
tions involved non-tariff barriers, it became clear that——

The CHAIRMAN. All right. I do not want to get into an argument,
Madam Ambassador. I have many points to refute what you are
saying. I would like you to answer my question. My question is,
what is the administration doing to help persuade Congress and
the American people that Congress should extend fast track au-
thority?

Ambassador SCHWAB. First and foremost, we are using fast
track, we are using trade promotion authority in a way that clearly
benefits U.S. exporters and U.S. economic interests. We are negoti-
ating a Doha Round agreement and not settling for a “Doha light.”
We are pushing for an agreement that clearly opens markets to
trade, both in terms of U.S. export interests, but also in terms of
global economic growth and development.

As I said in my opening remarks, we walked away from the out-
lines of a trade deal last July that would not have met those cri-
teria, so that is the first thing. We are negotiating agreements like
the Peru and Colombia free trade agreements that level the playing
field. In those cases, those two countries have one-way free trade
access to the U.S. market.

Those countries have chosen to negotiate free trade agreements
with us that we need to implement under fast track whereby they
open their markets in their entirety to U.S. exports instead of a
one-way free trade situation. In the case of Korea, we are in such
a negotiation with Korea, the seventh-largest trading partner.
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The CHAIRMAN. You have not really answered my question in the
deeper sense of the term. You are basically going through trade
agreements. I do not think that is going to suffice. This Congress
is going to want to know more.

Let me give you some suggestions: enforcement. What is the ad-
ministration doing to more aggressively enforce the current agree-
ments? You have done some things, and I commend you on what
you are doing in China. But I can think of lots of examples where
the administration has been lax. So what are you doing about en-
forcement? That is one.

The second one is trade adjustment assistance. What do you pro-
pose expanding in trade adjustment assistance to make it work an
awful lot better? Those are two. I can think of many other things
the administration could and should do, and must do, if it is going
to get fast track authority granted by this Congress.

Ambassador SCHWAB. Mr. Chairman, let me refer you to the two
pages of my testimony that I skipped over on enforcement. Let me
begin by agreeing with you on enforcement, which is, enforcement
has to be an integral part and is just as important as negotiating
new agreements. We do not use trade promotion authority, per se,
to enforce.

We have all of the authorities that we need to enforce existing
agreements in terms of the antidumping/countervailing duty laws
that the Commerce Department administers, the dispute resolution
mechanisms, either bilateral or through the World Trade Organiza-
tion.

And as I said, we have taken cases. The largest case ever taken
was taken on Airbus against the European Union. That case is
pending. We just launched a case less than 2 weeks ago against
China on prohibited subsidies. Those are subsidies that are prohib-
ited export subsidies. We think they have identified six of them.

We have identified three import substitution subsidies that are
illegal and we believe to be prohibited under their WTO accession
commitments. So, we have gone into a preliminary stage, pre-litiga-
tion stage on that. Intellectual property rights.

The CHAIRMAN. For the benefit of members, Senator Grassley is
going to come back so we can just keep the hearing going. I must
say, I cannot think of anything else. Senators are just going to
have to figure out when they want to be here or not. But we will
have a continuous session because Senator Grassley and I can ro-
tate back and forth. All right.

Senator Stabenow, it is going to be tight, but why do you not go
ahead?

Senator STABENOW. Yes. Well, thank you. I know it is tight. I
would say, first of all, just as a comment, when we look at the
numbers as you go through—and I will not have time to go through
all of them—I can show you a very different picture from middle-
class America and what has happened as we look at the economy:
3 million lost manufacturing jobs, productivity being up but wages
being down. There is a whole different world that is out there.

I guess my first question would be, do you feel we have a level
playing field on trade for American businesses? Do we have a level
playing field?
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Ambassador SCHWAB. I think it depends on the country. I think
that in some cases we do not have a level playing field, and that
is where we need to be applying our strongest enforcement compli-
ance tools.

In some cases, there are trade barriers that are out there, tariff
and nontariff barriers that are out there, that are fully legal under
the international trading system. I will give you the example of
autos in Korea. You and I have spoken about this before.

Senator STABENOW. Right.

Ambassador SCHWAB. There, Korea has an 8-percent tariff, the
U.S. has less than a 3-percent tariff. Both of those tariffs are fully
legal under the WTO. To level that playing field, to get both coun-
tries with zero tariff, you can use a free trade agreement negotia-
tion like the one we are using.

However, we need to make absolutely certain that behind the
tariff, the nontariff barriers in autos that we know the Koreans
maintain, whether it is standards, tax policies, those need to be
eliminated as well. So, there is a specific example where you need
to use a negotiation to accomplish it.

In some cases, I used a couple China examples. Where there is
not a level playing field and what China is doing is inconsistent
with its WTO obligations, then we need to get those problems re-
solved, get those barriers removed, or go to litigation to get them
removed, or to retaliate.

Senator STABENOW. Well, Madam Ambassador, just in terms of
South Korea, I would say you are acknowledging there is not a
level playing field on trade for autos, and I certainly could tell you
about appliances as well, manufacturers and so on.

I am assuming you will not come back to us with a trade agree-
ment that does not level that, since it is in America’s interests to
level that. Anything short of that, there is going to be a tremen-
dous amount of concern about. I would throw out again, as I did
in talking to you before, that we have seen, in other agreements
in the past, efforts that would create a threshold for market access.

I would suggest you look at something like a trigger that would
not open access until we reach certain penetration for our auto-
mobiles. There are ways to do this that would move us in the right
direction. It has been done before. I had mentioned to you, in 1991,
the semiconductor agreement with Japan. There was a targeted 20-
percent impact penetration by 1992, for the semiconductor market.
They did not reach it until 1994, but they moved in the right direc-
tion.

So I hope that you are going to come back with something, and
we would certainly be happy to work with you on the idea of some
kind of a trigger mechanism, but something needs to happen there.
And I would finally, as I know we are running out of time here,
there is much, much more I want to have an opportunity to talk
about, but I would also say this.

In your charts, as you talk about things like trade adjustment as-
sistance to help the fewer than 3 percent of workers who have been
laid off due to import competition or overseas relocation, that is a
very narrow definition of people who have been impacted by trade.

I would encourage you, we have to work together to look at coun-
terfeiting. We have lost over 200,000 jobs due to a $12 billion auto
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parts counterfeiting market, though we toughened up our counter-
feiting laws a couple of years ago. I do not see us using that to go
after that industry.

Over 1.5 million jobs have been lost due to currency manipula-
tion. There are a whole lot more folks in America being impacted
by this. I am all for trade, but I want to trade our products, not
our jobs. Right now in America, we have too many jobs that we are
losing. Thank you.

Ambassador SCHWAB. Senator, let me answer your question spe-
cifically about Korea. We will not bring back a free trade agree-
ment with Korea that does not level the playing field. I mean, that
is obviously a key component.

I would note that the 1991 semiconductor MOU that you are re-
ferring to was not a formal trade agreement, and the market access
language was an industry projection of what would take place. It
was not a government commitment.

We cannot be in a position of negotiating market share guaran-
tees. We can be in a position of negotiating opportunities and fair
opportunities, and I think that is what we can be working together
to make sure.

In terms of trade adjustment assistance, the Chairman specifi-
cally talked about trade adjustment assistance. I did not have a
chance to respond. The President recently said that he wants to ex-
tend trade adjustment assistance.

I think it is important that trade adjustment assistance, and
quite frankly anything that we can do to help those who are nega-
tively impacted by trade, I think that is a very important compo-
nent of our trade policy, and I look forward to working with you
on it.

Senator GRASSLEY. Senator Cantwell, I will let you ask questions
if you do not think you are going to miss the vote.

Senator CANTWELL. I think I am going to have to ask the ques-
tion and stay for a few minutes of it, but I think I am going to
make sure I make the vote.

But I think this Korean agreement is an interesting point, which
is, if we do not have TPA done in time to get the Korean deal, then
what will happen with the disparity? If you could just comment for
the record on the rate and speed at which the rest of the global
community is doing bilaterals.

If we do not have TPA, are we going to lose ground? So not only
do we not get these issues that are on an unlevel playing field for
the United States right now and Korea, if we do not have TPA to
actually go forth, how do we prevent ourselves from losing ground
on that issue if the rest of the world is moving much faster on
these bilaterals and we are without that capacity?

You will just have to excuse me. I do not want to miss the vote.
Senator Reid is being very diligent about the 15-minute rules these
days, so I may not stay, but I will have the record. To me, this is
a very important question.

Ambassador SCHWAB. Senator, I understand. You raised two
very, very important questions. If the United States walks off the
field, which is effectively what we do if we do not have trade pro-
motion authority, other countries will continue to negotiate bilat-
eral and regional deals, as they are currently doing, that are going
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to exclude us. That is likely to be to the detriment of our nego-
tiators.

In terms of Korea, we hope that that free trade agreement can
be negotiated in time to use the current allocation of trade pro-
motion authority. But obviously if we are unable to do that, if we
are unable to reach a bilaterally satisfactory FTA with Korea by
the end of March, then the issues that Senator Stabenow and you
have pointed out will not be addressed, or will certainly not be ad-
dressed as well as they could be in a free trade agreement.

Senator GRASSLEY. I am going to ask my questions now. Then
when Senator Baucus comes back, I have to run and vote. So, we
are going to do that over the course of these two or three votes.

Congress recently extended the Andean Trade Preference Pro-
gram until June 30. We need to implement our trade agreements
with Peru and Colombia by that date. I spoke to that in my open-
ing comment as to how important I think that is, not only for Peru
and Colombia, leveling the playing field for American farmers and
manufacturers, because Peru and Colombia have all this stuff com-
ing in here relatively duty-free and we do not, and under this
agreement we get that, so we have a level playing field. That is
why all this is a no-brainer.

But I have also stated that we have countries down there that
are nationalizing everything, like Ecuador, Bolivia, and Venezuela.
So, we want to promote free economies like Peru and Columbia
have, and obviously not anti-America economies, as Venezuela has
tended to be, and as Chavez is kind of working with Bolivia and
Ecuador for them to become.

So with respect to Ecuador and Bolivia, I do not see why we
should reward bad behavior by extending trade preferences for
those two countries. What is the administration’s point of view?

And I hope it is not different than mine, that I do not think they
deserve the benefits. Ecuador was starting to negotiate with us,
then they nationalized something and we backed off. They do not
keep their commitments, so why should we continue to give them
the benefits?

Ambassador SCHWAB. Senator, you point out that, whether we
are talking about free trade agreements or preference agreements,
in many cases we are looking at both commercial value and we are
looking at geopolitical implications.

In the case of the Andean preferences and the free trade agree-
ments that have been negotiated with Peru and Colombia, obvi-
ously both come into play, as well as our anti-narcotics objectives
in the region.

I thank you for your strong endorsement of the Peru and Colom-
bia free trade agreements. Those are, in fact, critical not just to
those economies, but to our economy as well. They are very, very
strong commercially and have very important geopolitical implica-
tions.

In terms of extension of preferences, last year when we ad-
dressed this issue the administration’s position favored extension of
preferences for all four of the Andean countries, as you know.

That position has not changed. Obviously, if there is a piece of
legislation as we approach the expiration of the current pref-
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erences, we will go back and revisit our position as an administra-
tion.

But the last official administration position at the end of last
year was for at least a 1l-year extension of all four of the pref-
erences. We are very comfortable with the extension for Peru and
Columbia such that that should give us time to enact the FTAs into
law and have them enter into force.

Senator GRASSLEY. Well, just to remind you, and I accept your
answer for now, we have made some mistakes in regard to Ven-
ezuela. The first mistake we made was when we sent observers
down to the first referendum on whether Chavez ought to be in of-
fice the way he is, and run the country the way he is.

There is all sorts of evidence that that election was rigged, and
our people, whoever they were that went down there—and I sup-
pose it is probably some people from the State Department, and
you sometimes wonder whether America is first or America is sec-
ond in their determinations—and they said that it was a legitimate
election. Everything indicates that it was not a legitimate election.

So, we need to send strong signals, if we believe that the direc-
tion of these countries is wrong, that they are wrong. I think that
is one way to do it for Bolivia and Ecuador.

You are well aware of my concerns about Korea’s de facto ban
on imports of U.S. beef. I also have major concerns about Korea’s
treatment of another major Iowa product, pork. Korea is currently
a large export market for our pork and there remains significant
potential for growth.

But Chile, a major U.S. competitor, recently implemented a free
trade agreement with Korea, and Chilean pork will be duty-free in
Korea. U.S. pork will be at a disadvantage then unless an ambi-
tious outcome is reached in our negotiations with the Koreans.

So I encourage you to negotiate an agreement with Korea on
pork that is based on the standards set in the Peru and Colombia
free trade agreements.

Ambassador SCHWAB. Senator Grassley, beef, we have spoken of
on a number of occasions. You have been an avid and enthusiastic
advocate of making sure that U.S. beef exports to Korea, to Japan,
to China resume the levels that they have had in the past, and
then some, and that these countries adhere to OIE standards,
internationally recognized standards in terms of their treatment of
U.S. beef exports. We will continue to pursue that, and we are cer-
tainly doing so in the case of Korea.

Similarly, with pork, we find, as you know, in a number of coun-
tries, including Korea, including the European Union, quite frank-
ly, that we are frequently facing SPS—sanitary and phyto-
sanitary—barriers to U.S. exports. It is a very, very high priority
of ours to see that those are eliminated.

Senator GRASSLEY. All right. Before I go to Senator Roberts, my
last point will be a status on our engagement with the European
Union over the biotech moratorium and the E.U. member state
bans. How are you working to see that the E.U. comes into compli-
ance with the WTO obligations?

Ambassador SCHWAB. Senator, that is a very good example of
how the U.S. Government uses our compliance tools to address a
trade problem, an unfair trade barrier in this case. This is a WTO
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case that we took against the European Union on biotech products.
We won that case.

The E.U. maintains that it is now in compliance with the WTO
standard. We do not believe that that is the case, even though
there have been some approvals of biotech product entry. As you
note, member states are still not in compliance. We continue to
monitor that and will return to the WTO to make sure those are
enforced.

Senator GRASSLEY. Yes. I did not get a very good response from
the European Union Commissioner on Agriculture, even though
she is, I think, somewhat personally sympathetic to getting this
solved.

There was a lot of hope of getting it solved, considering this 10-
or 15-year-old statement you always get from the Europeans, that
somehow there is consumer resistance to our GMOs (genetically
modified organisms). Then the fact that they say, well, it is labeled,
that is tantamount to a ban on our products as well.

Senator Roberts?

Senator ROBERTS. Thank you, Mr. Chairman. Pardon me. Thank
you, Senator. I had a momentary lapse there. But at any rate——

Senator GRASSLEY. Sounded good.

Senator ROBERTS. Yes. [Laughter.] Maybe we want a recount on
some of these. Well, never mind.

Senator GRASSLEY. Yes. We had better just accept the

Senator ROBERTS. Yes, I know that. I know that.

Senator GRASSLEY [continuing]. The verdict of the people.

Senator ROBERTS. Yes. I am perfectly willing. And now I have 4
minutes remaining. [Laughter.]

But I want to thank you and the Chairman for holding this hear-
ing. Ambassador Schwab, if in fact Margaret Thatcher was the Iron
Lady, you are now the Steel Lady, apparently, by the Chairman re-
ferring to your steely resolve. I thought “Steely Resolve” was a rock
group, but that is another whole thing.

You have been described as tenacious. But the thing that I like
is that you know when to hold them and when to fold them. That
is a Dodge City term, where I am from. You made a point of that.
I think that was very important to let our competitors know that
we are not going to accept something that is simply not right.

I want to commend you for aggressively pursuing the Airbus
Aviation case before the WTO dispute settlement panel, and then
also pressing for some kind of a negotiated settlement.

I do not understand. Well, I understand, but I think it is being
very disingenuous, to say the least—that is the nicest word I can
say—for the E.U. to come back and say, well, now that Boeing is
making a profit we have to have more subsidies. That is unbeliev-
able to me. So, I want to thank you for doing that.

Do you have any comment on that particular issue?

Ambassador SCHWAB. As you state, we would prefer to be able
to resolve this issue without continuing the litigation, with the
elimination of launch aid on the part of the Europeans. That has
not been possible up to this point and could be getting worse, so
we continue to pursue the litigation. We feel we have a strong case.

Senator ROBERTS. Well, hold them, do not fold them.
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This is going to be repetitive. The distinguished Senator from
Iowa has brought up the fact that I have more cows than people,
and so does he. Maybe hogs. I am not sure.

Senator GRASSLEY. Thirteen million five hundred thousand hogs
in Iowa.

Senator ROBERTS. I see.

Senator GRASSLEY. Thirteen million five hundred thousand.

Senator ROBERTS. We have more cattle. I am not going to get
into the numbers, but we have more cattle than people, and they
are usually in a better mood. [Laughter.] But at any rate, U.S. beef
continues to be blocked. And I have a whole series of questions
about that, and I am not going to get into all the adjectives and
adverbs, from the Korean market, and we have problems with
Japan as well.

The FTA negotiations appear to be moving forward. What hap-
pens if the negotiators come to an agreement on FTA and the beef
issue remains unresolved? Because you are not going to get sup-
port. We have laid that one down very clearly here in the Senate.
Would such a circumstances weaken your negotiating position on
the trade resumption?

Ambassador SCHWAB. The issue of Korean beef is one that is
very, very high priority for us, U.S. exports of beef to Korea, and
we have been extremely disappointed up to this stage in terms of
the reaction.

Those negotiations are separate from the free trade agreement
negotiations, but I think it has been very clear to any Korean offi-
cial who has been listening to the U.S. Congress, that the chances
of us being able to close a free trade agreement and expect it to
be approved by the U.S. Congress if the beef issue has not been re-
solved is pretty slim, and I think the key, really, is for Korea to
adopt internationally recognized standards for beef consumption.

Korea has every right to protect its consumers, its consumer
health and welfare. There is no question about that. But Korea is
not adhering to OIE standards, and Korea needs to be adhering to
OIE standards.

Senator ROBERTS. Well, that was my next question. I do not
mean to interrupt you, but that is what I am doing.

What is your sense that, once the United States receives a deter-
mination from the OIE on the BSE risk, that we can use that as
leverage on not only Korea, but Japan and China?

Ambassador SCHWAB. I think that is very, very important. The
agreements that we reached, the FTA agreements with Peru, and
Colombia, Guatemala, lay the groundwork and set some very good
precedents.

With the OIE recommendations scheduled at the end of this
month, sometime in March, we assume the United States would be
designated a so-called “controlled risk” country, which we believe
we are already, if not “negligible risk.”

That should make it a lot easier for governments, for vets to ex-
plain to their people. But quite frankly, it is very clear under cur-
rent OIE standards that there is no risk whatsoever from U.S. beef
as long as SRMs (specified risk materials) are removed, as you
know.



16

Senator ROBERTS. I know, in dealing with something called
FIFRA, which is an acronym for the amount of risk in regard to
our food supply, and I have been sentenced with that ever since I
have had the privilege of public service, but instead of saying “neg-
ligible risk,” why do we not use “sound science risk?”

That is the one I think—you cannot let false barriers and fake
science determine market access. So, it is part of a larger issue
even though it is separate.

One other quick comment. My time is over and I know we have
several votes, although there does not seem to be anybody here
other than the distinguished Senator.

Stalled Doha talks. I think that many of my colleagues would
agree that any bill—and I am talking about the farm bill now and
the farm bill debate—first and foremost, should be written to the
benefit of our farmers.

So I understand where Canada is coming from. No, I really do
not. I do not know why they filed this. It just does not make any
sense to me. And I know where Brazil came from on the cotton
case. But we are going to write the farm bill the best we can to
benefit our farmers and ranchers, period.

I hope we have success in the Doha Round, and I certainly hope
we do not go back to the Tear Gas Round in Seattle, or something
like that. That was devastating. I just, again, want to thank you
for being so steadfast. You can ride shotgun with us in Dodge City
any time. Thank you.

Ambassador SCHWAB. Thank you, Senator.

Senator GRASSLEY. Another question that I have deals with corn
in Canada and their complaint against us. What is the status of
the complaint and what effort is the administration making to see
that U.S. interests are fully defended if Canada moves their com-
plaint to the WTQO?

Ambassador SCHWAB. As you know, Canada formally asked for
consultations with the United States over our corn program. I
think Senator Roberts was referring to that case as well. We think
it is most unfortunate that they have done so, and a number of
other countries have joined in that case.

Consultations are under way, but I fully expect, ultimately, the
Canadians will decide to go ahead with a formal filing of the case.
We believe that our corn program, our commodity program is fully
consistent with our WTO obligations, and we will be defending that
program.

The issue of our commodity programs, though, and the farm
bill—and this goes to the question of the current farm bill—that
the administration is proposing that we are working with the Sen-
ate House Agriculture Committee on, is not a Doha Round offer.

It is a farm bill proposal where reforms are recommended be-
cause they are good for our farm program, not because this is a
particular offer in the Doha Round. That said, the fact that the
Doha Round has not moved ahead more quickly, in part because
of agricultural issues, means that we are seeing, and we will prob-
ably continue to see, additional litigation against not just our farm
programs, but additional litigation period, around the world over
trade issues.
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One of the tools that you use to address trade compliance and po-
tential litigation is negotiation, and some of that was going on in
the Doha Round. As you know, with the so-called “peace clause” ex-
piring a year ago under which there was no agricultural litigation,
we then found the cotton case was filed, the corn case has now
been filed.

Again, we believe that in the cotton case, for example, that we
are now fully in compliance with the WTO panel finding, and in
the corn case we will defend our current programs.

But surely a better way to go for all parties concerned is a Doha
Round agreement where we have new market access for trade
flows, meaningful new trade flows in agriculture and more dis-
ciplines on trade-distorting domestic support.

Senator GRASSLEY. Thank you very much.

On another issue, the Generalized System of Preferences, GSP
for short, as part of this extension that we passed last year—De-
cember, I think—we authorized the President to limit the avail-
ability of GSP benefits for super-competitive products.

Is the administration currently taking steps to see that these
benefits are indeed revoked for super-competitive products, includ-
ing products from—and I am mentioning these countries for two
different reasons. One, is Venezuela, as I expressed before, because
of the Castro-ization of that country.

Number two, Brazil and India, because Brazil and India are
countries that have been dragging their feet on moving ahead on
Doha without our taking further action, which we have now taken,
and I have not seen that they have made any moves since then.
Maybe you know more about that than I do. But right now let us
deal with the super-competitive product issue.

Ambassador SCHWAB. We very much appreciated the extension of
the Generalized System of Preferences at the end of last year and
Congress’s request that we use the competitive need limits to ad-
dress some of these countries that are exporting certain products
where they clearly do not need, or should not need, preferences to
have access to the U.S. market.

We are undergoing the review anticipated by the extension of the
GSP program and will, in the near future, be finalizing that review
and announcing the results.

Senator GRASSLEY. All right.

In regard to Doha, most of the time we talk about agriculture.
I would like to mention services. Obviously, even in the United
States this is the really growing part of our economy. Services ac-
count for nearly 80 percent of our private sector employment here
in this country. Our trade surplus in services is now growing from
$66 billion 2 years ago to $72 billion last year.

What is the status of the services negotiations in Doha, and
where do we go from here? How do we ensure that, if an agreement
is reached in other parts of the negotiation, that we will reach an
equally ambitious outcome with respect to liberalization of serv-
ices?

Ambassador SCHWAB. That is an extremely good question. As you
note, services is such a fundamental part of the U.S. economy.
Eight out of ten jobs in the United States is related to the service
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sector. Many of those jobs are knowledge-intensive jobs and high-
skilled jobs, and very, very important to us.

In the services negotiations, or in the Doha negotiations, we have
formulas that are fairly well-established in the framework, in the
Doha declaration and so on, for agriculture and industry, and I de-
scribed those earlier.

In terms of services, it is more complicated. It is more of a tradi-
tional request/offer process that we used to use with agriculture. It
involves a plurilateral, or groups of like-minded countries where we
have a focus on specific sectors, different countries have come to-
gether, coalitions of countries to work with other countries to try
to get more liberalization, computer services, telecommunication
services, environmental goods and services, as a matter of fact, fi-
nancial services, and so on.

We are trying to make sure that those negotiations proceed at
the same pace as agriculture, as manufacturing, and as some of the
others, but we are very conscious of trying to keep the momentum
going in the services negotiations because we have such an impor-
tant interest in terms of enhancing U.S. exports.

And, quite frankly, in the development objective, services trade
liberalization, even unilateral services trade liberalization, can pro-
vide tremendous development benefits to developing countries.

Senator GRASSLEY. Yes. What about our protocol for accession of
Russia to the World Trade Organization and the Working Party re-
port that goes with it? Are we inclined to continue in that direction,
even considering Putin’s re-Sovietization of their political system?

Ambassador SCHWAB. The state of play, as you know, in terms
of Russia’s accession to the World Trade Organization is, last year,
toward the end of last year, we were able to complete the bilateral
component of the U.S.-Russia accession negotiations for Russia’s
accession to the WTO.

In that bilateral agreement, Russia made commitments to not
just increase its market access and lower its barriers to trade, but
also discipline intellectual property rights, and eliminate some of
the SPS problems that we have faced, for example, in beef, in pork,
and poultry—beef and pork in particular.

The next phase, the current phase, is the multilateral phase.
These accession discussions are focused primarily, almost exclu-
sively, on the commercial issues. They are not proceeding as well
or as quickly as I think Russia had hoped. Russia is not moving
ahead with the kind of WT'O commitments that it would need at
this point to become a full-fledged member of the WTO.

Senator ROBERTS. Mr. Chairman, could I ask a question on that?

Senator GRASSLEY. You sure can. When Senator Hatch comes—
he is not on the list here, but he wants to ask questions. So if other
people who are not on the list arrive, then Senator Hatch would
take over. Go ahead.

Senator ROBERTS. The second vote has started, as staff has in-
formed me. But I was intrigued by your comment in regards to
Russia and their current posture.

Have you read the remarks by Putin? I mean, he could have
taken his shoe off and pounded the table.

Senator GRASSLEY. The ones he made in Munich, you mean?
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Senator ROBERTS. Yes, in Munich, with the NATO security situa-
tion, where he talked about building bridges to Iran by assisting
them with their nuclear weaponry, then castigated the United
States for being in step with Poland and Czechoslovakia. Hello.
That is the politics of it.

I can tell you, on a not-too-recent trip to Russia with Saxby
Chambliss, who was leading a delegation to talk about agriculture
and to talk about our efforts with APHIS, helping the Russians
with the BSE problem and the fact that we have inspected 600,000
animals, and we would certainly like some progress, at least, to in-
crease our exports of beef, or anything that we raise, to Russia. The
individual that was in charge of that, wearing his Armani suit, was
not very helpful and complained about a 1988 case of BSE in mink.

Ambassador SCHWAB. It was polar bears.

Senator ROBERTS. Well, polar bears and mink, I suppose. We do
not have too many polar bears in Kansas. We are not opposed to
them, but we just do not have them. So I told this fellow, after this
tirade, which is what it was, we got nowhere. Saxby was being
nice. Finally, I just got up and left and said, I will send you a pic-
ture so that you can determine the difference between a cow and
a mink. I do not see much give in that direction, more especially
with the political posturing that they are doing now. So I think the
Chairman’s question was certainly worthwhile.

The only other thing that I wanted to ask you was, in 1996,
somebody—I do not remember who it was—crafted a new farm bill
that directed direct payments to farmers, and it was green. It is
not easy being green. But that was green. Basically they were
called AMPTA payments. It was a transition payment. I do not
think we can go back to that.

But my question to you is, I am not very excited about this
counter-cyclical program where people who do not have a crop do
not get any assistance, but I am very much interested in direct
payments. I think probably that would help you out in regards to
your negotiations. Is that a yes?

Ambassador SCHWAB. Two quick comments. One, the beef issue
in Russia, we think we have resolved that issue since your trip as
part of the bilateral WTO accession.

Senator ROBERTS. Maybe my walking out helped, I do not know.

Ambassador SCHWAB. In terms of direct payments, those are gen-
erally considered to be so-called green box payments.

Senator ROBERTS. Yes.

Ambassador SCHWAB. As you know, it is amber box and blue box.

Senator ROBERTS. Right.

Ambassador SCHWAB. It is the trade-distorting payments that
are the ones that are questionable and are disciplined under the
World Trade Organization. So, obviously to the extent we move
away from amber box commodity programs toward green box pro-
grams, that would help us a great deal.

Senator ROBERTS. Thank you for your comments.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator, very much.

Ambassador Schwab, what are we doing about China? What are
the top three things you are doing to address American concern
about China?
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hAmbassador ScHwWAB. We are doing many more than three
things.

The CHAIRMAN. What are the top three?

Ambassador SCHWAB. The top three? The top three are, we are
negotiating. Let me begin with the most obvious. We are using the
compliance tools that I referred to earlier, including litigation, set-
tlement negotiations, clearly trying to get results and get unfair
barriers removed.

Where China is not in compliance with their WTO obligations
and we are not able to resolve it, we are taking cases to the WTO.
I can address some of those, but most recently, the auto parts case
and the prohibited subsidies case.

The CHAIRMAN. But which of those do you think is the highest
profile, the most significant? Again, I am trying to do two things
here. One, is do what is right by our people, but second, show to
everyone we work for that the administration does care about en-
forcement. So which examples can you give that fulfill both those
objectives?

Ambassador SCHWAB. If you were an auto parts manufacturer,
you believe that the auto parts case——

The CHAIRMAN. That is right.

Ambassador SCHWAB. Or if you are an auto mechanic

The CHAIRMAN. If you are in a manufacturing State.

Ambassador SCHWAB. That is exactly right. So I am reluctant to
say one case is more important than another case. If we have gone
so far as to threaten a case and then to take a case to the WTO,
it means it is very, very serious. So the most recent case that we
have sought formal consultations under, that is the prohibited sub-
sidies case.

There, we are talking about prohibited subsidies—six export sub-
sidies, three import substitution subsidies—that we believe are pro-
hibited under China’s WTO obligations. Those are subsidies that
come in the form of tax breaks, other kinds of breaks to foreign in-
vested enterprises in China.

Foreign invested enterprises account for 58 percent of China’s ex-
ports, so the scope of this case could be extremely significant. If you
are talking about who is affected in the United States, it is workers
and, in particular, small- and medium-sized companies that are not
invested in China that either compete with Chinese products in
this market, compete to export to the Chinese market where per-
haps the import substitution subsidies keep them out, or compete
with Chinese products in third markets. So, that is the most recent
case.

We sought formal consultations. We will see whether we can ac-
tually resolve these, get these subsidies eliminated in the consulta-
tion phase. If not, we will go to formal litigation. That is the most
recent example.

But we have, as I said, the auto parts case that is also pending.
We were about to take a kraft liner board case, and that problem
was resolved 24 hours before we were supposed to file that case.
We have won a case related to semiconductors and the value-added
tax 2 years ago. We have the potential for other cases. We have the
potential for an intellectual property rights case if we are not able
to
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The CHAIRMAN. What about that? That has been hanging around
for years. There has been a lot of talk, and I know it is a difficult
case to make, I guess, in some respects. But it is getting embar-
rassing, frankly. It has been years now. There is a lot of talk about
counterfeiting and piracy in China. I know it is true in other coun-
tries, too. We are talking about China right now. Do you not think
ii}:l isokind of embarrassing that we are not doing something about
that?

Ambassador SCHWAB. It is. We walk a very fine line between
wanting to be able to get results and not getting sufficient results
and opting for litigation. If you go into litigation, sometimes you
end up in an 18-month period where nothing happens. You are in
a stalemate until you get a panel decision. If you can work out the
problems, you really are helping the U.S. producers, the U.S. prop-
erty rights holders.

But in answer to your fundamental question, intellectual prop-
erty rights: counterfeiting is a very, very serious problem in China.
The Chinese leadership have been very public, very up front about
wanting to address the problem, and in some ways they have
through, for example, our Joint Commission on Commerce and
Trade, which is a bilateral vehicle that we have.

The Chinese pledged, last year, last April, to have any computers
manufactured in China load legitimate operating software before
they leave the factory.

The CHAIRMAN. But by what percentage is that addressing the
problem? What proportion?

Ambassador SCHWAB. That has turned out to be very, very sig-
nificant.

The CHAIRMAN. Like, how much? Is that half the problem?

Ambassador SCHWAB. Half of the software problem? We do not
know. We know that there are enforcement problems, serious en-
forcement problems, in terms of thresholds, in terms of criminal en-
forcement. We know that there are problems associated with gov-
ernment agencies, provincial level agencies that are not buying le-
gitimate software.

We have, as part of our Special 301 process, engaged in our first
provincial-level IP review. So we know that the issue is very big.
We know, for example, that well over 70 percent of the counterfeit
products that are stopped at our borders come from China. We also
know that the Chinese authorities, while they are trying to resolve
the problem, have not done enough.

The CHAIRMAN. So again, I think it is embarrassing that this
country has not addressed counterfeiting/piracy sufficiently in
China, and it has been going on for years and years, as you know
as well as anybody, right next to our embassy in Beijing. There
were sales of pirated products right there.

That was an effrontery to have that out there right next to the
embassy, and they finally moved that a few blocks away. That is
gone, I guess. I have not been over there lately. But I think most
people, most companies feel that this country has not sufficiently
addressed the problem.

Ambassador SCHWAB. Mr. Chairman, I believe that China has
not done enough. We have documented

The CHAIRMAN. How do we get them to do more?
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Ambassador SCHWAB. We are taking an approach that, by any
definition, is results-oriented. We are in very close consultation
with the industry. When we were about to file a case last fall, we
had an intellectual property case ready to file.

We had informed the Chinese we were about to file it. The Chi-
nese asked for some more time for us to try to resolve the prob-
lems. The U.S. industry felt that that was a good idea. The indus-
try endorsed us not filing the case at that time. But that is a poten-
tial case, and the Chinese know it.

There is a market access case that also is related to intellectual
property rights. That one is also out there. It is a potential case.

The CHAIRMAN. Do you have sort of a strategic plan, a kind of
road map to address the imbalances?

Ambassador SCHWAB. Yes.

The CHAIRMAN. Our trade imbalances with China are certainly
out of hand. Not only imbalances. What is your road map to deal
with the economic trade-related problems that we have with
China? What is it? What is the plan?

Ambassador SCHWAB. The road map, the plan in terms of ad-
dressing trade imbalances with China, basically I laid out in my
testimony this morning.

The CHAIRMAN. If you could just summarize it, maybe.

Ambassador SCHWAB. It is a combination of negotiating for addi-
tional access, for example, in certain financial services areas where
China, we believe, made insufficient commitments in the WTO ac-
cession process. We need to negotiate, through the Doha Round, ad-
ditional financial services commitments.

We are using the strategic economic dialogue for the longer-term,
macroeconomic strategic issues, including the financial services
area. In financial services, where China has made commitments as
part of its WTO accession process, we are bearing down very hard
to see that those commitments are complied with. If they are not
complied with, we go to litigation.

Similarly, we will use all of the tools in our arsenal to level the
playing field when it comes to unfair trade practices. Now, I am
talking primarily on the export side. Obviously if Carlos Gutierrez,
Secretary of Commerce, were here, he could be talking about the
use of our antidumping/countervailing duties.

But when it comes to U.S. trade policy and the trade agenda, rec-
ognizing that the trade imbalance between the United States and
China is the result of multiple factors, including macroeconomic
factors related, as you know, to our savings rate or lack thereof-

The CHAIRMAN. Let me address something else that is similar. As
you know, when PNTR was negotiated with China—something I
pushed for and supported strongly because I think we have to en-
gage China, eyes wide open, without illusions, but certainly en-
gage—included in that legislation, as you know, is a provision,
known as the section 421 safeguard, that permits action to adjust
to surges of Chinese products in the United States.

Four separate times, the ITC has determined that China’s im-
ports would cause market disruption and recommended relief, as
you well know. But in every case, the President disregarded the
ITC finding and provided no relief, and thousands of jobs were lost
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as a consequence. So those are cases where the administration
backed off and did not do what ITC recommended.

Now, I ask a deeper question. How in the world is this Congress
going to trust the administration on trade negotiations, FTAs, and
PNTR if, at the same time, you do not enforce the law? How are
you going to get Congressional trust if you do not enforce the law,
if you do not follow up on ITC recommendations, or at the very
least come up with a compelling reason not to address the problems
that those surges caused?

Ambassador SCHWAB. Mr. Chairman, let me address your ques-
tion in two parts, one specifically on 421 and, secondly, on the
broader issue of trade promotion authority and trust.

In terms of 421, there have been a number of such requests, as
you note. The administration takes that provision very seriously. In
the last case, for example, the ITC made its recommendation. The
ITC makes its recommendation on the basis of certain criteria.

The administration then needs to look at, what is in the national
economic interest? In that particular case, since I am more familiar
with that one than the previous cases, there were over 50 other
suppliers of the product, so using 421 would not have helped the
U.S. suppliers, and U.S. users would have been charged 5 times
what they were paying for the product. So the sense there was, 421
is an important piece of statute——

The CHAIRMAN. Why is it even in the statute then?

Ambassador SCHWAB. To be used when it is in the national eco-
nomic interest.

The CHAIRMAN. And when has the administration found it to be
in the national economic interest to trigger 421 and implement
safeguards? When? What examples are there?

Ambassador SCHWAB. Well, up to this point there have not been
that many cases filed.

The CHAIRMAN. Well, I gave you four examples.

Ambassador SCHWAB. And in those cases they were found not to
be in the national economic interests.

The CHAIRMAN. That is correct. The perception for many in Con-
gress is that “not in the national economic interest” is a loophole
through which the administration drove, not a Mack truck, but a
huge locomotive.

Ambassador SCHWAB. Well, let me suggest, on 421, I would be
happy to sit down with you, with members of the committee, and
above all with Secretary Gutierrez, because this is technically
under his jurisdiction, and talk about the use of 421. But the ad-
ministration takes it very, very seriously. It had a very thorough
process, thorough review to determine whether or not to apply it
in this case.

Let me address your broader issue, though, in terms of trust and
in terms of trade agreements.

The CHAIRMAN. Yes. That would be helpful.

Ambassador SCHWAB. Let me give you a couple of numbers here.
In terms of formal and informal consultations with the Congress on
the Panama free trade agreement, we have counted 84 consulta-
tions. In the case of Peru, we have counted 170 consultations. In
the case of Colombia, 168 consultations.
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On the issue of China trade alone last year, over 60 consultations
going on between the U.S. Trade Representative’s office—this is not
other parts of the administration, this is my office—and the Con-
gress, primarily with this committee, with the Ways and Means
Committee, and any other interested parties.

I think, first and foremost, when it comes to the delegation of au-
thority to the executive branch to conduct trade policy, it is incum-
bent upon us to make sure that there is an open channel of com-
munication. That is with you, with the members, with your staff,
and on a regular basis so that there are no surprises on either one.

The CHAIRMAN. Yes. But there is a sense, I think, on the Hill
with those so-called consultations, that those are used to some de-
gree—and do not take this in the pejorative sense—by the adminis-
tration to just learn what is the least amount it can do to get by.

That is, by talking to members of Congress, what is the least
amount we in the administration have to do to get by, and maybe
squeeze out a one-vote win on a trade agreement. There is that
sense. I have been involved in many, many consultations with
many, many of your predecessors, many of them in addition to you.
I can tell you, it is not what it could, and should, be.

That is why a lot of members in Congress are thinking of chang-
ing fast track so that it requires more direct participation by Con-
gress—not just consultation, but participation by Congress.

You and I have discussed several ways that that could be
changed, but I just suggest that you deal with those because the
administration’s response to 421 does not help your case.

Ambassador SCHWAB. A specific point, then, again, addressing
your more general point.

One of the things we do in terms of trade negotiations is, before
we table any text in a trade negotiation, we are up here at least
5 days in advance to work with your staff. There is a huge amount
of very serious, not notification, but consultation that goes on that
is a two-way exchange.

If that process does not work, we need to know about it because
it is not in our interests to have members of Congress feel that
they are not being consulted—not notified, consulted, a two-way ex-
change.

Which goes to the broader point, which is, you will notice that,
when the President called for renewal of trade promotion authority,
when I have spoken about renewal of trade promotion authority,
we have not sent up an administration bill that says we need it for
this many years for all of these purposes, and here are the condi-
tions. What we have said is, it is time for us to consult with the
Congress as to what that trade promotion authority should look
like.

The CHAIRMAN. Let us go to part of that, labor standards. I think
we are past the day when FTAs provided that, in our agreements,
we merely require our trading partners to enforce their own laws.
We are past that. We are now at the point that they have to raise
their labor standards to internationally accepted levels.

I would ask your thoughts on that. How do we go about finding
proper ways to raise other countries’ labor standards? It is insuffi-
cient to say they will not reduce them. Those days are over. How
can we raise them?
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Ambassador SCHWAB. In terms of raising labor standards, I think
we can make a compelling case, looking backward, that the free
trade agreements—all of the free trade agreements that have been
negotiated in the last 5 years—have in fact had the impact of rais-
ing the labor standards in each of the countries where we have en-
gaged in FTA negotiations. That has been more on an ad hoc basis
and has been the product, quite frankly, of a huge amount of con-
sultation back and forth.

We believe that we should try to bridge the gap in terms of Re-
publicans’ and Democrats’ differences over the treatment of labor
and environment on these trade agreements. We have been having
discussions in the Ways and Means Committee with Chairman
Rangel, with Congressman McCreary; your staff, Senator Grass-
ley’s staff have been involved in that. The question there is, what
kind of approach, template——

The CHAIRMAN. I know what the question is. I am asking you
what your answer is. We all know what the approach is. I am a
part of all the discussions. I want to know the administration’s
view: to what degree does the administration say, and how in the
administration’s view do we raise labor standards in these agree-
ments? That is the question I am trying to ask you. You are our
Trade Representative. What is the administration view?

Ambassador SCHWAB. I will give you the following answer, and
I am not being glib. One, in any free trade agreement that you ne-
gotiate, even without labor standard provisions, you are almost by
definition raising labor standards.

Two, in the agreements that we negotiate, we raise labor stand-
ards. Countries make significant changes and make commitments
associated with those improvements in the FTAs. However, in
terms of the current dialogue—and I am not going to negotiate in
public. That is a conversation that is going on between my office,
others in the administration, and your leadership—I think it is
clear that countries should not be able to backslide in terms of
labor commitments.

We are talking about internationally recognized labor rights and
we are talking about issues relating to enforceability, and those are
issues where we are engaging in a conversation, and we hope that
we will be able to bridge the gap.

The CHAIRMAN. Right. The more you are forthcoming, the more
likely you are going to get fast track renewal. That is a major fac-
tor.

I urge you to go back to your staff and urge them to find a way
to do this. It is not sufficient to say labor standards have the effect
of going up. That is not sufficient. You are going to have to find
a way to make sure they come up more quickly.

Ambassador SCHWAB. I appreciate that, Mr. Chairman.

The CHAIRMAN. You have a lot of experience with trade laws that
have expired, based upon when you worked here on the Hill, for
example. 301, Special 301, Super 301, all those. WTO superseded
some of that. But what leverage can you suggest that we enact or
pursue to help the United States?

Ambassador SCHWAB. I think, actually, the Congress does a very
good job in terms of building leverage. The tools are very much in
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place. You were involved in the 1984 and 1988 Acts where the Na-
tional Trade Estimate Reports were put into law.

Those National Trade Estimate Reports have become a very im-
portant vehicle for us to research, review, and identify where the
most egregious barriers are, unfair trade practices are, to U.S. ex-
ports, U.S. trade, including a variety of barriers.

Similarly, the Special 301 report, which articulates the intellec-
tual property rights challenges we face abroad. Those lay out a lot
of the key barriers and assess and offer a sense of priorities. We
then use the tools that we have.

301 is on the books. We use 301 as a statute to impose retalia-
tion. But in the last number of years, companies or groups that
have trade problems do not need to file a formal 301 complaint.
They come in, they talk to us.

We try to put together and try to assess what kind of case they
have, and we just go with the case. They do not need to file a 301
case. It saves them money, saves them time, saves us time.

We have a strong staff on enforcement, compliance, and litiga-
tion. We have added enforcement personnel, particularly vis-a-vis
China. We have an enforcement task force we have created. We
have a new USTR person who is going to be at the U.S. Embassy
in Beijing. That is a first for us. We have a new Chief Counsel for
China Enforcement. So where we need to add capacity, we have
been adding capacity. I think the tools are there.

I think interacting with you when you have constituents who
have problems, making sure they come to us so we can see what
kind of a case it is and see whether, are we are talking about a
practice that is WTO-compliant, are we talking about a practice
that needs to be negotiated in the context of a free trade agreement
or in the context of a Doha Round agreement, that is very, very
helpful.

The CHAIRMAN. Canadian lumber. Provinces are not abiding by
the agreement. What are you doing about it?

Ambassador SCHWAB. We are extremely concerned that a very
important and needed bilateral softwood lumber agreement that we
reached with the Canadians is being threatened by provincial gov-
ernments in Ontario and in Quebec.

I have spoken to the Canadian Trade Minister, Minister David
Emerson, about this. We are convening a group the week after
next, a binational group, to take on this issue. But it is of great
concern. I have expressed, both in writing and in person, our con-
cerns to the Canadian government, and we will continue to pursue
this. There are dispute resolution options under the SLA.

The CHAIRMAN. Well, maybe that is why the federal government
agreed: they knew that the provinces could backslide.

Ambassador SCHWAB. The provinces also agreed. The provinces
are not supposed to be backsliding. So we need to be working with
the federal government, and they with the provincial governments,
to make sure that whatever they do is fully compliant with the
softwood lumber agreement.

The CHAIRMAN. So, as you know, in the Canadian system, prov-
inces have a lot more power than do States in the U.S. So what
leverage do you have at the federal level, or with the provinces?
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Ambassador SCHWAB. I think that both sides understand the im-
portance of this softwood lumber agreement succeeding and sur-
viving for at least the 7 years that it is supposed to be in place.

I think I would like to start with that positive leverage, which
is the interest that we all have, and the commitments of the prov-
inces to the original agreement, to remind them that certain types
of subsidies and subsidies that are going to be in violation of that
agreement will not work.

The CHAIRMAN. I appreciate that, because that has to be en-
forced, that agreement. It is disappointing that provinces are not
abiding by it.

I would like to go back a little bit to how we change fast track
to get more Congressional approval. As you know, in another year,
in the time of the Canadian free trade agreement, Congress had a
much earlier role up front.

Back in that time—I do not know if it was Congress, I do not
recall, or whether it was the Finance Committee and Ways and
Means Committee, but they could choose which countries the ad-
ministration would negotiate with. That is, the administration had
to send up a list of countries it intended to negotiate with, if my
facts are right, if my recollection is right.

Ambassador SCHWAB. The committee could reject an administra-
tion proposal.

The CHAIRMAN. Correct. And that was very important. Very im-
portant. I remember with Canada, it was 10-10, or virtually a tie.
But the main thing there is, the Congress, therefore, had a little
leverage over permissions it wanted going into negotiations with
Canada, and Congress got a couple of things out of that because
the administration wanted to negotiate with Canada.

Why is that not a good procedure to reinstitute?

Ambassador SCHWAB. Let me suggest that the ultimate leverage
that Congress has when trade promotion authority is in place, is
the leverage to reject a trade agreement.

The CHAIRMAN. I beg to differ with you, Madam Ambassador.
That is not the ultimate leverage. It is not. That is way often too
late for many members of Congress. I think it is better to look on
preventive measures as opposed to remedial. There is no remedy at
the end.

Right now, essentially, the administration can do what it wants
to do if it has fast track. It can negotiate with any country it wants
to if it has fast track. It can so-called consult, talk to Congress, try
to figure out what you can get by with the least amount, and then
send it up and Congress has no role. None. None whatsoever, effec-
tively, except to reject it. It is all Congress can do.

Congress cannot pick the countries now. The administration
picks them. Moreover, the mock mark-ups are irrelevant by this
administration’s treatment. They thumb their nose at the Congress
on the mock mark-ups.

When legislative language comes up, this committee can say no.
That, too, is irrelevant. It still goes to the floor. The committee is
discharged automatically under current law. So basically right now,
Congress has no leverage except to say no. That is basically the sit-
uation right now.
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Ambassador SCHWAB. Mr. Chairman, let me respectfully disagree
with you, and I will do so on the basis that our negotiators, day
in and day out, are interacting with members of Congress, with
your staff, with constituent groups, with private sector advisory
committees who also come and talk to you, and we change and
adapt what we are doing in the negotiations every single day based
on those consultations.

Maybe that is not apparent from the Hill. If that is not apparent
from where you sit, then there is a problem, because I can tell you
that the Congress of the United States, particularly the Finance
Committee and the Ways and Means Committee, influence what
we do day in and day out in terms of the cases we bring, in terms
of the priorities we set, in terms of the text of the negotiation.
There is very, very strong interaction between the committees.

That said, we are not always able to get, in a negotiation, every-
thing we want, everything Congress would want. We are not al-
ways able to avoid giving things that constituent groups may object
to. The mock mark-up, we take very, very seriously.

But rather than quibble over the specifics, let me suggest this.
The fact that you are concerned about this is of great concern to
me, and it means the process is not working as well as it should
be working.

You have my commitment as we go forward and talk about trade
promotion authority and a renewal of trade promotion authority to
talk about what needs to be in there to make sure that Congress
is convinced that Congress is being heard and is a full partner in
this exercise, and in a way that does not tie the administration’s
hands as our negotiator.

The CHAIRMAN. Well, that is right. We are a unique country. We
are not a parliamentary form of government, we are a democracy.
I know it is corny. It is overstated. I repeat too often a Winston
Churchill quote, which I will not quote properly, the point that de-
mocracy, for all its fits and starts and inefficiencies, 1s the world’s
worst form of government, except we have none better. That is true
more in this country than I think it is in a parliamentary form of
government. So, it is hard.

But there is a sense, I think, in the Congress that cooperation
has to be better, and Congress is going to try to find ways, prop-
erly, to intercede its role in trade.

I just urge you to respect that, understand that, and not fight it,
but get to “yes.” What should those provisions be? That will help
very, very much. In addition to all the other things that have to
be done: enforcement, talking about labor standards—we have not
talked much about TAA and how much TAA could, and should, be
expanded, for example.

Many other countries do a much, much better job than does this
country in dealing with worker angst and job loss, whether the job
loss is directly related to trade or whether it is not, whether it is
caused by globalization or whether it is caused by increases in ad-
vances in technologies, and so forth.

We do not do a very good job in this country—no pun intended—
of dealing with job loss in this country. I just urge you to think
much more deeply, and the administration to think much more
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deeply—I do not want to be critical in this sense—about caring for
Americans, the American people.

There is a real sense, and I have heard many very influential
members of Congress say—and do not take this the wrong way—
USTR is for the CEOs. That is a CEO operation, just helping
American multinationals get good deals so they can fatten up their
profits and operate worldwide. That is the perception that is fairly
widely held by many very influential and high-ranking members of
Congress. You have to change that.

I am asking tougher questions to urge you to think more deeply
about how to change it, because we have the same goal, and that
is fast track. But it has to be the right fast track. The right fast
track. That is what is critical here.

Thank you very much for your patience. More Senators did not
come back because Senator Reid scheduled a caucus at 11:30, so I
will adjourn.

[Whereupon, at 11:40 a.m., the hearing was concluded.]
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This is an important hearing. There are a number of trade issues that must be dealt with this
year. Our nation’s economic health and prosperity depend on our getting it right. We need to produce
concrete results for the American people. For me, that starts with implementing our pending trade
agreements with Peru and Colombia, soon to be joined by Panama. These are critically important
trade agreements. Not only do they level the playing field for U.S. exporters in important markets.
They’re also a means of counter-acting the damaging trend toward statism that we’re seeing in
Venezuela, Bolivia, and Ecuador. It would be irresponsible if Congress fails to implement these
agreements with our allies in Latin America.

We also need to reauthorize Trade Promotion Authority (TPA) this year. I don’t see this as
a partisan issue. Every president should have Trade Promotion Authority. Without it, I think the
chances that we’re going to get meaningful market access commitments from our trading partners
are between zero and none. The Doha negotiations are up and running again. Ambassador Schwab
is working hard to achieve a breakthrough in those negotiations. I support her efforts. But I remain
skeptical that we’ll get a real breakthrough unless Congress first extends Trade Promotion Authority.
Why would our trading partners put their final cards on the table if it appears that the President can’t
close out a deal with the assurance of an up or down vote in Congress? The answer is, they won’t.
So, we have to extend TPA, and we have to do so in a manner that will promote the successful
conclusion of our trade negotiations.

Just as important is the reauthorization of our Trade Adjustment Assistance (TAA) program.
The current authorization for TAA expires at the end of this fiscal year. Ilook forward to examining
how we can improve TAA in a fiscally responsible way. Senator Baucus and I commissioned a
series of GAO studies of TAA, and I anticipate building on that work to ensure the program best
meets the needs of our workers dislocated by trade.

One item that we’re going to revisit from the last Congress is the issue of currency exchange

rates. I’ve committed to working with Chairman Baucus and our colleagues, Senator Schumer and
Senator Graham, on revamping our currency oversight legislation. Twenty years ago our concern was

(31)
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the Japanese yen. Today our primary concern is with China’s currency. Tomorrow, who knows?
We need to overhaul our currency oversight laws in a way that meets today’s concerns and is flexible
enough to meet tomorrow’s needs, too. We have other issues to examine with respect to China, such
as compliance with China’s obligations under the World Trade Organization and enforcement of
intellectual property rights.

Another area for committee oversight is with respect to our trade relations with Russia.
We’ve closed out our bilateral accession agrecment on Russia’s entry into the World Trade
Organization. But we still need to conclude the multilateral Working Party Report and Protocol of
Accession. The Working Party Report will detail how Russia will change its trade regime to conform
to the rules of the World Trade Organization. That includes rules for the protection of intellectual
property rights, an area where Russia currently is lagging. The coming year presents an opportunity
for Russia to evidence that it is a good-faith partner on trade. We need to see a sustained course of
action that demonstrates Russia’s commitment to respect and enforce the rule of law as a future
member of the World Trade Organization.

Later this year I also expect to revisit with Chairman Baucus our work on customs issues.
In 2006, Congress passed the Security and Accountability For Every Port Act, also known as the
SAFE Port Act. The SAFE Port Act included a number of mandates on the Department of
Homeland Security and the Bureau of Customs and Border Protection to report back to Congress.
‘We’ll use those reports as we continue our oversight to ensure that Customs and Border Protection
is meeting its dual mission of securing our borders and facilitating the flow of international trade.

Hopefully we'll have additional matters to address, such as new trade agreements with South
Korea and Malaysia, and maybe even a Doha agreement at the end of the day. Clearly, there’s a lot
of work to be done. So I look forward to working with Chairman Baucus, the other members of the
committee, and the Administration, to produce concrete results for the American people.
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FINANCE COMMITTEE QUESTIONS FOR THE RECORD

United States Senate
Committee on Finance

Hearing on
“The Administration’s 2007 Trade Agenda”
February 15, 2007

QUESTIONS FOR AMBASSADOR SCHWAB FROM SENATOR BAUCUS

Question 1

The Softwood Lumber Agreement contains provisions requiring increased export taxes
on lumber should exports from certain Canadian regions surge beyond a specified limit.
This provision is particularly important as unrestrained import surges would be
detrimental to an already struggling U.S. industry. Indications are that the Canadian
federal government may not be administering the surge provisions of the agreement
properly. What is the status of Canada’s administration of the surge mechanism, and what
discrepancies you have found?

Answer:

The Administration shares your concerns about the importance of proper Canadian
administration of the surge mechanism, especially in the current down market. USTR
and Commerce Department officials spent considerable time discussing the issue with
their Canadian counterparts during last week’s meeting of the Softwood Lumber
Committee in Washington. At the meeting, it became clear that Canada’s views on
certain aspects of administering the surge mechanism are different from the views held
by the United States. U.S. representatives agreed to discuss the matter further but made
clear that this is a priority matter that needs to be resolved promptly.

Question 2
I understand that the International Intellectual Property Alliance (IIPA) recently

submitted its Special 301 recommendations to USTR. Among these was a
recommendation to place Canada on the Priority Watch List. While not the only reason
for [IPA’s PWL recommendation, illegal camcording has clearly reached a crisis level in
Canada with well over 200 US films illegally recorded in over 40 different Canadian
theaters since 2003. At a time when the United States should be working to promote
those industries that contribute so heavily to America’s competitiveness, is there any
reason why the USTR would not elevate Canada to the Priority Watch List in 20077

Answer:

The United States has been urging Canada to make progress on specific IPR issues for
some time, including strengthening copyright protection. On Monday, February 12, a
number of interested persons, including the International Intellectual Property Alliance
(IIPA), submitted information and recommendations to USTR. As you note, the IIPA
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submission recommended that Canada be elevated to the Priority Watch List. Other
groups provided other information and recommendations. For example, some noted
positive progress in the area of protection of pharmaceutical test data. U.S. Government
agencies are still in the process of studying all of the information received. USTR will
announce the results of that review in its annual Special 301 Report at the end of April.

Question 3

1 am concerned about Thailand’s plan to issue compulsory licenses for medicines to treat
cholesterol and other drugs that are not used to treat HIV/AIDS. I understand the special
considerations that surround HIV/AIDS drugs. But I am afraid that issuing licenses for
other types of drugs will open a Pandora’s box where any country feels it can use any
patent it wants for any reason. What is USTR doing to combat Thailand’s compulsory
licenses on these non-HIV/AIDS drugs?

Answer:

We recognize that Thailand and other developing countries face grave public health
emergencies. At the same time, however, we believe that countries need to act
judiciously, addressing the immediate situations they face in a way that does not
undermine the equally important goal of promoting the development of new drugs that
patients need now and will need in the future. We have communicated to Thai authorities
our view that, in considering the use of compulsory licensing, Thailand would benefit
from engaging in discussion with all stakeholders, including the companies that create
and manufacture innovative drugs, and we are disappointed that the Thai Government
chose not to do so before announcing that it would be curtailing certain patents. We will
continue to urge Thailand to engage in dialogue with patent holders, among other
stakeholders, in order to help Thailand reach outcomes that are in its best interest with
respect to public health policy, the promotion of the development of future medicines,
and the health of its citizens.

Question 4

I have heard reports that Korea is resisting including an investor-state dispute settlement
mechanism in the KORUS FTA. These reports concern me in light of Korean treatment
of foreign investors such as Lone Star. Exclusion of an investor-state dispute settlement
mechanism would also set a bad precedent at a time when U.S. investments have been
nationalized in Venezuela and Bolivia. How can we make sure U.S. investments are
protected in Korea if we do not include the investor-state dispute settlement mechanism
in the KORUS FTA?

Answer:

Our objective is to complete a KORUS FTA that includes an investor-state dispute
settlement mechanism, as well as our core substantive investment protections, which are
of critical importance for U.S. investors doing business in Korea. Our negotiators are
working bard to achieve agreement on the investor-state dispute settlement mechanism
and to complete a strong investment chapter in the KORUS FTA. Indeed, we believe we
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can address the serious concerns Korea has raised regarding investor-state dispute
settlement without weakening either that mechanism or the other fundamental protections
of the chapter for U.S. investors.

Question 5

The U.S. pork industry has been a leading advocate for expanded international trade.
Unfortunately, there has not been mauch in the Doha negotiations for U.S. pork producers
to cheer about. The tariff cutting proposals promoted by the European Union and the
G20 would do little to expand market access for U.S. pork. In order for the Doha Round
to yield significant market access dividends on pork, the United States must obtain major
improvements in market access from two key trading partners - Japan and the European
Union. Today, the United States supplies far less than 1 percent of EU pork
consumption. While Japan is the biggest value market in the world for U.S. pork exports,
there is still enormous potential for growth in Japan.

‘What assurance can pork producers have that they will receive an aggressive outcome in
the WTO Doha Round, particularly in the Ewropean Union and Japan?

Answer:

The Administration shares your interest in delivering substantial improvements in market
access, including for pork. USTR has been engaged in intensive market access
negotiations in recent months, including with Japan and the EU. Our discussions have
covered the general parameters for market opening, as well as the terms for accessing
specific markets. 1 will continue to press hard for a strong market access package in the
Doha negotiations — including meaningful market access for U.S. pork producers. In
addition, USTR is discussing improving terms for U.S. pork access to the EU, following
Romania’s accession.

Question 6

T understand that certain U.S. companies have difficulty acquiring 100 percent ownership
of Indian companies in the information technology sector, despite the Indian
govermment’s assurances that it will permit 100 percent foreign ownership in this sector.
For instance, I understand that U.S.-based Oracle Corporation acquired 83 percent of a
software company based in Mumbai, but faces a number of barriers that prevent it from
wholly owning that company. What steps are you taking to address this problem? More
generally, what are you doing break down non-tariff barriers in India and barriers to
foreign direct investment in India?

Answer:

We are in close contact with Oracle to discuss their concerns, My staff, in coordination
with our colleagues elsewhere in the Administration, is working to ensure that the Indian
government understands the importance of further regulatory reforms and makes good on
its comunitment to full participation by foreign investors in the Indian market. The U.S.
Consulate in Mumbai has met with the Security and Exchange Bureau of India (SERD)
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(similar in role to our SEC) to better understand India’s regulatory process and to identify
the shortfalls and potential steps and to discuss SEBI’s plans for further reforms.

We take every opportunity to raise with our Indian government counterparts our concerns
about market access in India. I will chair the next meeting of the Trade Policy Forum
(TPF) with my counterpart, Commerce Minister Nath, in April in New Delhi. The TPF
provides a forum for accelerating the pace of growth in our bilateral trade, including
addressing barriers to bilateral trade and investment. In addition, I have contacted the
Indian government urging for senior-level attention to help sort out the problems faced by
Oracle.

Question 7
On September 29, 2006 the Russian Agricultural Inspection Agency, Rosselkhoznadzor,

sent a letter to USDA/FAS announcing an import ban on all varieties of U.S. rice citing
the discovery of GM rice seeds in shipments of U.S. long grain rice to the European
Union (EU). In mid-October 2006, Rosselkhoznadzor extended the ban to all origins of
rice citing poor quality, mold and high levels of pesticides and named nearly every rice-
exporting nation in the world.

The effect of the ban on U.S. rice exports has been significant. Over the past 5 years, our
exports to Russia of “premium medium grain rice” exceeded $3.7 million per year. The
rice industry believes there is an opportunity for a 100 percent increase in sales over the
next five years. Can you please explain what the Administration is doing to overturn this
unjustified ban on U.S. rice?

Answer:

The Russian ban on U.S. rice imports was imposed in late September 2006. The ban on
all origins of rice was imposed in early December 2006.

As you noted in your letter, Russia did not observe WTO requirements when it imposed
the ban on imports of both biotech and conventional varieties of rice. The ban was
imposed without prior notice or sufficient justification for such measures.

The United States has been working both bilaterally and multilaterally to have Russia
remove the ban. The U.S. embassy in Moscow is working with other local embassies to
engage the Ministry of Agriculture because the December ban affects imports from all
sources. In addition, we continue work here and in Moscow for resolution of the
biotech-based elements of the ban.

To re-inforce these efforts, in mid-February we delivered a demarche to senior Russian
officials urging them to immediately lift the ban on U.S. rice. In addition, we will raise
this issue in Geneva next week in discussions about Russia’s sanitary and phytosanitary
regime and its bid to enter the WTO.

This is an important issue for USTR and we will continue to push Russia take immediate
steps to restore trade.
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Question 8

The privatization of Japan’s postal insurance and banking system is an enormous
undertaking. Japan’s postal insurance business is by far the largest seller of life insurance
in the world, and represents 40 percent of the life insurance marketplace in Japan. U.S.
life insurers have also built a $50 billion market presence in Japan. I am concerned that
the privatization of Japan’s postal insurance system may undermine U.S. life insurers.
Specifically, I believe the privatization must be structured to ensure a level regulatory and
competitive playing field before the Japanese postal insurance giant is permitted to sell
new products that compete with the private sector. What is USTR doing to ensure a level
playing field in the privatization process?

Answer:

We are continuing to urge Japan to establish equivalent conditions of competition
between the private sector and the new Japan Post insurance, banking and express mail
entities. In the case of the insurance sector, we continue to stress that Japan adopt these
principles as a precondition for Japan Post to sell new financial products. We have been
and will remain regularly engaged with the many Japanese agencies and other parties
involved in the reform process.

We also have been making clear the importance of this issue in our bilateral trade agenda.
The Administration has consistently raised this issue with Japan at the highest levels over
the past three years, and we will continue to do so. We will continue to work closely
with the Departments of State, Commerce, and Treasury, as well as other U.S. agencies,
to ensure that Japan does not back away from creating a level playing field in the
privatization process. We will also continue to work in close consultation with U.S.
ndustry to ensure the reforms to Japan Post are consistent with Japan’s international
obligations.

QUESTIONS FOR AMBASSADOR SCHWAB FROM SENATOR GRASSLEY

Question 1

I understand that U.S. pork exports to Romania might suffer with Romania’s accession to
the European Union. This is the case as U.S. exporters might face higher tariffs. Are you
working with EU officials to see that the impact on U.S. pork producers is minimized?

Answer:

Ensuring that pork trade is not negatively impacted by Romania joining the European
Union is one of our top priorities. I have raised this issue personally with my EU
counterparts. Discussions with the EU on this issue pose a unique challenge because,
under General Agreement on Tariffs and Trade (GATT) Article XXIV.6, the basis for
tariff compensation at the WTO relates to bound tariffs, and the pork tariffs in question
that are increasing are “applied” tariffs. Nonetheless, we are looking at all possible legal
avenues and are intensively engaging the European Commission on this issue.
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We have been in close contact with U.S. pork producers in our efforts to preserve trade
through these accession negotiations and have recently had great success in removing
several of the EU’s restrictive pork processing plant approval requirements. It is our
hope that this will result in several new pork plants becoming eligible to export to Europe
in the very near future.

Question 2
1 appreciate USTR’s efforts to lower EU tariffs on U.S. agricultural products. At the

same time, improved market access through lower tariffs will mean little if the EU
continues to impede imports of U.S. products through scientifically unfounded SPS
measures. What is USTR doing to get these barriers removed? I’'m particularly
interested in hearing about the removal of barriers to U.S. beef, pork, corn, and soybean
exports.

Answer:

Com (biotech) -- In November of last year, the WTO dispute panel report in the EU
approvals case was formally adopted. We are now working with the EU to determine the
measures and timeframe the EU must meet to comply with this ruling. We have stressed
that changes to the approvals system must be implemented in a manner that will allow
trade in corn to resume. We continue to coordinate closely with U.S. and European
biotech industries to monitor whether and how their products are moving through the EU
approvals process.

Soybeans (biotech) -- Soybeans remain one of our top exports to the EU and we are
watching closely to see if the EU’s labeling and traceability regulations have a negative
impact on our exports. Currently we are assessing the WTO consistency of the EU’s new
rules and will be reviewing our options. Our final assessment will take account of the
EU’s implementation of its new rules, and on the likely effects on U.S.-EU trade.

Beef (hormones) -- We have won the Hormone case against the EU and as a result we are
not facing hormone bans in other key markets. However, the U.S still believes that
negotiation is the best way to resolve our hormones dispute. We are pursuing greater
access to the EU market for beef in exchange for the U.S. eliminating its retaliation.

Pork (limited plant approvals and quota restriction) -- Earlier this year we were
successful in getting the EU to remove several of its export requirements for meat plants.
We are hopeful this action will result in several more U.S. plants becoming eligible to
ship the EU. We have also recently engaged the EU on reducing testing requirements for
trichinae. This proposal is a priority for our industry and is currently under review by
Member States.

Question 3

1 would like to thank USTR for reaching an agreement with Mexico last summer over
Mexico’s discriminatory tax on high fructose corn syrup. What steps has Mexico taken
to come into compliance with this agreement?
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Answer:

In July 2006, the United States and Mexico agreed that Mexico would have until January
2007 to eliminate the beverage tax. Mexico met that deadline, repealing the beverage tax
effective January 1, 2007.

QUESTIONS FOR AMBASSADOR SCHWAB FROM SENATOR HATCH

Question 1

Madam Ambassador, can you please outline for the members of this committee and for
the Senate as a whole what will happen in your estimation if we allow TPA to expire?

Answer:

TPA authority is critical for USTR to do its job, and it helps us get the best deal possible
for the United States. TPA is an indispensable part of facilitating the negotiating process
and legislative consideration of trade agreements. For example, we will need TPA to
implement Doha.

Under TPA, other countries are willing to make tough trade concessions to us because
they know the deal they strike will not be reopened in the Congress. In addition, the
specific negotiating guidance that Congress provided in TPA, as well as our ongoing
consultations with Congress, helps us shape our dialog with our prospective FTA
partners.

Without TPA, we would be forced to sit on the sidelines as we did during much of the
last decade, while our trading partners close deals with other countries. Few countries
will negotiate seriously with the United States without TPA. Qur major trading partners,
the EU, Japan, and China, are aggressively pursuing bilateral and regional deals around
the world to lower tariff and non-tariff barriers to their products. For example, Japan is
currently negotiating trade agreements with several East Asian nations. The EU is in
preliminary trade discussions with India, South Korea, and the ASEAN nations. The
ASEAN nations, in turn, are in intensive trade talks with Japan, China, South Korea,
India, New Zealand, and Australia (“ASEAN + 6™).

Should TPA lapse, our prospects of concluding meaningful bilateral, regional, or
multilateral bilateral trade agreements around the world will be greatly reduced. That, in
turn, will greatly diminish our ability to dismantle foreign barriers to U.S. products and
services, putting our businesses, farmers, and workers at a disadvantage with their
competitors around the world.

Question 2

Would you please elaborate on the timing and urgency of Congressional action on both
the Columbian and Peruvian Free Trade Agreements?



55

Answer:

Timely Congressional action on both the Colombian and Peruvian trade promotion
agreements is important for many reasons and I hope that Congress will be able to take
up these agreements shortly. In addition, it is our expectation that our agreement with
Panama will be signed this spring.

The Peru and Colombia agreements will level the competitive playing field by
eliminating tariffs and non-taniff barriers for U.S. manufacturers, workers, farmers, and
investors, thus allowing U.S. products and services to compete more effectively with
those of other countries in the region. Currently, on average 98% of U.S. goods imports
from Peru and 92% of U.S. goods imports from Colombia enter the United States duty-
free under various preference programs, such as the Andean Trade Preference Act
(ATPA) and the Generalized System of Preferences. The United States, on the other
hand, faces average tariffs of 18% on exports of U.S. agricultural goods and 12% on
exports of U.S. non-agricultural goods going to Colombia; and average tariffs of 16% on
exports of U.S. agricultural goods and 9% on exports of U.S. non-agricultural

goods going to Peru. These two agreements will give U.S. businesses and workers the
same advantages that their Colombian and Peruvian counterparts enjoy in the U.S. market
today. For example, the American Farm Bureau estimates that U.S. farm exports to Peru
and Colombia will increase by almost $1.5 billion per year after full implementation of
these agreements, with gains spread among all sectors of U.S. agriculture.

Both Peru and Colombia have worked hard with the United States to reach these
comprehensive trade agreements and are eager to see them ratified quickly. Andean
Trade Preference Act (ATPA) benefits will expire on June 30. Peru and Colombia are
eligible for an additional six-month extension of ATPA benefits if the agreements are
approved by each country's legislature, including the United States Congress, before June
30. We support continuing a preferential trading relationship with Peru and

Colombia, and we strongly believe that the most effective way to do this is to
permanently lock-in ATPA benefits through comprehensive free trade agreements with
these countries.

Together, Peru and Colombia account for approximately 73 million consumers and a
combined GDP of almost $550 billion, representing a substantial market for our
businesses, farmers and workers. In 2006, U.S. goods exports to Peru totaled $2.9 billion
and our exports to Colombia totaled $6.7 billion. Colombia is currently the largest
market for U.S. agricultural exports in South America.

In addition, the two agreements will contribute to our goals of promoting democracy and
prosperity, combating narco-trafficking, and securing peace and stability in the Andean
region through a broader and deeper economic relationship. Both agreements will aid in
promoting economic growth and in Peru and Colombia by attracting new investment and
more jobs.

Question 3

Ambassador Schwab, as you are well aware the Administration released the 2006 trade
deficit numbers this week and they quite disturbing. The U.S. trade deficit rose to a
record $763.6 billion last year, a 6.5 percent increase from the previous record of $716.7
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billion set in 2005. And for the month of December alone, the deficit rose a bigger-than-
expected 5.3 percent to $61.2 billion. 1understand that there are several reasons why the
deficit is the way it is including currency manipulation and an inability to fully and
accurately capture the so called “service trade” dollars when calculating the overall trade
deficit. It seems to me that we must take these numbers very seriously and act
proactively to bring the import/export accounts into better balance.

Do you agree that this is a disturbing trend? What more can we as a nation — and more
specifically as a Congress — do to level these accounts?

Answer:

The U.S. trade deficit is a function of broader macroeconomic factors that merit close
attention. Over the last 4 years, the goods and services trade deficit has risen from $421
billion in 2002 to $764 billion in 2006. However, it is important to look at what the
deficit does and does not indicate. It is not a measure of a country’s economic strength or
our competitiveness. The rising trade deficit does not appear to have affected overall
economic growth, with GDP expanding at an annual average rate of 3.2 percent and
unemployment having fallen from 6 percent to 4.6 percent. Over this period, exports
grew a strong 48 percent, but imports expanded faster, at 58 percent.

Trade policy opens markets and helps expand trade, but has little influence on aggregate
deficits. This is because trade policy has relatively little influence on the underlying
factors shaping the aggregate trade balance. The increase in the trade deficit has broadly
been associated with three macroeconomic factors:

¢ Faster economic growth in the United States than in many of our major export
markets for at least a decade. For example, over the last 10 years, U.S. economy
has averaged 3.6 percent growth per year, compared to 2.2 percent for the Euro
zone countries and roughly 1.3 percent for Japan. Thus, U.S. demand for imports
has risen faster than foreign demand for our exports in many countries.

* The existence of high internal savings relative to investment needs in a number of
countries (¢.g., China and Japan), resulting in net capital outflow to the United
States and pressures toward higher U.S. trade deficits.

¢ Declining savings in the United States, with the personal saving rate having
moved into negative territory in 2005 and 2006. Low U.S. savings with attractive
investment opportunities encourages net capital inflows from abroad and
corresponding trade deficits.

Types of actions that would be helpful in getting the deficit down include encouraging
stronger growth abroad as well as increasing U.S. domestic savings rates. It is also
important to remember how desirable it is to reduce the deficit with strong export growth
which is usually consistent with healthy growth of the U.S. economy. Lowering the
deficit through import contraction is often a path associated with much less favorable
U.S. economic conditions. U.S. trade policy is clearly focused on reducing barriers,
opening foreign markets, expanding U.S. trade and contributing to U.S. economic

growth. USTR opens markets through negotiating reductions and the elimination of tariff
and non-tariff trade barriers with our trading partners on a multilateral, regional, and
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bilateral basis. USTR also opens markets through dispute resolution and enforcement
actions that level the playing field for American goods and services and ensure that our
trading partners live up to our commitments. In addition, the Administration actively
pursues antidumping and countervailing duties to counter unfair trade practices of other
countries.

I would also note that although the deficit increased by 6.5% in 2006, nearly 90 percent
of the increase was due to rising petroleum prices. In fact, with adjustment to remove
price inflation, the recent advance release on U.S. GDP growth for 2006 showed a slight
decline in the overall trade deficit in 2006 ~ from $619.2 billion (in chained 2000 dollars)
to $617.7 billion in 2006.

Question 4

As you know Madam Ambassador, I have a long tradition of strong support for American
Intellectual property and quite frankly I'm concerned that we are not doing enough to
protect it.

As you are aware, the intellectual property aspects of the bilateral deal you negotiated
with Russia on their accession to the WTO come due in June. While June is still some
time in the future, as best I can tell, the Russians haven’t undertaken even the precursory
work to come into compliance with their obligations under the bilateral. As this is
primarily a trade agreement, I understand that failure to comply could lead to a section
301 case and or the denial of GSP benefits to Russia. I guess what I’'m asking you,
Madam Ambassador, is what actions are you considering if Russian fails to meet their
intellectual property obligations by the June deadline.

Answer:

This Administration strongly supports the interests of U.S. intellectual property owners in
securing adequate protection and effective enforcement of their rights around the world.
Russia remains one of our top priorities in that regard. As you noted, on November 19,
2006, the United States and Russia signed a strong and enforceable bilateral agreement
setting out actions that Russia would take to address piracy and counterfeiting and
improve protection and enforcement of intellectual property rights (IPR). At the same
time, we continue to seek further progress on IPR issues in Russia through the next phase
of multilateral negotiations on Russia’s WTO accession, during which the United States
and other WTO members will examine Russia’s IPR regime. Implementation of the
commitments on IPR in the November 19 agreement will be essential to completing the
final multilateral negotiations on the overall accession package.

Russia agreed to take several significant actions by June 1, 2007 in the November 19
agreement. This agreement is binding and, if necessary, it is enforceable under the
Section 301 provisions of U.S. trade law. However, I expect Russia to do what it has
agreed to do, and I have conveyed the need for timely progress to my Russian
counterpart, Minister Gref. I also sent a team to Moscow last month to urge swift
implementation of the Agreement through the United States-Russia Intellectual Property
Working Group. We will also be working with other WTO Members to obtain further
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progress through the multilateral negotiations on Russia’s accession to the WTO. In
short, the Administration continues to use all available tools to press Russia for strong
action on this very important issue.

Question 5

Madam Ambassador, it seems to me that the largest impediment to job growth in the IP
sector is the effective and determinant enforcement of intellectual property around the
world. First, would you agree with my assessment — and secondly, what actions is USTR
taking to ensure that the US is leading the way on effective IPR enforcement?

Answer

Counterfeiting and piracy impose enormous costs on the U.S. economy. I agree that
improving IPR enforcement could contribute to job growth, both in IP-intensive sectors
and the broader economy. Counterfeit merchandise is responsible for the loss of more
than 750,000 American jobs, according to U.S. Customs and Border Protection. The U.S.
copyright industries alone employed 5.38 million workers in 2005 and paid those workers
a 40% premium over the compensation paid the average U.S. worker, according to a
recent copyright industry report. Industry has told us repeatedly that strong protection
and enforcement of IPR is critical to continued growth.

USTR, working in close cooperation with other agencies, is using our trade tools on the
multilateral and bilateral fronts to lead the way on effective IPR enforcement. Our
activities include playing a leadership role in many international dialogues and
agreements as well as adding to and refocusing our resources within USTR. Here are
some notable examples:

o Focusing USTR Resources. In order to better use our trade policy tools, we
created a new Intellectual Property and Innovation office, headed by Assistant
USTR Victoria Espinel. The office also includes a new Chief Negotiator for
Intellectual Property Enforcement, Stanford McCoy. This new office is tasked
with using the full range of trade policy tools around the world to combat piracy
through strong laws and effective enforcement, and to ensure that protection
remains effective as technology continues to develop and IP pirates become more
sophisticated.

e Special 301. The Special 301 process of country-by country intellectual property
reviews is at the heart of our efforts. Through that process USTR is actively
engaged on a daily basis in working with trading partners around the world to
improve the IPR climate. In 2006, for the first time, USTR included in its Special
301 report a list of “notorious markets” that highlighted examples of virtual and
physical markets that have been the subject of enforcement action, or merited
further investigation for possible IPR infringements, or both. Also unprecedented
in the 2006 Special 301 report was the announcement of a special review of
China’s efforts on IPR at the provincial level. The Philippines and Indonesia are
examples of countries where this tool has been particularly effective; both
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governments set their sights to improving their status in the report and
consequently made significant strides in improving their enforcement regimes.

Negotiating and Implementing Trade Agreements. Apother way that we are
working in the global system to promote more respect for and enforcement of IPR
is in the trade agreements we negotiate. U.S. free trade agreements are raising the
standards of IP protection and enforcement, including civil, criminal and customs
enforcement. Beyond negotiation, we dedicate significant resources to
implementation to ensure that rules are not just negotiated, but also put into
practice. To that end, we set up interagency and industry task forces for each
FTA and work closely with our trading partners on implementation. These efforts
have proved highly successful. For example, Morocco was cited by a copyright
industry group as having an excellent system following its FTA implementation
process. Singapore has started to pursue criminal end user software piracy cases
as a direct result of the FTA. Similarly, following extensive work with El
Salvador on implementation of the IPR chapter of the CAFTA, officials in that
country have started carrying out major raids against pirate manufacturers using
the ex officio enforcement authority required in the CAFTA.

We also continue to use the WTO TRIPS Agreement and related WTO tools to
improve IPR enforcement. Most recently, we shared U.S. experiences in fighting
fakes at our borders with WTO members through the Council for TRIPS.

China. China is a top IPR enforcement concern for us. We have augmented our
focus on the unique challenges of China with the appointment last year of a Chief
Counsel for China Trade Enforcement, Claire Reade, who has joined our China
Enforcement Task Force. On the diplomatic front, we have communicated
unequivocally to our Chinese counterparts that significant and measurable
reductions in counterfeiting and piracy are needed to preserve balance in the U.S.
trade relationship with China. We have also pressed China to recognize that IPR
protection must go hand in hand with full and fair access to China’s growing and
more affluent market. We will continue to use all of our trade policy tools, as
appropriate, to achieve progress on these issues.

Russia. Russia, like China, is a top priority. I have noted some of our efforts in
response to your previous question.

Forging Alliances. Two years ago, the Administration announced the Strategy
Targeting Organized Piracy (STOP) initiative. As part of STOP, USTR has
advocated adoption of best practice guidelines for enforcement. We have also
worked with other countries in the Asia-Pacific region to secure APEC Leaders’
endorsement Jast Fall of IPR guidelines that should help efforts to keep supply
chains free of pirated and counterfeit goods and should also help improve IPR
public awareness campaigns. At the same time, APEC Leaders also made a
commitment to fight against copyright infringement on government computer
networks. USTR has also played a leading role in the Administration’s efforts to
enhance the focus on IPR in various international fora, such as the Security
Prosperity Partnership with Canada and Mexico, the G-8 summit, and the U.S.-
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EU Summit. If we are to succeed in the battle against increasingly sophisticated
pirates and counterfeiters, it is imperative that we continue to find new and
creative ways to strengthen IPR protection and enforcement around the world and
deepen our cooperation with our trading partners. USTR is working closely with
key trading partners to explore ways of carrying forward these initiatives.

We continue to work on many fronts — using existing tools, engaging our trade partners
on the multilateral and bilateral levels, enhancing our efforts within USTR and across the
U.S. Government, and thinking about ways to partner with other countries to achieve
more effective IPR enforcement.

Question 6

What is USTR doing to ensure that China is enacting laws that will ensure that the
internet will be an effective tool in the years to come?

The Internet has proven to be an effective tool for communication and commerce across
the world. China has well over one hundred million Internet users. USTR will continue
to engage with U.S. industry to monitor trade-specific issues related to the Internet. In
addition, the State Department is in regular communication with Chinese officials to
address Internet freedom and related issues.

USTR is also working hard to ensure that China puts in place the necessary rules and
enforcement mechanisms to ensure that its rapidly emerging Internet content market is
not swallowed up by piracy. We have been working through the JCCT process to press
China to improve their legal framework for providing copyright protection over the
internet in line with international norms. While some progress has been made, a number
of gaps remain to be filled for China to meet the challenges of Internet piracy.

QUESTIONS FOR AMBASSADOR SCHWAB FROM SENATOR BINGAMAN

Question 1
As you know, I have historically been a strong supporter of trade liberalization. When

Congress was in the process of considering the Central American Free Trade Agreement,
or CAFTA, last year, the administration agreed to request appropriations of $40 million
in the budget for each of fiscal years 2007, 2008, and 2009. These amounts would
support labor and environmental building capacity in the Dominican Republic and
CAFTA countries. Of this $40 million annual commitment, the administration agreed to
earmark approximately $3 million per year to fund International Labor Organization
monitoring and verification in the DR-CAFTA countries.

In addition, the administration agreed to request appropriations of $10 million for each of
the Dominican Republic, El Salvador, and Guatemala to support rural development
assistance in these countries. This level of funding would continue for each of the
following five fiscal years or until such country signed a Millennium Challenge
Corporation compact, whichever came first. As of today, only El Salvador has signed an
MCC compact.
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In a letter dated December 21, 2006, I reiterated the importance I attach to these
commitments. You and Ambassador Portman responded in a letter dated February 5,
2007. In your letter, you note that your commitment to request $40 million in capacity
building funding remains a priority in FY 2008. You also note that your commitment to
request $10 million in funding for rural development in the Dominican Republic and
Guatemala remains a priority in FY 2008,

1 appreciate your stated willingness to honor your commitment to fund capacity building
in Central America at the agreed levels. However, your response to my letter was
incomplete. [ also asked for, and I quote, “your guidance as to where in the budget the
line items in question will appear.” Thus far, your office has not told my staff where the
line items in question appear in the recently released FY08 budget.

1 would appreciate your immediate attention to this matter, as well as your confirmation
that the FY08 budget does not offset this capacity building funding with corresponding
decreases elsewhere. In addition, your letter did not reference your commitment to
earmark $3 million of the $40 million in capacity building assistance for ILO monitoring
and verification. Please confirm that this commitment is also a priority for you in FY08.

Answer:

All pages cited below are from the FY08 Congressional Budget Justification.
Rural Development

The President’s budget request for FY08 contains bilateral funds to fulfill the
commitment of $10 million each for the Dominican Republic and Guatemala to promote
regional development. With the signature of El Salvador’s MCC Compact on November
29, no similar request was made for that country.

The explanation of the programs for rural development in the Dominican Republic is
contained in the paragraph on Economic Growth on page 619. The chart labeled
“Request by Element,” which begins on page 619, provides categories of the new Foreign
Assistance Framework (Framework) relevant to the Dominican Republic. Within these
Framework categories, the $10 million breaks down as follows:

Dominican Republic
Economic Growth

Trade & Investment $0.05 million
Infrastructure $1.75 million
Agriculture $2.5 million
Private Sector Competitiveness $4.5 million
Environment $1.2 million
Total $10 million

The explanation of the programs for rural development in the Guatemala is found in the
introduction paragraph on page 631 and in the paragraphs on Investing in People and
Economic Growth on pages 632-633. The chart labeled “Request by Element,” which
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begins on page 633, provides the Framework categories relevant to Guatemala. Within
these Framework categories, the $10 million breaks down as follows:

Guatemala
Investing in People
Basic Education $1 million
Economic Growth
Trade and Investment $1.5 million
Agricultural $6.2 million
Environment $1.3 million
Total $10 million
Labor and Environment

The President’s budget request for FY08 contains $40 million in regional funds for labor
and environment capacity building in the CAFTA-DR countries. The explanation of the
programs are found on page 674 for the Central America Regional program (managed by
USAID), pages 677 and 678 for the Latin America and Caribbean Regional program
(also managed by USAID), and page 681 for the Western Hemisphere Regional program
(managed by State). The commitment to allocate $3 million for ILO benchmarking and
verification is part of this request.

The charts labeled “Request by Element” for each of these regional programs provide the
relevant Framework categories, and within these Framework categories, the $40 million
breaks down as follows:
Central America Regional (page 675)

Governing Justly/ Rule of Law and Human Rights $1.3 million
Latin America and the Caribbean Regional (page 678)

Economic Growth/ Trade and Investment Enabling Environment  $18.7 million
Western Hemisphere Regional (page 682)

Economic Growth/ Trade and Investment Enabling Environment  $20 million

Total $40 million

U.S assistance to the CAFTA-DR countries in FYO08 includes both the State/USAID
budget request and anticipated disbursements under the region’s Millennium Challenge
Account compacts. Under the Administration’s request, combined U.S. assistance to
these countries in FY08 is expected to exceed FY06 levels by 70%, from a total level of
assistance of over $228 million in FY06 to almost $388 million in FY08. We cannot yet
provide you information on expected assistance levels for FY07 in light of the continuing
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resolution. As you know, the Millennium Challenge Corporation committed, and to be
dispersed over five years, almost $461 million for El Salvador in FY06; and $214 million
for Honduras and $175 million for Nicaragua in FY05.

Question 2

Recent press reports indicated that you are considering whether to incorporate
International Labor Organization standards into the Peru and Colombia trade promotion
agreements. In your view, would ILO standards be incorporated by amending the text
itself, or via a side letter? If you choose a side letter, what assurances do we have that
the side letter is legally binding under international law and is enforceable under the
agreement’s dispute resolution process?

Answer:

I am committed to working with Congress to address concerns with labor provisions in
free trade agreements and to build bipartisan support for the free trade agenda. Once we
have come to agreement on the substance, we can determine the appropriate way to
execute any substantive changes in a legally binding way. I continue to believe that it
should not be necessary to reopen the Peru and Colombia agreements in order to ensure
that any new commitments are legally binding.

Question 3

According to International Trade Administration data, in 2005, New Mexico’s exports to
Peru totaled only $1.3 million. And in 2001, New Mexico’s exports to Peru totaled only
$350,000. For the period from 2001-2005, New Mexico’s median exports to Peru were
only $470,000. Nationally, in 2005, U.S. exports to Peru totaled only $2.3 billion. For
the period from 2001-2005, U.S. median exports to Peru were only $1.85 billion, a
relatively modest amount. These sums are immaterial compared to the amount of time
we have invested negotiating the Peru trade promotion agreement.

Why is USTR negotiating so many trade liberalization agreements with smaller countries
such as Peru? Isn’t it more productive to focus on trade liberalization with our major
trading partners, as in fact USTR is doing with Korea? If TPA were renewed, with which
countries would you propose that the administration negotiate trade liberalization
agreements?

Answer:

FTAs have been a vital part of our comprehensive strategy to advance negotiations on all
fronts. They not only carry economic value in themselves, but they reinforce our broader
push for promoting democracy, security, and global free trade. In addition to the benefits
to U.S. businesses and farmers, our FTAs with Peru, Colombia, and Panama will
contribute to meeting our goals of promoting stability, reducing poverty, and combating
narco-trafficking and terrorism in the Latin America. The agreements will also support
and enhance the democratic and economic reforms these countries have undertaken in
recent years.
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The Administration has used several criteria when choosing FTA partners. For example,
USTR seeks guidance from Congress, along with U.S. businesses and agriculture
interests, to gauge whether there is enough support for an FTA. The sensitivities of
special products, such as sugar, dairy, and textiles are considered. Further, USTR
assesses the seriousness of the partner and whether they are prepared to undertake the
obligations that come with a comprehensive, high-quality FTA.

When selecting an FTA partner, we consider a number of factors, such as USTR
resources, regional balance, and cooperation issues. A very important factor in selecting
FTA partners is how the FTA will support U.S. commercial interests (including
beneficial precedents for other negotiations, such as the WTO). For example, the Peru
and Colombia FTAs will eliminate tariffs and unfair barriers to U.S. exports, opening a
combined market that collectively represents approximately 72 million consumers and a
combined GDP of almost $550 billion. The American Farm Bureau estimates that U.S.
farm exports to Peru and Colombia will increase by almost $1.5 billion per year after full
implementation of these agreements, with gains spread among all sectors of U.S.
agriculture. Eighty percent of U.S. exports of industrial and consumer products to Peru
and Colombia will become duty-free immediately after the agreements enter into force.

Taken together, countries with which this Administration has concluded or is negotiating
free trade agreements represent America’s second largest export market, with exports
worth $156 billion in 2006. These FTA partners account for 14% of world GDP in 2005
(excluding the United States), but 51% of U.S. exports in 2006. To date, there has been
little prospect of negotiating FTAs with certain larger markets, such as Japan and the EU,
since negotiations with those markets are unlikely to yield the sorts of fully
comprehensive, market opening agreements that would garner widespread support in the
United States.

While it would be premature to speculate on prospective FTA negotiating partners at this
time, should TPA be renewed, the guidance of Congress and the U.S. business and
agriculture community would be vital in determining which countries would make the
most appropriate FTA partners for the United States.

Question 4

As you know, Costa Rica is in the process of ratifying the Dominican Republic-Central
American Free Trade Agreement (DR-CAFTA). It is the last DR-CAFTA signatory to
ratify the agreement.

I understand that Certain Costa Rican officials are claiming that if Costa Rica fails to
ratify CAFTA, it will lose trade preferences established pursuant to the Caribbean Basin
Initiative. Furthermore, I understand that this position is factually incorrect — that is, that
Caribbean Basin Initiative benefits would not expire even if Costa Rica fails to ratify
CAFTA.

While I hope that Costa Rica will ratify CAFTA, I believe that its decision should be
based on accurate information. Can you confirm that my understanding is correct? And
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if s0, have you communicated with your Costa Rican counterpart to set the record straight
on the Caribbean Basin Initiative?

Answer:

The “Caribbean Basin Initiative,” commonly known as CBI, is a series of U.S. trade
preference programs for Central America and the Caribbean region that have evolved and
developed over more than 20 years. The original program, established in 1983 as the
Caribbean Basin Economic Recovery Act (CBERA), was designed to facilitate economic
development and export diversification. At the time, traditional and primary products
such as coffee, bananas, and mineral fuels accounted for the majority of U.S. imports
from the region. The CBERA was originally scheduled to remain in effect until
September 30, 1995. In 1990, the CBERA was made permanent.

The Caribbean Basin Trade Partnership Act of 2000 (CBTPA) provided additional
benefits beyond those provided in previous CBI legisiation, mainly in the areas of
apparel, liqueurs, and other articles considered “import sensitive”. The Trade Act of
2002 further expanded the apparel benefit of CBTPA.

Unlike the origimal CBERA, which is permanent, CBTPA benefits, under which Costa
Rica exports textiles and other products, are legislated to expire on September 30, 2008.

CBTPA provides for the expiration of its tariff benefits on September 2008 or upon entry
into force of a free trade agreement for a party, whichever comes first. Under President
Arias, Costa Rica is working to ratify and implement the CAFTA-DR. Upon entry into
force of CAFTA-DR, Costa Rica will be eligible for tariff preferences provided under the
agreement, but would no longer be eligible for CBIL

QUESTIONS FOR AMBASSADOR SCHWAB FROM SENATOR BUNNING

Question 1

Ambassador Schwab, Kentucky has a diverse economy — with a number of auto
manufacturing and auto supply plants as well as being home to more cattle thank any
state east of the Mississippi River and still having a few textile operations left.
Therefore, I am quite concerned that both our beef exports and our auto exports have
equal and fair access to the Korean markets. I am also concerned about the illegal
transshipment of textiles.

Without acceptable solutions in those these areas, it will be difficult for me to support
that Free Trade Agreement should it come before the Committee.

Can you comment on progress being made in negotiations with the Koreans in these
areas?

Answer:

Leveling the playing field for U.S. auto suppliers to the Korean market is a top priority
for the Administration. We have worked with U.S. industry to identify a wide range of
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tariff and non-tariff barriers impeding U.S. access to Korea’s automotive market, and we
have tabled proposals to address these barriers in the FTA negotiations. On tariffs, we
are secking elimination of Korea’s high 8 percent tariff on passenger vehicles. We are
seeking to eliminate the discriminatory element of Korea’s auto taxes based on engine
size. With respect to Korea’s automotive regulatory and standards-setting process, we
are seeking to enhance transparency and allow for meaningful input earlier in the process.
Also in the area of standards, we are seeking to address existing concerns with specific
automotive safety and emissions measures in Korea. We also are seeking a commitment
by the Korean government to not engage in anti-import activities. Finally, we are in the
process of developing additional ideas intended to ensure further opening of the Korean
automotive market to U.S. exports.

With respect to beef, we have made clear to the Korean government that full reopening of
the Korean market to U.S. beef and beef products is critical for Congressional approval of
the FTA. A USTR-led technical team met with Korea on February 7-8 to discuss both

the current import protocol for deboned beef, and market access for all U.S. beef and beef
products. We were unable to agree to a revised protocol for deboned beef due to Korea’s
policy of zero tolerance for bone chips. We disagree with Korea as to the scientific
justification for this policy. Moreover, the U.S. beef industry has made clear that this
policy is commercially infeasible. While we continue to press Korea for flexibility in this
regard, we are focusing on concluding an agreement that provides market access for all
beef and beef products.

Likewise, establishing effective cooperation commitments to detect and prevent illegal
textile transshipment, and strong penalties in the event transshipment is found, is a high
priority for the Administration. Our proposal to Korea includes textile-specific customs
cooperation provisions, and we have made it very clear that the FTA must contain such
disciplines.

Question 2

Ambassador Schwab, Chinese subsidies are a major problem for U.S. manufacturers.
The W.T.O. case you initiated is one way to deal with some of these problems, and I
support its filing.

However, I also think the countervailing duty law has certain benefits for dealing with
barmful subsidies. First, it is swift, and it has the advantage of dealing with domestic
subsidies which are not addressed in U.S.T.R.’S W.T.O. case. For some industries, such
subsidies can be particularly damaging.

Do you agree that the U.S. countervailing duty law can be an effective tool to address
subsidies in China that hurt U.S. companies?

Answer:

The Commerce Department, as you know, administers the U.S. countervailing duty law
and is therefore in the best position to assess its effectiveness. The issue of whether the
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U.S. countervailing duty law applies to China is currently before the Commerce
Department in a case involving coated paper, so I am not in a position to comment
further. For legal reasons, it could be highly problematic if the Administration were to
appear to prejudge a quasi-judicial investigation underway under Title VII of the Tariff
Act of 1930.

Question 3

Obviously, renewal of Trade Promotion Authority will be the biggest trade issue to come
before the 110™ Congress.

One concern that has been raised by members is a desire to have input into negotiations
as they are happening — not just facing an up-or-down vote once the agreements are
complete.

How can the U.S.T.R. and Congress have improved dialogue on these issues?
Answer:

TPA provides for the President and Congress to work together to open markets for U.S.
exports around the world and promote fair, rules-based trade. Under TPA, Congress sets
negotiating goals, the President consults closely with Congress before and during
negotiations, and the President reports on the progress he has made in meeting
Congress’s negotiating goals. In return, Congress agrees to vote without amendment and
within a fixed time on legislation approving and implementing trade agreements that the
President brings back.

For TPA to work properly, it is critical that Congress and the Executive Branch maintain
an open and active dialogue. Advice from Congress is vital in helping the Administration
select negotiating partners and in helping to shape the eventual agreement. We have
worked hard to solicit advice from Congress before, during, and after negotiations. We
have also done our best to consider and implement the advice we have received.
Nonetheless, we are always eager to improve the consultation process.

USTR, in partnership with relevant Executive Branch agencies, consults regularly and
extensively with the Congress on the FTAs we negotiate and on the trade agenda more
generally. There are fifteen House and Senate Committees with jurisdiction over our
trade agreements and we consult with them regularly over the course of our FTA
negotiations. For example, in connection with our FTA negotiations with Peru and
Colombia, my staff held 170 and 168 separate briefings, respectively, with staff and
Members between April 2004 and December 2006 to hear their views.

As part of this consultation process, USTR sends the draft text that we hope to table with
our trading partners to the Congressional committees for their review. We seek to make
that text available to Congressional staff at least five working days before we table it.
During that week, staff is encouraged to respond directly to our negotiators with their
suggestions on how the text might be improved. In addition, we brief staff before each
FTA trade negotiating round to hear if there are any concerns and to consider any
comments or thoughts staff might have on our proposed texts and negotiating strategy.
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Finally, my staff and I are always available to answer questions and consider
recommendations that individual Members may have.

We have a strong record of putting the ideas we hear from Congress into action. Based
on recommendations from Congress, we included an innovative environment public
consultation mechanism in the CAFTA. We worked closely with interested Members
and their staffs in framing both the outlines of this initiative as well as appropriate
provisions to be included in the agreement. As a further example, we have also
addressed Congressional concerns that our FTAs might be interpreted to change current
immigration law, by including language in our recent agreements, including our FTA
with Peru and Colombia, clarifying the FTA will create no new obligations for the
United States on immigration.

While we believe we have a strong record of collaborating with the Congress negotiating
and concluding FTAs and other agreements, we are always eager to improve the
consultation process. 1 would appreciate any suggestions you may have on how we can
do so.

Question 4

The U.S.-Taiwan relationship is a strategic one for U.S. interests. I have cosponsored the
efforts by senator Kyl and Chairman Baucus that express support for pursuing a free trade
agreement with the Taiwanese. Could you address ways that the existing U.S.-Taiwan
trade and investment framework agreement could be expanded and used a step toward an
eventual free trade agreement between our two countries?

Answer:

USTR places great importance on our bilateral relationship with Taiwan and the Trade
and Investment Framework Agreement (TIFA), is the key mechanism for expanding
bilateral trade and economic ties. These meetings offer us a real opportunity to review at
high levels our entire trade relationship and look for ways deepen our economic
cooperation.

Our last TIFA dialogue occurred in Taipei in May of 2006, with Deputy USTR Karan
Bhatia and now-Minister of Economic Affairs, Steve Chen, chairing the meeting. At that
meeting, we launched a new bilateral dialogue on intellectual property rights (IPR). We
agreed to establish a new Consultative Committee on Agriculture (CCA) that will be a
high-level forum to discuss agricultural trade and policy issues, helping facilitate the
further opening of Taiwan's agricultural sector to American products. We also launched
intensive discussions on health care and pharmaceutical issues, supporting Taiwan’s
efforts to reform regulatory and pricing policies to create a fairer trade environment and
benefit the people of Taiwan. We also continue to support Taiwan's accession to the
WTO Government Procurement Agreement and are exploring ways to deepen bilateral
cooperation on procurement issues.
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We are already planning to hold the next meeting of the TIFA in Washington in the
second half of this year. Following up on the progress made last year, USTR has
proposed to Taiwan that we use the TIFA to try to move forward in exploring new efforts
to enhance bilateral cooperation, such as through possible agreements on bilateral
mvestment and double taxation avoidance. We will be consulting closely with U.S.
stakeholders and with the Congress about whether there is broad interest and support for
exploring these initiatives. We believe that these new and ongoing efforts under the
TIFA will allow us to make concrete progress in reducing the barriers to bilateral trade
and investment between the U.S. and Taiwan, and provide a strong foundation for
continuing to deepen our economic cooperation in the future.

{Drafted: Eric Altbach, Cleared by: Claire Reade, Catherine Fields, Jean Grier, NSC:
Kurt Tong, AIT Washington: R. Ruzicka)

Question 5

Services account for 80% of the U.S. economy, but services trade accounts for only 20%
of total world trade. 'What are we doing to make sure the current W.T.0O. negotiations
open up markets for our companies and employees?

Answer:

Removing barriers to trade in services is a high priority for the United States in the Doha
Round. We have made it clear to WTO Members that there cannot be a final deal unless
it includes a strong services component alongside agriculture and goods.

Therefore, we are pushing very hard, placing particular emphasis on achieving real
market openings from key emerging markets such as Brazil, India, China, Indonesia, and
Malaysia. We are meeting with these countries at the highest levels and pressing for the
removal of significant barriers in key sectors such as financial services,
telecommunications, computer, energy, express delivery, distribution, environmental, and
audiovisual services. These barriers include foreign equity restrictions, prohibitions on
branching and other forms of establishment, prohibitions on supplying cross-border
services, nationality requirements, and favorable treatment for government entities.

We are using every source of leverage at our disposal. At the same time, it is important to
note that the single most significant request by our trading partners is to provide
improved market access through temporary entry of foreign service suppliers (so-called
Mode 4). Many countries will surely weigh their response to our priorities relative to our
response on theirs.

Our expectation is that our trading partners will substantially improve their services
market access because it’s in their own economic self-interest to do so. In order to be
competitive in the international marketplace, countries will need access to lower cost and
technology-rich service providers. As with most trade liberalization, the outcome is win-
win, and we will continue to press this reality for the most ambitious outcome in services
as possible.
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Question 6
The W.T.O. recently released a report critical of the E.U.’s barriers to imported

agricultural goods. Can you comment on the state of our agricultural exports into
Europe and any improvements — or lack thereof — in that area recently?

Answer:

The United States won a case challenging the EU’s moratorium on biotech approvals and
its illegal Member State bans on biotech products. The WTO panel report was formally
adopted in November of last year. We are now working with the EU to determine the
measures and timeframe the EU must meet to comply with this ruling. We have stressed
that changes to the EU approvals system must be implemented in a manner that will
allow trade in biotech products to resume. We continue to coordinate closely with U.S.
and European biotech industries to monitor whether and how their products are moving
through the EU approvals process.

We have been working closely with the EU to get the use of anti-microbial treatments
(AMTs) for poultry approved. The EU has reported the AMTs regulation is expected this
fall. Such a regulation will allow for poultry exports to the EU to resume.

We have recently had great success in removing several of the EU’s
restrictive processing plant approval requirements. This should help improve our access
for beef, pork and poultry.

Question 7
From 1996 to 2001, the United States led a major effort in the W.T.O. to challenge the

E.U.’s discriminatory banana trade arrangement. Due to USTR’s strong leadership, the
case was won.

Following the passage of carousel legislation, a U.S. settlement agreement was reached,
which U.S. T.R. welcomed as a “significant breakthrough” in trade relations with the E.U.
Unfortunately, the E.U. appears to have reverted again to non-compliance by
implementing new banana measures that explicitly violate the W.T.O. ruling and U.S.
settlement agreement.

Will U.S.T.R. file a W.T.O. compliance action against this new discriminatory trade
arrangement to defend the important compliance principles that this case has come to
represent?

Answer:

We have been closely monitoring the banana import regime that the EU implemented on
January 1, 2006. We, together with several Latin American banana exporting countries,
have expressed our concerns about the new regime to the EU on a number of occasions,
including numerous meetings in recent months of the WTO Dispute Settlement Body and
WTO Council for Trade in Goods in which the bananas issue was raised.
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We find troubling the fact that the EU has retained a special zero-duty TRQ for bananas
that it allocates to some, but not all, suppliers — this despite the EU’s commitments in
2001 to move to a tariff-only banana regime.

A number of Latin American banana exporting countries believe that the new regime also
does not live up to the EU’s commitment to maintain market access for countries
supplying bananas on a most-favored-nation basis. In November 2005, Panama,
Honduras, and Nicaragua requested WTO consultations with the EU regarding the new
bananas import regime. In November 2006, Ecuador also requested consultations with
the EU. The United States, along with a number of other countries joined Ecuador’s
initial request as a third party. Ecuador has recently requested the establishment of a
dispute settlement panel. A panel will likely be established by March 20.

We have strongly urged the EU to work with interested WTO Members to reach an
expeditious and mutually satisfactory resolution of this dispute. We are currently
evaluating what would be the most appropriate action to take, remaining in close contact
with U.S. companies affected by the new regime and interested Latin American
countries.

QUESTIONS FOR AMBASSADOR SCHWAB FROM SENATOR CANTWELL

Question 1
Ambassador Schwab, if Congress lets Trade Promotion Authority (TPA) expire, do you

think other countries will still move ahead aggressively to negotiate their own bilateral
trade agreements not involving the U.S.? As a result, could U.S. companies be put ata
disadvantage compared to their foreign competitors?

Answer:

TPA is critical for convincing other governments to negotiate and conclude market-
opening agreements with the United States. It tells other countries that the United States
speaks with one voice at the negotiating table. For example, we will need TPA to
conclude and implement a global market-opening agreement in the current Doha round of
trade negotiations.

Under TPA, other countries are willing to make tough trade concessions to us because
they know the deal they strike will not be reopened in the Congress. In addition, the
specific negotiating guidance that Congress provided in TPA, as well as our ongoing
consultations with Congress, helps us shape our dialog with our prospective FTA partners
and in the Doha negotiations.

Without TPA, we would be forced to sit on the sidelines while our trading partners close
deals with other countries that are likely to disadvantage U.S. exporters. Few countries
will negotiate seriously with the United States without TPA. Our major trading partners,
the EU, Japan, and China, are aggressively pursuing bilateral and regional deals around
the world to lower tariff and non-tariff barriers to their products. For example, Japan is
currently negotiating trade agreements with several East Asian nations. The EU is in
preliminary trade discussions with India, South Korea, and the ASEAN nations. The
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ASEAN nations, in turn, are in intensive trade talks with Japan, China, South Korea,
India, New Zealand, and Australia (“ASEAN + 67).

Should TPA lapse, our prospects of concluding meaningful bilateral, regional, or
multilateral bilateral trade agreements around the world will be greatly reduced. That, in
turn, will greatly diminish our ability to dismantle barriers to U.S. products and services,
putting our businesses, farmers, and workers at a disadvantage with their competitors
around the world.

Question 2

Engagement on trade is important to U.S. geopolitical interests from Asia to South
America and the Middle East. If TPA is allowed to expire, would any resulting delay in
the ability to negotiate trade agreements lessen U.S. influence around the world?

Answer:

Yes. Trade builds relationships. The stronger our relationships with other countries, the
better able we will be to work with them in promoting political and economic reforms
that benefit people. Not only do our trade agreements lead to lower tariffs and fewer
non-tariff barriers to our goods, services and agricultural products, our trade agreements
allow us to engage more deeply with our trading parmers and have led to real progress in
a number of areas of interest to U.S. businesses and farmers such as promoting
intellectual property rights, labor rights, and environmental reforms.

As advanced developing countries emerge as economic powers around the world, the
United States must be seen as reliable partner in a mutually beneficial relationship. The
last few years have seen a proliferation of bilateral and regional free trade

agreements. Our major trading partners, the EU, Japan, and China in particular, are
pursuing a number of trade agreements around the world, achieving new market access
for their products and strengthening their economic ties. Reauthorizing Trade Promotion
Authority will give the United States the tools it needs to stay engaged with the world.
For example, in the Middle East, trade can be the catalyst for political reforms and
integration of nations into the global economic community. For the United States to be
able to shape events in a positive manner, we must be able to deepen and strengthen our
trade ties with nations around the world. Without TPA, we cannot succeed in this task.

Question 3

Ambassador Schwab, I appreciate your efforts to complete negotiation of the U.S.- Korea
Free Trade agreement. I understand the Koreans are in Washington, D.C. this week.
South Korea is a large trading partner and the agreement would benefit our country and
my state. What will happen if the Korea FTA talks are not completed by the time TPA
expires? Could there be a substantial delay before trade talks are resumed?

Answer:

While these negotiations are challenging given the size and complexity of the economies
involved, we will make every effort possible to take advantage of the window of
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opportunity to complete the KORUS FTA under the current TPA. Korea also has a strong
interest in meeting this deadline, given that its ability to negotiate will become
increasingly more limited as it gets closer to the Korean Presidential election in
December 2007. In addition, we understand that Korea plans to launch an FTA with the
EU sometime this spring, which we fear could divert resources away from our
negotiations, further prolonging the time in which it will take to conclude the deal.

Let me assure you, though, that our determination to conclude a high-quality,
comprehensive, and balanced FTA with Korea will not be compromised in order to meet
deadlines.

Question 4

As the United States and Korea meet this week for the seventh round of free trade
agreement negotiations, I am concerned that work remains in Korea to improve the
environment for foreign investors. Of particular concemn is the treatment of U.S.
investors, including my constituent, the Washington State Investment Board based in
Olympia, which is part of the Lone Star Funds, the largest and most active foreign
investor in Korea. The Lone Star Funds have been under months and months of
investigation by the Korean government and their national tax authorities for
discriminatory treatment that, if allowed to occur, will cost their U.S. investors tens of
millions of dollars. I would like to ask you to look into this matter and press Korea on its
investment environment more generally. Could you please provide a report on the status
of the Korean Government investigation of Lone Star Funds and share with me what the
U.S. government has said to the Koreans concerning this pattern of treatment of foreign
investors.

Answer:

We share your concern regarding the handling of the Lone Star case in Korea. As you
may know, the effect of our FTAs on ongoing taxation and enforcement actions, such as
those involving Lone Star and the Korea Exchange Bank, is limited. Such issues

are more frequently addressed in tax treaties. It is therefore difficult to know exactly how
the KORUS FTA will impact the Lone Star or other comparable disputes. We can say,
however, that the KORUS FTA would go a long way to improving the investment
climate in Korea. The investment chapter text that we tabled will require Korea to adopt
and maintain very high standards with respect to its investment regime, including
improved transparency, fairness, and dispute settlement. Since we do not currently have
a bilateral investment treaty with Korea, our investors now have none of these
protections.

The Seoul prosecutors' investigation into the underlying transactions involving Lone Star
concluded in December 2006. My staff and the U.S. Embassy in Seoul have met with
Lone Star and the Korea Exchange Bank repeatedly throughout this process, and on
several occasions, have raised our concerns about the handling of this case directly

with senior Korean government officials. We will continue to monitor the situation
closely to ensure that the due process is accorded those involved in the case, and we will
encourage our Korean counterparts to resolve the issue fairly.
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Question 5

Ambassador Schwab, thank you for your efforts to convince the Europeans to end unfair
subsidies to Airbus. At this point, is negotiated settlement of the Boeing Airbus dispute
still possible given the WTO case is moving ahead?

Answer:

We have long argued that it is possible to litigate and negotiate at the same time, and we
remain ready to do so. A negotiated settlement is still possible if Airbus and the Airbus
governments are willing to end Launch Aid. They have been unwilling to end the
practice, though, so we are pressing ahead with our WTO case.

Question 6

Ambassador Schwab, many Senators are concerned about the U.S. trade deficit with
China, which was more than $232 billion last year. In response, I believe we should be
pressing harder to open new Chinese markets for U.S. exports. In your opinion, what are
main non-tariff barriers and market access issues in China?

Answer:

By raising the issue of non-tariff barriers, your question accurately gauges where some of
the main problem areas are in regard to market access for U.S. exports to China. China
continues to pursue problematic industrial policies that rely on trade-distorting measures
such as local content requirements, import and export restrictions, discriminatory
regulations and prohibited subsidies, and inadequate intellectual property rights
enforcement and protection, all of which raise serious WTO concerns. China has
continued to resort to industrial policies that limit market access for non-Chinese origin
goods and foreign service providers, and that provide substantial government resources to
support Chinese industries and increase exports. In some cases, the objective of these
policies seems to be to promote the development of Chinese industries that are higher up
the economic value chain than the industries that make up China’s current labor-intensive
base. In other cases, China appears simply to be protecting less competitive domestic
industries. China has, however, significantly reduced its tariffs and reduced or eliminated
many of its NTBs as part of its WTO accession agreement — even if incomplete.

In 2006, examples of these industrial policies remain readily evident. One obvious
example is China’s regulations on auto parts tariffs, issued last year, which serve to
prolong prohibited local content requirements for motor vehicles — a matter that is
currently the subject of a WTO dispute brought by the United States, the EC and Canada.
Other examples include the telecommunications regulator’s continuing interference in
commercial negotiations over royalty payments to intellectual property rights holders in
the area of 3G standards, the continuing pursuit of unique national standards in many
areas of high technology that could lead to the extraction of technology or intellectual
property from foreign right holders, a July 2005 industrial policy that calls for the state’s
management of nearly every major aspect of China’s steel industry, export restrictions on
raw materials like coke, and government subsidization benefiting a range of domestic
industries in China. Worrisome new measures over the past year include new
requirements for state control of “critical” equipment manufacturers, revised rules for
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foreign mergers and acquisitions that confer broad and vaguely defined powers on the
government to block investments in a range of industries, and plans to steer government
purchases to domestic manufacturers to promote innovation in Chinese enterprises.

Some of these policies appear to conflict with China’s WTO commitments in the areas of
market access, national treatment and technology transfer, among others.

The United States will again press China on these matters in 2007 and will take further
appropriate actions seeking elimination of these policies, including WTO dispute
settlement, where appropriate. To cite one example — China's use of prohibited subsidies
both to increase exports and to increase purchases of domestically made products — the
United States on February 2, 2007 requested WTO dispute settlement consultations with
China on these measures,

Question 7

Ambassador Schwab, is the U.S. making progress getting China to improve enforcement
of intellectual property rights (IRP) or do you believe it will be necessary to file a WTO
case?

Answer:

While China’s senior leaders have been stepping up efforts to protect IPR over the past
couple of years, enforcement is still clearly inadequate. USTR has been working
extremely closely with industry to assess areas where China may not be in compliance
with its WTO TRIPS obligations. In fact, we were prepared to initiate a WTO dispute on
IPR in October, 2006. We postponed our case, in part, because China offered to hold
technical discussions to resolve our differences, and our industries strongly supported
trying this settlement approach for a reasonable period.

We have worked with industry to develop elements for a settlement that would improve
China’s IPR enforcement in many practical ways. We will need to determine whether
China can properly address our specific concerns. We expect that a case directed at [IPR
concerns could be initiated if our discussions do not yield satisfactory results.

Question 8

Ambassador Schwab, the Indian market presents substantial opportunities for U.S.
companies. What are the main non-market barriers to U.S. investment in India? Are you
aware of any recent problems with Indian governmental approvals for U.S. companies
trying to set up operations?

Answer:

Most sectors of the Indian economy are now substantially open to foreign investment,
with certain exceptions. The Indian government continues to prohibit or severely restrict
foreign direct investment (FDI) in certain politically sensitive sectors, such as agriculture,
retail trading, railways, and real estate. At the same time, the GOI has liberalized other
aspects of foreign investment and eliminated various government approval requirements.
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Automatic FDI approval in some industries, including bulk manufacturing activities, is
now Indian government policy.

The Indian government's regulations and procedures governing publicly held companies
continue to inhibit investment and increase risk to new entrants. There are recent
examples of U.S. purchaser attempts to acquire 100 percent ownership of a locally traded
company that, while permissible in principle, face regulatory hurdles that make 100
percent ownership virtually impossible in practice.

We are not aware of any U.S. companies encountering difficulty setting up operations in
India if the companies understand Indian policies, procedures and regulations.

That said, USTR works closely with U.S. companies affected by India’s tariff and non-
tariff barriers and we take every opportunity to raise with our Indian government
counterparts our concerns about market access in India. India’s tariffs and non-tariff
barriers have been a central part of our trade dialogue in the Trade Policy Forum (TPF). 1
will chair the next meeting of the TPF with my counterpart, Commerce Minister Nath, in
April in New Delhi. The TPF provides a forum for accelerating the pace of growth in our
bilateral trade, including addressing barriers to bilateral trade and investment.

Question 9
Ambassador Schwab, the coffee industry in the United States supports more than 150,000

jobs, including many jobs in my state of Washington. While most beans are imported,
U.S. workers and plants add substantial value, and then export roasted coffee products all
over the world. Unfortunately, coffee is one of the most protected commodities in the
world. The continued ability of U.S. roasters to export coffee depends on decreasing
market access barriers. Could you provide an update on efforts to continue to eliminate
high tariffs on U.S. coffee in countries like India? What efforts are being made with
Korea through ongoing FTA negotiations?

Answer:

On a bilateral basis, we have had informal discussions in the context of the U.S.-India
Trade Policy Forum. We understand that discussions are ongoing between U.S. coffee
retailers and the Indian coffee board, and that a compromise may be in the works that
would allow certain roasted beans (those that do not compete with Indian beans) to be
brought in at a significantly reduced tariff rate. Such a compromise could be unveiled in
the annual budget to be released by the GOI on 28 February. The budget is the vehicle
for annual changes to duties and tariffs. In the run up to the budget, the Administration
has pressed the GOI to reduce or eliminate duties/tariffs of concern to US exporters
(including those on coffee). USTR will continue to work bilaterally to press the GOI to
lower its duties and tariffs across the board, but we recognize that it is less likely that
India will unilaterally reduce its tariffs on coffee when the same tariffs are on the table in
multilateral tariff negotiations.

In the Korea FTA, we are pushing for the rapid elimination of Korea’s tariffs on roasted
coffee. We have also tabled a rule of origin that will allow coffee that is roasted in the
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United States to benefit from the tariff reductions, regardless of where the coffee was
grown.

Question 10

Ambassador Schwab, I have heard that a country's internal "competition policy"”, such as
its anti-trust policy, under certain circumstances, could be considered a non-tariff barrier
to trade. Do you believe that there are countries or organizations of countries that are
currently using their "competition policy” as non-taniff barriers to trade?

Answer:

1 am aware of concerns that the competition policies and related enforcement actions
undertaken by some countries could have significant trade effects. In USTR’s report on
Foreign Trade Barriers submitted each year to this Committee, we examine foreign
anticompetitive practices with trade effects tolerated by foreign governments, and how
other countries apply their competition policies. In the process of preparing this report,
we issue a Federal Register notice soliciting public comments on such barriers, in
addition to our consultations throughout the year with stakeholders about barriers they are
facing. To the extent we receive complaints relating to the application of other countries’
competition policies, we work with our own antitrust agencies, the Department of Justice
and Federal Trade Commission, to determine how best to address these problems.

Question 11

Ambassador Schwab, prescriptive national (technical) standards can be used effectively
as non-tariff barriers to trade. It has been reported that some countries are pursuing
national technical standards in key information and communications technologies and in
the future will require companies that want to sell into that country's market to build to a
given national technical standard. Does this concern you at all? Is there something USTR
can do to ensure that this does not happen?

Answer:

‘We are very concerned about this issue. We recognize the right of governments to be
involved in setting technical requirements in their markets but we typically advocate for
reliance, where possible, on voluntary international standards, to prevent technical
requirements from being used as a tool for disadvantaging technologies -- particularly in
the information and communications sectors, where we have enormous export interests,
The temptation of many governments to promote domestic technologies and reduce
dependence on foreign suppliers appears to be great, and the use of prescriptive technical
standards to achieve that goal could significantly affect U.S. interests. We try to be
particularly vigilant in ensuring that WTO members meet their obligations under the
Agreement on Technical Barriers to Trade to notify members of proposed new technical
regulations and to provide an opportunity to comment on such proposals. In our Free
Trade Agreements, we have sought to strengthen these disciplines, both by beefing up
general transparency and notice and comment provisions, and by establishing

principles that promeote choice of technology in the telecommunications sector. We are
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active in APEC in developing similar principles, which are beginning to gain significant
support.

Question 12
Ambassador Schwab, my state has benefited from agricultural exports to Cuba. Cuba has

imported Washington state peas, lentils, and apples. What can we do to increase
opportunities for U.S. agricultural exports to Cuba?

Answer:

The U.S. is among the largest food suppliers to Cuba. The Administration has
maintained its commitment to implementing the Trade Sanctions Reform and Export
Enhancement Act (TSRA) of 2000. The most productive way to obtain open trade and
increased opportunities with Cuba is for Cuba to become a democracy and open its
markets. Not until there is verifiable progress toward a democratic transition in Cuba that
guarantees political freedom, economic opportunity and holds free and fair elections will
Cuba be regarded as a reliable trading partner.

Question 13

Ambassador Schwab, I believe that with Trade Promotion Authority expiring, Congress
will be looking to move forward on trade in a way that both promotes a robust trade
agenda and that accounts for the concerns of American workers. We must seriously
consider how to strengthen the labor and environmental provisions of trade agreements
and how to better incorporate enforceable standards into the text of these agreements.
How is USTR working to achieve this objective? What will it do to work with Congress
in this area?

Answer:

I am committed to working with Congress to address the concerns with labor provisions
in free trade agreements and to build bipartisan support for the trade agenda. We have
been creative in seeking to promote labor practices consistent with international standards
in our FTA partners within the scope of Congressional guidance in TPA. We are
working closely with Members and staff of the Finance Committee and the Ways and
Means Committee to determine how to improve our approach with respect to labor
standards, while preserving Congress’ authority to write U.S. labor laws. We will also
seek to consult with Congress regarding whether any adjustments in our approach to
environmental matters may be appropriate.

Question 14

Capacity building is also an important aspect of making sure that the benefits of trade are
shared widely around the world. Is the Bush administration committed to strengthening
the capacity of U.S. trading partners to raise core labor standards? What other capacity
building efforts involving the environment are priorities?
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Answer:

One of the principal trade negotiating objectives of Trade Promotion Authority is to
strengthen the capacity of the United States’ trading partners to promote respect for core
labor standards and protect the environment. All of our recent FTAs have included
mechanisms to work with our trading partners to enhance cooperation on labor and
environmental activities.

With regard to labor, the Administration devoted $19 million from FY0S5 and $21.1
million from FYO06 to capacity building projects in the CAFTA-DR countries focused on
modernizing labor justice systems; strengthening the capacity of labor ministries to
enforce labor laws, conduct inspections, and resolve conflicts; reducing gender
discrimination and sexual harassment; and promoting a culture of compliance with labor
laws. These are all issues identified in the White Paper produced by the CAFTA-DR
Vice Ministers of Labor and Trade. Additionally, $3 million of each year’s funds has
been allocated to the International Labor Organization (ILO) for benchmarking and
verification of the countries in meeting the goals set out in the White Paper. The
Administration is also funding ILO projects in Bahrain and Oman focusing on educating
workers about their rights and helping to ensure that implementation of labor laws is
consistent with international standards.

In the environment area, the United States provides capacity building assistance to its
trading partners to strengthen their ability to effectively enforce environmental laws and
to promote sustainable development. The United States is providing both financial and
technical assistance to the CAFTA-DR countries to: strengthen environmental ministries
and other institutions; conserve biological diversity and promote compliance with
multilateral environmental agreements, such as CITES; provide incentives for market-
based conservation; improve private sector environmental performance; and comply with
CAFTA-DR specific obligations, such as the receipt and consideration of public
submissions by an independent secretariat.

QUESTIONS FOR AMBASSADOR SCHWAB FROM SENATOR SCHUMER

Question 1

As you know, last year Senator Graham agreed to set aside our bill on China currency in
exchange for an agreement under which Senators Baucus and Grassley would work with
us on strong currency legisiation that was WTO compliant. I would just to know from
you, if the Congress were to pass strong trade legislation related to currency and/or China
with bipartisan majorities, and such legislation was WTO compliant, is it your sense that
the President would sign such a bill?

Answer:

The Administration would carefully consider any proposed legislation concerning China
and its currency policies. Any bill of this nature could raise numerous important issues,
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many of which could be within the jurisdiction of the Treasury Department or other
agencies in addition to USTR. The WTO consistency of the legislation is critical.
However, in addition, the Administration would need to consider other relevant policy
issues, such as precedent, before deciding whether it is possible to support a particular
legislative proposal. We are always available to discuss potential legislation proposals
with you and your staff.

Question 2

The U.S. optical fiber industry faces significant non-tariff barriers abroad. I am
concerned that we will reduce our tariffs on optical fiber without eliminating these non-
tariff barriers. Quite frankly, I don't want us to unilaterally disarm. Can you ensure that
we will not trade off our taniff without eliminating the non-tariff barriers and ensuring
that U.S. our optical fiber manufacturers have the market access commitments they
need?

Answer:

The United States seeks comprehensive tariff elimination in our bilateral trade
agreements and usually does not consider a priori exclusions on specific products in the
context of our multilateral negotiations. However, any commitment to reduce tariffs goes
hand in hand with our working to resolve any non-tariff barriers to ensure that our
agreements provide real market access for U.S. exports. We look forward to working
with your staff and U.S. industry on any specific non-tariff barrier concerns you have
with optical fibers in the context of our bilateral or multilateral negotiations.

QUESTIONS FOR AMBASSADOR SCHWAB FROM SENATOR CRAPO

Question 1
The softwood lumber agreement between the United States and Canada appeared all but

impossible just two years ago. But on October 12, 2006, what is known as the 2006
Softwood Lumber Agreement was implemented and is now in force. Bringing about this
agreement can largely be credited to the skills and dedication of the office of the United
States Trade Representative under the leadership of Ambassador Susan Schwab.

Implementing an agreement is only the first step. Perhaps the more important step is to
enforce the agreement and clearly communicate that violations of the agreement will not
be tolerated.

Canada has announced more than $1 billion dollars worth of new subsidies since the
implementation of the agreement, and distributions of these new subsidies have already
begun. [understand that many of these subsidies are in clear violation of the agreement.
While U.S. lumber producers are curtailing production and laying off workers to the
detriment of their communities, Canadian producers are enjoying new substantial
subsidies. The end result is that Canadian producers will keep producing uneconomic
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lumber. This will further depress an already weak market at a time when U.S. companies
and workers can least afford it.

The new subsidies issue has not been adequately addressed so far by this Administration.
This is evidenced by the fact that on an almost weekly basis there are media reports
regarding new subsidy payments to Canadian softwood lumber producers.

What concrete steps have you taken to address this issue, and what has been the result of
your actions? Will either you or Deputy USTR John Veroneau attend the February 23
meeting between the United States and Canada in order to expeditiously resolve this
issue? Was the February 23 meeting arranged to deal specifically with the new subsidies
issue, or it is a more general meeting of the Softwood Lumber Committee to initiate a
dialogue regarding miscellaneous Softwood Lumber Agreement technical issues — such
as tracking imports from excluded provinces and companies?

Answer:

I share your concerns about these assistance programs. I wrote to Canada’s trade
minister, David Emerson, about our concemns at the end of January. Ambassador
Veroneau raised the issue in bilateral meetings he held with Canada’s deputy Trade
minister on February 26 and 27, and other U.S. officials raised the issue during last
week’s meeting of the bilateral Softwood Lumber Committee in Washington. During the
extensive discussion of this issue in the course of that meeting, Canadian government
representatives provided our officials detailed information about their programs. We
intend to evaluate that information and determine our next steps after consulting with
U.S. industry.

Question 2

Critical concerns have emerged about Canada’s implementation of its SLA 2006 export
measure obligations. The concerns relate to an provision of the agreement that mandates
an adjustment in calculation of volumes above which exports from “Option A” provinces
are subject to higher “surge mechanism” export fees (“trigger volumes”) and an
adjustment in calculation of “Option B” quota volumes (Annex 7D, para. 14).

Surge mechanism “trigger volumes” and quota volumes are determined based on
calculations of the shares of the U.S. lumber market that provinces have had recently.
Those market share calculations are based, in turn, on estimates of U.S. lumber
consumption. Under Annex 7D, para. 14 of the agreement, consumption estimates must
be adjusted if statistics from the most recent quarter for which there is data show that
actual consumption in that quarter varied significantly from estimated consumption for
that quarter.

United States lumber consumption has been falling dramatically. It is precisely  for
such instances, where there a significant up or down fluctuation in U.S. consumption, that
the agreement mandates an adjustment in the consumption estimates. The adjustment is
needed because it ensures that market share calculations and, hence, trigger and quota
volumes reflect recent fluctuations in U.S. lumber consumption.
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Recent reports suggest that Canada is considering adopting an interpretation of the
adjustment provision of the agreement under Annex 7D, para 14 that would be counter to
the text and spirit of that provision. First, the Canadian federal government is
considering a petition by British Columbia that the adjustment provision under Annex 7D
of the agreement does not apply at all to the calculation of the surge mechanism trigger
volumes. Second, many Canadian parties claim that the adjustment to the U.S.
consumption estimate does not apply to calculation of trigger volumes or quota volumes
during these early months of the agreement.

Both of these arguments are inaccurate. The United States specifically negotiated, and
secured, the application of the adjustment to U.S. consumption estimates to be applicable
to both the determination of quota and trigger volumes now.

Continued oversupply of unfair Canadian lumber imports is contributing greatly to
abysmal market conditions, closures of U.S. sawmills and mill worker layoffs across the
United States. Particularly in these circumstances, the United States must insist that
Canada live up to obligations that were designed to apply precisely in these types of
circumstances.

Do you agree that Annex 7D, para. 14 applies to calculation of both “trigger volumes”
and quota volumes and applies now? To the extent that you might disagree, please
explain why.

Have you determined whether Canada is applying this adjustment now and intends to
apply it to regions under option A of the agreement? If Canada is not applying it, has this
been raised with Canada?

Assuming that 1) you agree that Annex 7D, para. 14 applies to calculation of both
“trigger volumes” and quota volumes and applies now and 2) to some extent Canada has
adopted an erroneous position on these issues, what is the Administration’s plan to
enforce the United States’ rights under the agreement in this area?

Answer:

1 share your concerns about the importance of proper Canadian administration of the
surge mechanism, especially in the current down market. USTR and Commerce
Department officials spent considerable time discussing the issue with their Canadian
counterparts during last week’s meeting of the Softwood Lumber Committee in
Washington. At the meeting, it became clear that Canada’s views on certain aspects of
administering the surge mechanism are different from the views held by the United
States. U.S. representatives agreed to discuss the matter further but made clear that this is
a priority matter that needs to be resolved promptly.
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QUESTIONS FOR AMBASSADOR SCHWAB FROM SENATOR SMITH

Question 1

I have been a steadfast supporter of Vietnam’s entry into the WTO, and Senator Feinstein
and I have expressed our concerns to you on several occasions about the process the
Administration undertook to monitor and potentially self-initiate anti-dumping
investigations against Vietnamese-made apparel. This action has caused a great deal of
instability and unpredictability for businesses sourcing product in Vietnam, including
several companies located in my home state of Oregon. While I recognize that the
Commerce Department is responsible for administering the program, USTR was directly
involved in crafting the process and will have to defend it if challenged in the WTO.
Therefore, 1 assume that your lawyers have carefully looked at the statutory authority that
the Department has to implement this process.

Could you specify for me what authority the Administration has to implement this
process — beyond your basic monitoring authority — and whether this authority goes as far
as self-initiating anti-dumping cases after the monitoring process?

Answer:

The Department of Commerce has statutory authority to collect and report data on
imports. See 13 U.S.C. §§ 301-302. In addition, the antidumping statute provides the
Department of Commerce with the authority to self-initiate antidumping investigations.
See 19 U.S.C. § 1673a. Inherent in the latter authority is the authority of the Department
of Commerce to collect and analyze information in order to determine whether self-
initiation is appropriate. Such action is therefore fully consistent with Commerce’s
statutory mandate to administer and enforce the antidumping law.

Question 2 (Quesenberry)

The Vietnam apparel and monitoring program has been implemented for more than a
month. The five product areas that are being monitored - trousers, shirts, underwear,
swimwear and sweaters — cover a large range of apparel products, including products that
clearly do not compete with U.S.-made goods.

Can you give us an update on the monitoring program?

Do you believe it is appropriate to monitor Vietnamese apparel products if an identical
product is not made in the United States?

Answer:

The monitoring program began with the accession of Vietnam to the WTO on January
11,2007. The Commerce Department intends to monitor five product groups - trousers,
shirts, underwear, swimwear and sweaters. However, Commerce recognizes that these
five product groups are too broad for effective monitoring. Within these five groups,
Commerce intends to focus on those traditional three-digit textile and apparel categories
of greatest significance based on trade trends, composition of the U.S. industry and input
from parties, as appropriate.
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The Department of Commerce has worked closely with interested parties, including
domestic textile and apparel producers, workers, retailers, importers and the Government
of Vietnam, and will continue to do so throughout the monitoring process.

Commerce will establish an electronic hotline—vietnam-texapp-monitor-
hotline@mail.doc.gov-- for parties to use to provide input and ask questions as well as
the basis for establishing an email notification system to provide parties notice of
upcoming developments. In addition, Commerce will hold a public hearing on the
program in Washington, DC and will announce the details surrounding this event very
soon. Commerce is also working to provide public data with the release of the January
2007 Census data in March 2007.

The Administration does not intend to monitor products without commercial purpose.
We will not initiate an antidumping investigation if a product is not made in the United
States.

However, questions regarding the product scope of an antidumping investigation are
extremely technical and complex.

Should the Department ever reach the point of considering self-initiation of an
antidumping investigation, any actions would be taken in full accordance with U.S. law
and our international obligations.

Question 3

As you know, we are nearing the expiration of the Memorandum of Understanding
(MOU) that governs apparel and textile imports from China. Quotas currently in place
under the agreement will expire at the end of 2008. Many have presumed that the U.S.
textile industry pushed for the new Vietnam monitoring program in order to set a
precedent for China post-2008.

Did you consider this when agreeing to the monitoring process for apparel products from
Vietnam?

‘What steps can this Administration take to ensure that this process isn’t replicated?
Answer:

The monitoring program applies to imports of textile and apparel products from Vietnam,
not China. It terminates in January 2009, at the end of this Administration.

The Vietnam monitoring program is in place through the end of this Administration. The
Administration cannot bind future Administrations’ policy determinations by extending
the program or replicate it in some other fashion.
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Question 4

Since the early 1990s, pear growers from my state have sought access to the People’s
Republic of China. To this day they continue to work through the torturous process in
the hope that one day soon they will be successful. In the interim, China has obtained
approval to export two varieties of pears to the United States — Ya pears and Fragrant
pears — and last year stated that it would now like access for a third variety. It is not the
direct responsibility of USTR to work out the technical regulations that govern these
types of phytosanitary agreements. However, I now see this issue as an unfair trade
advantage that your agency needs to be aware of and help remedy.

How can you help my pear growers?
Answer:

My understanding is that Oregon State University is conducting research on behalf of the
Pacific Northwest pear industry to address China’s outstanding questions regarding the
association of commercially produced pears and the plant disease, fire blight. Once the
research is made available to us, we will prioritize a market access request for pears to
China, and we will urge China to complete its review of this request as quickly as
possible.

Question 5

Last year, Senator Feinstein and I sat down with your predecessor, Ambassador Portman,
to talk about how we can work together to correct an inequity in our tariff system that
subjects the least developed countries (LDCs) of Asia to higher tariffs than those that face
our wealthier trading partners in Europe and Japan. At the WTO Hong Kong Ministerial
in December 2005, the United States committed to provide duty-free and quota-free
market access to LDCs. Later today, Senator Feinstein and I will be reintroducing
legislation that will provide duty-free and quota-free benefits to the LDCs of the Asia-
Pacific region.

Can we count on your support for moving our bill through Congress?
Answer:

The Administration shares your view on the importance of expanding the trading
opportunities for LDCs, which is the central tenet of both your legislation and our efforts
in the Doha Development Agenda (DDA). The commitment made at Hong Kong
regarding duty-free, quota-free market access (DFQF) for products from LDC’s will be
implemented as part of the overall results of the DDA. We have begun the formal
consultation process to inform our deliberations on implementation. On Janunary 18,
2007, we requested public comments on issues related to implementation of DFQF in a
Federal Register notice. The deadline for these comments is March 15. On February 16,
2007, 1 sent a letter to Chairman Pearson requesting the USITC to provide an analysis of
the probable economic effects on U.S. producers and consumers of providing DFQF to
the LDCs.
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Implementation of our commitment made at Hong Kong will undoubtedly broaden access
to the U.S. and other developed country markets. Since developed country markets are
largely open, however, we continue to believe that the most significant prospective gains
for LDC exports are in other developing countries, particularly the large emerging
economies. Developing country participation in the Hong Kong initiative, and ultimately
in a strong overall market access outcome from the Doha negotiations that creates
meaningful new trade flows in agriculture, industrial goods and services, will be the
critical determinate of the impact of the DDA on economic growth and poverty
alleviation in the poorest countries.

Question 6

T understand that our negotiators have been in Korea recently with the goal of working
out an agreement to allow for the resumption of normal U.S. beef trade into Korea.
Getting this agreement and getting the Koreans to adopt import requirements that are
transparent, predictable, and follow internationally recognized guidelines will be key to
moving a U.S.-Korea Free Trade Agreement through Congress.

Can you tell me what progress has been made on this front?
Answer:

A USTR-led technical team met with Korean Government officials on February 7-8 to
discuss both the current import protocol for deboned beef, and market access for all U.S.
beef and beef products. We were unable to agree to a revised protocol for deboned beef
due to Korea’s policy of zero tolerance for bone chips. We disagree with Korea as to the
scientific justification for this policy. Moreover, the U.S. beef industry has made clear
that this policy is commercially infeasible. While we continue to press Korea for
flexibility in this regard, we are also focusing on concluding an agreement for market
access for all U.S. beef and beef products.

Question 7

I'm concerned about the increasingly hostile climate for foreign investors in Korea. I
understand that Korean tax authorities have launched a series of what appear to be
excessive, burdensome and unfair investigations into a number of U.S. private equity
firms. The Oregon Public Employees' Retirement Fund is a major investor in a fund that
recently had to withdraw a planned sale of a major asset due to a protracted investigation
by Korean authorities, even though the investigation failed to produce any evidence of
wrongdoing. I understand that foreign direct investment in Korea has begun to drop over
the past year, as other investment groups take a closer look at the Korean government's
behavior.

What are your plans to deal with the Korean government's treatment of U.S. investors?

What provisions are you seeking in the free trade agreement negotiations to ensure a level
playing field for foreign investors in Korea?



87

Answer:

We share your concern about the treatment of U.S. private equity firms and other
investors in Korea. Both USTR staff and U.S. Embassy Seoul have raised these concerns
directly with our counterparts in the Korean government and will continue to press them
to treat U.S. investors in a non-discriminatory and fair manner.

We believe that the KORUS FTA will help improve the investment climate in Korea.
The investment chapter text that we tabled will require Korea to adopt and maintain very
high standards with respect to its investment regime. In particular, among other
protections, our text would:

(1) require Korea to treat investors and their investments as favorably as Korea
treats its own investors and investments or investors and investments from any
third country;

(2) establish a “minimum standard of treatment” based on standards found in
customary international law, including “fair and equitable treatment” (the
obligation not to deny justice) and “full protection and security” (the obligation to
provide the level of police protection required under customary international law);

(3) require payment of prompt, adequate, and effective compensation when direct
or indirect expropriation takes place;

(4) require Korea to allow investors to transfer funds into and out of the country
without delay and using a market rate of exchange;

(5) prohibit the imposition of certain performance requirements — such as local
content, trade balancing, or technology transfer requirements — as a condition for
the establishment or operation of an investment;

(6) prohibit nationality-based restrictions on the hiring of senior managers; and

(7) allow U.S. investors to submit investment disputes with Korea to binding
international arbitration. There would be no requirement to file a case in Korea’s
domestic courts before proceeding to international arbitration or to otherwise
exhaust domestic legal remedies.

Question 8 (Maruyama/Cutler)

The South Korea economy has suffered from a historic lack of transparency. Recently
the chairman of the board of Hyundai Corporation was convicted in a corruption scandal.

Will USTR require Korean companies to abide by the terms of the Foreign Corrupt
Practices Act before they gain additional access to the U.S. market under the FTA?
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Answer:

In the KORUS FTA negotiations, as in all U.S. FTAs, we are seeking to conclude a high-
quality, comprehensive agreement that will bring additional transparency and enhance the
rule of law in our trading partners, which would have a positive impact on efforts to
combat bribery and corruption. In addition, under the KORUS FTA each party would be
obligated to make it a criminal offense to offer or accept a bribe in exchange for
favorable government action in matters affecting international trade or investment. Each
party would also be required to adopt or maintain appropriate measures to protect those
who report acts of bribery. Finally, the parties would commit to work together to
encourage and support international initiatives to prevent bribery and corruption.

Question 9

Please explain how the Kaesong process works.

Specifically, how are North Korean workers selected to work in the Kaesong economic
zone?

Are they paid directly by their employers or do the employers pay the North Korean
government for their services?

What are their wages and working conditions?

Are there any South Korean companies that are iraporting products or products with
components that are made in North Korea’s Kaesong district that could gain increased
market access to the U.S. under the FTA? If so, please enumerate the companies.

Answer:

The KORUS FTA will be an agreement between the United States and the Republic of
Korea. Goods made in the Kaesong Industrial Complex (KIC) would be ineligible for
tanff preferences under the Rules of Origins provisions that the U.S. negotiators have
tabled. In addition, the FTA would not affect applicable U.S. export-control laws with
respect to Democratic Peoples Republic of Korea (DPRK).

With respect to the details on the operations of the KIC, the Department of State is the
lead agency with respect to relations with THE DPRK and can provide you with more
information on the operation of the KIC.

Question 10

Does the U.S. have a process to license products made in North Korea for import into the
United States? If so, please explain the criteria to gain a license and list the products that
come in to the U.S. under this licensing process.

Answer:

My understanding is that, pursuant to Sections 73 and 74 of the Arms Export Control Act
(22 U.S.C. 2797b-2797¢), goods of North Korean origin may not be imported into the
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United States either directly or through third countries, without prior notification to and
approval of the Office of Foreign Assets Control (OFAC) in the Department of Treasury.
The Treasury Department's Office of Foreign Assets Control is the lead agency for
determining whether an importer meets the criteria for licensing to import products from
North Korea and can provide you with more information as to that process. However,
with respect to USTR's negotiations with the Republic of Korea, the U.S. views the
KORUS FTA as an agreement between the United States and the Republic of Korea, and
only products from those countries will be covered.

Question 11

To what do you attribute the fact that global automobile manufacturers in Asia, Europe,
and North America hold less than a 4% market share in the Korean automotive market
when the average share of automobile imports in the OECD countries is 40%?

Answer:

We have worked with U.S. industry to identify a wide range of tariff and non-tariff
barriers impeding U.S. access to Korea’s automotive market. Achieving increased
market access for U.S. auto suppliers in the Korean market is a top priority for the
Administration, and we have tabled proposals to address these barriers in the FTA
negotiations. On tariffs, we are seeking elimination of Korea’s high 8 percent tariff on
passenger vehicles. We seek to eliminate the discriminatory element of Korea’s auto
taxes based on engine size. With respect to Korea’s automotive regulatory and standards-
setting process, we seek to enhance transparency and allow for meaningful input earlier
in the process. Also, in the area of standards, we are seeking to address existing concerns
with specific automotive safety and emissions measures in Korea. We also are seeking a
commitment by the Korean government to not engage in anti-import activities. Finally,
we are in the process of developing additional ideas intended to ensure further opening of
the Korean automotive market to U.S. exports.

Question 12 (Donnelly)
As part of the free trade agreements (FTA) with Bahrain and Oman, your office

successfully secured commitments to stop Omani and Bahraini participation in the Arab
League Boycott of Israel. I believe such political reforms are essential to securing
Congressional support for FTAs and go to the heart of expanding economic cooperation
with the Middle East. Your predecessor, Rob Portman, also made dismantling the
boycott a priority and secured a commitment from Saudi Arabia during WTO accession
negotiations that he described as “a legal obligation to provide most-favored-nation
treatment to all WTO Members, including Israel.” Yet, it appears Bahrain and Saudi
Arabia may be flouting their commitments, as a recent Department of Commerce report
indicates. This report confirms that there has been an increasing number of requests from
these countries for U.S. companies to abide by the boycott of Israel.

How do you intend to hold these countries to their anti-boycott commitments?

‘What progress has Bahrain made in dismantling its boycott of Israel?
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Have its domestic laws been adequately changed to meet the terms of its free trade
agreement?

Answer:

We have consulted with the Government of Bahrain on this matter and have every
indication that Bahrain has fully lived up to its commitment to cease application of the
Arab League boycott of Israel

We have confirmed that Bahrain has closed its boycott office, which had been the sole
entity responsible for enforcing any aspect of the Arab League Boycott of Israel.

When Congress was considering the Bahrain FTA implementing bill, Bahrain eliminated
the secondary and tertiary aspects of the boycott in 1994 —those aspects of the boycott
that would directly affect trade between Bahrain and the United States.

Bahrain has circulated a memorandum to all government Ministries to ensure that any
boycott language has been removed from government contracts.

When advised of residual references to the boycott in government contracts, the
Government of Bahrain has moved immediately to reaffirm this position and correct the
situation.

In addition, Bahrain has changed whatever domestic laws are necessary to meet the terms
of the free trade agreement.

As you noted, during its WTO accession negotiations, Saudi Arabia made several
commitments regarding the Arab League Boycott.

Saudi Arabia specifically confirmed that it had ended all aspects of the secondary and
tertiary boycotts of Israel. The Saudi Government has circulated a memorandum
directing all government ministries to comply with decision ending these aspects of the
boycott. When advised of residual references to the boycott in government contracts, the
Government of Saudi Arabia has been cooperative in correcting the situation.

At the time of its accession to the WTO, Saudi Arabia did not invoke the non-application
provisions of the WTO Agreement with respect to any Member, and therefore has taken
on all WTO rights and obligations, including most-favored-nation treatment, with respect
to all Members, including Israel. In our view, continning the primary boycott of Israel
would not be in keeping with these commitments.

Since accession, there have been conflicting signals from Saudi officials on their
understanding of their MFN commitment. We have taken every available opportunity to
raise this issue with Saudi authorities to remind them of their commitment and our
expectation that they honor this commitment. The Administration will continue to
monitor the situation.
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Question 13
The Administration is committed to creating a Middle East Free Trade Area (MEFTA) by

2013 and has already begun by pursuing individual FTAs that will act as its foundation.,
The benefits of MEFTA would be as much political as they are commercial, and this
Committee views it as essential that Israel be fully integrated into the trading bloc. We
applaud your success in securing commitments from Bahrain and Oman to completely
dismantle the Arab League Boycott.

Do you intend to continue this process by requiring future FTA partners to likewise
dismantle all elements of the boycott?

Apart from working to dismantle the boycott, do you have additional ideas that would
facilitate Israel’s integration into the region?

Answer:

The United States government has a long-standing policy of opposition to the Arab
League boycott of Israel in all of its forms. The Administration continues to work for the
removal of the boycott and strongly supports the political process that will encourage the
parties to resolve their fundamental differences.

- As part of the President’s initiative to promote trade and investment with and
among Middle Eastern nations, the U.S. Government has made clear that the Arab
League boycott of Israel distorts trade and retards the development of economic
relationships and prosperity for all countries in the region.

- The United States government has made clear that successful congressional
consideration of a Free Trade Agreement will depend on a country’s adherence to
its WTO obligation to allow MFN trade with all WTO Members, including Israel.

- In addition, a team of anti-boycott experts from the Departments of Commerce
and State regularly visits the region to discuss efforts to eliminate the boycott.

The United States has also made clear in laying out the objectives of the MEFTA that
stimulating intra-regional trade and investment is a major goal of our MEFTA strategy.
Integrating Israel into the MEFTA is an important element of meeting this goal.

Question 14

Malaysia boycotts Israel economically as well as politically. The Malaysian Central
Bank issued a directive prohibiting the use of the Shekel and banning deals with “the
State of Israel, or their residents.” Malaysia also informally bans Israelis from visiting
the country, requiring Israelis — and only Israelis — to submit visa applications to the
Ministry of Internal Security rather than the Ministry of Tourism.

Have you raised these issues in the FTA negotiations?

Do you believe you will be successful securing a commitment from Malaysia to
dismantle the boycott before an agreement is sent to the Hill?
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Answer:

The United States is discussing our concerns on the requirements Malaysia places on
trade with Israel parallel to the FTA negotiations and are seeking to secure a commitment
to eliminate these requirements before the agreement is signed. Appropriate agencies are
seeking to address the issues of visa application requirements and currency prohibitions.
While Malaysia is not a member of the Arab League and there is significant trade
between Malaysia and Israel ($250 million in two-way trade in 2005), it is the United
States” longstanding policy to actively oppose any form of the Arab League boycott.

Question 15

The Administration recently signed a bilateral agreement with Russia that essentially
paves the way for Russia’s membership in the WTO. Russia has long sought WTO
membership, and President Putin has made it a personal goal of his presidency. Yet, this
agreement was reached at the very time Russia was actively working against U.S.
national security interests vis-a-vis Iran. Russia has continued assisting Tehran’s nuclear
pursuits, has armed Iran with advanced weaponry - including 29 surface-to-air missile
systems to defend its nuclear facilities - and has pledged to upgrade Iran’s aircraft and
battle tanks.

Why should Congress grant Russia PNTR given Russia’s history of assisting Iran’s
nuclear weapons programs?

Answer:

We have consulted with our colleagues at the State Department and the National Security
Council on this question. The Administration shares your concerns about Russia’s arms
sales to Iran and the broader proliferation threat posed by Iran’s nuclear program. The
Administration has intensified our work with our European allies and at the United
Nations Security Council to address the Iranian nuclear threat. Although we have had
some differences with Russia on this subject, Russia has urged Iran to suspend its
enrichment related and reprocessing activities, respect its international commitments on
non-proliferation, and to cooperate fully with the International Atomic Energy Agency’s
(IAEA) investigation. Russia joined the other members of the United Nations Security
Council in voting unanimously in favor of two Security Council resolutions — 1696 and
1737 — which hold Iran accountable for its harmful and destabilizing activities. Such
actions are consistent with U.S. efforts and help to reinforce our message.

The Administration has also repeatedly raised with Russia, at the highest levels, our
concern about its arms sales to Iran. These ongoing discussions are reinforced by our
actions in international and multilateral organizations. Several Russian entities and
individuals have been sanctioned under the Iran Nonproliferation Act and the Iran and
Syria Nonproliferation Act because there was credible information indicating they had
transferred to or acquired from Iran or Syria certain goods, services and/or technology
related to weapons of mass destruction, ballistic missiles, cruise missiles or advanced
conventional weapons. Despite differences, we continue to maintain a constructive
dialogue with Russia on this critical issue.
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The Administration remains committed to terminating application of the Jackson-Vanik
amendment to Russia and USTR along with other agencies will work with the Congress
on determining the appropriate time for such action. Obviously, Russia’s progress on
WTO accession - including improving enforcement of intellectual property rights,
implementing our bilateral agreements concluded in November last year, and adopting
WTO obligations that require transparency and the enhanced rule of law - are among the
questions we will need to consider.

Question 16

In a side letter signed by you and the Russian Minister of Trade and Economic
Development, Russia agreed to the objective of permanently shutting down the
production of pirated optical media within its borders. By almost all accounts, Russia is
second only to China in the rate of piracy within its borders.

What progress has Russia made toward implementing the steps set out in the side letter
on IP?

How do we ensure that Russia doesn’t become another China with respect to piracy
enforcement?

Answer:

This Administration strongly supports the interests of U.S. intellectual property owners in
securing adequate protection and effective enforcement of their rights around the world.
Russia remains one of our top priorities in that regard, and we are taking concrete steps to
ensure that Russia makes the necessary improvements. As you noted, on November 19,
2006, the United States and Russia signed a strong and enforceable bilateral agreement
setting out actions that Russia would take to address piracy and counterfeiting and
improve protection and enforcement of intellectual property rights (IPR). At the same
time, we continue to seek further progress on IPR issues in Russia through the next phase
of multilateral negotiations on Russia’s WTO accession, during which the United States
and other WTO members will examine Russia’s IPR regime. Implementation of the
commitments on IPR in the November 19 agreement will be essential to completing the
final multilateral negotiations on the overall accession package.

I believe it is still too early to draw firm conclusions regarding the progress has Russia
made toward implementing the steps set out in the November 19 agreement on IPR. 1
expect Russia to do what it has agreed to do, and I have conveyed the need for timely
progress to my Russian counterpart, Minister Gref. I also sent a team to Moscow just last
month to urge swift implementation of the Agreement through the United States-Russia
Intellectual Property Working Group. We will also be working with other WTO
members in the multilateral negotiations on Russia’s accession to the WTO and having
additional meetings of the IPR Working Group. In short, the Administration continues to
use all available tools to press Russia for strong action on this very important issue.
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QUESTIONS FOR AMBASSADOR SCHWAB FROM SENATOR LOTT

Question 1

Can you realistically get any traction on Doha without Congress agreeing to extend TPA?
Where do you see failure to extend fast track putting the U.S.? While other countries are
busy making deals and creating economic opportunities for their workers and companies,
the U.S. will be on the sidelines. Isn’t this a step backwards?

Answer:

TPA is critical for convincing other governments to negotiate and conclude market-
opening agreements with the United States. It tells other countries that the United States
speaks with one voice at the negotiating table. For example, we will need TPA to
conclude and implement a global market-opening agreement in the current Doha round of
trade negotiations.

Under TPA, other countries are willing to make tough trade concessions to us because
they know the deal they strike will not be reopened in the Congress. In addition, the
specific negotiating gnidance that Congress provided in TPA, as well as our ongoing
consultations with Congress, helps us shape our dialog with our prospective FTA partners
and in the Doha negotiations.

Without TPA, we would be forced to sit on the sidelines, as we did during much of the
last decade, while our trading partners close deals with other countries. Few countries
will negotiate seriously with the United States without TPA. Our major trading partners,
the EU, Japan, and China, are aggressively pursuing bilateral and regional deals around
the world to lower tariff and non-tariff barriers to their products. For example, Japan is
currently negotiating trade agreements with several East Asian nations. The EU is in
preliminary trade discussions with India, South Korea, and the ASEAN nations. The
ASEAN nations, in turn, are in intensive trade talks with Japan, China, South Korea,
India, New Zealand, and Australia (“ASEAN + 6).

Should TPA lapse, our prospects of concluding meaningful bilateral, regional, or
multilateral bilateral trade agreements around the world will be greatly reduced. That, in
turn, will greatly diminish our ability to dismantle barriers to U.S. products and services,
putting our businesses, farmers, and workers at a disadvantage with their competitors
around the world.

Question 2

In general terms, why should we have Trade Promotion Authority extended? Can you
make the case for why TPA should be not only extended but expanded as well?

Answer:

TPA is a critical part of our economic engagement with the world. The United States
already has the most open, major economy in the world, which has allowed our
consuners to enjoy a wide array of choices, from food to electronics, and our businesses
to obtain the parts and materials they need to stay globally competitive.
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TPA gives the Administration the tools to reduce tariffs and other trade barriers to U.S.
exports. Reducing tariffs and trade barriers will give our farmers, ranchers,
manufacturers and service provides better access to the 95% of the world’s customers
living outside our borders. Exports are becoming increasingly important to the U.S.
economy, driving U.S. economic growth. Over the last year, inflation adjusted exports
have grown (9.1%), more than 3 times as fast as the healthy U.S. economy (up 3.0%),
accounting for a third (33.3%) of the economy’s growth.

Manufactured exports have increased 107% since the end of the last multilateral round a
decade ago (through annualized 2006). Manufactured exports support an estimated 5.2
million jobs in the U.S, including one in six manufacturing jobs. Agriculture exports
(including processed food) support nine-hundred and twenty-six thousand jobs in the
U.S. One of every three U.S. acres is planted for export.

And in services, the U.S. had a $66 billion surplus in 2005 on exports totaling $381
billion, and these exports have nearly doubled since 1994. For annualized 2006, the
services surplus is estimated to be $72 billion on exports totaling $414 billion.

In addition, U.S. jobs supported by goods exports pay an estimated 13% to 18% more
than the U.S. national average. Today, by some estimates, U.S. annual incomes are $1
trillion higher, or $9,000 per houschold, due to increased trade liberalization since 1945.
If remaining global trade barriers are eliminated, U.S. annual incomes could increase by
an additional $500 billion, adding roughly $4,500 per household. And reducing trade
barriers will spur the creation of more, higher paying U.S. jobs. Services account for 8
out of every 10 jobs in the United States — an area of significant growth potential from a
successful Doha round.

With respect to our bilateral and regional FTAs, our FTA partners represent a large share
of U.S. exports. U.S. goods exports to the 16 countries that Congress has approved
FTAs with accounted for 43% of total U.S. goods exports to the world in 2006.

Simply put, trade agreements mean more exports, better jobs, and more choices for
consumers. TPA is an indispensable part of keeping the United States front and center in
creating economic opportunities for our companies, workers, and farmers and in
promoting freedom and cooperation through trade and investment.

Question 3

Given the strong link between U.S. investment overseas and the growth of U.S. exports,
strong investment rules are absolutely critical in a market like Korea that use less than
transparent regulatory barriers. Iam concerned by reports that Korea is seeking a
weakening of both the underlying protections for investment and potentially a weakening
or elimination of investor-state dispute settlement. Can you assure me that U.S.
negotiators are seeking high standards and not weakening these provisions that are so
critical? Can you tell me very generally how these negotiations are going?
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Answer:

We agree that it is essential that a KORUS FTA contain the high-standard investment
protections found in our model bilateral investment treaty (“BIT”) and FTA investment
chapters. We believe that the provisions of our investment chapter will go a long way
toward improving the investment climate in Korea, and that the investment chapter text
that we have tabled will require Korea to adopt and maintain very high standards with
respect to its investment regime.

We also agree with your specific concern that an eventual KORUS FTA should include
our high-standard investor-state arbitration mechanism, which is important for U.S.
investors doing business in Korea. I can assure you that our negotiators are working hard
to ensure that an ultimate agreement includes this core provision (as well as the other
core provisions). Indeed, we believe we can address the priorities and concerns that the
Koreans have raised with respect to these two issues, and to the chapter overall, without
weakening the fundamental protections of the chapter for U.S. investors.

QUESTIONS FOR AMBASSADOR SCHWAB FROM SENATOR LINCOLN

Question 1

Ambassador Schwab, in signing the Softwood Lumber Agreement, the United States and
Canada agreed on a set of terms to settle the softwood lumber dispute. A key element of
the agreement is Canada’s commitment to forego providing new subsidies to its lumber
industry. I am therefore deeply concerned by announcements by Canada that it is
proceeding with new subsidy programs that appear to be in violation of these important
terms.

The American lumber and forestry industries are critical elements of the U.S.
manufacturing base and many state economies. I have personally seen the great harm
subsidized and dumped imports can cause to our industry, its workers, and forest
landowners. Can you elaborate on what measures you plan to take to ensure that the
United States obtains an ironclad commitment from Canada to discontinue these unfair
trading practices?

Answer:

I share your concerns about these assistance programs. I wrote to Canada’s trade
minister, David Emerson, about our concerns at the end of January. Ambassador
Veroneau raised the issue in bilateral meetings he held with Canada’s deputy Trade
minister on February 23 and 26, and other U.S. officials raised the issue during last
week’s meeting of the bilateral Softwood Lumber Committee in Washington. During the
extensive discussion of this issue in the course of that meeting, Canadian government
representatives provided our officials detailed information about their programs. We
intend to evaluate that information and determine our next steps after consulting with
U.S. industry.
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Question 2
Ambassador Schwab, on September 29, 2006 the Russian Agricultural Inspection Agency

sent a letter to USDA/FAS announcing an import ban on all varieties of U.S. rice citing
the discovery of GM rice seeds in shipments of U.S. long grain rice to the European
Union (EU). The EU has not imposed a ban on U.S. rice, but rather insisted on onerous
testing and certification requirements prior to customs clearing.

In mid-October 2006, Russia extended the ban to all origins of rice citing poor quality,
mold and high levels of pesticides and named nearly every rice-exporting nation in the
world. This extension of the Russian ban on rice was equally unjustified and in practical
terms was likely an attempt to avoid criticism for singling-out U.S. rice in the initial ban.

The effect of the ban on U.S. and specifically medium-grain rice exports has been
significant. Over the past 5 years, U.S. exports to Russia of “premium medium grain rice”
used primarily for sushi have grown to exceed 3,000 metric tons per year — in dollar
terms over $3.7 million per year. Considering the increasing interest in Japanese style
food worldwide, the industry believes there is an opportunity for a 100% increase in sales
over the next five years.

Ambassador Schwab, can you elaborate on any steps the Administration has taken or
plans to take in order to address this issue?

Answer:

Thank you for your questions related to Russia’s ban on rice imports. The ban on U.S,
rice was imposed in late September 2006. The ban on all origins of rice was imposed in
early December 2006.

As you noted in your letter, Russia did not observe WTO requirements when it imposed
the ban on imports of both biotech and conventional varieties of rice. The ban was
imposed without prior notice or sufficient justification for such measures.

The United States has been working both bilaterally and multilaterally to have Russia
remove the ban. The U.S. embassy in Moscow is working with other local embassies to
engage the Ministry of Agriculture because the December ban affects imports from all
sources. In addition, we continue work here and in Moscow for resolution of the
biotech-based elements of the ban.

To re-inforce these efforts, in mid-February we delivered a demarche to senior Russian
officials urging them to immediately lift the ban on U.S. rice. In addition, we will raise
this issue in Geneva next week in discussions about Russia’s sanitary and phytosanitary
regime and its bid to enter the WTO.

This is an important issue for USTR and we will continue to push Russia take immediate
steps to restore trade.
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QUESTIONS FOR AMBASSADOR SCHWAB FROM SENATOR SNOWE

Question 1

Bringing about and implementing the 2006 Softwood Lumber Agreement between the
United States and Canada can only be described as a monumental achievement by the
office of the United States Trade Representative under the leadership of Ambassador
Susan Schwab.

We must now ensure that the agreement provides the intended benefits to our softwood
lumber industry. This requires that the agreement terms are not violated.

It is deeply troubling that within weeks of implementing the agreement, Canada
announced that it will provide its lumber and forestry industry with over $1 billion dollars
of new subsidies over the next five years. It is alarming that payments of these new
subsidies have already begun without any consultations with the United States. Itis
intolerable that Canadian lumber producers are receiving new subsidies while U.S.
producers are forced to endure disproportionate layoffs and production curtailments in
the face of weak market conditions.

What steps are you taking to ensure that Canada abides by all the provisions of the
agreement, including the prohibition against new unfair subsidies? As the media reports
on an almost weekly basis about new subsidies and payments to Canadian producers,
what, in your opinion, will it take to ensure that Canada stops violating the no new unfair
subsidies provision of the agreement? Will either you or Deputy USTR John Veronau
attend the February 23 meeting between the United States and Canada? Is the purpose of
the February 23 meeting to deal exclusively with the new subsidy issue, or is it a more
general meeting to discuss miscellaneous agreement related technical issues?

Answer:

1 share your concerns about these assistance programs. I wrote to Canada’s trade
minister, David Emerson, about our concerns at the end of January. Ambassador
Veroneau raised the issue in bilateral meetings he held with Canada’s deputy Trade
minister on February 26 and 27, and other U.8. officials raised the issue during last
week’s meeting of the bilateral Softwood Lumber Committee in Washington. During the
extensive discussion of this issue in the course of that meeting, Canadian government
representatives provided our officials detailed information about their programs. We
intend to evaluate that information and determine our next steps after consulting with
U.S. industry.

QUESTIONS FOR AMBASSADOR SCHWAB FROM SENATOR KYL

Question 1

I would like to get your reaction to an issue that has been brought to my attention
conceming barriers to investment in India. 1 bave heard that investment barriers may
exist in a number of market sectors, including retail, insurance and telecommunications,
and information technology. It is my understanding that the United States Trade
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Representative’s National Trade Estimate on Foreign Trade Barriers (NTE) highlighted
these barriers. I have heard that, even when 100 percent foreign direct investment is
permitted by law, regulatory barriers can make 100 percent foreign direct investment
unachievable as a practical matter.

I know your office has been looking into this issue, and appreciate your interest in
making sure that U.S. firms are treated fairly under Indian law. Could you give us an
update on this specific non-market barrier challenge in India, and the issue of investment
barriers in general?

Answer:

One of the Administration's key goals is to broaden the economic relationship between
the United States and India. Indeed, India has undertaken numerous reforms over the
past two decades to liberalize its economy and better facilitate trade and investment
flows. However, India’s reforms, liberalization, and market opening are a work in
progress. India’s policies, laws and regulations continue to impede investment in certain
sectors. While some U.S. companies (such as IBM) have succeeded in establishing 100
percent ownership in the information technology (IT) sector, we are aware of at least one
company that recently faced difficulties in achieving 100 percent ownership due to
India’s policies governing the delisting of publicly traded companies. Some of the
relevant Indian policies remain out of step with international norms, though generally
speaking the problems are systemic and they do not reflect discrimination targeting U.S.
firms. That said, we have been told that the Indian regulators are preparing to make
further modifications to the regulations in the near future.

I will chair the next meeting of the Trade Policy Forum (TPF) with my counterpart,
Commerce Minister Nath, in April in New Delhi. The TPF provides a forum for
accelerating the pace of growth in our bilateral trade, including addressing barriers to
bilateral trade and investment. Two of the TPF focus groups, Services and Investment,
cover these issues. The U.S. side is also working to persuade India to further its market
opening and liberalization to allow greater foreign participation in key sectors such as
telecommunications, retail, and insurance.

Question 2

It is my understanding that Japan is in the process of privatizing, or has privatized, its
postal operations. I have heard concerns that insurance products will be sold from
Japanese postal facilities in a manner that may violate the General Agreement on Trade in
Services.

Do you believe the concerns are valid? If so, would you please update the Committee on
any steps being taken by your office to address the situation?

Answer:
The Japanese Government is currently developing reforms to its postal insurance and

banking system, and plans to begin implementing these reforms starting in October.
Since the reforms are still under debate, it is hard to reach any conclusions about whether
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the final rules and regulations are consistent with GATS rules. As the reform process
moves forward, we will evaluate any additional regulations and requirements carefully,
and make clear we expect Japan to comply fully with its international trade obligations.

We also have been making clear the importance of this issue in our bilateral trade agenda.
The Administration has consistently raised this issue with Japan at the highest levels over
the past three years, and we will continue to do so. We will continue to work closely
with the Departments of State, Commerce, and Treasury as well as other U.S. agencies to
ensure Japan does not back away from creating a level playing field in the privatization
process in the upcoming critical months. We will also continue to work in close
consultation with U.S. industry to ensure the reforms to Japan Post are consistent with
Japan’s international obligations.
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We thank the Committee for holding this important Hearing today on the Administration’s 2007
Trade Agenda. As you may know, AdvaMed represents over 1,300 of the world’s leading
medical technology innovators and manufacturers of medical devices, diagnostic products and
medical information systems. Our members are devoted to the development of new technologies
that allow patients to lead longer, healthier, and more productive lives. Together, our members
manufacture nearly 90 percent of the $86 billion in life-enhancing health care technology
products purchased annually in the United States, and nearly 50 percent of the $220 billion in
medical technology products purchased globally. Exports in medical devices and diagnostics
totaled $25.5 billion in 2005, and imports were $23.7 billion. The medical technology industry
directly employs about 350,000 workers in the U.S.

The medical technology industry is fueled by intensive competition and the innovative energy of
small companies ~ firms that drive very rapid innovation cycles among products, in many cases
leading new product iterations every 18 months. Accordingly, our US industry succeeds most in
fair, transparent global markets where products can be adopted on their merits. We strongly
support the Administration’s effort to expand market access for US products abroad through the
World Trade Organization (WTO negotiations and new free trade agreements (FTAs), as well as
oversight of market access barriers in countries with which we have strong trade relationships.

Global Challenges

Innovative medical technologies offer an important solution for industrialized nations, including
Japan and European Union members that face serious health care budget constraints and the
demands of aging populations. Medical technologies also provide a way for emerging market
countries, like China, India, and Korea, to improve healthcare to their people, who are
increasingly expecting substantially better healthcare to accompany rapid economic development.
Advanced medical technology can not only save and enhance patients” lives, but also lower
health care costs, improve the efficiency of the health care delivery system, and increase
productivity by allowing people to return to work sooner.

To deliver this value to patients, our industry invests heavily in research and development
{R&D). Today, our industry leads global medical technology R&D, both in terms of innovation
as well as investment, The level of R&D spending in the medical devices and diagnostic
industry, as a percent of sales, more than doubled during the 1990s — increasing from 5.4% in
1990 to 8.4% in 1995 and over 11% last year. In absolute terms, R&D spending has increased
20% on a cumulative annual basis since 1990, Qur industry’s level of spending on R&D is more
than three times the overall U.S. average.

Despite the great advances the medical technology industry has made in improving patient
quality of life and delivering considerable value for its innovations, patient access to critical
medical technology advances can be hindered by onerous government policies. Patients and
health care systems experience much less benefit from our industry’s R&D investment when
regulatory procedures are complex, non-transparent, or overly burdensome — all of which can
significantly delay patient access and drive up costs. In the future, patients will be further
disadvantaged if reimbursement systems fail to provide appropriate payments for innovative
products — which will subsequently affect the availability of R&D funds and the stream of new
technologies.
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The medical technology industry is facing these challenges around the world as governments
enact more regulations. While we support those regulations that ensure product safety and
efficacy, many others are being imposed without scientific justification, and in non-transparent
processes, which only adds to costs and delays without improving patient outcomes.

As governments prioritize difficult budget decisions, they sometimes look to short-term
decreases in health care expenditures without accurately assessing the long-term implications. In
most cases, governments do not effectively measure the contributions medical technology makes
in enhancing patient outcomes and productivity as well as expanding economic growth, which
would more than offset the costs of providing these products. Instead, governments often
inappropriately include reduced reimbursement rates as part of overall budget cuts.

In some cases, governments seek to reduce prices of medical technologies in their country by
comparing and referencing prices in other countries. By fixing ceiling prices based on the prices
found in other countries, governments are imposing price controls on medical technologies that
do not appropriately account for different market conditions and contract terms. Our industry is
witnessing a spread of these reference pricing schemes. In the longer-term, patients in these
countries and around the world will experience less access to innovative medical technologies, as
research and development funds decrease.

AdvaMed applauds continued progress on international trade initiatives, including bilateral,
regional and global trade negotiations, such as newly concluded free trade agreements (FTAs) in
Latin America, and the Doha Development Agenda in the World Trade Organization (WTO).
‘We support new efforts with our other trading partners to provide U.S. exports of medical
devices duty-free treatment. We are hopeful that future bilateral agreements, including the U.S.-
Korea FTA and the U.S.-Malaysia FTA, can also include directives to knock down tariff and
non-tariff barriers for medical technologies. In addition, the President and U.S. Trade
Representative (USTR) should continue to pursue trade liberalization in the medical technology
sector with our major trading partners.

AdvaMed believes the USTR, Department of Commerce (DOC) and Congress should monitor
regulatory, technology assessment and reimbursement policies in foreign health care systems and
push for the creation or maintenance of transparent assessment processes and the opportunity for
indastry participation in decision making. We look to the Administration and Congress to
actively oppose excessive regulation, government price controls, foreign reference pricing
schemes, and arbitrary, across-the-board reimbursement cuts imposed on foreign medical devices
and diagnostics.

Centinued U.S. Leadership Needed to Fight Trade Barriers in Japan

The Administration’s efforts with Japan under the U.S.-Japan Partnership for Economic Growth
are critical for the medical technology industry to maintain access to the Japanese health market.

After the U.S,, Japan is the largest global market for medical technologies at $25 billion. Yet the
situation facing the medical technology industry in Japan is getting more difficult every year.
Tapan’s system for approving use of new medical technologies is the slowest and most costly in
the developed world. Although Japan is one of the wealthiest countries in the world — the second
largest economy in the world ~ its spending on health care is among the lowest of major
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developed countries, On a per capita basis, Japan’s spending of about 8.0% of GDP is lower
than 18 other Organization of Economic Cooperation and Development (OECD) member
countries.

In April 2003, Japan compounded the problem by imposing even more burdensome and costlier
regulations, thereby penalizing the U.S. medical fechnology industry. Japan’s latest regulations
are expected to cost our industry over $1.5 billion just to achieve compliance to 2010,

Even after creating a new agency in 2004 to process applications for medical technology
products, Japan has a huge backlog of unprocessed applications. A problem for this new agency
is the number of staff reviewing applications for approval of medical technology products —
about 40 officials, compared to over 700 in the U.S. Due to the long approval process, the
medical technologies patients receive in Japan are often several generations behind the products
in the U.S., Europe, and even developing countries like China, India and Thailand. Lengthy
approvals also translate to higher costs for the U.S. medical technology industry, which must
maintain out-of-date product lines just for Japan.

At the same time, Japan has made significant reimbursement reductions for medical technologies
that impact the medical device industry in many ways, including limiting the availability of funds
that could be devoted to R&D of new and innovative products. Inventing products that save and
enhance lives requires large investments. Deep cuts for medical technologies in Japan have put
downward pressure on companies” ability to invest in R&D.

The Japanese government sets the maximum reimbursement rates, which usually act as ceiling
prices for all medical technology products. These prices are reviewed and usually reduced every
two years. For the period April 2002 to March 2006, the total revenue loss from these
reimbursement reductions was about $3 billion — a significant share of which would have gone
toward R&D. On top of this, Japan imposed additional cuts of several hundred million dollars in
April 2006,

Before 2002, Japan adjusted prices according to a process it called “reasonable-zone” or *R-
zone.” In brief, MHLW surveys its hospitals for prices paid to distributors, and allows for a
reasonable margin (or “zone”) for discounts off of the government’s reimbursement rate. While
there are some difficulties with this system - as identified in bilateral Market-Oriented, Sector
Specific (MOSS) negotiations between the U.S. and Japanese governments — our industry
recognizes that it is at least based on factors in the Japanese market.

In 2002, however, Japan also adopted a system called Foreign Average Pricing (FAP). This
system calls for the establishment and revision of reimbursement rates on the basis of prices paid
for medical technology produets in the U.S., France, Germany, and the United Kingdom (U.X).
The prices of medical technology products in Japan are designed to be based not on that market’s
requirements, but on completely unrelated conditions in foreign markets.

The U.S. medical technology industry has strong objections to this system for calculating
reimbursement rates. As a methodology for setting reimbursement rates, it is not economically
sound to compare prices in foreign markets that operate under vastly different conditions. Japan
is a far costlier market for our industry to operate in compared to other countries. Additionally,
Japan’s FAP system is an atiempt to compare prices for products that are not the same in Japan
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as they are in other countries. Due to Japan’s regulatory delays, U.S. manufacturers must incur
the cost of maintaining older or outmoded production lines for sale in Japan.

Going forward, industry seeks U.S. Government and Congressional support to help ensure an
open dialogue with Japan that would seek to identify alternatives to the current reimbursement
system and improvements in Japan’s regulatory practices. The goal would be to ensure that
Japan’s regulatory and reimbursement policies promote the timely introduction of innovative
medical technologies and do not negatively and unfairly impact U.S. medical technology
manufacturers.

Regnlatory and Reimbursement Obstacles Impede Market Access in Asia-Pacific

AdvaMed looks to the US government to pursue trade liberalization throughout the Asia-Pacific
region, including in China, India, Taiwan and Korea. AdvaMed and its member companies have
identified a number of real and potential barriers to doing business in these countries, While
most of the barriers pertain to unnecessary or redundant regulatory requirements, there are
increasing concerns in the areas of reimbursement and intellectual property.

China has quickly become an important market for the U.S. medical technology sector, The
American Chamber of Commerce in China estimates that the Chinese market for medical
technology exceeds $8 billion and is growing rapidly. It is on pace to surpass some of the key
European markets for medical technology in a few years. As global leaders, U.S. medical
technology firms already account for a significant portion of sales in China and the position of
these firms underscores the importance of ongoing efforts with the U.S. government to open the
Chinese market further.

AdvaMed looks forward to working with Congress and the Administration to address the
following barriers:

» A Lengthy and Costly Product Registration Process
» Redundancy in the Registration Process

» Lack of Transparency in Decision-Making

» Inappropriate Price Controls

» Counterfeiting and piracy of Medical Technology

For the medical technology industry, the Bush Administration’s efforts with China under the U.S.
~ China Joint Commission on Commerce and Trade, as well as in less formal meetings, are
critical for allowing U.S, medical technology firms broader access to the burgeoning Chinese
bealth care market. The recently-launched U.S. — China Health Care Forum initiative, led by the
U.8. Department of Commerce and supported by AdvaMed and other health care partners, holds
great promise as another vehicle for addressing many of the trade-related and health policy-
related barriers confronting U.S. medical technology firms in China. We also endorse including
healthcare under the Strategic Economic Dialogue.

Korea is another important market for U.S. medical technology exporters. Last year, U.S.
manufacturers exported more than $500 million worth of medical technology products to Korea,
an increase of 24 percent over the previous year. However, access to this market remains marred
by antiquated product-testing requirements; inappropriate requirements to re-register products
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following a change in manufacturing location; and pricing and reimbursement policies that
discriminate against foreign manufacturers, Korea was not a party to the Uruguay Round zero-
for-zero taniff agreement on medical technology, and maintains import tariffs on a range of
medical technology products. AdvaMed recommends the fastest possible elimination of tariffs
and non-tariff measures applied to medical technology products by Korea, AdvaMed is also
concemned that Korea’s current reimbursement policies create incentives to re-use medical
devices designated for a single-use in multiple procedures within several different patients, with
the attendant risks of cross contamination and degradation of product quality. AdvaMed looks
forward to working with Congress and the Administration through the U.S.-Korea Free Trade
Agreement negotiations to address these issues.

India, with its rapid economic growth and large population, will be an important market in the
future. India is in the process of developing its regulatory system for medical technologies. The
Department of Commerce has provide AdvaMed invaluable assistance in working with the
Government of India on its approach to regulations.

Europe: Seek Appropriate Policies That Improve Patient Access to Innovative Medical
Technologies

Efforts to oversee foreign policies impacting the export and sale of US medical technologies
abroad should also focus on the European Union (EU). U.S. manufacturers of medical devices
export nearly $8.8 billion annually to the EU. Within the EU, Germany ($20 billion) and France
(38 billion) are the largest markets for medical devices.

Despite opposition from Congress and the Administration, in 2005, the European Commission
approved a directive to up-classify all shoulder, hip and knee joint implants from Class 1B to
Class I Industry now is focused on fair and transparent implementation of the directive, 50 as to
minimize disruption of this important market.

In addition, the EU continues efforts towards over-regulation of industry through the
implementation of burdensome regulatory measures such as the Medical Device Directive
revision, the REACH chemicals initiative, the WEEE/ROHS, and a possible ban on the use of
DEHP in medical devices. Industry also remains concerned about the potential termination of an
EU exception that allows U.S. exporters to include both metric and non-metric Iabeling on their
products. Elimination of the exception would require U.S. manufacturers exporting to the EU to
develop metric-only labeling for the EU.

Finally, as new methods of reimbursement and health technology assessment (HTA) spread
throughout Europe, EU Member States should be encouraged to adopt policies for product
reimbursement and health technology assessment systems that are transparent, timely, and
adequately account for the benefits of innovative technology. Breakthrough products available in
the United States to a majority of patients are still available to only a small fraction of eligible
patients in the major European markets. Industry should be allowed to participate in the HTA
process.

Specific recent issues of concern include onerous new national tendering policies in the United
Kingdom and ltaly, where product prices will be unilateraily reduced without sufficient regard to
quality or innovation. Because US manufacturers are benchmark leaders in the most innovative,
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high technology products, these policies have a disproportionate impact on our US companies
and threaten to drive innovation out of the marketplace. Because it further becomes less
attractive to invest in these markets and conduct research, it increasingly means that the burden
for R &D is shifted more to American markets.

Product Reimbursement in Brazil

In December 2006, the Brazilian product registration authority, ANVISA, issued Technical
Regulations that require the most sweeping and complex submissions of foreign reference
pricing data of any market in the world. Consistent with U.S. policy for other foreign markets,
we encourage Congress and the Administration to oppose this policy, as it will seck to artificially
fix prices in the Brazilian market, stifle innovation and deny Brazilian patients the benefits of
U.S. medical technologies.

Utilize Multilateral, Regional, and Bilateral Forums fo Eliminate Tariff and Nontariff
Barriers to Trade that Unnecessarily Increase the Cost of Health Care

We encourage Congressional and Administration efforts to eliminate significant tariff and
nontariff barriers to trade for medical technology maintained by many countries, particularly
developing countries. Such barriers represent a self-imposed and unnecessary tax that
substantially increases the cost of health care to their own citizens and delays the introduction of
new, cost-effective, medically beneficial treatments. For example, the medical technology sector
continues to face tariffs of 15-20% in Mercosur countries, 9-12% in Chile, Peru, and Colombia,
and 6-15% in China.

The Doha Development Agenda offers an important opportunity for the United States to ensure
global access to medical technology by securing global commitments on lowering tariff and
nontariff barriers for the medical technology sector while expanding upon the access to
medicines goal at the heart of the Doha declaration. We support resumption of negotiations on
this important multilateral trade round. ‘We encourage the U.S, government to build upon the
zero-for-zero tariff agreement on medical technology achieved in the Urnguay round by
expanding the product coverage and adding countries throughout Latin America and Asia as
well. AdvaMed has proposed a sectoral initiative that would achieve this objective to the
Administration. Moreover, elimination of nontariff barriers such as burdensome import licensing
regulations and non-transparent government procurement policies will help developing countries
ensure patient access to lifesaving medical technologies.

Utilize Multilateral Opportunities to Establish Basic Regulatory and Reimbursement
Prineiples to Expand Global Trade and Patient Access to New Technologies

‘We commend the WTO’s recent efforts to ensure global access to medicines and medical
products. While all economies seck to provide high quality, cost effective healthcare products
and services to their citizens, they should also ensure timely access to state-of-the-art, life-saving
equipment and implement compliance procedures that are efficient and effective. To further
expand patient access to safe and effective medical devices and ensure cost effective regulatory
compliance, USTR should seek to ensure that economies around the world make their policies
and practices conform to the relevant and appropriate international trading rules established by
the WTO.
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Member economies should agree to make their medical device regulatory regimes conform to
these guiding principles:

Acceptance of International Standards;

Transparency and National Treatment;

Use of Harmonized Quality or Good Manufacturing Practice Inspections;

Recognition of Others Product Approvals (or the Data Used for Those Approvals);
Development of Harmonized Auditing and Vigilance Reporting Rules;

Use of Non-Governmental Accredited Expert Third Parties Bodies for Inspections and
Approvals, where possible.

VVVVVYVY

Similarly, many economies require purchases of medical technologies to take place through
centralized and/or government-administered insurance reimbursement systems. To ensure timely
patient access to advanced medical technologies supplied by foreign as well as domestic sources,
member economies should agree to adopt these guiding principles regarding the reimbursement
of medical technologies:

Establish clear and transparent rules for decision-making;

Develop reasonable time frames for decision-making;

Data requirements should be sensitive to the medical innovation process;
Reimbursement rates should be based on conditions in each country;

Ensure balanced opportunity for the primary suppliers and developers of technology to
participate in decision-making, e.g., national treatment;

Establish meaningful appeals processes.

Y VYVVYVVYVY

The medical technology industry is committed to working with Congress and the Administration
on upcoming trade policies and agreements to ensure patients throughout the world have access
to medical products.

Conclusion

AdvaMed appreciates the shared commitment by Congress and the President to expand
international trade opportunities and encourage global trade liberalization. We look to the U.S,
Government to aggressively combat barriers to trade throughout the globe, especially in Japan.
AdvaMed is fully prepared to work with Congress to monitor, enforce and advance multilateral,
regional and bilateral trade agreements, particularly with our key trading partners.
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AMERICAN FOREST & PAPER ASSOCIATION
STATEMENT SUBMITTED FOR THE RECORD
U.8. SENATE COMMITTEE ON FINANCE
HEARING ON THE ADMINISTRATION’S 2007 TRADE AGENDA
February 15, 2007

The American Forest & Paper Association (AF&PA} appreciates this opportunity to
present the forest and paper products industry’s views regarding international trade.
AF&PA is the national trade association of the forest, puip, paper, paperboard and
wood products industry, The industry accounts for approximately 6 percent of the
total U.S. manufacturing output, employs more than a million people, and ranks
among the top 10 manufacturing employers in 42 states with an estimated payroll
exceeding $50 billion. Sales of the paper and forest products industry top $230
billion annually in the U.S. and export markets.

As is the case with many U.S. manufacturing industries, we face increasing domestic
and international challenges. Since early 1997, 128 pulp and paper mills have
closed in the U.S., contributing to a loss of 85,000 jobs, or 38 percent of our
workforce. An additional 60,000 jobs have been lost in the wood products industry
since 1997.

U.S. and Giohal Trade in Forest Products

The U.S. forest products industry for many years has faced the competitive forces
unleashed by globalization. The United States is one of the world’s most diverse
exporters of forest products, as well as the largest importer. In 2005, U.S. exports of
forest products grew to $22.9 billion, a year-on-year increase of 7.7 percent, and
were composed of $5.9 billion of wood products and $17 billion in pulp and paper
products. Exports accounted for approximately 10 percent of total sales of U.S.
forest products last year,

However, U.S. imports of forest products have consistently grown at a faster rate
than American exports, resulting in an ever-widening U.S. trade deficit. This trend
has been intensified as many key foreign competitors have used various tools
including protective tariff and non-tariff barriers, subsidies and undervajued
currencies to develop world-class, export-oriented forest products industries, which
have been able to exploit the open American market. The U.S. trade deficit in forest
products grew to $21.7 billion in 2005, an increase of 63 percent from 2001.

American Forest & Paper Association
1111 18th 8t Nw
Washington, DC 20036
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One of the most significant international frends that has emerged over the past two
decades is the increasingly important role of developing countries in the global trade
of forest products — as both exporters and importers — and similarly as consumers
and producers. For example, forest product exports from seven geographically
dispersed countries -~ Brazil, Chile, China, Indonesia, Malaysia, South Africa, and
Thailand ~ have more than doubled since 1998 and developing countries are rapidly
increasing their share of global forest products production.

In addition to being involved in international trade, AF&PA members are international
producers, with primary mills and converting facilities in Canada, Europe, South
America and Asia that supply local markets. Other AF&PA members have U.S.
operations of Canadian, European and other foreign countries.

Opening Global Markets

As an industry that believes in the economic benefits of trade liberalization, we have
been a strong supporter of the trade negotiating agenda of both Republican and
Democratic Administrations. We believe that multilateral trade liberalization is the
best way to achieve greater market access for our companies. However, when
muitilateral negotiations have stalled or have not produced the desired elimination of
tariff and non-tariff barriers, our industry has supported the negotiation of bilateral
free trade agreements.

To achieve further trade fiberalization, AF&PA strongly supports the President’s
recent request for renewal of Trade Promotion Authority (TPA) before it expires on
June 30, 2007. TPA provides U.S. negotiators with the credibility they need to
extract the best possible outcome in new trade agreements. To continue pursuing
the reduction of both mutltilateral and bilateral {ariff and non-tariff barriers, the
Administration will need a renewal of a Congressional authority to negotiate trade
agreements under “fast track” conditions.

The Doha Development Agenda

AF&PA strongly supports the World Trade Organization (WTO) Doha Development
Agenda (DDA) and we hope the negotiations, which were suspended in July 20086,
can resume quickly and conclude with a final agreement this year. AF&PA backs the
Administration’s market access proposal for the WTO negotiations. We believe that
sectoral tariff elimination should be a principal negotiating modality of the Non-
Agricultural Market Access (NAMA) talks fo go along with an ambitious overall tariff
formula cut that results in substantial cuts in applied tariffs, 1t is critical to our
industry that the early elimination of tariffs on wood and paper products, through a
forest products sectoral agreement, be achieved. But for such a forest products
sectoral accord to be viable, it is essential that all developed and advanced
developing countries that are significant producers, are major markets, and with
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substantial forest resources — e.g., Brazil, China, India, Indonesia, Malaysia - fully
participate.

The U.S. and most other developed countries agreed in the Uruguay Round to
eliminate tariffs on pulp and paper products {Chapter 47, 48) by January 1, 2004.
However, developing countries did not make any commitments to reduce tariffs and
continue to maintain substantial duties on both paper and wood products. U.S.
tariffs on imports of wood products (Chapter 44) are already at or near zero with only
a few wood product categories subject to higher rates. Also, these higher rates apply
only to a very limited number of countries which are not members of preferential tariff
agreements such as the Generalized System of Preferences.

As a result, the U.S. forest products industry has been forced to operate under a
significant competitive disadvantage vis-a-vis emerging competitors such as Brazi,
China, Indonesia, and Malaysia. High tariffs (combined with non-tariff barriers
discussed below) have allowed countries in Europe, Asia and South America to build
world-class paper and wood processing industries, at times supported by
government financial assistance, which compete with U.S. suppliers both at home
and in third country markets. For example, in recent years, China has significantly
expanded and modernized its forest products industry, aided by subsidies and other
government policies designed to grow and promote a domestic industry, while tariffs
and non-tariff barriers (NTBs) limit the ability of competitive U.8. suppliers to fully
take advantage of this fast growing market. So while China has significantly reduced
its wood and paper tariffs under its WTO accession agreement, China’s participation
in a forest products sectoral agreement will ensure that U.S. products of wood and
paper products have the same duty-free access to the Chinese market as Chinese
producers enjoy in the U.S,

Free Trade Agreements

As a supplement to the multitateral process under the WTQ, free trade agresments
{FTAs) can also serve as a way fo address the U.S. forest products industry’s trade
liberalization objectives. AF&PA has been a strong supporter of the FTA negotiation
process and we have already seen the benefits to our industry resulting from the
bitateral elimination of tariffs. For example, the U.S.-Chile FTA has been a benefit to
our industry’s exports. On January 1, 2004, when the FTA was implemented, Chile
eliminated its 6% duty on ali forest products. Since then, U.S. exports o Chile have
more than doubled and exceeded $100 million in 2006.

To achieve maximum benefits from future FTAs, AF&PA believes that the U.S.
should seek the immediate tariff elimination on forest products as was negotiated in
the Chile and Australia FTAs. Should that not be feasible due to special product
sensitivities, the U.S. should seek tariff elimination in as front-loaded a manner as
possible. In the ongoing FTA negotiations with Malaysia and South Korea, as well as
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in other future FTAs, the U.8. should also focus on the elimination of non-tariff
barriers and pursue the industry’s policies which seek to address subsidies for
capacity building, exchange rates that are not market-based, and commitments to
combat illegal logging and related trade.

Subsidies

Subsidies provided by foreign governments for capacity additions or for upgrading
existing facilities pose a serious challenge to the competitiveness of the U.S. forest
products industry. Government subsidies distort markets by financing new capacity
in sectors already experiencing global overcapacity, and supporting production
capacity in inefficient facilities that would otherwise be closed in an open market
environment. The distortions associated with subsidized capacity building or
capacity maintenance have worldwide implications. As American firms compste in a
giobal market, limiting and eliminating these types of market distortions is critical to
the economic health of the U.S. forest products industry and to ensuring that
American companies are competling on a level playing field.

AF&PA believes that the Doha Round Rules negotiations must address the distorting
effects subsidies by foreign governments have on the U.8. forest products industry.
Specifically, WTO members should agree to prohibit all subsidies in capacity-
sensitive sectors, whether direct subsidies or indirect subsidies provided through
government-owned or government-controlled banks, with possible exceptions for
capacity closure and associated worker adjustment assistance schemes. This would
entail an expansion of existing subsidies disciplines, and measures would be
enforceable through the WTO dispute settlement process. The U.S. also needs to
seek aggressive commitments to eliminate government subsidies in FTAs, with the
current FTA negotiations with South Korea being a prime opporiunity,

The emergence of China as a major global economic and forest products industry
player has created both business opportunities for AF&PA member companies and a
source of market and trade distortions. We are concerned that the Chinese
government has provided substantial direct and indirect subsidies to the Chinese
paper industry in the form of grants, low interest loans, loan forgiveness and the
bailout of failing enterprises. AF&PA has conducted extensive research regarding
government subsidies to the paper industry in China and we believe that some of
these practices may not be in compliance with China’s WTO obligations.

We note that China’s 11" Five Year Plan might signal an important change in
emphasis from previous plans when it comes to government policy toward industry.
Based on publicly available information, it seems that the new Five Year Plan has a
more market oriented approach toward economic development and addresses some
of the “unhealthy” cutcomes of China's rapid industrial expansion, namely the
potential for environmental pollution, excessive energy and water consumption, and
China’s raw material deficit. We hope that greater government concern about the
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negative impacts of excessive investment will lead to more balanced and sustainable
growth in China's paper production and capacity. [n the meantime, AF&PA supports
the increased scrutiny which USTR and the Department of Commerce have placed
on China's industrial subsidy practices. We also continue to support legislation that
would apply U.8. countervailing duty (CVD) law fo subsidized imports from non-
market economies such as China.

Relationship Between Currency and Market Access

Distortions in foreign exchange markets, stemming from currency manipulation by
foreign governments, alter international trade patterns and adversely impact the
competitiveness of U.S. firms, including forest products manufactures. A number of
the U.S.'s principal trading partners, such as China, Japan and South Korea,
intervene in foreign exchange markets to keep their currencies undervalued in order
to support exports and effectively limit imports info their markets. It is essential that
the U.8. government address the persistent challenge of currency manipulation in an
active and responsible manner.

The critical role of exchange rates in determining the quality of market opportunities
obtained in trade negotiations is widely accepted. For this reason, Trade Promotion
Authority Jegislation should include language which recognizes that significant or
unanticipated changes in exchange rates can negate U.8. market access gains in
trade agreements and call for consultations with our trading partners under such
circumstances. We recommend that USTR assess the comprehensive impact of
exchange rates on market access when negotiating trade agreements, and provide a
mechanism for consuitations on this subject in the text of trade accords. Otherwise,
U.S. trading partners may be able o negate market access negotiated for American
producers under multilateral, regional and bilateral trade agreements.

Trade and Environment

The U.S. forest products industry strongly supports efforts to ensure that products
entering international commerce in general and the U.8. market in particular, are
produced in a sustainable manner. AF&PA members are committed to the highest
level of forestry practices, as required by the independently reviewed Sustainable
Forestry Initiative (SFI) and our Environmental Health & Safety Principles. We
oppose trade practices that permit or foster environmental degradation to gain
competitive advantage. We encourage U.S. trade policies that promote enforcement
of domestic environmental laws, provide positive incentives for improvements in
environmental practices, and preciude the use of environmental standards as
barriers to trade.

For example, illegal logging is a shared concern among governments and producers,
manufacturers, importers and exporters of forest products and a problem that
compromises the economic, environmental, and social objectives of sustainable
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forestry. lllegal harvesting can have harmful impacts on biodiversity and the overall
environment. It also affects the competitiveness of legal forest product producers
when illegally harvested wood enters the marketplace without reflecting the true cost
of sustainable forest management, especially as the cost of wood is the largest cost
component in any forest product, making it difficult for honest companies to compete.

The presence of illegal material in the marketplace significantly affects the ability of
U.S. producers to export. A 2004 report commissioned by AF&PA analyzed the
extent and economic impacts of illegally produced and traded wood products.
According to that report, up to 10 percent of global timber production could be of
suspicious origin and illegal logging depresses world legally harvested wood prices
by 7-16 percent on average, depending on the product. If illegally harvested wood
was eliminated from the global market, the study estimated the value of U.S. wood
exports could increase by over $460 million each year. Domestic shipments are also
impacted by a comparable amount ($500 - $700 million annually) because illegally-
sourced wood depresses prices for wood products globally, even for those produced
in the United States.

The recent Memorandum of Understanding (MOU) on combating illegal logging and
associated trade between the U.S. and Indonesia specifically recognizes that illegal
logging undermines trade in legally produced timber and forest products, reduces the
economic value of forests, weakens efforts to promote sustainable forest
management, and robs governments and communities of important revenues.
AF&PA applauds the U.S. government’s efforts in completing this MOU and
recommends that consideration be given toward using this MOU as a model for
future agreements with countries where illegal logging has been identified as a
concern.

Trade and Labor

The U.S. forest products industry strongly supports efforts to ensure that products
entering international commerce in general and U.S. markets in particular, are
produced in accordance with internationally recognized labor standards. The U.S.
forest products industry opposes the use of unfair labor practices to gain competitive
advantage. We encourage U.S. trade policies to provide positive incentives for
improvements in labor standards and enforcement of domestic labor laws.

Conclusion

AF&PA appreciates the Committee’s interest in these important issues, and the
ability to provide comment on them. We look forward to working with the Committee
in the 110" Congress to advance the U.S. international trade agenda to the mutual
benefit of our member companies and their employees through policies that will
enhance their competitiveness.
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For more information, please contact:

Brett S. Smith

Director, Congressional Affairs
American Forest & Paper Association
1111 19th St., NW

Washington, DC 20036

(202) 463-2792 phone

(202) 463-2055 fax
brett_smith@afandpa.org
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This statement is submitted on behalf of EXPORAMERICA, an association of Peruvian
apparel companies whose objective is to promote increased trade between Peru and the U.S.
Fostering the development of the Peruvian textile and apparel industry has been a true success of
U.S. trade policy, and one that has maximized the benefits of globalization both to Peru and to
manufacturers, workers and consumers in the United States, while minimizing its costs. The
successes generated by this policy to date can be extended through the passage of the Peru Trade
Promotion Agreement (PTPA), which has already been ratified by the Peruvian Congress and
whose approval by the U.S, Congress is pending. Similarly, if the opportunity to pass the PTPA
is lost and existing trade preferences expire, both the U.S. and Peruvian economies will suffer
significant negative effects.

I. U.S.— Peru Trade in Fibers, Yarns, and Apparel — A Mutually Beneficial Relationship

Since the implementation of the Andean Trade and Drug Eradication Act (ATPDEA) in
2002, trade in textiles and apparel between the U.S. and Peru has grown considerably.! In Peru’s
case, apparel exports have nearly doubled since 2001 and Peru has surpassed Colombia to
become the leading Andean exporter of textiles and apparel to the U.S. Although Peru supplied
only 1% of total U.S. apparel imports in 20085, it was the fifth largest source of knit cotton shirts
and blouses, with shipments of $644 million {equal to 78% of US textile and apparel imports
from Peru) and a 5% marketshare.?

Peru’s growth has also led o significant benefits for the U.S. as demand in Peru for raw
materials has outstripped supplies. As noted by the U.S, International Trade Commission {(ITC),
U.S. cotton for use in the textile and apparel industry is a major export product to Peru,” and the
provisions of the PTPA are likely to have a significant positive effect on U.S. cotton exports to
Peru.’ In addition, according to the ITC, tariff liberalization under the PTPA will likely result in
a large percentage increase in U.S. exports of textiles and apparel to Peru. These exports consist
mostly of yarns, fabrics, and garment parts.5

Reflecting the mutually beneficial nature of the U.S. and Peru industries’ relationship, the
Peruvian Textile and Apparel Industry Association, the National Council of Textile
Organizations (NCTO) and the National Cotton Council (NCC) have expressed support for the
PTPA, and have urged prompt consideration and approval of the PTPA by the U.S. Congress.

The ATPA (1991} and the ATPDEA {2002}, although used interchangeably at times in this testh contain diff of
impertance to the textile and apparel industry. According fo the International Ei ic Review (published ITC #3571
Nov./Dec. 2002), the ATPDEA “authorizes the extension of duty—free treatment to certain products previously excluded from
ATPA preferences, including certain textiles and apparel, footwear, petroleum and petrolenm derivatives, watches and watch
parts {including cases, bracelets, and straps), and certain tuna in smaller foil or other flexible airtight packages (not cans).
However, ATPDEA did not renew the reduced--duty provisions on certain handbags, tuggage, flat goods, work gloves, and
leather wearing apparel.”

2 United States International Trade C ission, “U.8.-Peru Trade Promotion Agreement: Potential Economy-wide and Selected
Sectoral Effects”™ — USITC Publication 3855, May 2006, p. 3-22,

* United States International Trade Ci ission, "The Impact of the Andean Trade Preference Act” — Eleventh Report 2004,
USITC Publication 3803, September 2005, p, 2-38.

* United States International Trade Commission, “U.S.-Peru Trade Pr ion Ag Potential Ec y-wide and Selected
Sectoral Effects” — USITC Publication 3855, May 2006, p 3-7.

3 Ihid p. 3-22.
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The PTPA builds upon the benefits of the ATPDEA (which, without further extension,
will expire in mid-2007), and its predecessor the Andean Trade Preference Act (ATPA) of 1991,
A direct outgrowth of the ATPDEA is the increasing interconnectedness of the U.S. and
Peruvian textile and apparel industries, a mutually beneficial trade relationship that will permit
industries in both countries to face the stiff competition coming from China and other Asian
producers, which largely do_not use U.S. inputs in their textile and apparel production,
Moreover, Chinese and Asian producers, in many instances depend on subsidies; artificially low
exchange rates to promote exports; and labor that in many cases does not conform with
minimum, internationally-recognized labor standards, none of which occurs in Peru, a country
that scrupulously observes the 71 International Labor Organization (ILO) agreements to which it
has subscribed. The PTPA will permit the already thriving U.S.-Peruvian relationship to grow,
and thereby help the two industries face new competitive challenges together.

1. Benefits to the U.S. Economy:

A. Cotton

As is shown in the chart below, the U.S. is Peru’s primary trade partner and the
destination for nearly one third of the country’s exports, As indicated earlier, Peru’s growing
exports also benefit the U.S. In the case of apparel, 95% of Peru’s exports are manufactured from
cotton fiber. Given that there is a shortfall of cotton production in Peru for use in export
garments, the country must import cotton to meet the demand of its textile and apparel sector.
According to the ITC, Peru imported an average of 39625 MT of cotton annually from 2000-
2005, of which 27,155 MT, or more than two-thirds, were imported from the United States.®
This growing consumption of U.S. cotton has been spurred by the ATPDEA and will be further
encouraged by approval of the PTPA.

It should be noted that, at present, U.S. cotton exports to Peru are currently subject to a
12% import duty on the CIF value. Upon implementation of the PTPA, this import duty will be
eliminated immediately. This will further encourage U.S. cotton exports to Peru and in turn
make Peruvian apparel more competitive price-wise in the U.S. market. Moreover, Peruvian
imports of a variety of synthetic fibers, demand for which has grown on a daily basis, are also
likely to increase significantly. However, allowing the ATPDEA to lapse without the PTPA in
place would immediately threaten this thriving relationship and hurt Peruvian apparel producers
and their U.S. cotton suppliers.

© ITC May 2006 report, p. 3-8.
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The United Status is our primary commercial

partner
Peru: 2004 Exports (%)
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Recognizing the benefits to the U.S. cotton industry of increasing exports of U.8. cotton
to the ATPDEA countries, as referenced above, the Memphis, TN-based, National Cotton
Couneil (NCC) passed a resolution supporting the adoption of the PTPA and its strong rule of
origin requirements, and informed the USTR that the NCC had determined that the agreement
will be beneficial for U.S. cotton producers and for U.S. textile and apparel manufacturers.” The
chart below shows the growth in U5, cotton exports to Peru over the last five years.

U.S. Cotton Experts to Peru (including US Pima and US Upland)

YEAR | VOLUMEM.T, CIF VALUE IN TOTAL IMPORTS
FIBER Uss Yo
2001 22,141.82 30,461,312 60.33
2002 32,910.34 38,909,099 77.00
2003 34,374.10 50,018,140 86.03
2004 23,774.70 43,311,251 66.87
2005 34,672.84 48,484,849 74.57

B. Yarns and Fabrics

The rules of origin agreed to under ATPDEA, and the PTPA, are designed to foster the
use of inputs produced in member countries (the use of yarn or fabrics from third parties — as is
the case in some of the countries that participate in the CAFTA- is not allowed in PTPA except

T“Cotton's Week™ {NCC Newsletter), February 17, 2006, reforring 1o letter from John Maguire, NCC senior vice president,
Washington Operations to Ambassador Portmarn.
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in specific cases). Once the PTPA is in place Peru is expected to increasingly meet its

unsatisfied demand for vam and fabrics with products manufactured in the U.S., because this is
the only way in which apparel will qualify for duty free treatment in the U.S. under the rules of

origin.

As the ITC notes, U.S., textile firms generally support the rules of origin for textiles and
apparel under the PTPA because the rules ensure that the agreement benefits both parties and
will further regional integration goals.® Under the agreement, yamns and fabrics produced in the
U.S. will enter Peru duty free immediately upon implementation. This will boost imports from
the U.S., which will have an advantage vis-d-vis yarn and fabric suppliers that pay a 25%
customs tariff to enter Peru. Again, expiration of the ATPDEA, without the PTPA in place, will
interrupt this flow and will threaten the growth in trade between both countries that would
otherwise be expected from a smoother transition from the ATPDEA to the PTPA.®

C. The Apparel Value Chain in the U.S. and Other Considerations

In addition to the direct benefits to the U.S. cotton and textile industries noted above,
growing apparel imports from Peru under the ATPDEA have generated benefits to the U.S.
economy across the entire transportation, distribution, and retail chain. In this regard, if for
example a clothing garment has a FOB Callao-Peru value of US$ 6.00, the price at which the
same garment is sold in the U.S. generally ranges from US$ 40 fo 50. This price differential
indicates that a greater portion of the value chain involved in Peruvian apparel exports remains in
U.S. hands. These considerable benefits are distributed among U.S. sea, air, and land
transporters; couriers; ports; warehouses and distribution facilities; and finally retailers. It is also
safe 1o say that the Peruvian apparel industry supports thousands of U.S. jobs along the value
chain associated with this trade. Finally, the last link of this value chain is, of course, the U.S.
consumer who as a result of the ATPDEA has had access at more competitive prices to high-
quality appare! containing in many instances cotton and animal fibers unique to Peru,

In this regard, it is important to mention that Peruvian apparel exports include those
manufactured with wools from species in the camelid family such as the alpaca, llama, and
vicufia. This uniquely Peruvian production has grown rapidly in recent years, does not compete
with U.S.-produced apparel, and has resulted in concrete conservation and environmental
benefits in Peru. '

Under both the ATPA, and its saccessor the ATPDEA, Perw’s growing apparel industry,
its capacity to generate employment, and its need for imported and domestically grown cotton
and other inputs, has also contributed to Perw’s success in reducing illegal coca-leaf cultivation
and providing alternative, legal employment for tens of thousands of Peruvians. This is an

8 United States Internationat Trade Comission, “11.S.-Peru Trade Promotion Agr : Potential Economy-wide and Selected
Sestoral Effects” - USITC Publication 3855, May 2006, p. 3-23,

° The National Council of Textile Organizations (NCTO), another major U.S. association based in Gastonia, NC, which
represents mumerous yarn and fabric producers throughout the U.S,, but who are mostly concentrated in North Carolina, South
Caroling, and Georgia, Is also pleased that the PTPA addresses all the major negotiating objectives, which significantly enhances
the hemispheric supply chain and makes these improvements permanent. The structure and rules of the PTPA will benefit textile
and apparel producers in both countries.

® Once endangered wild vicufia herds, which have some of the finest fibers in the animal kingdom, are making a comeback in the
impoverished Andean highlands thanks to export markets created in the Iast 15 years for apparel made with their wool.
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important U8, strategic objective in the war on drugs, the struggle against narcotics trafficking
towards the U.S., and keeping illegal drugs out of U.5. communities and neighborhoods. This is
also a key reason for approval of the PTPA.

Figures from the ITC noted that net coca cultivation decreased dramatically from
115,300 hectares in 1995 10 27,500 hectares in 2004." Although coca cultivation has risen
slightly in Peru in the last two years, it is important to note that since 2000, coca cultivation in
the Andean region as a whole has declined by nearly 30% to 158,000 hectares, according to the
United Nations Office on Drugs and Crime (UNODC)." Given that the ATPDEA has been in
place since 1991, it is clear that this program has been an invaluable tool in reducing coca
cultivation by spurring the growth of the apparel and other export-driven industries in Peru,

In observing the overall picture, it is also important to note that Andean apparel exports to
the U.S. do not even reach 1.1% of total U.S. imports. Therefore, there is no risk of
displacement or damage to the U.8. from Peruvian apparel imports.

United States: Regional Textile and Apparel
imports - 2004

Andean Countriss: 1.1
&

Sowrce: U.S. International Trade Commission Pary: 0.58%
{USITS) Mercosur: 0.3%
" United States International Trade C ission, “The Impact of the Andean Trade Preference Act” ~ Eleventh Report 2004,

USITC Publication 3803, September 2008, p. 4-14,
2 UN Office on Drugs and Crime, “Coca Cultivation in the Andean Region: A Survey of Bolivia, Colombia and Peru,” June
2006, Preface,
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It should be considered that, as shown in the chart below, Peruvian and U.S. economies
are complementary in many aspects and barely compete against each other, and therefore, a
bilateral agreement generates a win-win situation for both countries.

In this regard, it is estimated that for every dollar exported by the ATPDEA beneficiary
countries to _the U.S., 94 cents worth of U.S. goods are in turn imported by the ATPDEA

countries, whereas by way of comparison the Asian countries only buy 14 cents out of every
dollar exported to the U.8."”

Peruvian and U.8. indusiries do not compete against,
but rather complement each other

Peru: U.S. imports for 2004
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H1. Importance of the Textile and Apparel Industry te Peru’s Economy

The textile and appare! manufacturing indusiry represents around 10% of Peru’s total
exports. It is one of Peru’s leading industries and an estimated source of direct and indirect
employment for over 500,000 Peruvians. As such, it accounts for nearly 20% of the country’s
manufacturing jobs and almost 10% (considering an average family size of 5) of Peru’s
population of 28 million depends on this industry for its livelihood.

It is also one of Peru’s fastest growing export industries. In 2006, Peru exported
approximately US$ 1.4 billion worth of textiles and apparels, compared to US$ 664 million in
2001. These exports increased by nearly 13 percent from 2005 to 2006. Approximately 79.2%

2 The ATPDEA beneficiary countrics are Bolivia, Colombia, Eeusdor and Pery,
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of Perw’s exports were destined to the U.S. market. This industry has become successful in large
part thanks to the ATPDEA.

Targel Markets

Clothing aad Other Apparel
2004

Eurapean

{ ~
3.0% Chile —  iUnion
Canada -
o 3.0% 13.9%

{Pery O

The qualitative importance of apparel exports to Peru becomes evident when considering
that 70% of Peru’s exports correspond o minerals (gold, copper, lead, silver, zinc, ete.) and fish
meal, all of which represent commeodities and have little or no value-added. In this regard, it is
estimated that an article of clothing multiplies the value of the fiber approximately 12 times.
Perw’s apparel industry allows for substantial value added because, unlike neighboring Colombia
or the Central American nations which are overwhelmingly maquila (cut & sew) oriented, its
industry is vertically integrated throughout the productive chain and its niche market is the “full
package” product. Approximately 80% of Peru’s textile and apparel exports are represented by
cotton garments and fabrics. Of this amount, about 80% are knit fabrics.

IV, Peru TPA and Labor

The growth of globalized, export-based industries in Peru has been such that in parts of
the country such as Ica and La Libertad there is full-employment year round and extreme poverty
has been reduced by an astounding 36% comparable to levels experienced nationwide by
countries such as Chile. The cotton, fextile and apparel industries located in these regions have
helped to contribute to these successes. Moreover, workers in these industries earn good wages
by Peruvian standards which is helping to reduce Peru's extreme poverty levels. For example,
former Peruvian Prime Minister Pedro Pablo Kuczynski annouced that extreme poverty dropped
from 24% to 18% between 2001 and 2005,

In terms of its commitment to global labor standards, Peru has ratified 71 ILO
conventions, including the eight “core conventions.” It has been praised multiple times by the
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ILO for its progress in improving labor laws. In addition to all of the ILO’s Core Labor Rights
Conventions, the PTPA’s labor standards exceed those of five other previously-ratified trade
agreements: Jordan, Chile/Singapore, CAFTA, Bahrain and even the ATPDEA, which does not
make ILO or national standards mandatory.

The PTPA goes beyond many other free trade agreements in the enforcement of worker
rights and dispute resolution. The PTPA-created Labor Affairs Council develops public
participation in reporting and funding to ensure implementation of the agreement and improved
cooperation and capacity-building mechanisms. Additionally, the PTPA holds member countries
accountable to effectively enforce existing labor laws, under penalty of fines, which are used by
the PTPA commission to fund projects improving labor right protections. Noncompliance
results in the formation of an arbitral panel, which may fine violating parties up to $15 million
per year and suspend tariff benefits to the party complained against if necessary to cover the
assessment.

V. Investment and Dispute Resolution

The PTPA’s Investment Chapter will facilitate transactions for U.S. industries and banks,
as well as commercial and service companies, among others, that have investments or are
intercsted in investing in Peru. U.S. investors will be treated equally as local institutions.
Moreover, they will have full freedom to remit investments and profits. Therefore, it is possible
that U.S. textile companies will install industrial plants and trading companies in Peru, which
will use supplies produced in the United States, such as state-of-the-art fibers, yarns and fabrics,

1t should also be pointed out that the PTPA contemplates a dispute settlement mechanism,
designed to provide security to U.S. investors in Peru given that any controversy will be resolved
on a fair and equitable basis, without the intervention of political or other considerations in the
settlement of disputes.

VI. Concluding Remarks

The Peruvian economy, as shown in the chart below, is very small in comparison to the
U.S. economy. However, as a direct result of the duty-free access afforded to Peru in the ATPA
and ATPDEA, a strategic alliance has developed between the U.S, cotton industry, U.S. yam and
fabrics manufacturers, and participants in the U.S. apparel value chain on one hand, and the
Peruvian textile and apparel industry on the other. As discussed in these comments, this alliance
has brought significant and widely dispersed benefits to both the U.S. and Peruvian economies,
and it will continue to thrive under the PTPA. The PTPA is now an excellent opportunity to
ensure the continued prosperity of these U.S. and Peruvian industries, and by extension raise
overall living standards in Peru, and ensure the continuation of the benefits enjoyed by U.S.
industries, workers and consumers.

* Peru Trade Promotion Agreement, Chapter Twenty-One: Dispute Settlement.
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This statement is submitted on behalf of the Peruvian Asparagus Importers
Association (PAJA). PAIA is a not-for-profit association of 25 U.S. companies that earn a
living by importing fresh asparagus from Peru.'! Fostering the development of the
Peruvian asparagus industry has been a true success of U.S. trade policy, and one that bas
maximized the benefits of globalization to both Peru and to workers and consumers in the
United States, while minimizing ~ though not eliminating -- its costs. The successes
generated by this policy to date can be extended through the passage of the Peru Trade
Promotion Agreement (PTPA), which has already been ratified by the Peruvian Congress
and whose approval by the U.S. Congress is pending. Similarly, if the opportunity to
pass the PTPA is lost and existing trade preferences expire, both the U.S. and Peruvian
economies will suffer significant negative effects.

The fact that the U.8. market is already largely open to imports from Peru means
that the PTPA would essentially make permanent the existing Andean trade preferences,
an important step for the economies of the United States and Peru, as detailed herein. On
the other hand, the most significant change in the current trading relationship between the
United States and Peru resulting from the PTPA would be the opening of the Peruvian
market to exports from the United States. This is an important factor to consider when
evaluating the likely effects of the PTPA on the U.S. economy, and argues for the PTPA
to be considered on its own merits. A range of U.S industries would benefit. For
example, according to the USTR, more than two-thirds of current U.S. agricultural
exports to Peru will immediately become duty free as they enter the Peruvian market. In
addition to eliminating often significant rates of duty, the PTPA would remedy a range
non-tariff barriers that have hindered exports from the United States to date.

The overall effect on U.S. exports could be similar to that experienced as a result
of the U.S.-Chile Free Trade Agreement (FTA). According to the USTR, U.S. exports to
Chile increased by 90 percent due to this agreement, from $2.7 billion in 2003 to $5.2
billion in 2005. Significant increases in exports were noted in sophisticated machinery,
vehicles, and parts. We understand that exports to Chile from one U.S. firm, Caterpillar,
doubled after the implementation of the U.S.-Chile FTA. Anticipating benefits of this
nature, many U.S. industry groups have voiced their support for the PTPA, including the
National Pork Producers Council, the American Electronics Association, the Distilled
Spirits Council of the United States, the Grocery Manufacturers Association, the National
Council of Textile Organizations and the National Cotton Council.

1. The member-companies of PAIA are: Altar Produce Inc.; Alpine Fresh; AYCO Farms Inc.;
Chestnut Hill Farms; CarbAmericas Inc.; Central American Produce Inc.; Contel Fresh Inc.; Crystal Valley
Foods; Dole Fresh Vegetables Inc.; Fru-Veg Marketing Inc.; Globalex Inc.; Gourmet Trading Company,
Jacobs Malcolm & Burtt; Mission Produce Inc.; North Bay Produce; Pro-Act LLC; Rosemont Farms
Corporation; Southern Specialties; Team Produce International; Triton International; Yes Fresh, LLC; AL-
FLEX Exterminators; Customized Brokers; Hellmann Perishable Logistics ; and The Perishable Specialist,
Inc.
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L U.S. trade policy on imports of asparagus from Peru has benefited beth the
United States and Peru

PAIA’s particular area of interest in the larger context of U.S. trade policy is the
trade between the United States and Peru in fresh asparagus. Under the Andean Trade
Preference Act (ATPA) and its successor, the Andean Trade Promotion and Drug
Eradication Act (ATPDEA), imports of fresh asparagus from Peru have been accorded
duty-free treatment since 1992 For the future, PAIA strongly supports the actions of
U.S. and Peruvian negotiators to maintain this duty-free treatment for imports of fresh
asparagus under the terms of the Peru Trade Promotion Agreement (PTPA), and urges the
Congress to implement this agreement as soon as possible.

The U.8. policy of providing duty-free treatment to imports of fresh asparagus
from Peru, which has been in effect since 1992, has resulted in pronounced economic
benefits in the United States as well as Peru. As we discuss further in these comments,
U.S. consumers, U.S. importing companies, US. distributors, U.S. transportation
companies, and the many other companies in the domestic commercial chain have
benefited as the Peruvian industry has matured and U.S. imports of fresh asparagus have
grown. In addition to the growers and exporters in Peru, the Peruvian economy and the
thousands of people in Peru whose livelihood is dependent on trade with the United
States receive a benefit from this trade policy.

Unless this policy is continued by implementing the PTPA, millions of doliars in
U.S.-Peru trade in asparagus and other crops, as well as thousands of jobs in Peru, could
be lost. Such losses would be devastating for Peru, a country that has: witnessed
remarkable market-led growth in recent years, and has been a strong regional ally of the
United States against populist leaders such as Hugo Chavez as well as a solid partner of
the U.S. in the war on drugs. Reversal of the current trade policy with Peru by failure to
implement the free trade agreement would put all of these gains in jeopardy.

II. Ecenomic Benefits to U.S. Workers, Businesses, and Communities of the US —
Peru Trade in Asparagus

Peru is the world’s largest exporter of asparagus,’ and that crop stands squarely at
the heart of a dynamic agroexport sector in Peru® As the U.S. International Trade

2. The ATPDEA was scheduled to expire as of December 31, 2006, but this program has been
extended for at least another six months. We note that imports of fresh or chilled asparagus from Peru are
not currently subject to duty-free treatment under the Generalized System of Preferences.

3 World Horticultwral Trade & U.S. Export Opportunities: World Asparagus Situation & Quilpok,
Foreign Agricultural Service, U.S. Department of Agriculture (August 2005) at 1 (data provided for 2004).
The United States “is Peru’s top market, accounting for 75 percent of Peru’s fresh asparagus exports in
2004, Id at 3

4, World Horticultural Trade & U.S. Export Opportunities: World Asparagus Situation & Outlook,
Foreign Agricultural Service, U.S. Department of Agriculture (July 2004) at 2 (“In 2003, asparagus became
Peru’s leading agricultural export, valued at a record $206 million, bumping coffee to second place.”™).
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Commission (YTC) has noted in its reports on the ATPA, asparagus is a perennial crop
that requires substantial long-term investment. Peru’s exceptional climate conditions, its
favorable geographic location, and the advances made by Peru in its management of
water supply for irrigation, has enabled the country to achieve the highest asparagus crop
yields in the world” In turn, the asparagus-growing industry in Peru is estimated to
employ nearly 60,000 people,® and has enabled regions of the country ~ such as Ica and
La Libertad — to become models of economic development and engines of job creation.
Of these sixty thousand jobs, roughly half are held by women, the primary breadwinners
in many Peruvian households. The trickle down effects of this industry on tens of
thousands of Peruvians and their families are helping to reduce poverty and raise living
standards. The Ascciacidn de Gremios Productores y Agroexportadores del Pert
(AGAP) - Peruvian Coalition of Agro export Associations - estimates that the Peruvian
agro export chain as a whole has generated 600,000 jobs, three times more than were
generated in traditional agriculture sectors.”

While the Peruvian asparagus industry has created tangible economic benefits in
that country, the U.S. has also derived a significant economic benefit from this trade.
The vast majority of the value chain generated by sales of Peruvian asparagus in this
market remains in this country, For example, PAIA estimates that the value chain for
fresh Peruvian asparagus imports is worth between 3260 million and $285 million. Of
that total, approximately 70 percent remained in U.S. hands, including air, sea and land
carriers, importers, ports, storage facilities, distributors, wholesalers and retailers. In
other words, for every dollar spent by a U.S. consumer on fresh asparagus imported from
Peru, 70 cents remains in the U.S. In addition, imports of fresh asparagus from Peru fuel
job creation in the United States. PAIA estimates that aside from the several hundred
persons employed or indirectly involved in the process of importing fresh asparagus
imports from Pery, these imports result directly or indirectly in the creation of at least
5,000 U.S. jobs in companies throughout the commercial chain.

Furthermore, of the roughly 30 percent of the value chains in fresh and processed
asparagus that do remain in Peruvian hands, a large portion is invested in U.S. inputs
including: (1) asparagus seeds purchased from U.S. suppliers such as California

5. The Impact of the Andean Trade Preference Act: Eleventh Report 2004, Inv. No. 332-352, USITC
Pub. 3803 (September 2005) at 2-20.

6. id. at 3-14.

7. See Improving Competitiveness and Market Access for Agricultural Exports Through the

Development and Application of Food Safety and Quality Standards: The Example of Peruvian Asparagus,
A Report by the Agricultural Health and Food Safety Program of the Inter-American Institute for
Coaperation on Agriculture (1ICA), Tim M. O’Brien and Alejandra Diaz Rodriguez (July 2004) at 4-5,

AGAP discussed this finding in a report that it presented earlier this year to the Technical
Working Group for the PTPA from the Congressional Agricultural Commission In Peru, AGAP's
president, Felipe Llona Mélaga, explained that the high level of employment generated in the agroexport
sector is concentrated in crops including asparagus, artichokes, paprika, onions, grapes, and garlic,
particularly in the provinces of Lima, lca, Piura, La Libertad, and others,
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Asparagus Seeds; Stacy Seeds; and Jacobs Malcolm and Burtt; (2) glass jars used in
canned asparagus by a local branch of Ohio-based Owens Illinois; (3} and fertilizers
(Peruvian agriculture used approximately $40 million worth of U.S. fertilizers) and
pesticides.?

While labor costs in Peru are lower than in the United States, Peruvian asparagus
must contend with high freight costs (ex: the air freight cost for an 11 Ib. box of fresh
asparagus represents between 40 to 45% of the overall cost of production). As of 2005,
these costs increased from the traditional $0.85 per kilogram to $1.25/kg. Additionally,
exporters bear costs associated with U.S. customs brokers ensuring compliance with the
Bioterrorism Act and pre-notice requirements (about $10 to $15 per shipment).
Conservative calculations of total freight costs paid annually for asparagus exports from
Peru to the U.S,, using mostly U.S. airlines and shipping companies, were $71 million in
2003.

Finally, while Peru’s U.S. exports have increased, the availability of asparagus at
competitive prices in Peru and the development of U.S.-Peruvian joint ventures in Peru
have also helped U.S. vegetable companies such as General Mills (Green Giant) and Del
Monte to survive in a competitive global market.

IIL.  Peruvian Asparagus Imports are Counterseasonal to U.S. Asparagus
Production, which Reduces Direct Competition between U.S. Farmers and Peruvian

Exporters

Imports of fresh asparagus from Peru also serve a U.S. market demand that cannot
be met by domestic growers alone. The most important factor here is that imports of
fresh asparagus from Peru are largely counter-seasonal to the U.S. crop. As the ITC has
noted, historically, the season for U.S. production has differed somewhat from that of
most imports from ATPA countries, with the bulk of fresh asparagus imports from ATPA

8. Transcript of hearing before the United States International Trade Commission: In the Matter of:
U.S-Peru Trade Promotion Agreement: Potential Economywide and Selected Sectoral Effects,
Investigation No. TA-2104-20 (March 15, 2006) at 33-35,

For example, in 2003 (the last full year for which the complete set of following data are
available), the fob value of Peruvian fresh asparagus exports to the U.S. was approximately $78.5 million,
The comparable cif value was $132.7 million. The value that accrued to importers was approximately $20
million, while the value that accrued to wholesalers and retailers was approximately $90 million. In
addition, other value-added in the US. (eg, for storage, fumigation, etc.) totaled approximately $15
million. These sub-totals sum to $258 million, which represents the approximate retail value of fresh
asparagus imports from Peru sold off the U.S. supermarket shelves, In other words, approximately 30
percent of that end-value (§78.5 million out of $258 million) remains in Peruvian hands, while the
remainder {($179.5 million out of $258 million) remains here in the United States.

Sources: Aduanas (National Customs Superintendancy of Pery); U.S. International Trade Commission
Trade DataWeb; estimates by APOYO Consultoria, and the Instituto Peruano del Espérrago v Hortalizas
(IPEH).
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countries entered during July through the following January when overall US
production is low.”

According to official U.S. import statistics for 2005, 85 percent of total fresl
asparagus imports from Peru entered the United States during the months of July througl
January; only 15 percent entered during the remainder of the year (February througl
June). In contrast, the peak production period for U.S.-grown fresh asparagus is February
through June; therefore, all or nearly all U.S. production occurs during a period when the
level of imports from Peru is minimal.

This is not to say that there are no imuports of fresh asparagus from Peru present ir
the U.S. market during the peak production period for the U.S. crop; as referenced above
imports of Peru during the February-June period represent 15 percent of total annua
imports from that country, or approximately 9,794 net tons (2005 data). However, ever
in this period, imports from Peru largely complement, rather than supplant, the U.S. crop
The vast majority of fresh asparagus imports from Peru enter the United States througt
the Port of Miami," and are sold primarily in East Coast markets. Because of the
distances involved and the high costs for transportation, most of the fresh asparagu
produced in California and Washington are sold in West Coast and Southwest markets.

Therefore, even to the extent that there is some degree of overlap between the
U.S. production period and imports from Peru, direct competition between these source:
is reduced. Most of the imports from Peru that enter the United States during the
February through June period are marketed in the East Coast and southeast United States
regions.  Indeed, the advent of year-round availability of fresh asparagus thanks «
imports from Peru has allowed U.S. consumers in large geographic portions of the
country to gain access to this product at times when supply would simply not exist from
U.S. growers, such as Thanksgiving and the year-end holidays. This is one reason why
per capita consumption of asparagus in the United States has doubled in the last decade
alone, exceeding the rate of growth exhibited by nearly all other fruits and vegetables
As the ITC recently stated, the impact of ATPA on U.S. consumers has been significan
in that imports of Peruvian fresh-market asparagus, together with Mexican exports an
U.S. production, have resulted in greater availability of fresh asparagus throughout the
year. This extended availability of fresh-market asparagus, together with the overal
consumer awareness of, and preference for, healthy foods, may be partly responsible fo:
higher per capita annual consumption of fresh asparagus in recent years,"

9. The Impact of the dndean Trade Preference Act: Eleventh Report 2004, USITC Pub, 3803 at 3-12

10, In 2003, 89 percent of imports of fresh asparagus from Peru entered the U.S. through the Port o
Miami. Source: U.S. Internationa! Trade Commission Trade DataWeb (subheadings 0709.20.1000 an
0709.20.9000, HTSUS), by quantity.

it The Impact of the Andean Trade Preference Act: Eleventh Report 2004, USITC Pub. 3803 at 3-12.
i4.
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Notwithstanding the seasonality and regionality aspects of supply and
consumption discussed above, the fundamental fact is that since at least 1998, U.S,
consumption of fresh asparagus has outpaced U.S. supply.? Imporis are necessary to
meet demand in the United States. In the absence of import sources — meaning,
specifically, imports from Peru and Mexico — domestic production would be woefully
inadequate to meet U.S. consumer demand. This would inevitably lead to a jump in
prices, to the detriment of U.8. consumers, and eventually a drop in consumption, to the
detriment of U.S. producers. While domestic production of fresh asparagus may have
declined in recent years,” the decline would surely accelerate in coming years in the
absence of reliable import supply.

IV. Asparagus and Other Agroexports as a Weapon Against Narcoterrorism

The intention of the ATPA was to spur the development of alternative industries
to assist Peru and other Andean countries in the “War Against Drugs” and the struggle
against guerrillas and terrorist organizations dependent on the illegal coca trade for
funding. In this regard, U.S. trade Policy has succeeded. Thanks to the ATPA and the
vision of US policymakers, the Peruvian asparagus and a number of other industries were
able to blossom starting in the early 1990’s. These industries have helped Peru to sustain
some of the highest growth rates in Latin America, have provided employment for
hundreds of thousands of Peruvians, and have helped reduce poverty levels. Just
recently, for example, the former Peruvian Prime Minister, Pedro Pablo Kuczynski
announced that extreme poverty has been reduced from 24% to 18% between 2001 and
2005. It is estimated that nearly 1 million jobs in Peru are dependent on trade with the
United States, most of which is covered by the ATPA program.

As stated earlier the Peruvian agro-export chain has generated approximately
600,000 jobs. 10%, or 60,000 of these jobs are held by workers in Peru’s asparagus
industry. The Peruvian Asparagus and Vegetables Institute (IPEH) estimates that nearly
40% of the workers in the asparagus industry come from arcas that formerly supplied
workers to illegal coca cultivation. Asparagus has been a model for other agroexport
industries and their growth is having a multiplier effect in terms of their impact on trade,
job creation in both countries, reduced illegal coca cultivation, and reduction of poverty

12, Total imports accounted for approximately 60 percent of the U1.S. market for fresh asparagus in
2004. U.8. imports from Peru accounted for approximately 60 percent of total imports in 2004, as well. See
also U.S. Department of Agriculture FATUS data (hitp://www.fas.usda.gov/ustrade/). Consequently,
Peru’s share of the U.S. market was about 36 percent (compared to about 40 percent accounted for by
domestic production),

Indeed, the quantity of domestic production in 2004 was approximately 87,000 net tons, which
exceeded the volume of imporis from Pery that year (61,123 net tons) by 42 percent, About one-fourth of
domestic production, or approximately 22,000 net tons, was exported,

13. According to the Commission’s most recent report on the impact of the ATPA, domestic
production of fresh asparagus declined 4 percent from 2003 to 2004, from 119.4 million pounds to 115
million pounds. However, the value of domestic production increased by 10 percent over that period, from
$136.7 million to 150.4 million. The Impact of the Andean Trade Preference Act: Eleventh Report 2004,
USITC Pub. 3803 at 3-12.
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in Peru. Peru’s paprika industry, for example, has enjoved export growth of 88% from
2004 to 2005, making Peru now the top world exporter of paprika, an industry which
employs 13,000 Peruvians. Another successful example is the Peruvian artichoke
industry, which has increased exports by 100% from 2004 to 2005, and also employs
about 15,000 workers.

It is clear, therefore, that the ATPA spurred industries such as asparagus have had
a positive impact in the war against deugs in Peru. Coinciding with the rise in asparagus
production, from 1995 to 2004, the ITC reported that coca cultivation decreased
dramatically, from 115,300 hectares to 27,500 hectares in 2004, While this figurs
increased to 38,000 hectares in 2005, the overall decrease remains dramatic, and
government coca-eradication efforts remain in effect. The decrease in coca production in
Peru helps to reduce the presence of drugs in U.S. communities. These successful
eradication efforts have also helped Peru to combat the terrorist guerrillas such as the
Shining Path that are financed by proceeds from drug trafficking. The PTPA will help
consolidate these gains against the scourge that the illegal drug trade has represented for
both countries.

V. Peru TPA and Labor Standards

In addition to Peru’s compliance with ILO’s core labor standards and the labor
rights provided by the country’s constitution, the asparagus and vegetables industry has
implemented best labor practice programs (Buenas Practicas Laborales ~BPL) to ensure
that the industry is engaged the creation of a healthy and safe work environment. The
Peruvian asparagus and vegetables industry is also committed to help build schools and
health facilities that will contribute to improved living standards for their workers, their
families, and the rural communities where they live.

The growth of agroexports in Peru has been such that in parts of Peru such as Iea
and La Libertad there is full-employment year round and extreme poverty has been
reduced by an astounding 36% comparable to levels experienced nationwide by countries
such as Chile. Workers in these industries make wages of between $5 and $7 per day
which is considered a good salary by Peruvian standards.

Peru has ratified 71 ILO conventions, including the cight “core conventions.” Ht
has been praised multiple times by the 1LO for its progress in improving labor laws. In
addition to all of the ILO’s Core Labor Rights Conventions, the PTPA’s labor standards
exceed those of five other previously-ratified trade agreements: Jordan, Chile/Singapore,
CAFTA, Bahrain and even the ATPDEA, which does not make ILO or national standards
mandatory.

The PTPA goes beyond many other free trade agreemerts in the enforcement of
worker rights and dispute resolution, The PTPA-created Labor Affairs Council develops
public participation in reporting and funding to ensure implementation of the agreement
and improved cooperation and capacity-building mechanisms. Additionally, the PTPA
holds member countries accountable to effectively enforce existing labor laws, under
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penalty of fines, which are used by the PTPA commission to fund projects improving
Iabor right protections. Noncomplance results in the formation of an arbitral panel,
which may fine violating parties up to $15 million per year, and suspend tariff benefits to
the party complained against if necessary to cover the assessment, '

VI. Peruvian Asparagus and Envirenmental Concerns

Since asparagus cultivation is undertaken almost entirely on irrigated desert lands
along Peru’s coast, the environmental impacts of this industry on existing habitats is
negligible. In fact, by contributing to the successful reduction of coca leaf production in
biologically sensitive rain forest habitats, the growth of the asparagus industry along
Peru’s arid coast has had, in an indirect manner, highly beneficial environmental impacts,

The growth of the asparagus industry has created a business that is a global player
and as a result has adopted rigorous international standards on environmental
management practices and labor standards to comply with import requirements in the
U.S., the European Union, and elsewhere. The Peruvian asparagus industry complies
with very exacting practices of EUREPGAP and GAP {Good Agricultural Practices) to
maintain consumer confidence in the quality and safety of its product.

VII. Conclusion

U.S. trade policy beginning in 1992 made imports of fresh asparagus from Peru
eligible for duty-free treatment. This policy has served a wide range of economic interests
both in the United States and in Peru. In the United States, a steady, year-round demand
supply of asparagus enters the U.S. and satisfies the increased demand for asparagus in
the U.S that domestic production cannot meet. Asparagus also accounts for about 5,000
U.8. jobs in transportation and distribution.

In Peru, the asparagus industry, thanks to the duty-free access to the U.S. market,
has been able to fight extreme poverty by employing at higher wages than other Peruvian
jobs. Asparagus in Peru has also indirectly fought coca production and narcoterrorism by
providing an alternative source of well-paying employment,

These great changes could not have been possible without the duty-free access
afforded to Peru in the ATPA and ATPDEA. The PTPA is now an excellent opportunity
to ensure the continued prosperity of these industries, and by extension raise living
standards in Peru, and ensure the continuation of the benefits enjoyed by U.S. consumers
and workers employed in the asparagus supply chain,

» For further information, please contact Carlos Mateo Paz-Soldan at 202.333.8800
or cpaz-soldan@saul.com

4, Peru Trade Promation Agreement, Chapter Twenty-One: Dispute Settlement.
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United States Senate
Comunittee on Finance
Hearing on “The Administration’s 2007 Trade Agenda”
Thursday, February 15, 2007

Written comments for the record by the
Retail Industry Leaders Association (RILA)

The Retail Industry Leaders Association (RILA) appreciates the opportunity to submit
wrilten comnments for today’s hearing with United States Trade Representative (USTR)
Susan Schwab on the direction and content of U.S. trade policy. RILA promotes
consumer choice and economic freedom through public policy and industry operational
excellence. Our members include the largest and fastest growing companies in the retail
industry — retailers, product manufacturers, and service suppliers — which together
account for more than $1.5 trillion in annual sales. RILA members provide millions of
jobs and operate more than 100,000 stores, manufacturing facilities and distribution
centers domestically and abroad.

The Successful Completion of the WTQ Doha Round is Essential te American
Consumers and Businesses

Continued growth and expansion into new markets is key to America’s success in the
global economy. First and foremost, RILA believes the United States should continuc to
place a priority on the successful conclusion of the Doha Round of WTO negotiations,
with a particular focus on the dual goals of eliminating or reducing tariffs and non-tariff
barriers. As the Committee knows, high tariffs and non-tariff barriers prevent U.S.
manufacturing, retail, service, and financial sectors from expanding into other markets.
In addition, these barriers place burdens on the U.S. import community which translates
into added costs for consumers.

Trade can be a powerful economic force to help people improve their standard of living.
Trade liberalization raises productivity and real wages while expanding consumer choice
and purchasing power. The Doha Round provides a tremendous opportunity to reduce
global tariffs. As the Commitiee secks to find ways to spread the benefits of trade to all
segments of society, RILA suggests the elimination of disproportionately high tariffs on
low-cost items such as footwear and clothing.

Today, U.S. tariffs on consumer goods are regressive; the lowest earners pay the highest
rates, in percentage terms. Tariffs on some products are in the double digits, such as on
certain clothing, footwear, luggage, dinnerware, and food such as butter and cheese.
Some of the highest tariffs apply to the types of goods that people of modest means tend
to buy, and lower duties are imposed on similar products that are more often purchased
by upper-income individuals. For example, tariffs on low-end sneakers range between 48
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and 67 percent, but tariffs on higher-end sneakers are only 20 percent, and for leather
dress shoes, the tariff is 8.5 percent. This trade policy forces consumers with limited
means to pay a greater percentage of their disposable income on life’s necessities. RILA
recommends reducing the disproportionately high tariffs on everyday consumer products,
and recognizes that the Doha Round represents the best opportunity to achieve those
reductions around the globe, and particularly in key markets.

In addition to reducing tariffs, RILA believes it is equally important to also eliminate or
reduce non-tariff barriers. As the Doha negotiations continue, RILA urges negotiators to
(1) protect retail brand names by making it easier for retailers to safeguard their brand
names in other countries; (2) establish transparent customs administrations that facilitate
rather than hinder the movement of goods and services across national boundaries, which
are essential to a modern distribution economy; and (3) prioritize market access
improvements in distribution services (broadly defined as retailing and wholesaling as
well as ancillary services such as express delivery, telecommunications and financial
services}. More specifically, RILA supports the elimination of local equity requirements
that cap foreign retail investment at 49 percent, the elimination of competitive need limits
or investment screening tests, the easing of restrictions on the repatriation of profits,
liberalization of telecommunications and transportation sectors, and the removal of
unwarranted restrictions on store size and operating hours.

Congress Shouald Renew Trade Promotion Authority (TPA)

RILA and its members recognize that Trade Promotion Authority (TPA) provides a
practical and positive mechanism to facilitate trade, an area in which Congress and the
President have shared responsibility. By establishing parameters for consideration of
trade agreement implementing legislation by Congress on trade negotiations, requiring
continuous consultations and exchanges between the Administration and the Congress,
and providing Congressional guidance on the contents of U.S. trade agreements, TPA
allows the United States to negotiate and conclude economically meaningful,
comprehensive trade agreements that benefit the U.S. economy. Since the enactment of
TPA in 2002, the United States has negotiated a number of new free trade agreements
(FTAs) and is pursuing negotiations with countries that hold significant new market
opportunities such as South Korea and Malaysia.

Global integration is a reality, and the question for U.S. lawmakers is not whether to
participate in the global economy, but how to create the best opportunities for U.S.
businesses to compete and win. TPA provides the necessary tools to promote and shape
trade policy in a way that can benefit all Americans.

RILA and its members are champions for trade expansion and recognize that trade is
essential to providing U.S. consumers with the quality and variety of products they
expect at prices they can afford, and to creating opportunities for U.S, retailers to offer
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goods and services to customers around the world. New trade agreements simply will not
be possible without TPA, and the United States cannot afford to let that happen.

Countries around the globe increasingly recognize the benefits of open trade. Regional
FTAs are proliferating between countries in Asia, FEurope and South America. The rise
of such agreements highlights the competition for global market share that is key to
growth and prosperity in the 21st century. Some have proposed a “strategic pause” or
moratorium on trade negotiations. While on its face this might seem like a legitimate
proposal, doing so would only come at the peril of U.S. businesses, consumers and
employees. The United States can ill-afford to halt the expansion of U.S. FTAs when
doing so means other countries continue io expand services and operations globally
without America.

Congress Should Pass All Currently Negotiated FTAs While Aggressively Pursuing
New Opportunities

U.8S. trade with Columbia, Panama and Peru has nearly doubled over the past seven years,
and the United States has an opportunity to expand our trading relationships as well as
strengthen diplomatic ties by approving the FTAs that have been negotiated with those
countries. These agreements provide meaningful opportunities for U.S. businesses to
export and import products. For example, under these agreements, eighty percent of U.S.
consumer and industrial products, and a majority of the most competitive U.S. farm
exports, will enter these Latin American markets duty-free immediately upon enactment.

Negotiations with South Korea and Malaysia have the potential to be the largest and most
economically meaningful FTAs since the enactment of the North American Free Trade
Agreement (NAFTA). With a population approaching 50 million people, 1.5, businesses
are eager to gain a foothold in South Korea’s market. Meanwhile, Malaysia is the United
States” tenth largest trading partner, with $44 billion in two-way trade in 2005, and an
FTA would significantly increase opportunities for more bilateral trade and investment.
Beyond the economic benefits, FTAs with South Korea and Malaysia provide
opportunities for enhanced diplomatic relationships with strategic allies in a volatile
region. The Committee should encourage USTR to continue to aggressively pursue the
successful conclusion of those agreements.

Conclusion

RILA and its member companies are grateful for the opportunity to provide comments to
the Committee on the U.S. trade agenda. RILA believes it is critical that the United
States continue to pursue an aggressive trade agenda. Expanding export and investment
opportunities overseas increases the purchasing power of American consumers while
providing important jobs domestically. In today’s economy, global integration is both a
challenge and an opportunity for U.S. policy makers. The key to America’s continued
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prosperity is to seize the opportunities and mitigate the challenges. RILA respectfully
urges the Committee to consider these comments, and we stand prepared to work lock-
step with you to help all Americans feel the benefits of open trade. If you have any
questions on this statement or require any assistance, please contact Stephanie Lester,
Vice President, International Trade.
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On behalf of the U.S. Chamber of Commerce, we ate pleased to present the Senate
Committee on Finance with this testimony regarding trade and globalization. International
trade plays a vital part in the expansion of economic opportunities for American workers,
farmers, and businesses. As the world’s largest business federation — representing more
than three million businesses and organizations of every size, sector, and region — the U.S.
Chamber views efforts to expand trade opportunities as squately in the interests of
America’s workers, farmers, consumers, and companies.

As such, the U.S. Chamber has helped lead the business community’s effort to make
the case for initiatives to expand trade, including global trade negotating tounds under the
putview of the World Trade Organization (WTQOj and its predecessor, the General
Agreement on Tariffs and Trade, as well as bilateral and regional free trade agteements
(FTAs). We do so because U.S. businesses have the expertise and tesoutces to compete
globally — if they are allowed to do so on equal terms with our competitors.

i Trade, Growth, and Prosperity |

The facts show that while some are hurt — and should be helped - the
overwhelming majority of Americans detive great benefits from international trade and
investment. America’s international trade in goods and services accounts for roughly 27% of
our country’s GDP. As the Office of the U.S. Trade Representative has pointed out, the
combined effects of the North American Free Trade Agreement (NAFTA) and the Uruguay
Round trade agreement that created the WT'O have increased U.S. natonal income by $40
billion to $60 billion a year. In addition, the lower prices for imported goods generated by
these two agreements mean that the average American family of four has gained between
$1,000 and $1,300 in spending power — an imptessive tax cut, indeed.

When Trade Promotion Authority (TPA) lapsed in 1994, the international trade
agenda lost momentum. The Uruguay Round was implemented, but no new round of global
wade negotiations was launched as the 1990s wore on. Moteover, the United States was
compelled to sit on the sidelines while other countries and trade blocs negotiated numerous
preferential trade agreements that put American companies at a competitive disadvantage.

As we pointed out during our 2001-2002 advocacy campaign for approval of TPA,
the United States was party to just three of the roughly 150 FTAs in force between nations
at that time. Since then, the United States has approved FT'As with an additional dozen
countries, and they are bringing substantial economic benefits. Today, just under half (45%)
of American exports go to markets where they enter duty free thanks to these FTAs. Onlya
third of U.S. exports enjoyed this advantage back in 1994, the year NAFTA came into force.
With sales to our newest FTA parters growing twice as fast as U.S. export growth to the
rest of the wortld, it is no surprise that U.S. exporters are enjoying robust growth.
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Free Trade Agreements

As noted above, the United States is an extraordinarily open economy. Consider how
U.S. tariffs compare with those of countries where FT'A negotations have recently been
concluded or are underway. According to the Wotld Bank, the United States has a weighted
average tariff rate of less than 2%. By contrast, the weighted average tariff on U.S.
manufactured goods falls in the 10-11% range in Colotabia, Korea, and Peru.

An academic observer may regard the price disadvantage that falls to U.S. companies
from these lopsided tariffs as insignificant. However, business men and women face
narrower margins than these every day, very often with the success ot failure of their firm on
the line, so these tariffs can prove decisive. Best of all, a free trade agreement can fix this
imbalance once and for all.

The way FT'As level the playing field for U.S. workers, farmers, and business is botne
out in the results attained by America’s FTAs. For example, the U.S.-Chile FTA was
implemented on January 1, 2004, and immediately began to pay dividends for American
businesses and farmers. U.S. exports to Chile surged by 33% in 2004, and by 2 blistering
85% in 2005. In fact, U.S. exports to Chile neatly doubled in the first two years of the
agreement’s implementation.

Other recent FTAs have borne similar fruits. Trade with Jordan has risen four-fold
since the U.S.-Jordan FTA was signed in 2000, fostering the creation of tens of thousands of
jobs in a country that is a close ally of the United States. The U.S. trade surplus with
Singapore nearly quadrupled over the first two years of implementation of the U.S.-
Singapore FTA (2004-2005). And over the 12 years since implementation of the Notth
American Free Trade Agreement (NAFTA), by far the largest and most important of these
agreements, U.S. exports to Canada and Mexico have sutged by well over $200 billion (to a
total of approximately $375 billion in 2006), sustaining literally millions of new jobs and
businesses.

One of the most compelling rationales for these FTAs is the benefit they afford
America’s smaller companies. The following table reveals how America’s small and
medium-sized companies are leading the charge into foreign markets, accounting for more
than three-quarters of exporting firms to these three sclected markets (one a market where
an FTA was recently approved, the second where FTA negotiations wete recently
concluded, and the third where an FTA has just been proposed). As a corollary, it suggests
how smaller businesses stand to gain disproportionately from the market-opening measures
of a FTA:
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Market No. of U.S. No. of US. SMEs | No. of U.S. SMEs as
companies exporting to the a percentage of
exporting to the market expottets
martket
DR-CAFTA countries 15,625 13,557 &7%
Peru 5,080 4,010 79%
Korea 17,330 15,233 88%

Source: U.S. Depariment of Commeerce, 2003 data (latest available).

Beyond the highly successful track tecord of America’s FT'As as measured in terms of
new commerce, the U.S. Chamber and its members also support FTAs because they
promote the rule of law in emerging markets around the globe. This is accomplished
through the creaton of a mote transparent rules-based business envitonment. For example,
FTAs include provisions to guatantee transparency in government procutement, with
competitive bidding for contracts and extensive information made available on the Intetnet
— not just too well-connected insiders.

PT'As also create a Jevel playing field in the regulatoty environment for setvices,
including telecoms, insurance, and express shipments. In addition, tecent FTAs have
strengthened legal protections for intellectual property tights in the region, as well as the
actual enforcement of these rights.

Pollowing are observations on some of the trade agreements that have been in the
headlines lately;

Peru, Colombia, and Panama: Negotiations fot the Peru Trade Promotion
Agreement were concluded in December 2005, and a similar agreement was reached with
Colombia a few months later. In December 2006, the U.S. and Panamanian govetnments
announced they had completed negotiations on a Trade Promotion Agreement “with the
understanding that it is subject to further discussions regarding labor,” accotding to the
Office of the U.S, Trade Representative.

U.S. trade with Peru, Colombia, and Panama has neatly doubled since 2000, and U.S.
commerce with the three countties last year totaled $8 billion, $15 billion, and $3 billion,
respectively. These are ambitious and comprehensive agreements. Eighty perceat of U.S.
consumer and industrial products and a majority of the most competitive U.S. farm exports
will enter these markets duty-free immediately upon implementation of the agreements.

U.S. investors in these countries also regard the Trade Promotion Agteements as a
helping hand for close allies. As described above, the agreements will lend support for the
rule of law, investor protections, internationally recognized wotkers® tights, and transparency
and accountability in business and government. The agreements’ strong intellectual property
and related enforcement provisions against trafficking in counterfeit or pirated products will
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help combat organized critne. The agreements will promote economic growth, lending
strength to the regional economy and providing local citizens with long-term alternatives to
narcotics trafficking or illegal migration.

The U.S. Chamber is serving as Secretariat of the Latin America Trade Coalition, a
broad-based group of U.S. companies, farmers, and business organizations advocating for
approval of the three Trade Promotion Agreements.

Korea: The U.8, Chamber also strongly supports the negotiations for a U.S.-Korea
FTA. Such an agreement would be the most commercially significant FTA the United States
has entered into since NAFTA. In 2005, Korea was the seventh-largest U.5. trading partner,
its seventh-largest export market, and its sixth-largest agricultural market overseas.
Moreover, a U.S.-Korea FTA would strengthen the important political reladonship and
alliance between the United States and Korea, further contributing to security and stability in
the Asia-Pacific region.

The Chambes-administered U.S.-Korea Business Council is serving as Secretariat of
the U.S.-Korea FTA Business Coalition. This coaliton already embraces over 200 leading
U.S. companies and business associations that strongly support the conclusion and passage
of a U.S.-Korea FTA tw advance the interests of the U.S. business community and promote
further bilateral trade and investment.

Malaysia: When U.S. and Malaysian officials announced in March 2006 that the two
countrics would undertake negotiations for a FTA, the initiative won immediate broad
support. With its middle-income economy of more than 24 million people, Malaysia offers a
significant market for American companies. Malaysia is the largest U.S, trading partner in
Southeast Asia and the 10th largest U.S. wrading partner in the world. Two-way trade
between the countries in 2005 surpassed $44 billion. The United States is Malaysia’s largest
export matket, purchasing mote than 20% of Malaysia’s exports, and the sum of U.S. direct
investments in Malaysia surpasses that of any other country. An FTA would enhance these
already strong cconomic ties.

This moderate Muslim-majority country offers important opportunities for U.S. trade
and investment. With a highly skilled, multilingual and multcultural workforce, excellent
telecommunications and road and port infrastructure, and a stable economic and political
envitonment, Malaysia has attracted more than $28 billion in foreign investment ovet the last
30 years.

From a regional standpoint, the U.S.-Malaysia FTA is an impottant strategic step in
the overall U.S. foreign policy toward the members of the Association of Southeast Asian
Nations (ASEAN), with which the United States will be undertaking a broad Trade and
Investment Framework Agreement. The United States already has FTAs with nearby
Singapore and Australia. By adding Malaysia to this burgeoning regional telationship, U.S.
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companies will be provided with a gateway to the dynamic South East Asian tegion and its
$3 trillion market.

{ The Doha Development Agenda

While the FT'As the United States has negotiated represent an ambitious and
comprehensive way to open matkets one country or region at a time, the Doha
Development Agenda (DDA) — the global trade negotiations currently being conducted
under the acgis of the World Trade Organization ~— offers the remarkably broad
opportunity to lower bartiets to trade globally. By leveraging both the breadth of the DDA
and the depth of FTAs, U.S. business can attain impottant new market opportunities in the
years ahead.

In essence, the DDA teptesents 2 unique opportunity to unlock the wotld’s
economic potential and inject new vibsancy in the global trading system by reducing barriers
to trade and Investment throughout the world. The round was launched on the premise that
both developed and developing nations alike share in the economic gains resulting from
global trade liberalization, particularly by addressing unfinished business in the agricultural
sector.

Ambition is the key to the DIDA’s success. As one of the most open economies in
the world, the United States must be ambitious in its approach to liberalization of trade in
manufactured goods, services, and agricultural products if we ate to convince our mote
reluctant trading partners to share our goals. Of course, we cannot lead alone. The
European Union and the G20, in particular, need to demonstrate that they, too, are
committed to the success of the DDA and willing to make the concessions necessaty for a
balanced result that can win the support of all WTO member countries.

The U.S, Chamber and its member companies are working with the Administration,
Congress, and their counterparts around the world to ensute that the negotations advance.
On October 25, 2005, the U.S. Chamber, in partnership with other leading U.S. business
organizations and a broad range of companies and agricultural groups, launched the
American Business Coalition for Doha (ABC Doha) to ensure that the U.S. ptivate sector is
coordinated, mobilized, and focused on achieving success in the DDA, The
recommendations that follow tepresent the Chamber’s priorities for the DDA, and we will
be working actively with our trading partners around the wotld in the weeks and months
ahead to build support for the objectives set out below.

Trade in Agricultural Products: In 2001, the WTO member countties committed
o making “substantial improvements in market access; reductions of, with a view to phasing
out, all forms of export subsidies; and substantial reductions in trade-distorting domestic
support.” We are encouraged that last fall’s proposals set forth by the United States and the
G20 seem to have re-energized negotiations with respect to agricultural reforms. We hope
these advances will stem what we had perceived befote the 6 WTO ministerial conference
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in Hong Kong last December to be an emerging lack of ambition on the part of some key
patties to the negotiations.

In a World Bank paper, Kym Anderson concludes that 92% of developing countries’
gains in agricultural trade will come from reductions in market access barriers. The papet
finds that such tariff reductions will not only improve the trade climate berween developed
and developing nations, but more importantly will yield significant gains in trade among and
between developing countres. This outcome mirrors what we have witnessed in improved
matket access provisions in the areas of manufactured goods and services —— the most
robust gains are seen in trade among and between developing nations.

The United States is uniquely positioned to press for success based on the highest
levels of ambidon. Bold positions can help break what appears to be a stalemate between
developed and developing countries over who should make the first move. We cannot fail
to deliver steep reductions in both trade-distorting domestic supports and tariff rates. In the
end, success will only be achieved through mutual recognition that comprehensive trade
liberalization is an opportunity that will yield enormous benefits to farmers and consumers
worldwide.

Trade in Manufactured Goods: Manufactured goods represent 75% of global
metchandise trade, and the manufacturing sector is a strong driver of U.S. economic growth
and employment. In 2001, the WTI'O member countries made a commitment “to reduce or
as appropriate eliminate tariffs, including the reduction ot elimination of tariff peaks, high
tariffs, and tariff escalation, as well as non-tariff barriers, in particular on products of export
interest to developing countries.” While some progress has been made toward this goal,
much work remains to be done in the non-agricultural market access (NAMA) negotiations.

In order to deliver on its development promises, the DDA must provide genuine new
market access by substantially reducing or eliminating tariffs among, at minimum, the
developed and developing countries through a formula that focuses on making meaningful
reductions in tariffs across all product segments, particulatly peak and high tariffs. A final
agteement must also allow for a voluntary sectoral approach to tariff elimination. Above all,
achieving a “level playing field” requires an approach that recognizes the cutrent differences
among countries’ tariffs, and mandates reductions in tariffs that will reduce and eliminate
those differences, so as to avoid an outcome where countries with high average tariffs are
only required to make relatively small reductions.

While tariff elimination is a critical component of the round, non-tariff bartiers are
increasingly becoming as important, if not more important, as tariffs in constraining global
trade. The DDA should focus on removiag these hindrances to international trade, using
both horizontal and sectoral approaches. In addition, the WT'O should sttengthen, ot create
where necessaty, problem-solving mechanisms specifically focused on addressing and
removing non-tariff batriers.
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In order to ensure that the NAMA negotiations lead to substantially increased
opporttunities for trade, growth, and development for all countries, flexibilities should be
built into the process that can provide some room for less developed and small economies
to take part without shouldering the same burden as their more developed counterpatts.

Finally, we recognize that the NAMA negotiations are impacted by progress in the
broader negotiating environment. It is important that negotations on agriculture, services,
and NAMA move forward on parallel tracks to ensure that success in the broader round is
achieved.

Trade in Services: The services sector is the backbone of the economy in
developed and developing countries alike. In total, it represents about two-thirds of world
GDP, or $35 trillion in 2004. Further liberalization of this critical sector will allow WT'O
member countries to attract greater foreipn direct investment and take full advantage of the
growth and employment that this vital sector provides.

In 2001, the services liberalization work that had been conducted under the General
Agreement on Trade in Services (GATS) was incorporated into the DDA mandate. WTO
members endotsed the existing negotiating modalities and set a schedule for successive
market access requests and offers. Progtess has been unsatisfactory to date: few offers and
even fewer revised offers have been tabled, despite the fact that the May 2005 deadline is
long passed. The request/offer process is clearly not delivering sufficient progress, and
there is an urgent need to realign priotitics and to raise the profile of the setvices
negotiations armong trade ministers. While new methods that hold promise ate being
explored to revitalize the process, the objective of achieving substantial new liberalization
commitments within the next few mounths should guide U.S. efforts.

In mode one (cross border supply of services), the U.S. should seek full matket access
and most-favored nation (MPN) treatment for all cross border services trade. This level of
ambition should apply for mode two (consumption of services abroad) as well, In mede
three (commercial presence), the U.S. should seek the abolition o, at the very least,
substantial easing in equity limits for services investments and allow for the incorporation of
services businesses in whatever legal form makes the most business sense. In mode four
{temporaty movement of professionals), countries should commit to screen temporaty
wortkers, ensure they will leave when their visas expire, and generally commit to containing
illegal migration in return for their professionals” access to host countties.

Trade Facilitation: The Doha Declatation recognizes the case for “further
expediting the movement, release and clearance of goods, including goods in transit, and the
need for enhanced technical assistance and capacity building in this area.” Trade facilitation
initiatives provide significant opportusnities to achieve real, nuts-and-bolts improvements for
businesses of all sizes. Progress in such areas as port efficiency, customs procedures and
requirements, the overall regulatory environment, and automation and e-business usage are
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important for all companies but are especially valuable to smaller and medium-sized
enterprises.

Major world regions are already embracing trade facilitation. In 2002, the 21 member
cconomies of the Asia-Pacific Economic Cooperation {(APEC) forum launched a Trade
Facilitation Action Plan that included a commitment to reduce trade-related transaction
costs by five percent within six years. In November 2004, the APEC leaders were proud to
announce that they had reached their goal three years ahead of schedule. And in the
Western Hemisphere, the countries negotiating the Free Trade Area of the Americas
committed in 1999 to implement a package of nine customs-related “business facilitation”
measutes that covered much of the same ground as the APEC action plan. In November
2005, a group of over 100 of the Western Hemisphere’s leading business organizations
released a declaration favoring an ambitious stance in the trade facilitation negotiating group
of the DDA.

These efforts have served to taise the profile of trade facilitation as an opportunity
for the DDA, but much mote can be done. Trade facilitation can bring great benefits if
adopted unilaterally, but a global rules-based approach alse offers the advantages of
certainty, stability, and enhanced commonality to customs measures and port administration.
"This is the promise of the DIDA’s trade facilitation negotiations.

Trade, Labor and Workforce Development

The opportunities trade presents are clear, but there are challenges as well. In recent
years, Congress has engaged in a dialogue about how to ensure that U.S. workets and
workers in developing countties can beaefit from increased trade and investment flows. The
U.S. business community encousages these discussions as well as efforts to improve
American workers with the tools they need to raise theit productivity. We welcome new
ideas on ways to improve Trade Adjustment Assistance programs, and we hope that
Congress will also consider new programs that will assist Ametican workers in remaining
competitive and highly productive.

In addition to the bencfits for the United States, thete is powerful evidence that
deepening econormic ties with developing countries promotes theit growth, fosters job
creation, and promotes improvements in worker conditions in markets where Ametican
companies ate active and engaged. Numerous studies show that American companies
operating in foreign markets lead the way in driving improvements in wotking conditions
and act as stellar examples of responsible corporate citizens. U.S. companies promote
ethical and responsible business behavior, market-oriented business practices, and respect
for the rule of law. They also operate under high envitonmental, health and safety standards
in developing countty markets, and they encourage local suppliers to adopt and adhere to
similar practices. Compared to employees in local companies, employees in U.S. companies
enjoy competitive to superior compensation, benefits, and training.
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The Chamber is hopeful that Congressional discussions with the Administration on
trade and labor will seek to reflect the goals we all share for promoting improved working
conditions and creating jobs in developing countries. We are optimistic that Congress will
develop a way forward on trade legislation that will enable the U.S. to continue an active and
engaged trade policy, opening markets to U.S. goods, services, and agricultural products.
‘The U.S. business community stands ready to support those discussions on the way forward,
and we want to work in pattnership with Congress and the Administration in developing
substantive, comprehensive strategies that will bolster America’s competitiveness and
improve America’s wotkforce.

Conclusion

We believe that trade expansion is an essential ingredient in any tecipe for economic
success in the 21st ceatury. To make the case more clearly, the Chamber tfecently issued 2
tandmark report entitled Global Eungagement: How Amevicans Can Win and Prosper in the Worldwide
Eleonenrp. Tt maps out the benefits of trade — as well as challenges to Arnerica’s ability to
compete that have been laid bare by globalization.

We have also recently published Impact of Trade, which lays out in the clearest fashion
possible the benefits that the 50 states of the union are already detiving from international
commerce. We are pleased to present these docurmnents for the record, and they are available
on our website (www.uschambet.com) as well,

If U.S. companies, woskers, and consumers are to thrive amidst rising competition,
new trade agreements such as the DIDA and the various FT As cited above will be critical. In
the end, U.S. business is quite capable of cormpeting and winning against anyone in the world
when matkets are open and the playing field is level.

The U.S. Chamber appreciates the leadership of the Senate Committee on Finance in
advancing the U.S. internadonal trade agenda. We stand ready to work with you on these
and other challenges in the year ahead. Thank you.
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STATEMENT OF EUGENE K. LAWSON
PRESIDENT, U.S.-RUSSIA BUSINESS COUNCIL

SENATE FINANCE COMMITTEE HEARING ON
THE ADMINISTRATION’S 2007 TRADE AGENDA
FEBRUARY 15, 2007

The U.S.-Russia Business Council (USRBC) is pleased to present this statement to
the Senate Finance Committee in connection with its hearing on February 15, 2007,
on the Administration’s 2007 Trade Agenda.

USRBC s a Washington-based trade association that represents the interests of
approximately 300 member companies operating in the Russian market. The
Council’s mission is to expand and enhance the U.S.-Russian commercial
relationship through advocacy efforts and by promoting dialogue between the
private sector and U.S. and Russian decision makers. The Council strongly supports
Russia’s integration into the global economy and the rules-based system of the
World Trade Organization (WTO).

Securing a Commercially Strong Agreement on Russia’s WTO Accession

After more than a decade of negotiations on Russia’s WTO accession, the U.S.

i ity appl d the signing of the historic bilateral accession
agreement between the U.S. and Russia on November 19, 2006. It is a strong
agreement and it benefits U.S. interests. In combination with Russia’s side letter
commitments, it represents an important step forward in solidifying economic
opportunities for U.S. firms and farmers, which can have a positive effect on jobs
here in the United States.

husiness ¢

We congratulate the Bush Administration and the Office of the U.S. Trade
Representative in particular, on their stellar work in addressing the concems of the
U1.S. business community in the bilateral negotiations with Russia to ensure that the
agreement was commercially meaningful. We appreciated the efforts of the
leadership of the Committee and your staff who, in a bipartisan fashion together
with your cotleagues on the House Ways and Means Committee, provided helpful
input to the Administration to help ensure this effective result.

The bilateral agreement is not the endgame, however. We look forward to building
upon the good communication we have established with the C o encourage
the proper implementation of Russia’s side letter commitments and move forward
the multilateral negotiations. The U.S. business community understands that before
Congress can move forward with action on Russia’s graduation from Jackson-Vanik
and the extension of Permanent Normal Trade Relations (PNTR), significant
progress must be achieved in the multilateral negotiations and in connection with
bilateral commiiments Russia has made to the United States. However, when the
negotiations near their end point, it s critical for the U.S. business community that
the Congress be prepared to act promptly on Jackson-Vanik and PNTR. The
competitiveness of U.S. companies engaged in trade with Russia is at stake.
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Once negotiations are completed, Russia will be eligible to join WTO, with or
without PNTR. Because our own WTQ commitments require us to provide
unconditional most-favored-nation trade status to any WTO member, only when the
U.S. graduates Russia from Jackson-Vanik and extends Russia PNTR status will
U.S. firms and farmers be able to share in the tariff reductions and other
liberalizations that form Russia’s WTO commitments. Passage of PNTR vote
therefore will be critical for U.S. companies and farmers to stay competitive with
other foreign competitors.

Additionally, there are benefits of Russia’s accession to the U.S. business
community that are difficult to quantify, but, over the longer term, are even more
important than tariff concessions to U.S. firms. For example:

* Russia’s WTO accession will require Russia to comply with transparency
and notification requirements and provide a stronger basis for U.S.
companies to assert their commercial rights in the Russian market.

e Asa WTO member, Russia will need to bind its tariff levels, preventing
unilateral increases for purely protectionist reasons. For example, WTO
rales would have prevented Russia from tripling its tariffs on U.S. combine
harvesters as it did late in 2005.

e Having Russia in the WTO will allow the U.S. to seek redress with Russia
through the WTQ’s dispute settlement procedures if Russia steps outside the
boundaries of accepted WTO norms. Without PNTR, the U.S. will be
ineligible to use these mechanisms of the WTO vis-2-vis Russia.

*  Abasic tenet of the WTO is national treatment — requiring that foreigners
are subject to the same rules and enforcement practices as domestic parties
(with exceptions for national security and balance of payment
requirements). As a WTO member, Russia will need to honor its
commitments placing foreign companies on a level playing field with their
domestic competitors.

Requiring U.S. companies to pay higher tariffs than their competitors and denying
them the other advantages of Russia’s WTO concessions would be tantamount to
ceding to our competitors one of the world’s fastest growing and attractive markets.
Russia is a key emerging market for U.S. manufacturers, service providers and
farmers. It is currently the 10" largest economy in the world, and, with current
growth trends expected to continue (Russia has had average annual GDP of 7% over
the last eight years), it may be the 5 largest within another decade. Its highly-
educated population and vibrant consumer sector make it an attractive export market
for U.S. value-added goods and services. U.S. exports to Russia grew 20% in 2006,
after growing more than 30% in 2005. And while Russia currently does not rank
among the top U.S. trade partners, companies from high technology to services to
natural resources to manufacturing see Russia as an important part of their global
competitiveness strategy.

For more than a decade, the U.S. has found Russia to be in compliance with its
Jackson-Vanik commitments regarding freedom of emigration. Accordingly, the
U.S., by an annual Presidential waiver, has extended normal trade relations to Russia
on an annual basis. As Russia moves closer to full WTO membership, it should be
clearer than ever that Jackson-Vanik, an outdated measure with no relevance to
today’s Russia, does not advance U.S. interests or its agenda with Russia. On the
other hand, graduating Russia from Jackson-Vanik and granting PNTR to Russia
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will represent a Congressional vote of confidence in U.S. firms, farmers and
workers; it will give the U.S. business and agricultural communities the green light
to compete on an equal footing with their European and Asian counterparts in the
Russian market.

Finally, USRBC strongly supports Russia’s accession to WTO not only because of
the important market liberalizations that offer opportunities to U.S. firms, but also
because we understand that the U.S. and the global trading system itself can only
benefit when one of the world’s largest economies abides by the rules of the world
trading system. Adherence to WTO rules will bring more certainty to an often
uncertain environment which will have ramifications well beyond the Russian
market.

Building on the bipartisan spirit of this Committee, we look forward to engaging you
and your colleagues in a bipartisan fashion at the appropriate time to ensure that the
U.S. business community is on a level playing field with foreign competitors as
Russia accedes to the WTO.

We thank the Committee once again for this opportunity to share the views of the
U.S.-Russia Business Council regarding this important commercial issue, and we
look forward to working with you.




