S. HrG. 106-408

© US. AGRICULTURAL NEGOTIATING OBJECTIVES
FOR THE SEATTLE WTO MINISTERIAL CON-
FERENCE |

HEARING

___ BEFORE THE
SUBCOMMITTEE ON INTERNATIONAL TRADE
OF THE

COMMITTEE ON FINANCE
UNITED STATES SENATE

ONE HUNDRED SIXTH CONGRESS
FIRST SESSION

OCTOBER 7, 1999

gk

Printed for the use of the Committee on Finance

U.S. GOVERNMENT PRINTING OFFICE
62-673—CC WASHINGTON : 1999

For sale by the U.S. Government Printing Office
Superintendent of Documents, Congressional Sales Office, Washington, DC 20402

ISBN 0-16-060360-9

$36l-14 .



COMMITTEE ON FINANCE
WILLIAM V. ROTH, JR., Delaware, Chairman

JOHN H. CHAFEE, Rhode Island DANIEL PATRICK MOYNIHAN, New York
CHARLES E. GRASSLEY, Iowa MAX BAUCUS, Montana

ORRIN G. HATCH, Utah JOHN D. ROCKEFELLER IV, West Virginia
FRANK H. MURKOWSKI, Alaska " JOHN BREAUX, Louisiana

DON NICKLES, Oklahoma KENT CONRAD, North Dakota

PHIL GRAMM, Texas BOB GRAHAM, Florida

TRENT LOTT, Mississippi RICHARD H. BRYAN, Nevada

JAMES M. JEFFORDS, Vermont J. ROBERT KERREY, Nebraska

CONNIE MACK, Florida CHARLES S. ROBB, Virginia

FRED THOMPSON, Tennessee

FRANKLIN G. POLK, Staff Director and Chief Counsel
DAviD PODOFF, Minority Staff Director and Chief Economist

SUBCOMMITTEE ON INTERNATIONAL TRADE
" CHARLES E. GRASSLEY, lowa, Chairman

FRED THOMPSON, Tennessee DANIEL PATRICK MOYNIHAN, New York
FRANK H. MURKOWSKI, Alaska MAX BAUCUS, Montana

WILLIAM V. ROTH, JR., Delaware ' JOHN D. ROCKEFELLER IV, West Virginia
TRENT LOTT, Mississippi JOHN BREAUX, Louisiana

PHIL GRAMM, Texas KENT CONRAD, North Dakota

ORRIN G. HATCH, Utah BOB GRAHAM, Florida

JOHN H. CHAFEE, Rhode Island J. ROBERT KERREY, Nebraska

JAMES M. JEFFORDS, Vermont CHARLES S. ROBB, Virginia

)




CONTENTS

OPENING STATEMENTS

Grassley, Hon. Charles E., a U.S. Senator from Iowa .........ccooceniivcnnnineenneinnnon
Baucus, Hon. Max, a U.S. Senator from Montana .........c.ccccveenveineeriineerinns
Kerrey, Hon. J. Robert, a U.S. Senator from Nebraska ...........ccevvvevrvrivnrieennennes

ADMINISTRATION WITNESSES

Aaron, Hon. David L., Under Secretary for International Trade, Department
of Commerce, Washington, DC ..........cccciiiiimiienniinniecerenrcnenrceesieesresssesoseens
Schumacher, Hon. August, Jr., Under Secretar{;vfor Farm and Foreign Agri-
cultural Services, Department of Agriculture, Washington, DC ......................

PUBLIC WITNESSES

Murphy, James, Assistant U.S. Trade Representative for Agricultural Affairs,
Washington, DC .....cc.oociiiiiniiiniiniiniesnessenseesesseessesessesessassansssssessessessens
Caspers, Jon, member, National Pork Producers Council, Board of Directors,
SWaledale, LA ... et ss bt sessar e e beeeb s e s csabrreenn
Johnson, Allen, president, National Oilseed Processors Association, Wash-
INGLON, DO ..ot e st s e e e e s e e e e s bes st asbtessensesuneessnsnnin
Nuzum, Janet A., vice president and general counsel, International Dairy
Foods Association, Washington, DC ............cccooeviiiiiiinveenie e cnntececeenre e
Withey, Lyn, vice president for public affairs, International Paper Company,

Washington, DC ..o seessesseesiesresssessssssessessassessessessesssens
ALPHABETICAL LISTING AND APPENDIX MATERIAL

Aaron, Hon. David L.

TESLIMOMY ..civeeviriieiirrireriinrteriirreeeesersisneeeseseersressssnessiernatasrasassessassnassssrasnnnsanasssn

Prepared statement .........cocccvinieiiinieniinnmiie e
Baucus, Hon. Max: -

Opening statement ... s
Caspers, Jon:

TESLIMONY .vvivivreiireiriieiiieniiiieeiee e esseesesasteasssesesessstesnssssesssssessansassesssessssesses

Prepared statemMent .........cccoveiveerniiininniiinicnnnceeieretesesese et s sssesis
Grassley, Hon. Charles E.:

Opening statemMeNnt ........ccccoeveniiiiniinmseimeoiesemi s
Hatch, Hon. Orrin G.: ~_

Prepared statement .........ccccoveeiiviniininieiis e
Johnson, Allen:

TESEIMONY ..eocvviiiireriiriieniieiiieie e st sre e s sarsssbeessae s e asressesbeesbbesssbants

Prepared statement ..........cccocoeevervceiininniniieiiseesses s
Kerrey, Hon. J. Robert:

Opening statement .........ccccceieieiininini e
Murphy, James:

ESLIIMOMNY .vvivreeiirrereeiriere ettt e b e bbbt sa e b e an et

Prepared statement ...
Nuzum, Janet A.:

TESLIMOMLY ..eovvveiiirnririerisenineninitianiesistses bt sseassassasssesssesssssessesssasassssasasans

Prepared statement
Schumacher, August, Jr.:

TEBLIMONY ...vvecvecriieierieesieneiniiestsets e st sn e b s s s b e s b et bt s s st s anebesas

Prepared statement ...

11
26
27
30
32

41

25
44

52

27
53

11
58

30
63

67



v
Page
Withey, Lyn:
TeBtIMONY ..cvviivriiiciereirnrininnssnieseesionesnseressrsrsessesnssesesns reestsetastesesssssasrarereasane 32
Prepared statement ................. Neev e bt s et e et ae e ae e b sbs s na s e s rsRsbenenee 69
COMMUNICATIONS

American Peanut Coalition, submitted by Richard Pasco ............ccccoevrevriereresnene 83

International Trade Policy and Florida’s Agncultural Commumty, paper, sub-
mitted by Senator MAcK .......cccccinenennimnennnonmeimeremmmnnmnenssenson. 96

(s



-~

U.S. AGRICULTURAL NEGOTIATING OBJEC-
TIVES FOR THE SEATTLE WTO MINISTE-

RIAL CONFERENCE

THURSDAY, OCTOBER 7, 1999

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

: The hearing was convened, pursuant to notice, at 10:00 a.m., in
- room SD-215, Dirksen Senate Office Building, Hon. Charles E.

Grassley (chairman of the subcommittee) presiding.
Also present: Senators Murkowski, Baucus, Breaux, and Kerrey.

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

INTERNATIONAL TRADE

Senator GRASSLEY. I am Senator Chuck Grassley. 1 chair the
Subcommittee on International Trade on the Senate Committee on
Finance, and welcome everybody to this hearing, particularly our
witnesses, who obviously, whether they are private sector or public
sector, have a very important agenda of their own, but to share
their expertise with us on the Hill at this critical time in agri-
culture is very important.

I will put that critical point of time in the fact that we are only
45 days away from launching the ninth series or round of multilat-
eral trade negotiations—since 1947. But I would also put it in the
context of the lowest farm prices in a quarter century in real dol-
lars, and a half century in adjustnrent, for inflation.

I would put it in the context as well of farm programs during the
1990’s being connected with trade policy in the sense that, when
there was meant to be less expenditures—and it may not work out
this way—in public money in farm programs at the same time that
farmers were getting more from the private sector and from the

- ability to export and get income from exports, and the exports have
been down because of financial crises around the world, what goes
on in Seattle, and beyond Seattle, in this ninth round is very much
connected with overall farm policy that we have in this country of
encouraging farmers to produce more for a growing world popu-
lation and to be able to export their increased production, for their
profitability as well as meeting humanitarian needs of 100 million
more people to feed every year because of the expanding world pop-

. ulation.
(1)
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7 The Trade Subcommittee is holding this hearing, more specifi-
cally, because many subcommittee members, including myself, have
not seen as many specifics from the administration about how we
i})vill dgal with important agricultural trade issues in Seattle and
eyond. |

I would name just a few: tariffs. They are still too high. The con-
version of quantitative restrictions to tariff rate quotas after the
last round, the Uruguay Round, left many agricultural products
highly protected.

Tariffs on agricultural products are three to four times higher
than the 10 to 15 percent rates for most industrial products, and
some of these tariffs would reach 200 percent or more.

The administration proposes to lower agricultural trade rates
and to bind them, perhaps once again, using the zero quota initia-
tive that we attempted with limited success in the Uruguay Round.

But apart from this general goal, the administration still hasn’t
said how this will work. Will zero quotas and zero subsidies still
be our strategy? Why will it work this time when it failed to meet
our expectations the last time we tried?

Export subsidies still distort agricultural markets. Both the
United States and the European Union subsidize agricultural ex-
ports, but the European Union export subsidies are about eight
times the amount that we spend.

What leverage we will use to eliminate these trade subsidies is
unknown. Domestic support spending is another issue, especially
European Union’s production- limiting payments, or blue box
spending, is much too high.

These are the subsidies that displace U.S. exports in the Euro-
pean Union and third country markets, yet the United States has
been hesitant to call for outright elimination of production-limiting
payments, even though we do not have a single program that cur-
rently falls within this category.

The European Union has huge support programs that are not
disciplined by even modest reductions, or commitments to make
most reductions. The European Union Agenda 2000 initiative even
proposes raising blue box spending in the next 2 years.

So we need a more aggressive and ambitious agenda. We should
challenge the Furopean Union and other nations that spend enor-
mous amounts on domestic support to eliminate these programs
once and for all.

Then we have the biotechnology area. There is a great deal of
controversy about whether, and how much, to engage the European
Union, Japan, and other nations in this vital area.

The United States’ position on biotechnology at the WTO basi-
cally only says that biotechnology is a priority. But how will this
priority be addressed?

The structure and scope of the new round itself is controversial—
and in my view needlessly so—about when and how we can liber-
alize trade in other economic sectors as well as agriculture. Per-
haps most importantly, we still face the problem of sending our ne-
gotiating team to Seattle with one hand tied behind their backs be-
cause the President still has not sent legislation to Congress to
renew the President’s trade negotiating authority. I hope we will
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hear our witnesses address these and other specific issues in spe-
cific detail.

But before we do, I would say a word or two about two issues.
I will recommend to Chairman Roth that the Finance Committee
seriously consider marking up legislation to renew the President’s
trade negotiating authority before the start of the Seattle negotia-
tions.

I think we need to send a strong message that will be heard loud
and clear, whether it is Brussels, Tokyo, or anywhere around the
world, that we are serious about trade liberalization and that we
want results.

The United States will go into the new global trade talks expect-
ing the all-powerful Council of Agricultural Ministers in the Euro>
pean_Union to hand over some of its authority to negotiators for
the European Commission so that these negotiators can offer con-
cessions to the United States, concessions on export subsidies,
hopefully concessions on blue box spending, and other key items.

But how can we expect good-faith negotiations with the EU if the
Europeans do not have the same confidence that the administra-
tion can deliver concessions to them, because without trade negoti-
ating authority, all of our trading power partners will have less
confidence in our ability to reach a final binding agreement. This
lack of confidence undermines the negotiations and threatens to de-
rail them even before they get started.

Now, it may well be that we will only be able to mark up a bill
in the Finance Committee and not take it to the Senate floor, but
I believe that we should at least give our negotiators some con-
fidence about how we should proceed in Seattle.

Second, I want to say a word about biotechnology. This is, of
course, a very terribly important issue, and particularly in agri-
culture. How we deal with it will affect most of the agricultural
economy of the United States for decades.

But the proposal on biotechnology presented to the WTO in July
by the United States only addresses this issue in most general
terms. I believe that the United States should have a more ambi-
tious biotechnology agenda, but rather than taking the lead it
seems like we are following. Whereas, Canada has a specific pro-
posal to create a working party that other countries are adopting.
These countries are following Canada’s lead because the United
States gives no alternative.

The United States, it seems to me, should seize the initiative in
biotechnology with a comprehensive approach that includes both
broad engagement with the Europeans and finding new ways to
premote our technology innovations in the marketplace.

On engagement, recent events in Europe show that public con-
cern over biotechnology products is deeply rooted in the European
culture. Our difference in view with Europe about the safety of bio-
. technology products is not going to be resolved overnight, nor will
it be resolved solely, or even primarily, through legal means.

By =ngaging the Europeans on civic and cultural levels, we can
address the bias against biotechnology where it is most deeply root-
ed. At the same time, we should find a better way to tell the world
about the tremendous promise of biotechnology and about its safe-
ty. American food products, we all believe, are the safest in the
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world, and American food products, to a great extent, involve bio-
engineered foods as well. ‘

Our Food and Drug Administration has earned a worldwide rep-
utation for ensuring the safety of food for Americans and put what
is on the family table first. The FDA regulates food and food ingre-
dients developed by genetic engineering by the same provisions
that it regulates natural food products. Bioengineered food products
must meet the same rigorous standards as any other product.

For almost the first time in human history, we can have almost
complete confidence in the quality and safety of our food. But for
some reason, we have not done a very good job of telling this suc-
cess story in the international marketplace when it comes to bio-
engineered foods. We can, and must, do better.

I want to conclude, then, with one final observation. Every 2
years, I lead a-group of ambassadors and diplomats on a week-long
trade tour of Iowa. I have been doing this since 1986.

Just 6 weeks ago, we had 48 ambassadors or other diplomats
from the embassies in Washington, representing almost every part
of the world, accompanying me on my 1999 ambassador’s tour. To
me, it is a wonderful way of introducing Iowa to the world and the
world to Iowa.

As we were passing through Conrad, Iowa, and this was a town
of just 1,000 people, I saw this inscription above the door of the
Conrad High School that I think fits this issue that we are dis-
cussing today: “Where there is vision, the people will prosper.”

I can think of no more fitting theme for the new world trade
talks for the United States as we launch this in November. We
need vision to lead, we need vision to set an agenda, we need to
keep that agenda and that vision. If we do, the United States and
the entire world will prosper. As the President said just last week,
one third of all the 12 million jobs created during his administra-
tion are a result of trade.

Senator Baucus?

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

Senator BAucUS. Mr. Chairman, I thank you for holding the
hearing. I look forward to the statements of our witnesses.

I must say that it is going to take a lot of work and a lot of cre-
ative imagination to figure out how we wind our way through this
political trade thicket to be significantly successful.

We all know what our goals are, but some of the problems that
I see are these. One, since the end of the cold war, countries are
basically going their own way, much more than before. There is no
sort of unifying, coordinating theme that causes countries to work
together as much as there was during the cold war. It is going to
be difficult.

In addition, the European Union is becoming more powerful eco-
nomically, other countries are as well, and each country is going to
pursue its own economic interests the best it can.

On top of that, when it comes to agriculture, I do think that the
political will in other countries, particularly in Europe, is stronger

than it is in the United States.
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That is, there is a greater consensus in support of agriculture in
Europe, whether it is the subsidies or whether it is the genetically
rSnodiﬁed organism debate, or whatever it is, than.in the United

tates. L

I mean, certainly in agriculture States, it is very strong. The po-
litical pressures in Nebraska, Montana, Iowa, and other States is
very strong, but we are not the majority in this country.

So for our negotiators to be successtul in agriculture is going to
take a lot of work, and it is going to be very difficnlt. I believe tﬁat
even though we are not Simon Pure as Americans, that, still, we
are more open, more accessible, considerably, than other countries.
That, to some degree, puts us at a bargaining disadvantage be-
cause we have less to give up; other countries have more to give

up.

But I also believe very much, because no country altruistically,
out of the goodness of its heart, lowers a trade barrier, that we
need leverage. If we have less to give up, we are going to have to
find other leverage. Some leverage that I think makes sense is
something along the lines of legislation I've introduced. Basically,
it's export subsidy, GATT-triggered.

It basically says, all right, if you Europeans do not reduce your
export subsidies in the next couple of years, then we, by law, will
target sizable EEP payments against the products you sell in the
countries you sell in.

If you do not limit export subsidies in the next year totally, then
we are going to double our EEP to, say, $2 billion or something
more like that and targeted against Europe.

Something like that might get Europe’s attention, but I do think
words will not do it. There is going to have to be something real
to get their attention, and I do not envy you the work you—we—
have as we try to solve this.

Just one final point, though. I just urge all of us to listen very,
very carefully to the American people. I am referring now to the
listening sessions.

I have been told by some of the people in my State that there
is a little bit of a sense of maybe minds made up, if not arrogance,
among some of the officials that have been at some of the listening
sessions in my State.

So I just urge all of you, when you are out listening, that you
really listen, because you might learn something. That certainly
helps engender more public support for what you are doing. But
the main thing is, let us find some leverage somewhere so we can
get some results.

Senator GRASSLEY. Thank you, Senator Baucus.

Senator Kerrey, would you like to take a few minutes for opening

comment before we go to the panel?

OPENING STATEMENT OF HON. J. ROBERT KERREY, A U.S.
SENATOR FROM NEBRASKA

Senator KERREY. Just one, Mr. Chairman. First, thanks for hol_d-
ing the hearing. I am just very much interested in hearing the wit-

nesses.
I would say that I think the question that needs to be answered

is one that, Senator Grassley, I have heard you ask a number of
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times. That is, the thing that stands between us and being able to
persuade citizens, whether it is a farmer or somebody working in
some other line of endeavor, that trade is good for them, is they
have got to feel a connection in some way. There are cnly 80,000
jobs in Nebraska that are directly related to trade out of a million.

So the question is, if I am a school teacher, why is trade good
for me? For a farmer, they want to know, not what is the total bil-
lions of dollars of exports. It may be good when you have that num-
ber. It may be good for the businesses of doing the exporting.

The farmer wants to know, and Gus, you %ave heard this and I
would appreciate very much if all of you could address both the
question of how is it good for me if I am a school teacher or if I
am working in a service industry, or I am working for businesses
not directly affected by selling abroad, but also farmers are saying
to me, if it does not increase my price, what good is it? If I export,
export, export, instead of getting §2.50 a bushel I get $1.50 a bush-
el, what good is trade? So, I think that is the gap we have to close,
because if we cannot close that gap, I think it is going to be a long
time before we get trade negotiating authority for any President
through a Congress. I fear the worst when you all go out to Seattle
in December. I think you may get a scene that is comparable to the
one that Secretary Albright, Sandy Berger, and Bill Cohen found
when they went out to Ohio and tried to sell the Bosnia operation.
I mean, it could be a very hostile environment, expressive, in my
view, of people’s frustration.

And big questions asking, if I am a farmer, how does trade ben-
efit me? If I am working in a job that is not directly in an industry
that is benefitting from sales abroad, what good is trade?

Those are the kinds of answers that we have got to provide peo-
ple, otherwise all the other numbers simply will not add up to sup-
port in a Congress for trade negotiating authority, or any other
kind of support that is necessary to sustain what I think is nec-
essary for higher standards of living, and that is the continuation
of efforts to liberalize our, and our trading partners’ and competi-
tors’ trade policies.

Senator GRASSLEY. Thank you, Senator Kerrey.

Now we are going to hear from David L. Aaron, Under Secretariy
for International Trade, Department of Commerce. Then we will
hear from August Schumacher, Under Secretary for Farm and For-
eign Agricultural Services, Department of Agriculture.

We had on our schedule Hon. Peter Scher, Special Trade Nego-
tiator, but because of his being a new father, we have filling in for
him a person who will do well, Jim Murphy, Assistant USTR for
Agricultural Affairs.

So, we would like to go in that order, if that does not violate any
sort of protocol, and I do not worry much about protocol.

STATEMENT OF HON. DAVID L. AARON, UNDER SECRETARY
FOR INTERNATIONAL TRADE, DEPARTMENT OF COMMERCE,
WASHINGTON, DC
Mr. AARON. That will be fine, Mr. Chairman. .

Mr. Chairman, members of the committee, I appreciate the op-

portunity to appear before you today. My written testimony ad-
dresses several topics to be considered at the upcoming WTO min-
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isterial, including several of the questions that were posed in your
opening statements, ineluding, I might add, the importance of safe-

guardiag our antidumping and countervailing duty laws for the .. _

sgkci of our agricultural community which uses those laws exten-
sively.

However, in my limited time I want to focus on one aspect of our
agricultural exports: biotechnology. It is a growing preoccupation at
the Department of Commerce.

U.S. farm exports peaked in 1996 at $60 billion. Since then, how-
ever, they have fallen by $11 billion. This decline has pushed farm
prices down to Depression Era levels and threatens many U.S.
farmers and farm communities.

As the economies of Asia and other regions of the world recover,
agricultural exports may be expected to pick up. But there is an-
other long-term threat to the U.S. agricultural community.

I am speaking of the growing opposition to U.S. biotech agricul-
tural products now centered in the European Union, but spreading
to markets in Asia, Latin America, Australia, and Canada. It is
rooted in public ignorance, European regulatory failures, and polit-
ical weakness.

Let me briefly review the issue. Biotechnology involves the inser-
tion of an unrelated gene into a plant to produce a specific alter-
ation in the plant’s characteristics. It is simply a more precise and
effective way of bringing about genetic improvements than tradi-
tional methods of cross-breeding, which also transfer unrelated
genes from generations of trial and error.

The precision of biotech makes it much less time consuming and
is more predictable than cross-breeding, which mixes thousands of
unknown genes virtually at random. Today, more than 40 foods
have been approved by the United States after rigorous testing and
consultation with the USDA, the EPA, and the FDA.

Thirteen years of U.S. experience with biotech products have pro-
duced no evidence of food safety risks beyond those of their natural
counterparts. Let me stress: not one rash, not one cough, not one
sore throat, not one headache attributable to biotech products.

Biotech products have been capturing an increasing share of the
market because of their benefits. Biotech crops reduce the need for
harmful chemicals, pesticides, herbicides, fungicides, and fer-
tilizers, therefore greatly helping the environment. They resist
drought. They make farmers’ lives healthier and easier in a num-
ber of ways, and hold the promise of similar health and conven-
ience benefits for consumers.

Increased crop yields may be the most significant value for
biotech in a world where the population will double to 10 billion
in less than 30 years. As former President Jimmy Carter said, “Re-
sponsible biotechnology is not the enemy, starvation is.” Without
adequate food supplies at affordable prices, we cannot expect world
health or peace. Bio foods will be essential to feed the world.

The main problem in Europe is the European Union’s failure to
develop a transparent, science-based regulatory process for biotech
products. Only a few U.S. biotech crops have been approved in the
EU, and 13 are currently stalled by a variety of ploys since the EU
cannot find any science-based grounds to reject them outright.
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Moreover, the EU has not issued regulations implementing its
novel food law. The result has been impenetrable uncertainties for
farmers and food processors and a disruption of trade.

EU actions and inactions have virtually eliminated U.S. exports
of corn to Europe, particularly the $200 million in annual sales to
Spain and Portugal, which are owed to us as compensation for
their entry into the EU. If this were not bad enough, the EU is ac-
tively working to internationalize these polices in the WTO and
other international bodies.

We will strongly oppose the attempt at the upcoming WTO min-
isterial. The international standard must remain science, not
groundless anxiety, and certainly not politics or protectionism.

On my last trip to Brussels, I challenged the new European lead-
ership to promote, and forthrightly develop, a comprehensive policy
on biotechnology. The European Commission president, Romano
Protez’s announcement yesterday proposing tougher EU legislation
on food safety and the setting up of an independent European food
agency is a positive step. We are supportive and are willing to help
with any EU proposal to build public confidence based on food
science.

However, our patience is not inexhaustible. The issue is ripe for
exploitation by protectionists in Europe and elsewhere. We are
committed to continue dialogue with Europe, but we will insist on
our trading rights. A rational, sensible solution is necessary for the
health of the United States’ agriculture today, and for the world
decades to come. ‘

Thank you very much, Mr. Chairman.

Senator GRASSLEY. Thank you, Mr. Aaron.

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

STATEMENT OF HON. AUGUST SCHUMACHER, JR., UNDER SEC-
RETARY FOR FARM AND FOREIGN AGRICULTURAL SERV-
ICES, DEPARTMENT OF AGRICULTURE, WASHINGTON, DC

Mr. SCHUMACHER. Thank you, Mr. Chairman. I am delighted to
be buttressed by two stellar figures on Europe. David was an out-
standing ambassador and I worked with him a great deal at
OECD, and he knows Europe inside out. Jim, I do not know how
many times you have been to Europe, but every time I am over
there, Jim is there. So, I think this hearing gets a little more into
the European side, I believe.

Briefly, as you indicated, Mr. Chairman, things are not good in
heartland agriculture. I have traveled quite a bit. I try and get out
somewhere every week somewhere in the country, and there is an-
guish and doubt. I think, as you said earlier, agriculture is now an
island of despair in a very much sea of prosperity, with the stock
market up again yesterday.

But I think, to address your issue, we talked about the school
teacher and the farmer. We have to look overseas for the future of
our agriculture. We just have to do that. Twenty-five, 30 percent
of our agricultural gross domestic product goes overseas. We did hit

a good peak of $60 billion.
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We are now going up a little bit, and we hopefully bottomed out
at $49 billion, now we are at maybe $50 billion. Our volumes are
looking good. But, as you indicated, the prices are not.

But if you contrast agriculture to manufacturing, about 11 per-
cent of GDP is export-dependent, | think, as Senator Kerrey said,
in Nebraska, but in a number of States it is higher. If you look in
agriculture, we are very dependent now, and in the future, for ex-
ports overseas. _

But the test is coming as we come out of this bottom. We have
had problems in Asia with the difficulties, we have had problems,
of course, in Russia. We testified yesterday on that.

We are seeing some positive signs of some improvement. I think,
in pork, we are doing much better in Asia than we have recently.
Taiwan, I think, is honoring its early access on pork, and I think
pl;)rk, on volume, is looking quite good. Of course, the price is not
there.

Let us look at the goals we have set out in the theme of this
hearing. That is, our objectives not only, as I have indicated ear-
lier, to Seattle, but as importantly, immediately after Seattle and
into the first year of the round.

It is going to be very important that, as we go through Seattle,
we have a firm jump-start, that the battery cables are on that bat-
tery, and we move that truck very quickly right after Seattle. I will
just summarize them very briefly.

Clearly, export subsidies. I think Senator Baucus has been very
articulate on export subsidies with his draft bill. But I think the
EU, of course, is the major player. We are working very hard with
our competitors in the Cairns Group, in South America, Canada,
and others on the export subsidy issue.

Senator GRASSLEY. By the way, you have not used up 5 minutes,
so continue to go.

Mr. SCHUMACHER. I thought that was a pretty quick bell.

Senator GRASSLEY. In fact, you can have longer than 5 minutes.
But I just wanted to say that you have not used up 5 minutes. I
do not know what is wrong with the clock.

Mr. SCHUMACHER. Things maybe move faster in the Senate than

the House.
Senator BAUCUS. Sometimes.
Mr. SCHUMACHER. But I think, also, as Senator Baucus indi-

cated, the tariff rate quota issue. Maybe we can get into that a lit-
tle bit in the discussion on tariff rate quotas, how we manage
them. Do we want complete elimination, do we wan! to expand
them? There is a lot of intricacy within that tariff rate quota issue.

State trading. We met with the Australian minister a couple of
days ago. He indicates that they are becoming more pure. The
whole issue of State trading on single-desk monopolies is a very im-
portant issue.

David, I think, is very articulate on the biotechnology, especially
in the EU. Just to add to David’s transparency and science-based,
timely and predictable. ™

Our problem is, we just cannot get anything approved. As I indi-
cated earlier, it is sort of like the whole process is frozen. We need

to thaw that process on just getting things moving there.
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Then the SBS. We, of course, oppose the opening and the reopen-
ing of the SBS agreement, and we can look at how we will handle
the biotechnology without reopening the SBS. There are a number
of approaches, as you have articulated.

- I think that some of these objectives of Senator Baucus are
broadly consistent with your draft legislation. You have some other
issues in there that we can maybe discuss during the hearing, and
perhaps afterwards. Some of them are very good, indeed.

Two points, in summary. One, we did-go out to 12 States and lis-
ten to many groups around the countryside in preparing for this
next round over the next three years. We had about 400 farmers
and commodity groups testify, agout 2,000 participants. I went to
the forum. I was not able to get to Montana, but we listened ve
hard and we got some very good ideas from farmers who testified.

One of them, for example, in Indiana, as 1 mentioned earlier,
said, you know, when we have a hearing, when we win one like the
hormone, why do we have to wait a year, 2 years, 3 years for the
EU to drag it out?

Why not have an escrow account of some kind, like when some-
one wins a civil trial and they have to deposit the winnings, so to
speak, and then if there is an appeal, at least it is there in an es-
crow account? That is quite interesting and I am going to explore
that with USTR if that can be possible.

We also have been working with our agricultural policy advisory
councils, APEC and ATEC, and have been in a series of meetings
and getting guidance from there. So we have gone to the country-
side. We also have gotten good guidance from the APEC and ATEC
issue.

As indicated, we are also talking to our competitors. The Sec-
retary and Deputy have been in APEC. He has been down with the
Latin Americans in Argentina, and just recently met with the Ca-
nadians, and again with the Australians. So we are trying to get
a little tighter consensus on the Cairns Group.

One area that I think we should just briefly touch on as we look
at our objectives, and that is the Chinese agreement. When you
look at what USTR, our staff, and USDA, and others have nego-
tiated on that Chinese agricultural agreement in the two parts,
first, the phyto-sanitary that was signed, and the second part has
not yet been signed.

It sends a road map, a template, I think, to where we would like
to certainly give a signal to some of our other trading partners in
Japan, Korea, and EU, that if we can get that signed, the kind of
frame that that Chinese agreement indicates across all the issues
that we have been discussing is actually quite a good, at least,
start in terms of achieving that. I am very pleased that we have
gotten as far as we have on that issue.

Senator GRASSLEY. Can that not be a format even if we do not
have an agreement with China?

Mr. SCHUMACHER. We can discuss that. I think that the tem-
plate, as we have set, was negotiated, it just was not signed. That
template, I think, sends not only domestic subsidies on State trad-
ing, on SPS, and on the reduction of 50 percent or more, or even
higher, down at the end of the agreement around, Jim, I think it
is around 15 to 17 percent depending on the commodity, and it is
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a steady state down. So I think it is' a pretty fine agreement and
I am quite pleased with the work that was done on that agreement,

I think it sends a strong signal to the EU that, if the United
States and China can negotiate such an agreement, then we ought
to be able to, with our trading partners in the EU, negotiate a simi-
lar type of template agreement. So, we can discuss that as we go
into the hearings.

I think I will just leave it that, as President Clinton said in Chi-
cago earlier, we ought to continue to expand trade. We ought to en-
force our agreements more vigorously, but I do not believe that a
country, with 4.5 percent of the world’s population, can maintain
its standard of living if we do not have more customers. That is
certainly true of agriculture.

The young farmers that I met as I traveled around the country
have come, and they see trade as their future and the future of
their family farms, and they are adjusting in different types of
products, from high lysine corn to certain markets, certain markets
in Asia, certain markets in Mexico, and certain markets in the Car-
ibbean to differentiate their products, and are looking forward to
their future in a more value-added, more aggressive approach to
their family farms with their cooperatives as they move forward in
that area. '

So I think we have a wonderful opportunity in the next round.
We have some more education to do in the countryside and in Con-
gress to get the objectives we need to get a good round started in
the next round.

Thank you, sir.

Senator GRASSLEY. Thank you, Mr. Schumacher.

Now, Mr. Murphy.

[The prepared statement of Mr. Schumacher appears in the ap-

pendix.]

STATEMENT OF JAMES MURPHY, ASSISTANT U.S. TRADE REP-
RESENTATIVE FOR AGRICULTURAL AFFAIRS, WASHINGTON,

DC

Mr. MURPHY. Chairman Grassley and members of the sub-
committee, I very much appreciate this opportunity to testify on
our agricultural trade agenda and the WTO.

This new round of trade negotiations we are about to embark on
is a critical opportunity to aggressively pursue reforms, to open
new markets, and to strengthen guarantees of fairness for Amer-
ica’s farm and ranch families.

WTO members are now developing draft decisions for ministerial
approval at Seattle on the scope and subject matter for the new
round, on time lines that will establish milestones for progress by
which we can measure the progress of the negotiations, and the or-
ganization and conduct of the negotiations, such as the establish-
ment of specific negotiating groups on the various subjects.

This Seattle launch will establish the principles and objectives
that will govern the negotiations, and in January 2000, the nego-
tiators will return to Geneva for the substantive negotiations to
begin. N
glgriculture’s place in these negotiations is guaranteed by its in-
clusion in the built-in agenda from the Uruguay Round, and as
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Ambz(alssador Barshefsky has said, agriculture is at the heart of our
agenda.

We have set ambitious goals in areas ranging from tariffs, to ex-
port subsidies, domestic supports, and biotechnology products. I
just want to briefly review these goals, the process by which we
have set them, our strategy, and particularly our work internation-
ally to build consensus on achieving them, and the time table to
bring the work to a successful conclusion.

The completion of the Uruguay Round in 1994 marked the first
major step of bringing rules and disciplines to agriculture. While
we have found it to be a good foundation, obviously much work re-
mains to be done. We can, and should, go well beyond the achieve-
ments of the 1990’s and aggressive reform of agricultural trade.

To establish an ambitious agricultural agenda for this next
round, we have pursued over the past 18 months a methodological
strategy to move us toward this goal, beginning with our successful
effort at the May 1998 ministerial to renew formal commitment to
launch agricultural negotiations this year. We then opened a long
series of consultations with the Congress, agricultural producer and
commodity groups, and many others who are vitally interested in
this round.

We have also solicited comments through Federal Register no-
tices, and received a lot of them. We have held formal hearings in
5 cities, and the agricultural listening sessions in 12 additional cit-
ies.

Following these consultations, we have developed a set of specific
proposals which form an ambitious agenda for the round. We have
tabled these proposals in August at the WTO in Geneva, proposing
that the round do the following: that it completely eliminate and
prohibit for the future all remaining export subsidies as defined in
the Uruguay Round Agricultural Agreement; that it substantially
reduce trade-distorting supports and strengthen rules that ensure
all production-related support is subject to discipline, while pre-
serving criteria-based green box policies that support agriculture,
while minimizing distortion to trade; that we lower tariff rates and
bind them.

This would include, but not be limited to, zero-for-zero initiatives;
that we improve administration of tariff rate quotas, TRQs; that we
strengthen disciplines on the operation of State trading enterprises,
STEs; and that we address disciplines to ensure trade and agricul-
tural biotechnology products is based on transparency, predictable,
and timely processes.

We have also requested a number of studies from the U.S. Inter-
national Trade Commission on barriers that confront U.S. agri-
culture around the world. In addition, agriculture is included in the
request to the ITC for advice on our market access negotiations.

At the same time, we have been working to build an inter-
national consensus on our goals and a rapid time table for achiev-
ing them. First, we are maximizing the potential for success by de-
veloping a consensus on an overall agenda for the round. There is
an emerging consensus to broaden the agenda to include industrial
market access questions and other matters related to market ac-

Cess.

1»
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Our goal is to move the market access negotiations for agri-
culture, non-agricultural items, and services forward as one pack-
age, and conclude those negotiations at the same time.

This will allow us to maximize our leverage to ensure that the
WTO’s negotiating agenda enables us to meet our objectives for ag-
gressive reform of agricultural trade.

Second, we have worked to build the largest possible degree of
consensus on the 3-year time table and our goals in agriculture. We
call for building on the basic structure of the Uruguay Round-dis-
ciplines on agriculture, that is, market access, domestic supports,
and export subsidies that constitute the architecture of that agree-
ment, and our trading partners seem to be accepting this approach.
We have also built a significant consensus for a 3-year negotiation.

We are seeking a negotiating plan with benchmarks to ensure
that we will come away from Seattle with time lines that establish
milestones for progress and the organization conduct of these nego-
tiations.

We want to work closely with you and our agricultural commu-
nity to determine the best way to mold the various measures affect-
ing agricultural trade into the very detailed negotiating plans that
will be needed next year as we get into these negotiations.

In summary, Mr. Chairman, over the past year we had developed
a set of negotiating objectives which reflect the advice and prior-
ities we have received from Congress and American agricultural
producers.

We have set precedents on our objectives and our accession nego-
tiations, as we referred to in the case of China, and we have begun
to build the international coalitions that will realize our goals in
this round.

Much work, of course, remains ahead. We hope to consult closely
with the subcommittee as we prepare for the launch of the round
in Seattle, and then, in particular, as we get into the details of
those negotiations early next year.

Thank you. )

Senator GRASSLEY. Thank you, Mr. Murphy, and the entire
panel, for their presentations. We will go to questioning now in the
order of the Chairman, Senator Kerrey, Senator Breaux, and Sen-
ator Murkowski, on the time of arrival. We will have 5-minute
turns.

Mr. Murphy, you mention in your statement that we should
move forward with an accelerated trade liberalization program and
that the completion of an agreement in these sectors should be un-
dertaken on a provisional basis with full and final binding as part
of the conclusion of the single market access package. :

I am thankful that this is a somewhat clearer and stronger state-
ment than we have had in the past from the administration on the
subject of accelerated tariff liberalizations.

Now, this is my concern about its implementation. I would have
more confidence in the administration’s concept of provisional im-
plementation if you would explain in more detail how it might
work.

For example, if we implement tariff reductions in the ATL sec-
tors on a provisional basis, but then learn, let us say, 2 or 3 years
down the road that we do not have a deal on agriculture, how
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would you unwind these tariff reductions, because do many coun-
trl'i%s not have to pass laws that change their tax rates, as an exam-
ple?
Mr. MURPHY. Mr. Chairman, as you know, this has been a very
sensitive issue with our agricultural community, and we have
spent a number of meetings with them trying to work this out to
assure, and because we agreed with their objective. We did not
want to squander any leverage here. We wanted to maximize our
leverage from these negotiations, and in particular for any early
implementation which, as you noted, would be provisional.

There is an example of this from the Uruguay Round in the case
of tropical products, where we implemented tariff cuts provisionally
on an interim basis with the understanding that they would only
become bound if, at the end of the day, we had successfully con-
cluded a negotiation including agriculture and the other aspects on
the table.

The notion is essentially that if, in fact, you do not reach that
goal, that these things that have been implemented provisionally
would snap back to the rates that they had before, you had provi-
sionally implemented.

This would be contained in the authorities, presumably, these
countries get in order to change their laws, so that it would be
quite clear from the outset, and also quite clear from the steps they
tak> in the WTO, that they are only provisional. There is no bind-
ing until the end of the day, so the countries can unwind them.

There is certainly no obligation within the WTO to keep them
until you reach that point at the end. If you reach it, you have suc-
cessful conclusion of those negotiations. It has been done before,
and we do not see any problem with doing it again.

Senator GRASSLEY. So from a mechanical standpoint, not a policy
standpoint, then your answer is, yes, this can be done.

Mr. MURPHY. Yes. Done before, can be done.

Senator GRASSLEY. All right. Again, to you. One of the things
that strikes me as I read papers on agriculture that the United
States tabled with the WTO in Geneva recently is the very general
nature of the proposals that the United States put forward, and
particularly in the area of biotechnology.

It seems to m» either that the administration’s inter-agency proc-
ess is not ready with specific proposals, or that we are waiting for
other countries to table their proposals first so that we can then
react to them.

Now, the first question, but I will quickly follow it up with a sec-
ond one, do either of these happen to be the case? If we are waiting
for other countries to go first, does that not send the wrong signal,;
should other countries not react to our proposal instead?

Mr. MURPHY. Well, Mr. Chairman, you are quite correct in your
characterization of our paper that we tabled in Geneva, it is very
general. It was because we are still very much in consultation with
our own agricultural community as to the best way to go about ad-
dressing the biotech issues in the WTO.

- In fact, we are also consulting with our trading partners exten-
sively. We met with the Canadians in Ottawa about two weeks ago

to discuss their proposal for a working party.
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We have worked closely with them. In fact, we have given them
our suggestions for- what accepted terms of reference might look
like, and they have taken many of our suggestions on board in
their proposal. ’

We have also discussed quite candidly with them the pros and
cons of a working Earty approach as opposed to some other options
on the table which have been discussed inter-agency, and which
are also on the table in our discussions with our own agricultural
community. :

Frankly, at this point we have not come to a conclusion, nor has
our agricultural community come to a conclusion. We have further
meetings scheduled with some of them tomorrow and next week,
and we will pursue that discussion.

We have a meeting going on, in fact, I believe this very moment
in Geneva between our people and the Cairns Group people on this
question of how best to address this issue. I can go into, if you
would like, some of the details of why it is difficult, but it is very
difficult.

I do not think there is any question but that we will be looked
to for leadership on this question because we are seen as, clearly,
the country in the lead on this technology.

It is also the fact that others are watching to see which way we
move in the sense of whether we open up opportunities for them
to accomplish some of their objectives which we are opposed to. We
can go into some of the details on that, if you would like.

Senator GRASSLEY. Yes. Mr. Aaron, you signaled that you had
something to add to that, right?

Mr. AARON. Yes, Mr. Chairman. I think it is extremely impor-
tant, for example, that we do not open up the STS agreement. It
sets out very clearly that science should be the standard for judg-
ing the acceptability of any food products.

We have to be concerned that the European Union will be press-
ing for additional and different criteria than that if that were
opened up. So we have to be, it seems to me, extremely careful that
we do not have their infamous precautionary principle, which is de-
signed to be an open-ended out to use any anxiety, any political
pressure, any unfounded reason to keep agricultural products out
of a country.

If we, indeed, adopted something along those lines in the tele-
communications area, we would never have any cell phones be-
cause some people argue that they are dangerous to use. So, we
think it is extremely important.

On the issue of a working group, I think it is important to recog-
nize that the real issue here is the application of the SPS, its ful-
fillment, the use of it properly. We have to ask ourselves whether
a working party, a working group, orsome structural mechanism
like this is simply going to open us up to the same kinds of pres-
sures that I was mentioning a moment ago.

Senator GRASSLEY. Before I go to Senator Kerrey, just a thought
came to my mind as [ think of how you, speaking for the Depart-
ment of Commerce—and that does not mean that you would have
views different from these folks—but this is on agriculture.

You spoke very well about sanitary and phyto-sanitary, and I
agree with you. But from the standpoint of not marginalizing agri-
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culture in this process, as I had an exchange with Mr. Murphy, you
and the Commerce Department do not have any problem witﬁ_’ that
as a policy. You, too, would want to make sure that agriculture is
not marginalized.

Mr. AARON. I think it is extremely important. Indeed, I would
say it is at the heart of any new agreement.

Senator GRASSLEY. All right.
Mr. AARON. It is the largest economically distorting set of tariff

and trade barriers that exist in the world today. So if the next
round is not"about agriculture, then it is not about enough.
- Senator GRASSLEY. All right.

Senator Kerrey?
Senator KERREY. Secretary Schumacher, perhaps in my opening

statement you heard the question I would like you to talk about.
I have got about 60,000 small businesses in Nebraska that manu-
facture foods, farm and ranch units.

Mr. SCHUMACHER. Right.

Senator KERREY. As you know, they plant, they cultivate, they
harvest, or they are cow/calf operations, feedlot operators, and they
are manufacturing a commodity. I tell them that trade is going to
be good for them, but they are increasingly saying to me it has not

been, necessarily, very good for us.
It may be good for agri-business, who needs to sell overseas and

make profit when they do, but they are increasingly suspect that
the benefits - f trade are not going to trickle down to them.

Now, how do I make the case to 60,000 farms out there? Take
a corn farm that is getting $1.50 a bushel. How do I make the case
to ia] cogn farmer that the benefits of trade are going to trickle down
to him?*

Mr. SCHUMACHER. I visited, of course, with you and talked to

many of these farmers. First of all, without the $50 billion that we
have so far that we have leen generating, things could be a lot
worse. Things are very, very bad. It could be worse. I hate to think
about anything worse than we have right now on price. Volumes
have picked up.
_ Senator KERREY. But a lot of that volume is the food assistance
program as well. I mean, a lot of that is not necessarily buyers out
there purchasing from us, a lot of it is product that we have been
moving. ]

Mr. SCHUMACHER. Yes. I think on that we have, in fact, increase
our volume on food aide from about 3 million to 10 million tons and
added new products to that, for example, in the meats and the feed
grains, going above the wheat.

We pushed our GSMs as hard as we can as well, and that is giv-
ing, of course, heartburn to some of our competitors in Australia
and other countries on the food aide and the export credits. We
talked about leverage with Senator Baucus. I think there is sub-
stantial leverage in the way we have implemented the President’s
initiatives on food aide and GSM.

But coming back to the wider issue of, how do we give hope, Sen-
ator, to our younger farmers in the next two or 3 years? It is not
going to be very good now. This year, prices do not seem to be com-
ing back again. Certainly next year, with_the stocks build-up, it
does not look all that great for the coming year. Perhaps in 2001
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we will see a better price, unless, of course, there is a major
dr(ﬁ]ght. We cannot have farm policy depending on the weather as
well.

So, I think one of the things we have to look at very hard, is do
we need a temporary safety net or a safety net beyond what is pro-
vided in the Freedom to Farm bill to get our farmers through in
some kind of a counter-cyclical policy to get better prices?

Senator KERREY. There is a parallel issue. You are going to be
going into the ministerial trying to sell the rest of the world on the
glory and benefits of a decoupled farm program at a time when a
decoupled farm program is becoming more and more unpopular,
both to the producer and to the taxpayer.

There is going to be an effort to filibuster the Agricultural Dis-
aster bill, led by Pat Leahy of Vermont and other Northeastern
Senators who either think that they did not get enough or think
that we are spending too much on the farm program.

If I pick 100 farmers out in Nebraska at random and ask them
about, how is Freedom to Farm working for you, how is the decou-
pled program working, I am not going to get a majority who believe
it is working for thein.

So I have both the producer and the taxpayer revolting against
the decoupled program, and you all are going to be going in the
ministerial trying to get the Europeans to adopt a decoupled sys-
tem. How do you do that?

Mr. SCHUMACHER. Well, certainly, I think the way we have look
at this counter-cyclical approach that is very consistent with the
WTO, is we have some disagreements with the Majority party on
the way the current program has been passed.

But I think, again, the counter-cyclicality of getting some safety
net in place, if it was working, why are we putting out anywhere
from $6 to $8 billion extra a year to heartland agriculture? So, we
have some work to do.

I think Chairman Convers is going to be holding some hearings
and exploring, if this does not get better this fall and next winter,
we are going to need maybe some different approach.

Senator KERREY. Well, I think we are. I will tell you, I think we
have got sort of a widening gulf between our negotiators and what
at least Nebraskans are telling me, both about the benefits of
trade, as well as about the farm program itself.

Secretary Aaron, let me point out to you, or Ambassador Aaron.
I do not know what your official title is. I do not want to offend
you. But I would ask if you saw this article in this morning’s Wall
Street Journal by Scott Kilman, headlined “Food Fright: Biotech
Scare Sweeps Europe and Companies Wonder if U.S. is Next.”

Mr. AARON. Yes, I did.

Senator KERREY. The ultimate voter in this deal is the consumer.
I do not want to open up the SPS either. This may not be under
your area of responsibilities, but I will tell you, again, talk about
a widening disconnect. I am very much concerned that the people
that are producing the genetically modified seeds are like a guy on
a dance floor that has stepped on his partner’s toes half a dozen
times.

In this case, the dance partner, in my view, is the farmer. At
some point, the dance partner is going to say, I have had enough
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of this, find somebody else to dance with. There is a tremendous
amount of risk here.

I mean, if you look at this, this is not just about the European
Union any longer. In the executive corridors of America’s premiere
food and drink companies, no issue is more urgent than whether
Mr. Jacobson, who is talking about this GMO issue, is right.

Most consumers are not aware of ingredients made from geneti-
cally modified crops are present in various products made by Coca-
Cola, Kellogg, General Mills, H.J. Heinz, Hershey Foods, Quaker
l())atfg)’ McDonald’s, and on, and on, and on, not to mention pork and

eef.
So if the consumers decide that they do not want to buy this
product—and it is not just in Europe. They are saying that there
are changes being made in Australia, regulators in Australia, New
Zealand, Japan, Canada, devising strategies for labeling such foods.

I think we have a tremendous problem here. This may not come
under your heading, but I think the administration is going to have
to rally NIH, NSF, EDA, the Surgeon General of the United States.

You cannot just let these statements fall. It is sort of like a polit-
ical campaign. If a statement is made and it is unchallenged by
_ anybody that is credible with the consumer, that statement be-

“comes true. So, the administration is going to have to take this
issue on in a credible fashion differently than what has been going
on today. What I am hearing is, the consumer has got to make a
science-based decision. As you know, or maybe you do not know,
maybe you make science-based decisions when you consume. I do
not.
I very often make decisions that are not science-based at all. If
you tell me I have got to make science-based decisions, I may tell
you to go to hell. Consumers are apt to do that. If they decide they
do not want to buy the stuff, we have got real serious problems.

One of the things I would like to communicate to you gentlemen,
is that you will communicate back up the food chain a bit and say,
there needs to be a coordinated effort on the part of the adminis-
tration, that includes at least the agencies that I have represented,
to come out and say either, here are the facts, or we are going to
set up a process that involves consumer groups so that we do not
find ourselves stepping all over our dance partners’ feet, which is
what is going on right now, and farmers having to pay a price for
having adopted this technology. '

Senator GRASSLEY. Senator Kerrey, also, it has hit the farmer. It
was brought home to me two Saturdays ago that, for the first time
in 40 years, I hauled grain to the local elevator and I saw a sign
at the door for the first time that, “We will not accept genetically
modified corn that is not certified for approval in Europe.” So it is
affecting the family farmer right now as well. A

Senator KERREY. Yes, sir, Mr. Chairman. In this article it says
some companies are not waiting. “We are very concerned about
consumer sentiments,” says a spokesman of Heinz, which says it
will seek to avoid genetically modified crops in all of its U.S. prod-
ucts.” ‘

I mean, if you are a food business and you are selling to con-
sumers, if consumers decide they are not going to buy the product
that you have got out there, you can be out of business.



19

So these companies that are worried about shareholders, are
worried about keeping their businesses alive, have to be very much
sensitive to what the consumer will do. They may take sort of pre-
ventative action decisions that will be very adverse.

Senator GRASSLEY. And there are some companies that have
urged the farmers to buy their seed corn, seed, and now are not
accepting the product that has come from that seed. So they want
the farmers to buy it, but they do not want to take the product or
use the product in their manufactured products at the end of the

food chain,
Senator Breaux?
Senator BREAUX. Thank you very much, Mr. Chairman. I thank

the three witnesses, and thank you for the good job that all three
of your department’s are doing, and you individually. I enjoy work-
ing with you, and do so quite often.

Just to follow up on the points on the genetic engineering. Did
we not win a WTO on beef?

Mr. SCHUMACHER. Yes, we did.

Senator BREAUX. And what is the significance of that? Did that
send a message that the World Trade Organization is not going to
allow these barriers for exported products from the United States?
I mean, is this good, is it indifferent, does it make a difference? Is
it something we can use on other crops?

Mr. SCHUMACHER. I think the significance of that win on the beef
hormone was the science-based issue. The question, Jim, as we look
at science-based, as David has indicated in his testimony, and we
are working very hard on, is what are the next steps as we look
at the biotech issues in the WTO.

I think, Jim, you may have some thoughts on that, as to how
does WTO deal with that and how do we negotiate, as you outlined
in your testimony, on biotech in the next round, and how does that
fit into the WTO?

Mr. MurpPHY. If, Senator, the EU were to ever turn down or re-
ject approval of a bioengineered product for non-science based rea-
sonl;e,, it would be a violation of the SPS and we would pursue our
rights.

They have never actually turned down a product for any reason.
It has been more a matter of simply taking too much time, and now
as we have discussed, the approval system has essentially col-
lapsed. We have had no new approvals since April of 1998.

We are told by the commission it could be two or three more
years before they get their system up and running. This is based
on many of the issues that Senator Kerrey was referring to, with
lack of public acceptance of technology.

It is interesting that, when we talk privately with these govern-
ments, they are all quite candid that they, as governments, and
particularly as scientists, have no problem with this technology. In-
deed, many of them are investing in the technology. The French
Government, for example, the commission itself, are developing and
spending taxpayer money to do research in this area.

The problem is the issue of public acceptance, which was what
Senator Kerrey was referring to, but it is striking that they under-
stand the importance of the technology, its potential for the future.
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Senator BREAUX. So far, the problem-has been not one of the gov-
ernments using this as a means of excluding our products, but
rather the public acceptance and the receiving country just not
wanting to purchase?

Mr. MurpHY. Well, it has been the problem of, you have got an
approval system which is, in its first sense, scientific, but there is
a political overlay on top of that. What happens more often than
not, is that scientific review is overturned by a political level body,
or a minister fears to put his signature on the document voting in
favor of this product and sending it to Brussels, so he sits on it.

He is fearful because of everything that is going on in the tabloid
press, with non-governmental organizations, et cetera, but his sci-
entists have told him that there is nothing wrong with this prod-
uct.
Senator GRASSLEY. The delay in making that decision that you
were talking about was described by the environment minister in
Germany, Urgid Triton, as a de facto embargo. So everything that
we have gained through the 1993 GATT agreement under SPS, and
gains for agriculture from that, is effectively going down the drain
slowly because of this inaction that you describe.

Senator Breaux, I am sorry.

Senator BREAUX. No, that is fine.
Let me ask in another area. I mean, after the Uruguay Round

we had set some goals on the reductions of agricultural tariffs. I
am always concerned about unilateral disarmament. If you look at
the figures now, agricultural tariffs around the world averages 56
percent, the United States is 3 percent. The goal, I guess, after the
Uruguay Round was to reduce those tariffs down to 36 percent over
6 years.

Can anybody give me sort of a status of where we are with that
figure now? I mean, we have already got the goal. We are at the
bottom. For us to start continuing to focus on reducing our tariffs,
I mean, we are at the bottom already. Other countries are still, I
take it, quite high. Is progress being made?

Mr. MURPHY. Yes, it is, Senator. The Committee on Agriculture
in the WTO has the responsibility for monitoring implementation
of the Uruguay Round. Surprisingly, countries have been very
much in compliance with their obligations. We have seen very few
cases where they have not. So, the compliance with the agreements
has been quite good.

Now, we do still have the problem you referred to of a U.S. tariff
somewhere on the order of 8 percent, and other countries averaging
closer to 50. That is part of the challenge and work that we have
for thisupcoming round, as to how we fix that problem.

Senator BREAUX. I think that all of you who are going to be
there, it is a question of unilateral disarmament. We are already
just about there, and when these countries come in and talk about
it, we have done what we are supposed to do. I think it is really
important for us to emphasize that.

Let me get, for a short time, to a subject near and dear to my
heart. Gus knows this, and you all know, it is rice and my favorite

country of Japan.
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The average tariff on agricultural products in Japan is 11 per-
cent, my briefing paper tells me. I have rice, according to the WTO,
as an ad valorem e(%uivalent rate of several hundred percent.

I know the problem over there. I alse know that, at the last
meeting in New Zealand, I take it that some of the Asian Pacific
Economic Corgoration countries, APEC countries, insisted that
they support the position in the WTO negotiations that the agree-
ments for all sectors be concluded in one package rather than hav-
ing them go into effect as each one of them would be concluded.
Our position, I take it, was not that position.

I think Japan was probably the real push behind this. Can any-
one comment on what the outcome was of that?

Mr. AARON. I think you are referring to the ATL, the Advanced
Tariff Liberalization initiative. The European Union, and I think
Japan, have both opposed the ATL in different ways, or certainly
not acceptzd it.

I think the reason is, they are concerned that if we do get agree-
ment on these sectors, particularly the Europeans who will see that
the ATL actually covers more of their exports than it does the
United States’, it will be extremely beneficial to them, that they
ave going to build in a standing constituency for concluding an ef-
fective round dealing with agriculture.

So they want to keep this cff. They do not want to build a con-
stituency for agricultural liberalization. That has been their posi-
tion up until now.

The Japanese have, of course, an additional reason. That is, they
want to protect the two other areas that are part of the ATL, which
is forestry and fish. Se we believe that this is very much in our in-
terest to go forward with it.

We think it is important that it be counted in the final account-
ing and related to a conclusion of an agreement on agriculture, but
we think going forward with it as soon as we possibly can will help
build a constituency for a strong agricultural agreement.

Senator BREAUX. Do we have support among other countries for
our position?

Mr. AARON. We have strong support throughout Asia, with the
exception of the Japanese, and perhaps a little bit the Koreans.
But, generally speaking, this is where the big tariffs lie for U.S. ex-
ports. So we have urged the Europeans to take another look at
this. -

Secretary Daley has just written a letter to Mr. LaMee, who is
the new trade negotiator for the European Union, and giving him
our analysis of why this ATL is very much in the interest of the
European Union as well. If we can get them on board, then I think
we have a real possibility of getting this done.

Senator BREAUX. Thank you, Mr. Chairman.

Senator GRASSLEY. Thank you, Senator Breaux.

Now, Senator Murkowski?

Senator MURKOWSKI. Thank you, Mr. Chairman. Let me welcome
our negotiators here. It is reassuring to have had your bosses here
before this committee earlier and recognize your obligation, and
that is to deliver for your bosses on a very, very difficult priority.

One of the things that bothers me, Mr. Chairman, is the state
of our economy on the one hand of all-time prosperity, yet commod-
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ities are in trouble. It is just not agriculture in the sense of what
wedhave been talking about, it is forestry, forest products, it is oil
and gas. A

There are more people out of jobs in the oil industry than in the
steel industry, and the steel industry is bad enough, the mining in-
dustry. I find it troubling, and I do not know the answer, because
obviously we are in a partial free market in those sectors as well.

As an Alaskan, I am, of course, interested in wood and paper
products, wood fiber, and fish production. Our agriculture is renew-
able in the sense of the type of agriculture we have in Iowa. But
it is fish and timber.

We have 13 feet of rain in certain areas of southeastern Alaska,
and it grows fish and it grows timber, and it does it well. We have
got an annual regrowth in our forests of about 16 times what we
are harvesting. _

We have harvested less than one-tenth of 1 percent of the com-
mercial forests. We have about eight times greater deterioration
from our timber dying, which timber does, than is harvested.

But that is a matter that is not necessarily related to your ability
to provide any changes, but I did want to alert you on the impor-
tance of wood and fish as we look at the recent statement by the
APEC minister supporting the Accelerated Tariff Liberalization ini-
tiative for these sectors.

I do not have to tell you this, but the Japanese see our nego-
tiators come and go. Their negotiators are pretty uniform in their
stance and they are used to negotiating with Americans. They have
a tendency to outsit them, and oftentimes prevail because our at-
tention and energies are somewhat limited, particularly with our
business sector, trying to break into markets. ' :

Oftentimes, they just simply outsit us, and our patience is such
that we have only got so much time to spend trying to penetrate
a market. I have encouraged the U.S. construction market to try
and get a foot in the Japanese construction market for a long, long
time. It has been a very frustrating process.

Let me say, as you look at your obligation, you have a collective
strategy that we are all on the same side of the table, have a
united front. I think that is vital.

One of the things that troubles me, Mr. Chairman, is what kind
of leverage do we really have in a conventional agricultural scope
or arena?

You are facing European countries that are relatively small agri-
culturally in the sense of ours, which is large, relatively inefficient,
totally dependent on a subsidy, and we are going in and saying,
you have got to open your markets.

They are looking at it from the standpoint of survival. If they do
not continue the subsidy they have, then the government is going
to have to give them some other type of support.

I am somewhat perplexed at just how you go in and negotiate
when you have got that kind of reality, where you are talking peo-
ple that have had this assistance for a long, long period of time and
they do not know anything else. Can you give me any comfort on
how you propose to break through this?

Mr. SCHUMACHER. Why do I not just start off, and Jim and
David, also. First of all, they are really spending an awful lot of
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money right now on their agriculture. They are really bumping up
against their ceilings in their budgetary area.

They have to let in Eastern Europeans, at some point. They have
been trying to postpone that on the agricultural side as far as they
can do. But there are actually more farmers in Poland, 2.2 million,
than there are in the EU, so they are very nervous, again, for other

reasons, foreign policy.
Senator MURKOWSKI. They are larger, but the are not too effi-

cient, either.

Mr. SCHUMACHER. They are not very efficient, but there are a lot
of them. It is very concerning, the whole issue of Poland, the EU,
Hungary. That whole eastern bloc is very dependent. The budget
issue, and I noticed some statements by Monsieur LaMee, their
new trade negotiator, that maybe Agenda 2000 is not quite as en-
graved on the Paris monuments as perhaps Monsieur Jaspien
thinks it is.

The budget issue, Eastern European, and other countries, devel-
oping countries in Africa, are beginning to say, listen, this thing is
broken and it may not be fixable, and there is some real tension
now building up in Europe, how long can they sustain that budget
overhang when they have other reasons, in toreign policy and the
new euro. Now, Jim may want to expand on that, but I am sensing
theredis some concern at some point along this that cannot be sus-
tained. ,

Mr. MurpPHY. Well, I think Secretary Schumacher has hit one of
the major points of leverage, which is that the EU is trying to have
these countries accede from Eastern Europe, and as in the case of
every accession, they have had to reduce the benefits of the cap.
They cannot afford to extend that program to those countries and
‘maintain its economic viability. So, we have that pressure very
much in the direction that we are trying to head.

It is also fair, I think, to say that, at least privately, many of the
people responsible for EU agricultural policy understand the bene-
fits of a policy that we are promoting, and indeed, they have been
on that path.

The Agenda 2000 reforms are on that path. Our complaint was,
it was not far enough, fast enough. But they understand the bene-
fits of this. They realize they are losing a lot of the benefit of the
growth in agricultural markets in Asia and Latin America by the
@%cies they are maintaining.

hey understand the importance of trying to get their production
costs down to world prices so they can benefit from that. So, the
lesson has not been lost on them, that the U.S. has garnered most
of the benefit of those markets. They have bought the most in sub-
sidies, but that does not give them the benefit that we are getting
when you sell at a market price.

So, they understand this and they are headed in the same direc-
tion. The issue is getting them to move further and faster, and that
really gets to the question of where you put the cost of the pro-

am.
The CAPs programs have been primarily paid by the consumer
and not on the budgets. What was happening in March when the
leaders met to decide on Agenda 2000, was struggling with how
much ofthis cost to move from consumers to taxpayers in the form
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of budget expenditures. The reason they backed off was a political
problem with moving more to the budget at that moment.

Now, this is a problem we all understand, but I think it is sig-
nificant that the issue here isn’t, I think, that they are wed to an
agricultural policy because they think it gives them a lot of benefits
in agriculture. It is a political problem moving the ccst of that pro-
gram to the budget from the consumer that is slowing them down.

Senator MURKOWSKI. I appreciate the explanation, although you
have got a political problem on either side that you put it on, the
price of the commodity or the subsidy. Thank you.

Senator GRASSLEY. Before I bring the next panel up, I would like
to just have one question for Mr. Aaron. This is about the growing
tendency of the European Union to use the precautionary principle
to keep products from their markets that they think might be
harmful, and particularly when they have no hard objective, sci-
. entific evidence. It seems to me that that threatens to undermine
basic international trade principles.

So, a two-part question. Should we engage the European Union
in the new round on their use of precautionary principle, and if so,
specifically what would you do?

Second, are there-elements in our own government, in our own
bureaucracy, that might favor using precautionary principle in our
own country and, thus, undercut our ability to forcefully challenge
the European Union on that?

Mr. AARON. Well, let me take the second question first, if I
might. In the United States, we use the principle of precaution
when we go through the testing and evaluation of some things such
as new biotech foods.

But we do not create a precautionary principle as some abstract,
overall, over-arching standard that has to be fulfilled. The reason
is that it is one thing to be careful, it is another to be unwilling-
to do anything that someone someplace has said could be dan-
gerous.

In our system, we have to have some facts. We have to have
some evidence. All of this, I think it is important to recognize,
grows out of the scandals in Europe over Mad Cow Disease, over
dioxin chicken, even to some extent the HIV blood scandals in
France. What has happened here, is that certain political leaders,
as well as officials, are trying to restore their credibility by attack-
ing U.S. biotech foods. That is sort of what is going on.

I explain it as, they keep saying, well, you have to understard
our political situation. You have to understand our public opinion.
Well, it is very much like the old Three Stooges movie, where Mo
keeps hitting his thumb with the hammer, and then turns around
and slaps Curly. We are Curlf/.

This precautionary principle is being used as a way of trying to
convince the European public that they can now trust their govern-
ments and their institutions because they are not going to do any-
thing whatsoever that ever carries any risk in any way.

Well, that is not a sensible process. As I indicated earlier, you
would not have cell phones, you would not have a lot of things in
modern life if that were the case.

Senator GRASSLEY. Then we do engage them in this and chal-

lenge them on it. '



25

Mr. AARON. We do engage them. We are doing it. The U.S. Gov-
ernment has a multi-faceted program to try to help educate the
public in Europe and elsewhere in the world on biotech foods, in
particular. The State Department, USIA, has an outreach program.

The Department of Commerce is arranging for seminars and con-
ferences in Europe that will engage them on these issues. We think
very much that public education is essential. We would like more
help from European officials to engage in that dialogue instead of
just simply standing back or grand-standing.

Senator GRASSLEY. Well, I thank each of you on this panel for
helping us get a better feel of where the administration is coming
from as we prepare for Seattle and the next round. We will con-
tinue our dialogue with you. For members who are not here, you
might expect some questions in writing, maybe even from some of
us »;;ho are here, to complete our dialogue. We thank you very
much.

Now I call John Caspers, a member of the National Pork Pro-
ducers Council Board of Directors near Swaledale. Then we have
Allen Johnson, who is president of the National Oilseed Processors
Association, Washington, DC; Janet Nuzum, vice president and
general counsel, International Dairy Foods Association; and Lyn
Withey, vice president for Public Affairs, International Paper Com-
pany.

We would procegg,asakhave‘intwtﬁlced you, if you can find your
way to the table. So that would be Mr. Caspers, Mr. Johnson, Ms.
Nuzum, Ms. Withey. If I have pronounced anybody’s name wrong,
feel free to correct me.

Would you proceed, please? We were supposed to get interrupted
at 11:15 with a vote. That has not happened yet. Normally, what
I would do is continue the meeting while different members would
go vote, so if we do have a vote, I may have to interrupt your testi-
mony and then come back. It would be my intention, though, for
me to hear al! of you out, unless there be a series of votes, and I
do not think there is. ,

Mr. Caspers?

STATEMENT OF JON CASPERS, MEMBER, NATIONAL PORK
PRODUCERS COUNCIL BOARD OF DIRECTORS, SWALEDALE, IA

Mr. CASPERS. Thank you, Mr. Chairman and members of the
subcommittee. I am Jon Caspers, a pork producer from Swaledale,
IA. I am a member of the board of the National Pork Producers
Council and am a member of the National Pork Producer Council
Trade Committee. '

I very much appreciate the opportunity to appear here on behalf
of U.S. pork producers to express our views on the upcoring multi-
lateral trade negotiations. The National Pork Producers Council is
co-chairing the Agricultural Trade Coalition, which is comprised of
80 agricultural organizations representing all 50 States.

We continue to urge the Congress and the administration to
work together in a bipartisan manner to get traditional trade nego-
tiating authority renewed.

Notwithstanding the progress made in the Uruguay Round, tar-
iffs on agricultural products remain very high. The best way to

L
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achieve comprehensive liberalization is through the use of a tariff-
_cutting formula that is applied to every product without exception.

There are an infinite number of formulas that could be devised
30 cut dtariffs, the best formula, obviously, depending on the results

esired.

The National Pork Producers Council, in many sectors of U.S. ag-
riculture, prefer an approach like the Swiss formula used in the
Tokyo Round negotiations, which resulted in substantially larger
cuts and higher tariffs, and had the effect of dramatically reducing
the disparities in levels of protection.

In addition, countries could engage and request an offer of nego-
tiations to achieve deeper than formula reductions for specific prod-
ucts.

Certain groups in the U.S. have suggested that market access ne-
gotiations be conducted on a request and offer basis. They suggest
that such an approach would be more flexible and politically man-
ageable because it would allow the U.S. to exempt sensitive sectors
from the negotiation. We, frankly, disagree. }

A request/offer negotiation, or any other tariff-cutting approach
that allows for product or sectoral exceptions, would run contrary
to U.S. trade interests. The U.S. is the world’s largest exporter of
agricultural products and is among the most efficient farming coun-
try in the world.

Many of the products we export, pork included, are considered
sensitive by.certain major importing countries. If the U.S. takes
products off the negotiating table, other countries will do the same
and the result would inevitably be a small agricultural market ac-
cess package.

Moreover, the request/offer would result in a politically
unsustainable clash of interests. U.S. officials would be besieged by
commodity groups and companies seeking an exemption from tariff
reductions or some other form or special treatment.

They could achieve their aims only at the expense of other pro-
ducers, and on the other hand, export-oriented industries could get
desired cuts on duties from trading partners only by inducing the
U.S. Government to offer deep cuts in duties for products with the
highest levels of protection. A formula approach avoids this prob-
lem-by treating all sectors equally. Cuts are agreed multilaterally
and applied comprehensively. :

Data compiled by USDA shows that, during the GATT year
1998-1999, the EU subsidized more than 750,000 metric tons of
pork products, a subsidized tonnage that exceeds our entire amount
of exports. The National Pork Producers Council supports the aboli-
tion of export subsidies and of trade-distorting domestic supports.

Also, the pork industry does not support opening the sanitary-
phyto-sanitary agreement for further negotiation in the next round.
It is working very well.

Also, trade liberalization is not a one-way street. If we expect
food importing countries to open their markets to U.S. exports and
rely more on world markets to provide the food they need, we
should at the same time commit to being reliable suppliers.

Current WTO rules permit exporting countries to tax exports
whenever they choose and to prohibit or otherwise restrict exports

to relieve domestic shortages.
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These provisions should be eliminated in conjunction with the
phasing out of import barriers. Such a move would not affect the
ability of the United States to impose trade sanctions for reasons
of national security. That right would also be preserved under the
GATT agreement. Thank you.
d_['Iihe prepared statement of Mr. Caspers appears in the appen-

ix. :
Senator GRASSLEY. The vote has been called, so if the three of
you would just wait and I will temporarily recess. Do not go very
far; I think I can run back very quickly.

[Whereupon, at 11:27 a.m., the hearing was recessed to cecon-
vene at 11:40 a.m.] -

Senator GRASSLEY. Thank you all for being patient. We will cor-
tinue then with Mr. Johnson.

STATEMENT OF ALLEN JOHNSON, PRESIDENT, NATIONAL
OILSEED PROCESSORS ASSOCIATION, WASHINGTON, DC

Mr. JOHNSON. I feel a little bit like saying ditto to the presen-
tation of Mr. Caspers, because I think we are going to find a lot
of similarities. So, I will try not to be too redundant.

Thank you again for having us and for your leadership in agri-
culture, and for holding this hearing. As you know, NOPA supports
the WTO negotiations strongly, and, as always expressed for many
years now, support for what we call the level playing field, whose
objective is to eliminate all trade-distorting practices in our indus-

try.

With almost 50 percent of soybean equivalent exported, the fact
of the matter is, we have to face the reality that we are dependent
on the international marketplace.

I heard a presentation last week on CSPAN of the Senate Fi-
nance Committee hearing where Senator Conrad went through
some of the realities that exist, particularly related to Europe.

I think it might be of some use to sort of look at that and face
the fact that standing still is not an option, that the realities he
outlined in terms of EU support and export subsidies do exist.

But the second reality is, we have a WTO negotiation that is
starting, and what we should be focusing on is, what can we do
with these negotiations to address the problems that have been
identified?

One of the things that we would stress, is that we need to maxi-
mize our leverage, both within agriculture and outside of agri-
culture, and not jeopardize that leverage in trying to accomplish
our objectives.

That is one of the reasons why we have expressed concern over
the early harvest proposals that have been discussed, because there
is some concern tgat that may cause some lessening of that lever-
age.
gThat is why we are also very concerned about no exemptions
being allowed, where countries allowed to exempt sensitive sectors.
As Mr. Caspers has pointed out, there are a number of sectors that
we are trying to gain access to that would then be exempted by our
potential customers.

Another area that we are concerned about, as he had talked
about, is the issue of request/offer that we believe would just be a
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minimalist approach and again allow countries that really do not
want to negotiate on activities that we want to work on in terms
of opening markets, and it would allow them to just not negotiate
those sectors. _

This brings me to another point. During the hearing, there was
a lot of discussion about the formula approach. I think one of the
things that needs to be clear, is that we all—I think the vast ma-
jority of agriculture—agree that we need to deal with tariff peaks.
(\lVe need to do something in order to address those and bring those

own.

Now, the question is, then, how do you address them? The issue
of formula, from our point of view, is a very important way of ac-
complishing that objective, and we need to do something like For-
mula Plus, or a Swiss Formula, in order to accomplish that. But,
again, we do not feel we should be getting into a request/offer situ-
ation. ~—

- Another issue that has been discussed extensively has been bio-

technology. It was brought up again this morning. We just would

point out that it is inevitable, that if there are not functioning ap-

groval processes in the world in major markets, we are going-to
ave problems in trade.

Again, in our case, the soybean industry, over 50 percent of the
soybeans now are GMO soybeans. Regardless of the approach or
the tactics that we use in Seattle, there are at least some basic
principles that should be used as guidelines.

The first one, as we have discussed, is not reopening the SPS
agreement, making the assertion that the SPS agreement does
apply to biotechnology, that anything dealing with biotechnology
should be science based, and whether it is in or outside of the nego-
tiating process, we need to do something about consumer edu-
cation. - _

I suppose the last point, is the U.S. must have a plan going into
Seattle as to what we want to see coming out of Seattle, or failure
is ;})lrobably inevitable because others will take the ball and run
with it.

The other point I would just like to point out, as I said, we do
not believe that standing still is an option, and we are doing what
we can in order to move that ball forward.

I will just mention several coalitions that we have been active in
in trying to make this happen. The first one, is we have been push-
ing the level playing field inside the International Association of
Seed dCrushers for many years, really going back to the Uruguay
Round.

We have now been working with a group of exporters of that or-
ganization, representatives from Europe, Brazil, Argentina, as well
as ourselves, in trying to develop a joint declaration in which all
of us would push towards liberalization of trade during these nego-
tiations and have a unified message that our negotiators should be
pushing for a level playing field and work aggressively for opening
up import markets to gain access to our consumers.

Another organization that we have been active in is_the Seattle
Round Agricultural Committee. The SRAC was organized to serve
as a vehicle for exchanging views both within agriculture, commu-
nity, and with government. The members of the SRAC are varied
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agricultural food organizations and companies, including several of
the ones here on the panel today.

One of the things I would like to recognize, even though they are
not here today, is the American Farm Bureau’s leadership in help-
ing to pull that coalition together and identify policies we can all
agree with.

Just a cou;i)le of activities of the SRAC. Attached to my state-
ment, you will find the 14 objectives that have been agreed to by
the SRAC, and that was forwarded to the President on May 11.

One thing to make clear about that, is that is 14 areas of agree-
ment of common concern. Many organizations and industries will
go beyond that and be more aggressive, including our own.

We also, on July 12, sent a letter to the President outlining our
concerns regarding the early ongoing results or early harvest in the
upcoming negotiation. The administration’s response to that letter
was constructive, in that it recognized the importance of liberal-
izing trade and for opening a dialogue with agriculture, even
though we did not come to a final agreement on the early harvest
issue itself.

At this point, SRAC is about 86 different organizations, and we
have met with many congressional and administration leaders,
talking about the policy statement, the single undertaking, the ob-
jectives for Seattle ministerial, biotechnology, and several other
issues, and we intend te continue that dialogue over the coming
months. j

As Mr. Murphy had pointed out, there are a lot of decisions that
are going to be made even beyond Seattle that that dialogue is
going to be very important to continue.

The last coalition that I will mention is the American Oilseed Co-
alition, which consists of the American Soybean Association, the
National Cottonseed Products Association, the National Sunflower
Association, and the U.S. Canola Association, which also the AOC
strongly supports global liberalization in trade for oilseeds and oil-
seed products, and have submitted testimony or comments on the
WTO negotiations to the USITC.

Again, I would just like to stress that we do have as broad nego-
tiation as possible, because that is the only way—and we talked
about it again this morning—that other countries are going to rec-
ognize some of the benefits in liberalizing trade and agriculture
when they see that they have the full consideration of all their
overall trade interests.

Again, I would like to thank you for your sponsorship of S.R. Res.
101, which is the 14 points of the Seattle Round Agricultural Com-
mittee, and I encourage the members of the committee to sign onto
that. . ~
In closing, we believe the United States should set an ambitious
agenda for the negotiation and use its global leadership to aggres-
sively pursue a comprehensive trade liberalization package. We
look forward to woriing with you to achieve those objectives.

Thank you.
Senator GRASSLEY. Thank you, Mr. Johnson.

Now, Ms. Nuzum. .
[The prepared statement of Mr. Johnson appears in the appen-

dix.]

~
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STATEMENT OF JANET A. NUZUM, VICE PRESIDENT AND GEN-
ERAL COUNSEL, INTERNATIONAL DAIRY FOODS_ASSOCIA-

TION, WASHINGTON, DC

Ms. NuzuM. Thank you, Mr. Chairman. I appreciate the invita-
tion to appear before you today. The views I am expressing will be
those of the International Dairy Foods Association, which of course
regresents the dairy processing and manufacturing end of the dairy
industry.

However, many of the objectives are, in fact, shared widely
among agricultural and food industry groups, and, in fact, overlap

uite considerably with statements that have already been made by
the previous two witnesses.

IDFA strongly supports the launch of a broad-based round of
trade negotiations to further discipline trade-distorting practices,
andd open foreign markets for dairy, as well as other agricultural
products.

U.S. trade and dairy products is, indeed, modest compared with
trade in other agricultural products, yet is growing. Although the
domestic market continues to be the largest market for our prod-
ucts, our industry members recognize that long-term opportunities
for ﬁrowth of our industry are largely abroad.

The last round of multilateral trade negotiations made important
advances, but much remains to be done. Fortunately, the last
round provides a framework on agriculture that will enable this
next round to proceed more quickly than the Uruguay Round did.

In particular, we would support the following priority objectives
for the agricultural negotiations.

First, elimination and prohibition of all export subsidies within

5 years. This is, indeed, the dairy industry’s top, number one pri-
ority.
Second, elimination and prohibition of all traded-distorting do-
mestic subsidies. This, of course, does not requite elimination of all
forms of assistance to farmers or elimination of a safety net, but
only those programs that are trade distortionary.

Third, commercially meaningful reduction of tariffs, with tariff
elimination as the ultimate objective. I say commercially meaning-
ful reduction of tariffs, in particular, because in the dairy industry
we face some extraordinarily high tariffs in certain countries.

For example, in Canada, some of the dairy tariffs are about 300
percent. So if you cut that in half using a simple arithmetic ap-
proach, you may get a 50 percent reduction in a tariff, but it is not
very commercially meaningful to still have a 150 percent tariff.

So the reductions that we need to have implemented have to re-
sult in some market access improvements on a commercially mean-
ingful basis.

For this reason, we do support a formula approach. But we can-
not use a simple formula approach, we must use one, as has been
mentioned, perhaps along the lines of the Swiss Formula, which
brings the higher tariff rates down more quickly so that they
achieve more rapid market access than those tariffs which are al-
ready very low and providing some form of market access.

Fourth, we advocaté that the administration of tariff and tariff
rate quota regimes must be in a manner which is much simpler

and more commercially meaningful.

S~
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Fifth, we seek strenﬁthened rules to prohibit nontariff barriers to
trade and ensure market access. This, of course, covers the area of
technical standards, labeling requirements, health and inspection
certifications, and to some extent, gets into the biotechnology issue.

We do not favor a change to the SPS agreement. We believe that
there are sound principles already embodied in that agreement and
would like to see it simply and effectively enforced.

We are looking at what kinds of ways the WTO might best ad-
dress the biotechnology issues in a way that is appropriate to that
particular organization, but I would like to also add that there are
needs that have to be addressed outside of trade laws and trade
agreements.

In the area of public education, we believe that there must be a
more proactive role of some of our regulatory agencies in improving
the level of public understanding about the safety of biotechnology
foods, about the rigorous process that they are already required to
go through, and about the soundness of the decisions that our gov-
ernment agencies, that have deemed them to be safe, have already
established.

IDFA is not alone in supporting these priorities. The private sec-
tor has been working extensively together to try and forge common
goals. We have been working along with other dairy organizations,
with the Agricultural Trade Coalition already mentioned, as well
as the Seattle Round Agriculture Committee.

In addition to those alliances, there is a broader-based alliance
called the U.S. Alliance for Trade Expansion which tries to bring
together U.S. agriculture, consumer, manufacturing, retailing, and
service organizations in the United States, all who have a common
interest in promoting the benefits of the WTO and a rules-based
trading system. More than 220 organizations are currently active
in that alliance.

Finally, Mr. Chairman, I would like to make three closing points.

First, we must bear in mind that the Seattle ministerial will
launch, not conclude, these negotiations. We are just beginning the
negotiating process. In identifying our goals and objectives, we
should therefore be focusing not on satisfactory results, but rather
on the ideal results.
- Second, the United States must be forward-leaning and drive the
negotiations. The administration has done a good job of soliciting
views throughout the United States through listening sessions,
written comment solicitations, hearings. Now we need the adminis-
tration to articulate clear, bold goals for the United States, to set
the terms of the debate to come.

Other countries are clearly looking to the United States to set
the tone. We also need the Congress, Republicans and Democrats
alike, to show a united front with our negotiators.

We cannot afford to give other countries an excuse for not being .
aggressive and participatory in these negotiations, trying to point
a dissension Witﬁin the United States. The United States should be
engaged in collaboration, not confrontation.

Third, we must be ambitious in our goals, striving for substantial -
and comprehensive reforms and progress. Of course, we must be re-
alistic in identifying an agenda that is manageable within 3 years,

but that does not preclude being ambitious.
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Whether or not this is the last round of agricultural trade nego-
tiations, and most likely it will not be the last round, we must keep
in mind the ultimate objective, which is open global markets and
effective rules that ensure fair trading practices by all countries
and all industries.

Three years from now when the negotiations are coming to a
close, we may be called upon to consider any compromises that may
be necessary to secure final agreement on a package.

Members, of course, of this committee are familiar with the proc-
ess of negotiating a conference agreement with the other body that
will secure Presidential signature. Now, however, is not the time
for compromise. Now is the time for vision, conﬁdence, and bold
U.S. leadership.

Thank you, Mr. Chairman.

Senator GRASSLEY. Thank iyou for a strong statement.

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

Senator GRASSLEY. Ms. Withey? :

STATEMENT OF LYN WITHEY, VICE PRESIDENT FOR PUBLIC
AFFAIRS, INTERNATIONAL PAPER COMPANY, WASHINGTON,

DC

Ms. WITHEY. Thank you, Mr. Chairman. I am very pleased to be

here today representing the American Forest and Paper Associa-
tion.
I am also pleased to bring you personal greetings, Mr. Chairman,
from Dick LaConna, our plant manager at Evergreen in Cedar
Rapids, who really enjoyed participating in your ambassador’s tour
you mentioned earlier ti‘:is morning.

The U.S. forest products industry accounts for $230 billion in an-
nual sales and employs 1.5 million Americans. Our industry brings
both an agricultural and a manufacturing perspective to the trage
deliate at the World Trade Organization ministerial meeting in Se-
attle.

For too many years, the U.S. market has provided an open door
‘to our foreign competitors, while U.S. producers have had to scale
high tariff walls and other barriers to compete in foreign markets.

We believe the WTO meeting represents the last opportunity for
us to level the competitive field for our products. Mr. Chairman, we
have spent nearly a decade trying to level that field, beginning
with the zero-for-zero tariff initiative in the Uruguay Round, which
was only partially successful for our industry. Japan blocked an
agreement on wood products’ tariff elimination, and Europe de-
layed the phase-out-on tariffs for 10 years. These actions provided
another decade of protection to some of our strongest competitors
in global markets. ‘

Now we are seeing explosive growth in forest products’ capacit,
and emerging economies like Indonesia, Korea, China, and Brazil.
These countries may claim to be developing economies, but the ca-
pacity they are building is world-class.

As a consequence of these developments, we have actually seen
the global trade balance in the forest product sector worsen since
the Uruguay Round. In 1994, U.S. imports of foreign products ex-
ceeded exports by $2.9 billion. In 1998, that trade deficit in our sec-

tor more than tripled, to $9.4 billion.
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The real significance of these numbers if the effect on U.S. jobs.
In 1998, a year of record demand for our products, total paper and
allied products industry employment declined by nearly 18,000
jobs, the largest single-year decline since 1983.

Recognizing the importance of open foreign markets to our indus-
try’s future growth, our trade unions, like the Paper, Allied, Indus-
trial, Chemical, and Energy Workers, and the United Brotherhood
of Carpenters and Joiners, actively support eliminating tariffs on
forest products in the Accelerated Tarif%2 Liberalization initiatives
in Seattle, and attached to my formal statement are copies of state-
ments from representatives of those unions.

With our natural advantages and abundant fiber supply, a
skilled work force, capital investments, and world-class operations,
we should enjuy a competitive advantage in world markets for our
wood and paper products. -

-Demand for our products is expected to grow faster in the emerg-
ing foreign markets than in the more mature markets of the U.S.
and Europe. However, prohibitive market access barriers can, and
will, lock us out and secure those markets for our foreign competi-
tors which are growing rapidly.

It is for this reason that we have been so insistent on accel-
erating and expanding the zero-for-zero reciprocal tariff elimination
agreement from the Uruguay Round, which you will recall Con-
gress authorized to go forward, and why we are so determined to
see a global agreement reached at the Seattle ministerial. For our
industry, Mr. Chairman, this is essentially unfinished business
from the Uruguay Round.

It was anticipated in the Uruguay Round Implementation Act
that there would be continued priority and progress in accelerating
and expanding tariff elimination in the zero-for-zero sectors, and
this is simply a continuation of that program.

The Accelerated Tariff Liberalization proposal for forest products
would eliminate tariffs on paper products between 2000 and 2002,
and on wood products between 2002 and 2004. This is an ambitious
accelerated schedule. _

- APEC trade ministers, just last month, reaffirmed their commit-
ment to conclude a WTO agreement on the ATL initiative this
year. The ministers also agreed that implementation of ATL tariff
cuts should begin in 2000, with full and final binding as part of a
_ single package at the conclusion of the round. This is the provi-
sional formula that was discussed by the earlier panel.

This formulation should help achieve the critical mass of support
necessary to reach a WTO agreement, since it addresses how the
ATL will fit into the new round, a point of concern, we recognize,
to our colleagues in the U.S. agriculture community as well as to
Europeans.

It would also ensure, and I think this was very important, a
strong, continuing interest by affected sectors in achieving a suc-
cessful final agreement which meets key U.S. negotiating objec-
tives.

The WTO must demonstrate that it is capable of continuous
progress in eliminating barriers to trade. An agreement on the ATL
package in Seattle would boost global trade and benefit producers
and consumers around the world. The zero-for-zero tariff initiative
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in the Uruguay Round was a significant break with traditional ne-
gotiating patterns of the past. ,

We believe the ATL, like the Information Technology Agreement,
presents another significant opportunity to advance the pace of
global trade liberalization in keeping wit%; today’s accelerating pace
of business globalization.

We hope, Mr. Chairman, that you and your colleagues will lend
your support to this important initiative. Thank you.

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

Senator GRASSLEY. Well, thank you all very much. I have some
questions, and if you have time, we will do it right here. If I direct
a question to one person and others want to answer or react to
something, that is all right, just signal that. 4

I am going to start with you, Mr. Johnson. It is not a question
I prepared ahead of time, but I heard you say something like this,
that as you have been meeting with the administration on this
early harvest question, you and your colleagues have not come to

agreement.
Now, we have heard last week and this week that that is sort

of out the window as far as the administration is concerned, that
they have these conditional approaches in which they are not going
to finalize anything in other sectors until they get an agreement in
agriculture. Is that contradictory to how you have been talking to
the same people?

Mr. JOHNSON. Well, I did not hear the question asked to Mr.
Murphy this morning, because he is one of the ones we have had
a lot of discussions with. I think the best way to describe it, from
my point of view, is that that is an area where we are not con-
vinced that an early harvest approach is the best way to go.

Senator GRASSLEY. We are not convinced, and we are trying to
get the administration not to be, and they are trying to say that
they are leading us to believe that they have ditched that, in the
sense that they will not finalize anything in non-agricultural sec-
tors, it will be conditional upon finalizing it in agriculture.

Mr. JOHNSON. Well, the answer that I have given to them when
they have asked this question, from my own point of view, has been
on the issue of early harvest, if and when early harvest takes place.
Our position has not changed in terms of having our doubts about
it. If and when something like that takes place, we will have to as-
sess what our options are and do what is appropriate at that time.

But there are alot of other issues in preparation for Seattle, in
preparation for the next round, and in preparation for these later
papers, which may become, from agriculture’s point of view, as sig-
nificant as what happens in Seattle, as what happens between Se-
attle and next June.

We have got a lot of things that we need to be talking with them
about and working with them on, and this is just one area where
we are not necessarily in agreement on what is the best approach.

My main point, and I actually changed the statement as we were
sitting here this morning because I heard so many questions re-
lated to the issue of leverage, and I could not agree-more that the
issue here is leverage. I would say leverage and focus, frankly.
When you start talking about different side deals, to so speak, you

start losing some focus.
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But also, when we start talking about Senator Conrad’s com-
ments or some of the other questions I heard this morning, every-
thing that you do, whether it is related to early harvest, or it is
related to exemptions, or it is related to retiuest/off'er, that lessens
Kour leverage in giving a good deal. And all the problems that we

ave heard about what has happened with past deals, it just
makes it that much more difficult in order to accomplish that.

Senator GRASSLEY. Ms. Nuzum?

Ms. Nuzum. If I could just add to that. I think that there has
been some evolution and some changes over the past couple of
months on this subject that are important to take into account.

When the Seattle Round Agricu?ture Committee, months ago in
the spring, first started working together, and quite frankly, Allen
Johnson personally deserves a lot of the credit for forging a coali-
tion of, as mentioned, over 80 very disparate and independently-
minded groups who normally do not come together very easily on
policy and substance issues, neverthele' 3, to come -together on 14
negotiating objectives, one of which was, indeed, to support a single
undertaking approach and no early harvest.

At that point in time, the debate on the Accelerated Tariff Liber-
alization sectors was not widespread and was not really on the
radar screen of the agricultural community. '

When it became known that the administration was considering
an early harvest approach for the ATL sectors, there was, quite un-
derstandably, a very adverse reaction within the agricultural com-
munity, and we engaged with the administration in a very inten-
sive dialogue on why they would consider this, and to point out to
them how it might have some adverse implications for the agricul-
tural negotiations.

To the credit of the administration, they did, without necessarily
wiping it entirely off the slate, neverthef,ess, tried to address our
concerns about leverage, tried to address our concerns about a sin-
gle package and single undertaking, and linking the non-agricul-
tural discussions together with the agricultural discussions.

So the more recent identification and support by the administra-
tion of provisions that relate to provisional implementational, pos-
sible snap-back, and final implementational being tied together
with a single package, I believe, goes a long way to address a num-
ber of the anxieties and concerns that many of us in the agricul-
tural sector initially had.

Although we might, if we had complete control over the situation,
not necessarily be proposing that an early harvest of any sort on
ATLs be part of the Seattle process, nevertheless, I think we are
greatly comforted by where we are today as opposed to where we
were several months ago.

Senator GRASSLEY. All right.

Ms. WITHEY. I am sorry.

Senator GRASSLEY. Oh, yes. Please.

Ms. WITHEY. I just wondered if I might add just a thought on

"that. ‘
Senator GRASSLEY. Yes, you may. You may.
Ms. WITHEY. I very much appreciate the comments and the rec-

ognition that there has been some movement on this. I think it is
important that we all recognize that there has been an acknowl-
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edgement of the difficulty that came about through the process of
moving forward with the ATL, and how that fit into the round. I
think the administration has been responsive to those concerns.

We have worked both with our colleagues in the agricultural
community, as well as in the administration, and have shown, I
think, some flexibility in trying to ensure that we can proceed with
the unfinished business in our interests.

I have tried to emphasize in perhaps even more detail in my

! written statement the sense of urgency for why that action is so

important to us now rather than another 3 or 5 years from now.

“We have been flexible in our own approach that I think has al-

lowed for this formulation to be presented that we are very com-

fortable with, and recognize from our standpoint, and have dis-

cussed this with Mr. Kleckner and the Farm Bureau, the only ones

that are advantaged by any seeming conflict or controversy be-

tween agriculture and the industrial sector in the U.S. are the Eu-
ropeans and the Japanese.

Any difference in our approach to these negotiations or any
seeming conflict between sectors of the U.S. economy will redound
to the benefit of those who really do not want to see an agreement
in any of these areas at all. That is not to either of our advantage.

We recognize that, think the administration has recognized that,
and hopefully we will be able to proceed on this provisional formula
that would ensure that all of our interests are met through this
next negotiation.

Senator GRASSLEY. I will start with you with a question, if I
could. Somewhat, this is asking you to be repetitive about some of
your testimony, but it is in regard to the administration proposing
that we use the zero quota/zero tariff approach as one of our tools
to gain broader market access.

Of course, knowing from history we did not have a great deal of
success with that approach in the Uruguay Round, is this approach
worth trying again, and is there anything we should do differently
from your organization’s point of view?

Mr. CaspeRs. Well, I think we would certainly support that. I
think they are starting to build some support in other countries, I
think—Canada, mainly—for that type of approach, I guess. Cer-

——— tainly, we would appreciate your support for that position.

Realistically, I do not know if we will have any more luck at this
round of negotiations than we did in the Uruguay Round for that,
but realistically, I think agricultural tariffs around the world have
got to come down if our pork producers are going to compete effec-
tively in the world markets.

If we had average tariffs around the world at levels of, say, 15
percent or under, I think that would impact our producers tremen-
dously, I guess, and improve our competitive position in the world
markets.

But where we have got agricultural tariffs, generally, at 40, 50
percent around the world, and in this country in the low single dig-
its, it is quite unfair. So, certainly we support that move. Whether
we will get there in this round, I guess, is yet to be seen.

Senator GRASSLEY. Yes.
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Ms. Withey, what can, or should, the United States do if we con-
tinue to see the lack of support that we see from Japan and the
European Union primarily about our ATL initiatives?

Ms. WITHEY. Well, hopefully, Mr. Chairman—and hope springs
eternal in my breast on this issue—we will see some positive move-
ment on both the part of the Europeans and the Japanese.

We have been doing a lot of work, particularly in Europe, to
identify the business interests, the economic interests that Euro-
peans themselves would enjoy from the ATL initiative, and with
some growing success.

Again, attached to my formal statement, would be copies of let-
ters which are being generated, have been generated, by a variety
of trade associations in Europe associated with the sectors that are
represented in the ATL initiative, letters to the commission and to
State government officials urging European participation in the
ATL, recognizing the benefits t%lat would accrue to European indus-
tries. -

Secretary Aaron noted this morning the study that the Com-
merce Department has done that identifies the significant economic
value to European industries and producers of participation in the
ATL sectors, and obviously, consumers in all countries would ben-
efit from it. So we are hoping that there will be a self-realization
on the part of the Europeans, that this is in their interest.

Japan is a little bit harder nut to crack. I am probably not quite
as optimistic there. But, even there, Japan, on numerous occasions,
has, in fact, made commitments through the APEC process that
they would participate in this ATL formulation that has been dis-
cussed between the Japanese leaders, the administration leaders,
and the President. Japan has a major leadership role to play in the
Asian economy.

Their opening of their market would be a very significant factor
in the recovery of the Asian financial situation, and in turn, as the
rest of the countries’ economies grow, that will stimulate growth in
the Japanese economy as well.

They also have a housing initiative in Japan that seeks to make
more housing available, more affordable. That initiative is thwart-
ed, in our view, by their restriction on imports of wood products
that would make that initiative more realizable.

We hope that, with the kind of recognition that we hope would
come about on their part, that we would actually see participation
by both the EU and Japan in the ATL in Seattle.

Senator GRASSLEY. Ms. Nuzuin, what is a more effective way to
liberalize tariffs, look at tariffs across the board and harmonize
those or put specific tariffs and tariff-related quotas on the table,
or would you suggest both? -

Ms. NuzuM. Well, we support the position that all products and
policies should be part of these negotiations and should be part of
the disciplines and reductions on the tariff side.

We support a formula approach, as I mentioned in my statement,
that would basically try to harmonize tariffs by bringing those tar-
iffs that are at the higher end of the spectrum down more quickly
than the tariffs that are at the low end of the spectrum. In that
sense, we would be closing the gap on the degree of protection in

different markets.
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We feel that countries that already have relatively open markets
and low tariffs should not have to give quite as much quite as fast
at the negotiating table and over the course of implementation as
those countries that have the truly high-end barriers.

With respect to the request/offer issue, we would not object to
having a request/offer approach if it were on top of a formula. In
other; words, if there are certain individual product items which
may be anxious and ready to have more rapid liberalization,
whether it is going to a zero-for-zero approach or it is going to a
more rapid liberalization above and beyond what the standard
across-the-board formula approach might be, but we would not sup-
port a request/offer approach in lieu of formula, because that, we
believe, offers the risk of having countries try and keep and perpet-
uate protection to their most sensitive sectors which, for many of
us in the United States, may be our most competitive sectors.

Senator GRASSLEY. My last question is to Mr. Johnson about
market access. It is clearly one of our major goals in this new
round. You have had an opportunity to learn about the administra-
tion’s market access objectives. How would you evaluate the nature
of their market access objectives?

Mr. JOHNSON. Well, I think the administration is making effort,
so to speak, to develop a program for gaining greater market ac-
cess. I think a lot of it is going to be determined, as we start, as
Mr. Murphy talked about, establishing a time line by which pro-
posals and modaljties will be put on the table over the next six
months.

I think it is going to be very important, which is maybe one of
the reasons why this ATL issue has kind of been set aside, because
there are a lot of other issues that need to be addressed.

One of the things that I am most sensitive to right now, is mak-
ing sure that nothing comes out of Seattle that leaves anyone with
the impression that they will be allowed to exempt sectors, or will
be allowed to use modalities, request/offer, in order to avoid sen-
sitive sectors being discussed, and when those proposals are being
put on the table, them being aggressively pursued, because I think
that is going to have as much of an impact on how the outcome
of the negotiations ultimately are than some specific item in mar-
ket access.

I think the structure of the negotiation is going to be very impor-
tant in making sure, as Mr. Caspers pointed out, if we want access
to a pork market, that some country that is very sensitive to that
does not think that there may be some way of gaming the system
in order to avoid talking about that. I think that is going to be ex-
tremely important coming out of Seattle that that message is loud
and clear.

Senator GRASSLEY. I thank all of you very much for your partici-
pation. We have another meeting on the same subject scheduled
later on, and would welcome your following that and giving your
reaction as well, keeping in touch with us in every respect.

If we are not in session, I intend to be at Seattle, hopefully, to
observe, to participate, and to make sure that things for agriculture
go and get as much attention as they did at Singapore 3 years ago,

I guess.
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I think that a very important thing was accomplished by the

strong p:;wmmlture‘ in Singapore, and I hope we get that
same strong presence of agriculture at Seattle.

I thank you all very much. -
[Whereupon, at 12:27 p.m., the hearing was concluded.]
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APPENDIX

ALPHABETICAL LISTING AND MATERIAL SUBMITTED

PREPARED STATEMENT OF AMBASSADOR DAVID L. AARON

Mr. Chairman, Members of the Committee, thank you for the opportunity to ap-
pear with Under Secretary Schumacher and Assistant USTR for Agricultural Affairs
James M. Murphy before this Committee today to discuss the implications of cur-
rent trade discussions and negotiations for our nation’s economy. American ex-
ports—from farm, factory and a multitude of service industries—have fueled one-
third of our economy’s growth since 1993. Our country is the world’s largest ex-
porter, and exports support about 12 million high-paying U.S. jobs—jobs that pay
significantly more than the average. These exports are an important reason that we
are in our 102nd month of economic expansion. And, if we successfully negotiate our
way through the current range of bilateral and multilateral trade discussions, ex-
ports will fuel an even more dramatic growth as we move into the new millennium.

As Secretary Daley, Ambassador Barshefsky and Secretary Glickman have often
emphasized, agriculture is central to these negotiations. U.S. farm exports from the
agricultural sector reached a peak of $60 billion in 1996. Since then, however, weak-
er global demand has reduced U.S. agricultural exports by $11 billion, pushing farm
prices down and increasing the financial stress in many U.S. farm communities, Al-
though the decline in our agricultural exports seems to be bottoming out, it is abun-
dantly clear thatthe continued survival of many U.S. farms depends upon a resump-
tion of growth in our agricultural exports. Accordingly, we need a freer and fair
trading system that continues to reduce tariffs, eliminate export subsidies, and fa-
cilitate trade in new high technology agricultural products. This is, indeed, the
agenda that the Clinton Administration is fighting for in our ilobal trade negotia-
tions. As Secretary Daley told the full Committee just last week: “We must remove
the trade barriers that are preventing America’s farmers frem being able to compete
fully in world markets.”

These same trade goals of reduced barriers and a freer and fair trading system
apply to the other sectors of our economy, too. For while it is true that we have
had significant liberalization in global trade in recent years, the fact remains that
our manufacturers and our service providers still do not enjoy the benefits of open
and level playing fields in many foreign markets. The ‘fact is many countries still
have tariffs several times larger than ours. That is why we are supporting non-agri-
cultural market access negotiations as well as agricultural: we need to cut tariffs. _
in the industrial area, too.

To this end, we worked in- APEC to gain the support of all its members for an
Accelerated Tariff Liberalization initiative. It would eliminate, or substantially re-
duce, duties in eight sectors accounting for $197 billion of U.S. exports—29 percent
of all our merchandise exports, supporting 2.2 million jobs. This measure is ripe for
agreement in the WTO.

However, it is essential that such an agreement contribute to a successful and
timely conclusion to the agriculture negotiations. Consequently, we have proposed
that any tariff agreements reached at Seattle be implemented only on an interim
basis. While an interim agreement enables beneficiaries of tariff cuts to begin enjoy-
ing new market access without waiting for negotiations in other.areas to catch up,
interim implementation also ensures that if the new round negotiations are not suc-
cessfully concluded, then the tariff commitments will not become permanently effec-
tive. Countries would be free to raise tariff rates to previous levels. We believe that
this will mean industry will have a strong incentive to work to assure a successful
conclusion to the negotiations and all new round issues, especially agriculture. This
approach also addresses concern in Europe and elsewhere that an “early harvest”
would detract from a broad agreement at the conclusion of the new round.

(41)
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The initiative is good for all countries, not just us. For example, it would cover
even more European exports than U.S. exports. Unfortunately, the previous Euro-
pean Commission showed little interest in the proposal for early liberalization, but
we are hopeful that the new Prodi Commission will take a more positive view. And
we need that positive view in time to harvest tan%ible results at the upcoming Se-
attle Ministerial Meeting. I am committed to help make that happen and %\ave
raised this issue in all of my meetings with EU officials.

Another concern of both our farmers and factory workers, and many Members of
this Committee, is the enforcement of American trade laws and remedies. You have
asked me to comment on this subject as it relates to upcoming trade discussions.

A number of countries are suggesting that the antidumping agreement should be
reopened, including in particular a country with a huge and continuing global trade
surplus that has ranked among the major dumping countries of the world. Mr.
Chairman, I would like to reiterate the goint made by Secretary Daley in his recent
testimony before the Committee: we should not reopen the antidumping or sub-
sidies’ a;ireements, and we have already told this to our trading partners.

Over the years, our administration of the unfair trade laws has proven to be effec-
tive in addressing unfair trade practices against a wide array of goods. We have
worked hard to ensure that American workers and producers have strong remedies
available to combat unfair foreign competition.

Agriculture is the second largest user of antidumping and countervailing duty
remedies. In recent years we have had more than 30 antidumping or countervailin
duty orders or suspension agreements in place on a wide variety of agricultura
products. Among them are suspension agreements or orders on tomatoes from Mex-
ico, orange juice from Brazil, honey from the People’s Republic of China (PRC), gar-
lic and crawfish from the PRC, salmon from Chile and Norway, pasta from Italy
and Turkey, and mushrooms from Chile, India, Indonesia, and the PRC. We are cur-
rently conducting antidumping and countervailing duty investigations on live cattle
from Canada, and an antidumping investigation on apple juice concentrate from the
PRC. I should note in particular that we have devoted considerable resources to
monitoring and enforcing the susFension agreement on tomatoes from Mexico to en-
sure that U.S. tomato growers will not have to face unfair import competition.

As we explain to our trading partners why antidumpin§ must remain off of the
table during the negotiations in the New Round, we are focusing on the fact that
it is too early to negotiate new provisions because WTO Members have not yet had
much experience with the Antidumping and Subsidies Agreements, particu arly in
the areas where the Uruguay Round negotiations made significant chan%es. Even
in the United States, while we are conducting our sunset reviews in a fully WTO-
consistent fashion, we are still in the early stages of completing such reviews, which
are required to be conducted every five years to determine whether antidumping or
countervailing duty orders shouldy remain in force and are a major new feature of
the Antidumping and Subsidies Agreements.

In light of the WTOQ's limited resources and already full agenda, the WTO should
place its attention on improving and facilitating the implementation of existing anti-
dumping and subsidies rules, rather than renegotiating or reopening the Uruguay
Round agreements. We believe that implementation, not renegotiation, is important
not only because the United States is a user of trade remedy laws, but also because.
proper and transparent implementation by our trading partners will safeguard the
interests of U.S. exporters.

Similarly, we do not want negotiations on trade and competition, which some of
our trading partners view as a vehicle for amending or replacing the antidumping
laws, included in the new round. Eight ycars of tough negotiations on the Anti-™
dumping and Subsidies Agreements during the Uruguay Round resulted in strong
measures against dumping and unfair subsidies, and we do not want to see those
efforts reversed in a new Round.

While a number of old and familiar issues command much of our trade attention,
important new issues are comin¥ to the fore. Let me discuss one of these. )

New technologies will be the locomotives of trade in the new millennium. I think
we can already predict that biotechnology will be at or near the forefront of this
trend. Whether we are talking about feeding this planet’s soaring population, bring-
ing new medicines to its ill, or protecting our ecosystem, biotechnology is one of the
most promising technologies for meeting these challenges in the 21st century. Yet
today, we hear a rising clamor on the part of some who would raise often erroneous
questions about the technology. .

Curiously, most of this clamor seems to be coming from our friends in Europe.
It is ironic, because Europe has historically been the hot-house of scientific advance-
ment and rational thought. It is puzzling that European Governments have turned
their backs on the very science they nurtured in their treatment of biotech foods.
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Often European Union’s reaction to America’s advanced biotechnology is driven by
misinformation, inconsistenc%', and an absence of political leadership. It is also re-
tarding its own technologica develo?ment. In truth, a number of E?uropean enter-
prises have been leaders in developing biotech products. Indeed, three of the five
multinationals that account for almost all the sales of biotech seeds in the world
today are European. As one more forward-looking European official noted, “Europe
has no future if the U.S. is where the GMOs are invented, and Europe is where
all the reasons not to use them are invented.” ~

Several years of U.S. experience with biotech products have shown us that biotech
foods developed and used in the U.S. do not present food safety risks beyond those
of their “natural” counterparts. In the United States, more than forty biotechnology-
enhanced foods have gone through our regulatory process. Each of these foods has
been approved only after field tests and environmental reviews by the relevant
agencies, including USDA, EPA, and FDA, to ensure that the new seed varieties are
environmentally safe. FDA evaluates each biotech food for its health, nutritional
and allergenic characteristics, rather than on distinctions based on whether the food
was produced with or without the use of biotechnology. FDA also has labeling re-
quirements if the biotech food contains an allergen, or its nutrition value or cookin
requirements is different from its conventional counterpart. The FDA requires foo
labels to be truthful and not misleading.-Thirteen years of U.S. experience with
biotech products have borne out the conclusion reacﬁed by the National Research
Council in 1987 that biotech foods developed and commercialized in the United
States present no food safety risks beyond those of their “natural” counterparts.

Surprisingly, this experience has made no difference in Europe. Officials there
Blead for U.S. understanding, citing Europe’s experience with Mad Cow disease and

ioxin Chicken. That brings to mind the Three Stooges routine where every time
Moe hits his own thumb with a hammer, he turned and slapped Curley. Safe Amer-
ican products should not be Eenalized by European regulatory failures. For, in fact,
U.S. biotech products and their potential benefits are being held in limbo by the
lack of a functioning EU approval process; by labeling regulations that do not work;
and by a lack of governmental attention to dispel the reservoir of misinformation
on the subject.

Only a few ‘de facto U.S. biotech products have been approved by the EU, and
none since edrly 1998. An indefinite moratorium has been created because its ap-
proval process for agricultural biotech products has broken down. Additionally, the
EU’s Novel Foods Law new requires labeling to indicate whether a crop or food was

roduced with biotechnology, even when the biotech food is otherwise equivalent to
its conventional counterparts. Moreover, the EU is actively working to internation-
alize these labeling requirements in the Codex Alimentarius and Biosafety Protocol,
and more and more countries are following the EU’s lead by enacting regulations
of their own. The EU, however, has not issued implementing regulations for their
labeling requirements and this is causing serious uncertainties for farmers and food
processors, and a potentially serious disruption of trade.

The challenge for European leaders is to forthrightly develop a comprehensive pol-
icy on biotechnology. Such a policy needs above all to take into account the protec-
tion of human health and the environment. It must also recognize that both can be
advanced through biotechnology. The policy should allow biotech to realize its poten-
tial by creating processes and institutions that will reassure the public.

We ask, and we expect, Europe to rely on a science-based agproach in setting its
policies and procedures. My hope is that the new European Commission will turn
a fresh eye to this problem. I believe that, with this Commission, we have a chance
for a new beginning—an opportunity to institute a dispassionate, science-based ex-
amination of this issue. Indeed, it is a chance for the EU to resolve many dispari-
ties, inconsistencies and inadequacies in the areas of feod and health and to move
toward new standards of protection for its citizens. That is why we wholeheartedly
support efforts to organize and consolidate food and health protection, and it is why
we are so strongly urging all of the EU Member States and their citizens to encour-
age the new Commission to undertake this important responsibility.

Finally, I would note that our patience on this issue is not inexhaustible. The U.S.
is committed to continued dialogue with Europe on this issue to dispel public con-
cerns about the safety of biotechnology. But we also know that this issue is ripe for
exploitation by protectionists, in Europe and in other countries around the world.
And we insist on our trading ri§hts. U.S. bulk exports of corn to the EU have prac-
tically been eliminated, particularly the $200 million in annual sales to quotas for
Spain and Portugal, which were established to compensate the United States at the
time of the accession of those two countries into the EU. We lost those sales in 1998
when France refused to approve a U.S. approved corn variety, and we are likely to
lose those sales again in 1999. Moreover, until the EU’s approval process is func-

~

o~



!

|

|

44

tioning again, which could be another 2-3 years according to the EU Commission,
we could continue to lose these sales. We hope that efforts at mutual understanding
can avert the growing threat of a serious trade dispute in the future.

Let me be altogether clear about the imrortance of this issue. We are facing one
of the most complex and serious trade policy problems to emerge in recent years.
Increasing agitation against biotechnology and biotech foods that started in Europe
is beginning to spread to markets in Asia, Latin America, Australia, and Canada.
How well we negotiate, how well we ensure that new regulations on agricultural
biotech products do not pose trade barriers, how well we deal with consumer con-
cerns, will affectthe future of our agricultural and our biotechnology industries.

On my last trip to Brussels, I challenged the new European leadership to “pro-
mote and forthrightly develop a com(;)rehensive policy on biotechnology.” We have
offered to help the EU Commission address the safety concerns the European public
has regarding biotech foods by inviting them to work with us in such fora as the
OECD, the Transatlantic Economic Partnership and the Transatlantic Business Dia-
logue. We are also requesting that the EU Commission and Member States develop
a public education program, including broadcasts and public conferences, such as
the one we are undertaking next January at The Hague. At the Bonn Summit in
June, the U.S. floated the idea of a U.S.-EU scientific exchange on biotech issues.
The EU has expressed a willingness to at least entertain the idea. The OECD Secre-
tariat is also planning on holding a public conference on biotech issues later this
year.

-Other initiatives to work with our trading partners include:
¢ Developing agreed international standards and guidelines on bio engineered
foods in the Codex Alimentarius and encouraging their use by WTO members;

e Technical discussions with other countries and assistance aimed at fostering

science-based food regulatory processes that approve new products in a trans-
parent and timely manner; anJ: ,
o Urging countries such as Japan, Korea, Australia and New Zealand to refrain
from mandatory labeling requirements that are misleading and unnecessary ob-
- stacles to trade;

Finally, the Administration is working to develop outreach activities—conferences,
media events, and government consultations, in key countries—in order to help as-
sure consumers and officials abroad of: the thoroughness of our regulatory proc-
esses, the safety of biotech foods consumed in the United States, and the environ-
mental and nutritional benefits of bio engineered foods.

We will work energetically with the EU and all other countries to encourage them
to take a fresh look at resolving this immensely important issue. We simply must
find a solution, and soon, as the stakes are so high for the United States.

Looking at the issues I have addressed today, Mr. Chairman, it strikes me how
directly both American industry and American farming are affected by the issues
we have discussed here today. Biotechnology knows no sector borders and should
not encounter the kinds of market restrictions it is already beginning to see. The
antidumping and countervailing duty provisions that I addressed look out for the
farmer as well as the factory worker. On the wider trade front, the kind of open
trade regime we are seeking through Advanced Tariff Liberalization benefits not
just one sector but, again, all sectors. I believe we will succeed in our upcoming
trade discussions, and-in the new trade round, if we proceed from the perspective
that we are one country, committed to advancing all sectors, with one broad inter-
national trade agenda. Therein is the prescription for our success and our continued

prosperity.

PREPARED STATEMENT OF JON CASPERS

Mr. Chairman and Members of the Subcommittee: I am Jon Caspers, a pork pro-
ducer from Swaledale, Iowa. I am a member of the board of the National Pork Pro-
ducers Council and I am a member of NPPC’s Trade Committee. I very much appre-
ciate the opportunity to appear here on behalf of U.S. pork producers to express our
views on the upcoming multilateral trade negotiations.

The National Pork Producers Council is a national association representing 44 af-
filiated states that annually generate approximately $11 billion in farm gate sales
(although farm gate sales were reduced to approximately $9.0 billion in 1998 as a
result of the lowest prices in history in deflated dollars). According to a recent Jowa
State study conducted by Otto and Lawrence, the U.S. pork industry supports an
estimated 600,000 domestic jobs and generates more than $64 billion annually in
total economic activity. With 10,988,850 litters being fed out annually, U.S. pork
producers consume 1.065 billion bushels of corn valued at $2.558 billion. Feed sup-
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Blements and additives represent another $2.522 billion of purchased inputs from
.S. suppliers which help support U.S. soybean prices, the U.S. soybean processing
industry, local elevators and transportation services based in rural areas.

U.S. AGRICULTURE IS BENEFITING FROM THE URUGUAY ROUND

International trade is vital to the future of American agriculture. As the world’s
biggest exporter of agricultural proeducts we have a critical interest in the develop-
ment and maintenance of strong and effective rules for international trade. This is
especially true for pork, the world’s meat of choice, which represents 44 percent of
daily meat protein intake in the world. Notwithstanding the huge global market for
pork and pork products, efficient U.S. producers were precluded from exporting sig-
nificant volumes of pork in the pre-Uruguay Round Agreement, pre-N A era. A
combination of foreign market trade barriers and highly subsidized competitors kept
a lid on U.S. pork exports.

The Uruguay Round succeeded in establishing a more effective set of trade rules
for the agricultural sector and began the process of reducing trade-distorting sub-
sidies and import barriers. Since 1995, when the Uruguay Round Agreement went
into effect, U.S. pork exports to the world have increased by approximately 86 per-
cent in volume terms and 80 percent in value terms from 1991) ?evels. According to
a study by CF Industries exports were so important to the industry in 1997 (when
hog prices were at normal levels) that cessation of exports (due for example to an
embargo or animal disease outbreak) would have caused cash hog prices to plummet
by $15.73 per head.

While our recent export performance is impressive, it nevertheless remains se- -
verely limited by factors such as the lack of access to many of the world’s pork mar-
kets and the unfair subsidies provided to many of our competitors. True Fiberaliza-
tion of agricultural trade will require another negotiation and another cycle of sig-
nificant cuts. The U.S. pork industry strongly supports further trade liberalization
measures because such measures will permit the industry to exploit its comparative
advantage in international markets.

The United States is uniquely positioned to reap the benefits of liberalized world
Eork trade. While the U.S. currently is the world’s second largest exporter of pork

ehind Denmark, the strong consensus within the industry and among analysts is
that the U.S. will soon be the number one exporter in the world. U.S. pork pro-
ducers are the lowest cost producers in the world of safe, high-quality pork. The

U.S. cost advantage over Denmark is increasing.
TRADITIONAL TRADE NEGOTIATING AUTHORITY MUST BE RENEWED

NPPC is co-chairing the Agriculture Trade Coalition which is comprised of 80"
members representing agricultural producers, farm and food groups, trade associa-
tions and companies in all 50 states, and which is working to ensure free trade anc
fair market access for U.S. agricultural products around the world. This coalition
came together because of our shared view that U.S. trade negotiators need com-
prehensive, traditional trade negotiating authority to fully represent our interests
in the international marketplace.

We continue to place a very high priority on getting traditional trade authority
renewed. We have the world’s most efficient farmers and the world’s most techno-
logically advanced agricultural sector. American farmers and ranchers already
produce an abundance far in excess of domestic needs, and productivity continues
to increase. Meanwhile, global food demand is expanding rapidly, and 96 percent of
the world’s inhabitants live outside the United States. For these reasons, U.S. ex-
ports are growing more than three times as fast as domestic demand for foods, and
exports-must be the engine of agriculture’s future growth in sales and income. In-
deed, American agriculture is twice as reliant on international trade as the economy
as a whole. One-third of U.S. agricultural production must go into export markets
just to maintain farm income. In order for U.S. agriculture to grow and prosper, we
must be able to serve growing markets overseas. Secretary Glickman has stated it
well—for American agriculture, it is “export or die.” |

Today, our coalition is more committed than ever to the belief that renewal of tra-
ditional trade authority should be a high legislative Eriority for both the Congress
and the Administration. We urge the Congress and the Administration to work to-
gether in a bipartisan manner to get traditional trade negotiating authority renewed
before the upcoming WTO ministerial meeting in Seattle which will initiate a new
round of muftilateral trade negotiations. In order for those negotiations to succeed,
it is essential that the United States maintain its customary leadership position.

Without renewal of traditional trade negotiating authority, it will be difficult to
make serious progress in the WTO trade negotiations. For our negotiators to have
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credibility at the bargaining table, this Administration—any Administration—must
have fast track authority. Other countries will not make concessions for fear that
Congress will cause the Administration to make changes in any agreements they
bring back. Our trading partners know our system well, and their instinctive fears
have been am ly confirmed by Congress’ effort to rewrite the painstakingly nego-
tiated OECD hlﬁbuilding agreement.

The Uruguay Round negotiations left much unfinished business in the agricul-
tural sector. However, it did establish a fundamentally sound set of rules and dis-
ciplines for the agricultural sector. These should pave the way for substantial mar-
ket access gains in the next negotiation. It would be ironic if we abandoned the push
for the liberalization of agricultural trade just when we are poised to make major

gains.
THE SCOPE OF THE WTO NEGOTIATIONS SHOULD BE BROAD

- The agenda for the negotiations should be comprehensive. It is well established

that agriculture is one of the more sensitive areas in international trade. Some of
our most important nefotiating partners (e.g., the European Union, Japan and
South Korea) will be reluctant participants when it comes to agriculture. Only in
the context of a large package of agreements and concessions will they be able to
accept an ambitious outcome on farm trade. While a sectoral approach may have
worked for the Information Technology Agreement, this type of approach will not

work for agriculture.
The U.S. consumer spends a smaller percentage of total income on expenditures

for food than consumers in other nations. As world trade in agriculture becomes lib-
eralized, foreign consumers will have relatively more money to spend on other goods
and services, thus benefiting all sectors. .

THERE SHOULD BE A SINGLE UNDERTAKING IN THE NEGOTIATIONS

Traditionally, multilateral negotiations have not been concluded until agreement
at the end of a trade round has normally been a “single undertaking” covering all
areas. This “nothing-is-agreed-until-everything-is-agreed” approach was devised to
force negotiators to finish their work in the most sensitive areas or risk an overall
failure. The approach was essential to the achievement of the Uruguay Round
Agreement on Agriculture and the Agreement on the Application of Sanitary and
Phytosanitary (SPS) Measures.

While most other countries are calling for a comprehensive negotiation and a sin-
gle undertaking agproach, the U.S. is pushing for an “early harvest” for areas where
negotiations can be completed more quickly. As the Committee knows, U.S. agri-
culture, through the Seattle Round Agriculture Committee (SRAC) is opposed to
early harvests. .

Further, the Uruguay Round framework should be adopted for the agricultural
negotiations to ensure that there are no product or policy exceptions (i.e., no re-

quest/offer approach).
THE NEGOTIATIONS SHOULD BE CONCLUDED IN THREE YEARS

One reason some individuals have advocated a sector-by-sector approach is the
fear of another protracted negotiation. Indeed, many argue that agriculture delayed
the outcome of the Uruguay Round. U.S. agriculture also would like to see a quick
outcome so that we can begin to see as soon as possible the benefits of liberalization.
A definitive deadline of three years should overcome these concerns. We see no rea-
son why this should not be possible. A 3-year time period would coincide with both
the expiration of the peace clause and the expiration of the Farm Bill in 2003. More-
over, countries should be required to continue with reductions according to the es-

tablished 1994 timeframe without any pause.
TARIFF REDUCTIONS MUST BE ACCELERATED

One of the foundational principles of the Uruguay Round Agreement on Agri-
culture is the requirement that non-tariff barriers such as quotas, variable levies,
and import bans be eliminated and immediately replaced by either a tariff equiva-
lent or a tariff rate quota (TRQ) through the process of “tariffication.” The Agree-
ment used a “formula” approach to reduce tariffs. It required tariff reductions of 36
percent on average for developed countries and 24 percent for developing countries
over a 6-year period on a simple average basis. (Tariff reductions as small as 15
percent were allowed for “sensitive items.”) The Agreement also established min-
imum access levels at 3 percent of domestic consumption gradually expanding to 5

percent thereafter.
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Notwithstanding the progress made in the Uruguay Round, tariffs on agricultural
products remain very high. The accelerated reduction of tariffs is the pork industry’s
No. 1 priority in the upcoming trade round. U.S. agricultural tariffs, which average
only about 8 percent, are dwarfed by the agricultural tariffs of other nations, which
average about 50 Percent. For some products, tariffs of over 200 percent remain in
effect. Agricultural tariffs must be lowered from these high levels on an accelerated
basis. A substantial reduction in the highest tariffs would help to end practices such
as “price bands” in which high bound tariffs create a cushion that allows lower ap-
plied tariffs to be adjusted frequently in order to keep domestic prices within a spec-
ified range. Further, a date needs to be set by which all tariffs will be reduced to
zero.

The best way to achieve such comprehensive liberalization is through the use of
a tariff cutting formula that is applied to every product without exception. There
are an infinite number of formulas that could be devised to cut tariffs, the “best”
formula obviously depending on the results desired. NPPC and most sectors of U.S.
agriculture prefer an approach like the Swiss formula used in the Tokyo Round ne-
gotiations, which resulted in substantially larger cuts in higher tariffs and had the
effect of dramatically reducing the disparities in levels of protection. In addition,
countries could engage in request/offer negotiations to achieve deeper-than-formula
reductions for specific products. -

Certain groups in the U.S. have suggested that the market access negotiations be
conducted on a request/offer basis. They suggest that such an approach would be
more flexible and politically manageable because it would allow the U.S. to exempt
“sensitive sectors” from the negotiation. We disagree. A request/offer negotiation, or
any other tariff cutting approach that allows for product or sectoral exceptions,
would run contrary to U.S. trade interests. The U.S. is the world’s largest exporter
of agricultural products and is among the most efficient farming countries in the
world. Many of the products we export, pork included, are considered “sensitive” by
certain major importing countries. If the U.S. takes products from the negotiating
table, other countries will be free to do the same. Tﬁe result would inevitably be
a small agricultural market access package.

Moreover, the request/offer would result in a politically unsustainable clash of in-
terests. Commodity groups and companies seeking an exemption from tariff reduc-
tion or some other form or special treatment special treatment would besiege U.S.
officials. They could achieve their aims only at the expense of other producers. On
the other hand, export oriented industries could get desired -cuts on duties from
trading partners only by inducing the U.S. Government to offer deep cuts in duties
for products with the highest levels of protection. A formula approach avoids this
problem by treating all sectors equally. Cuts are agreed multilaterally and applied
comprehensively. h

Finally, an approach that permitted product or policy exemptions would under-
mine U.S. negotiating leverage. The U.S. was able to achieve much of what we
wanted in the Uruguay Round negotiations because we adopted and stuck to a con-
sistent, coherent negotiating position. Countries like Canada, which took incon-
sistent positions in an effort to protect its domestic supply management regimes,
were viewed as being cynical and opportunistic. Their credibility suffered, and they

‘had difficulty attaining their negotiating objectives.
THE ADMINISTRATION OF TARIFF RATE QUOTAS MUST BE IMPROVED

In most instances, creating a TRQ satisfied the minimum access commitment for
tariffed agricultural products in the Uruguay Round. Under this mechanism, the
quantity of imports within the minimum access commitment is subject to a low duty
(the “in-quota” tariff), while imports exceeding that quantity will be assessed the
tariff established through tariffication (the “over-quota tariff”).

Unfortunately, in some cases, the administration of TRQ's has been used as an
instrument to thwart imports. For example, the Philippines tried to close off its
market to pork imports by manipulating in various ways the terms governing its
pork TRQ. First, tge Philippines simply tried to cut back its obligations on pork
from 54,210 MT to 6,003 MT. Next, the Philippines threatened to restrict utilization
of the TRQ by modifying the TRQ to limit access to 2,000—3,000 MT of pork cuts
with the balance designated for “chilled pork heads and feet.” Then, there was dis-
cussion about allocating 90 percent of the quota to fresh/chilled pork. This would
have restricted imports because the distribution infrastructure in the Philippines at
the present time can handle only a very limited amount of fresh/chilled pork im-
ports. Next, the Philippines allocated over 80 percent of the TRQ to Philippine hog
producers, who had absolutely no interest in importing pork. Further, onerous re-
quirements, such as the posting of 100 percent of the value of the shipment, com-
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promised the participation of other importers. Not surprising, the result was a mini-
mal level of pork imBorts until the United States threatened to reduce the level of
participation by the Philippines in the U.S. Generalized System of Preferences pro-

gram.
These kinds of problems arise from the lack of clear rules on import licensing and

the administration of TRQ's. In the upcominf trade negotiations, rules on TRQ ad-

ministration must be clearly delineated. In addition, ceilings must be established for

over-quota duty levels.
EXPORT SUBSIDIES SHOULD BE ELIMINATED

Export subsidies are almost universally recognized as the most trade-distorting of
government policies. Prior to the Uruguay Round, export subsidies for agricultural
products were relatively undisciplined. Although earlier rounds of multilateral trade
negotiations were successful in disciplining export subsidies for industrial products,
only the most basic of these disciplines applied to agriculture. As a result of the
Uruguay Round, subsidies on agricultural exports were reduced in both terms of
quantity and government expenditures on a product-specific basis.

While significant progress was made in the Uruguay Round, export subsidies re-
main a major problem for U.S. agriculture. The elimination of all export subsidies
is a top priority for the U.S. pork industry in the upcoming trade negotiations. Ex-

ort subsidies transfer market share away from U.S. pork producers, the world’s
owest-cost producers of pork, and give it to EU and other less efficient pork pro-

ducers.
EXPORT CREDITS SHOULD BE DISCIPLINED IN THE OECD

Under the Uruguay Round Agreement the United States committed, along with
other WTO members, to negotiate disci%lines on export credits and credit guaran-
tees in the OECD. Unfortunately, the OECD talks have not yet produced an agree-
ment, despite the impending start of a new round of WTO negotiations. Now some
countries are talking of developing disciplines in the WTO rather than the OECD.

The OECD has experience in the area of export credits, having administered for
many years an afreement on. export credits for industrial products. It is the proper
place to develop disciplines for credit programs for agricultural products. Despite the
fact that the United States is currently the biggest user of such credits, we have
a long-run interest in imposing disciplines to guard against future abuses by our
trading partners. U.S. officials shoulcF redouble their efforts to negotiate an agree-

ment in the OECD as quickly as possible.
THE U.S. MUST BE A RELIABLE SUPPLIER OF AGRICULTURAL PRODUCTS

Trade liberalization is not a one-way street. If we expect food-importing countries
to open their markets to U.S. exports and rely more on world markets to provide
the food they need, we should at the same time-eommit to being reliable suppliers.
Current WTO rules permit exporting countries to tax exports whenever they choose
(GATT Article XI.1), and to prohibit or otherwise restrict exports to relieve domestic
shortages (GATT Articles XI.2(a) and XX(i) and (j)). Tuese provisions should be
eliminated in conjunctien with the phasing out of import barriers. Such a move
would not affect the ability of the United States to impose trade sanctions for rea-
sons of national security; that right would be preserved under GATT Article XXI.

TRADE-DISTORTING DOMESTIC SUPPORT SHOULD BE SUBSTANTIALLY REDUCED

The pork industry recognizes the complexities of agricultural politics and acknowl-
edges that farm programs often are designed to meet social as well as economic ob-
jectives. Nonetheless, it is essential for the next trade round to accomplish much
stricter disciplines on trade-distorting domestic support programs than was possible
in the Uruguay Round. The 20 percent reduction in the Aggregate Measure of Sup-

ort (AMS) achieved in the Uruguay Round did not go far enoth. We need to see
urther significant reductions. Moreover, those reductions should be applied on a
commodity-by-commodity basis, rather than a sector-wide basis, as was the case
under the Uruguay Round agreement. For pork, all trade-distorting supports should

be eliminated, as indicated above.
THE S&P AGREEMENT SHOULD NOT BE REOPENED

The Uruguay Round Agreement on Sanitary and Phytosanitary Measures requires
import measures intended to protect public health or to control plant and animal
disease to be based on science. Enforcement of the strict science-based trading rules
established in the S&P Agreement is critical to ensure the continued expansion of
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U.S. pork exports. One measure of the soundness of the SPS Agreement is the fact
that other countries, notably the EU, would like to see the disciplines in the agree-
ment relaxed to allow countries to maintain measures that are not based on science.
To avoid this outcome, the pork industry does not support opening the SPS Agree-
ment for further negotiation in the next trade round.

T}iE WTO DISPUTE SETTLEMENT UNDERSTANDING SHOULD BE REFORMED

The WTO'’s Dispute Settlement Understanding (DSU) is a significant improve-
ment over the former GATT dispute s2ttlement system, in which offending nations
could “block” implementation of panel reports. Many countries are using the WTO
dispute settlement system because it is generally effective. Nevertheless, some re-
form of the system is needed.

First, the loopholes that the EU seeks to exploit in the Bananas and Beef Hor-
mone cases must be closed. The DSU needs to be clarified, particularly Articles 21
and 22, so that WTO findings will be expeditiously impiemented. Second, the U.S.
should negotiate to streamline the entire process. USTR has already informally pro-
posed in Geneva, in the context of the ongoing review of the DSU, certain changes
that go in this direction. However, we would like to see a more aggressive approach.
Under the current system, even if an industry prevails, a remedy does not occur
until almost three years after the consultation process is initiated).' (If the case in-
volves EU, which apparently would like to strangle the WTO in its infancy, the
waiting period is even longer.) This is entirely too long. There are a number ofy Junc-
tures in the current process where the timetable could be accelerated without affect-
ing the quality of the output. For example, a deadline for the selection of panelists
should be established. Currently, a country can prolong the process by refusing to
accept proposed panelists and dragging out the formal establishment of a dispute

settlement panel.
PORK COUNTRY PRIORITIES

In 1998, the U.S. pork industry exported pork to 115 countries. Many of these
countries provide only the most minimal level of access to imported pork. Moreover,
prohibitively high tariffs and other barriers in other nations preclude the export of
any U.S. pork. The sheer volume of countries with trade limiting practices precludes
me from providing the Subcommittee today with an exhaustive explanation of each.
F(glowing are a number of the most important country/practice priorities of the pork
industry.

e Greater Access to the Japanese Pork Market Must Be Negotiated

Japan is the largest export market for the U.S. pork industry generating sales of
almost $615 million in 1998. The importance of expanding exports to Japan has
never been greater. Record U.S. production of pork in 1998, which will likely be
eclipsed by production in 1999, has sent live hog prices to their lowest levels ever
in real terms.

Japan'’s pork import policy was among the most difficult issues dealt with in the
Uruguay Round.- Prior to the UruguayxRound, Japan’s pork import regime was di-
rectly linked to its pork price stabilization scheme. The price stabilization system
still exists and still has an upper price ban and a lower price ban, based on cost
of production data gathered hy the Ministry of Agriculture. Before the Uruguay
Round, when the domestic price for gork exceeded the upper price ban, the import

ate price for pork would be lowered, and vice versa when the domestic price fell
gelow the price ban. Today, as a result of the Uruguay Round, the gate price is no
longer linked to the domestic price stabilization system. As part of the Uruguay
Round agreement the gate price was first fixed and in now being reduced by roughly
13 percent over a 5-year period, reachilrfl]g its final level beginning with Japan Fiscal
Year 2000. (There are actually three different gate prices for pork, viz., one for cuts,
one for carcasses and one for processed pork products, all expressed in Yen per kilo-

am.)
grUnder the Uruguay Round the tariff rate quota (TRQ) was the preferred mecha-
nism for liberalizing quantitative import restrictions and variable levy regimes. U.S.
negotiators, however, opted to take a different approach with the Japan pork import
system because a TRQ on pork, given the base period selected for TRQ’s, would have
a{lowed Japan to significantly reduce its pork imports. The safeguard (sometimes
called the “bilateral” safeguard because it was negotiated only with the United
States and then added to the A?reement by a side letter) was allowed as a way of
getting Japan to take meaningful action on the pork import issue.

The safeguard essentially allows Japan to raise the %;a:e price by approximately
24 percent if “triggered” by an import surge. It can triggered when imports
through a given quarter exceed by 19 percent the average for imports during that
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same quarter(s) for the three previous years. Once the safeguard is triggered, it
stays on until the end of the fiscal year. If it is triggered during the last quarter
of the fiscal year it stays in place through the first quarter of the next fiscal year.
This mechanism was intended to prevent import surges from disrupting the domes-
tic market, but in actual practice it seems to have been a major cause of import
surges. When importers have sensed that the safeguard was about to be triggered
they have naturally behaved in a way that assured it would be triggered, i.e., they
have imported heavily in order to get product cleared through customs before the
i;ate price was increased. This has resulted in “excessive importing” at times, great-
y increasing stocks and the cost of doing business.

Under the Uruguay Round Agreement Japan is allowed to use the safeguard, not
compelled to use it. However, in order to get the UR agreement package through
the Japanese Diet (Parliament) the triggering of the safeguard was made mandatory
in the implementing legislation.

The special safeguard under the Uruguay Round Agreement applies to all agricul-
tural products. This safeguard allows an importing country to raise the import duty
on a given product by as much as 33 percent above the normal duty when imports
for a given year exceed the average of the previous 3 years by a certain percentage.
In the case of pork in Japan this level is 6 percent. Since the import duty on pork
entering Japan is under 5 percent, the impact of this safeguard on trade is not near-
ly so great as the impact of the bilateral safeguard. Both safeguards can be and
have been triggered at the same time, given Japan maximum protection under cur-
rent WTO rules. B

U.S. pork exports to Japan have increased under the pork import regime nego-
tiated with Japan in the Uruguay Round. However, U.S. pork exports would explode
if Japan’s market is liberalized further in the upcoming trade round. Greater mar-
ket access in Japan is the No. 1 country priority of the U.S. pork industry in the
next round.

o EU Pork Subsidies Must Be Eliminated

The largest exporter of pork in the world is Denmark. That country is the world’s
leading exporter for one simple reason: subsidies. These subsidies must be elimi-
nated. Without these subsidies, the Danes and the other EU producers will lose
market share in Asia and other foreign markets to efficient pork producers in North
America. The U.S. pork industry will be the primary beneficiary because the U.S.
is the lowest-cost producer of the safest, highest quality pork in the world.

The EU’s pig meat regime came into operation in 1967 and has since undergone
a number of changes, with internal support measures playing a major role. The ce-
reals regime was introduced at the same time as the pig meat regime, and impor-
tantly, pig meat is regarded as a processed cereal.

There are 3 basic methods of support:
1. Export refunds (export subsidies). These allow the EU to export surplus sup-

plies onto the world market, preventing them from having a depressing effect on EU

prices. . :
2. Aids to ]grivate storage. These are introduced on a temporary basis to remove
i

surplus supplies from the domestic market.

3. Import tariffs and non-science-based restrictions applied to non-EU product.
These barriers maintain the domestic price of EU pork above world market prices
thus stimulating EU production. « i )

(Intervention is also allowed tor, but have only been used in exceptional cir-
cumstances—in 1985 in the African Swine Fever outbreak in Belgium and in 1990

in the Classical Swine Fever outbreak).

Export Refunds _

EU traders exporting to countries where the price of pork is lower than the EU
price are subsidized through the ’export refund’ system. These refunds are supposed
to enable them to 'compete on world markets,’ but more often than not are set below
any world price to enable EU product to be priced lower than competing product.

Under the Uruguay Round Agreement, the EU is limited to the amount of export
refunds it can use during the implementation period. The original limits were set

at:
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o Volume {mt) V'E'%%)‘"‘
1995/96 541.8 288.8
1996/97 522.1 269.3
1997798 ... 502.5 249.8
1998799 ... s RS SRR SR R RSB p bbb e s 482.8 230.3
1999700 ..oovvvvneerreer e sres s bbb R R R bRt bmne et e br e s st 463.2 2108
2000701 ..o RO R A S eSS AR bt b beae s st b e enn 443.5 1913

Source: WI0. Compiled by Richard Ali, U.S. Meat Export Federation.

EXPORT SUBSIDIES OF THE EU: QUANTITY REDUCTION COMMITMENTS VERSGS ACTUAL
SUBSIDIZED EXPORTS
(1,000 MT) (Note: notification for 1997/98 not yet available)

1995/96 1996797 1997/98
Quantity Re- Actual sub- Quantity re- Actual Sub- Quantity re-
Product(s) duction Com- sidized ex- duction com- sidized Ex- duction com-
mitment ports mitment ports milments
Pigmeat (carcass equivalent) ...........ccewe 541.8 3782 522.1 285.9 502.5

Source: WT0. Compiled by Richard Ali, U.S. Meat Export Federation.

EXPORT SUBSIDIES OF THE EU: MAXIMUM LEVELS OF OUTLAYS (MILLION ECU) VERSUS ACTUAL
OUTLAYS WITH REGARD TO SUBSIDIZED EXPORTS

{Note: notification for 1997/98 not yet available)

1995/96 1996/97 1997/98
.- Actual outlays Actual outlays
Outlay Reduc- vh Qutlay reduc- : Outlay reduc-
Producti(s) tion Commitm °";:gr’1'f"‘ tion commitm °"é;gr"'g”' tion commitm
Pigmeat ... 288.8 100.5 269.3 1.1 249.8
—.  Source: WT0. Compiled by Richard Ali, U.S. Meat Export Federation.
Private Storage Aid

Private storage is the main internal market support measure operating in the
gork sector. When the market is weak and prices are low, private storage aids may
e introduced to temporarily remove surplus supplies from the market.
The pig meat management committee decides on the rates of storage aid payable,
the eligible cuts and the length of storage period to be offered.
. The effect of private storage aid is to hold domestic prices up, thus insulating pork
producers and maintaining preduction. It also provides a storage subsic(iiy to packers
and product remains available for export at the end of the storage period.

Exceptional Support Measures

Outbreaks of hog cholera during 1997 resulted in the Commission implementing
exceptional measures in the affected countries in a bid to supﬁort the market price.
These measures involved the setting up of buying-up thresholds for certain cat-
egories of pigs for rendering, at fixed rates of aid in specified zones.

National Measures

From time to time, national governments have sought to introduce domestic
schemes with the objective of providing- assistance to their own pork producers out-
side of EU support mechanisms.

For instance, the French introduced a policy called Stabiporc, which provided for
the postponement of social security contributions and the underwriting by the
French government of loans with reduced rates of interest to recent investors. How-
ever, the EU Commission believed this system might distort internal EU aid and
violate EU state aid rules and thus initiated state aid proceedings in December

1998.
(Other lesser known national programs may be in operation in some member

states).
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JON CASPERS

Jon Caspers of Swaledale, Iowa, is co-owner and general manager of Pleasant Val-
ley Pork Corp., a farrow-to-finish operation that markets 20,000 hogs annually. .

He is serving his first term on the NPPC Board of Directors. Caspers serves on
the National Swine Center Oversight Committee, the Price Discovery Task Force,
and the Trade, Swine Health, and Pork Safety Committees. .

Since 1993, Cas(rers has represented the pork industry on the U.S. Meat Expo
Federation’s Board of Directors. He also serves on the Executive Committee of the
Livestock Conservation Institute (LCI) and serves as the second vice chairman. An
active member of the Iowa Pork Producers Association, Caspers served as state
president in 1990. '

Caspers earned an associate degree in Animal Science from Ellsworth Community

College in Iowa Falls.

PREPARED STATEMENT OF HON. ORRIN G. HATCH

Mr. Chairman, I appreciate your initiative in convening this important hearing.
Utah is an important farm state. Our beef, lamb and pork products enjoy worldwide
markets, but we're also under some duress. Live cattle imports from Canada are
ruinously depressing domestic beef prices and we've just eliminated a series of
major market obstacles against our pork exports. More recently still, we've put in
place safeguards against surging lamb meat imports.

In his testimony, Under Secretary August Schumacher cautions us that we can’t
export our way out of the current setback in many agricultural sectors. I agree, but
I would add that this reality demands we double-team our trade problem by stop-
ping unfair imports while aggressively pursuing foreign agriculture markets. V&e
can’t escape the ugly statistic showing the decrease of our farm trade by 34 percent
in the past five years. And, our exports are only barely above the 1994 level today,
and have fallen steadily over the past three years.

Mr. Chairman, one of the real benefits of today’s meeting is to help all of us better
understand the importance of agricultural exports and, I hasten to add, the sac-
rifices that American farmers and ranchers routinely make in behalf of the rest of
the world. It is this latter aspect of the trade picture that deserves just a little more
attention.

I regret to say that this is one picture that needs to be painted with van Gogh-
like broad strokes. F-say this because too many experts, reporters, students, observ-
ers, and even administration officials seem too inclined to think that if we can make
any concessions anywhere, it's in the agricultural trade sector. I refer to two exam-
ples in this regard.

First, there was the so-called “deal” made between the Clinton Administration
and the wool producing sector. Wool producers were strong-armed into conceding ex-

anded wool imports five years ahead of the schedule provided in the Multifiber

extile Agreement. In exchange for the concession, the US wool producers were
given five years to fold in changes in their production to make them more competi-
tive. The wool sector dutifulﬁy made a billion-dollar investment, only to have the
carpet snatched out from under them by attempted legislation, which was not op-
posed by the White House, that would have opened the wool import pipelines before
the wool sector comi)leted its recovery plan.

Second, I routinely find suggestions in the many expert opinions on trade policy
that cross my desk that agriculture bear still more of the job loss brunt. For exam-
ple, no less an organization than the Cato Institute published on September 30,
1999, a paper entitled: Trade, Jobs, and Manufacturing: Why (Almost All) U.S.
Workers Should Welcome Imports.

Very few in this room, and I suspect no member of this subcommittee would be
surprised to know that Cato expects farmers to become the fall guys in their trade

rogram. In fact, on page five, the report suggests that a 50-percent sugar import
increase would cost the sugar-processing, sugar-containing products and sugar-crop
sectors 2,290 out of 16,400 full-time jobs..

Mr. Chairman, a 14-percent job loss involving 2,290 families is no frivolous matter
to me. We would not only hasten the demise of our sugar sector, in this particular
case, but, I can assure you, generate such an outcry from the American people that

_anti-WTO as well as more general protectionist sentiment would ring throughout
the halls of Congress. .

Finally, I want the WTO ministerial meeting in Seattle next month to be a suc-
cess. But, this success could very well turn on the way we manage the agricultural
issues at the meeting. This hearing, and the attention it is commanding, evidences



N 53

the strong commitment of this body to fair agricultural trade. So, I am telling my
friends in the administration, as you prepare the aiﬂenda for Seattle, please do not
pass over lightly the importance of American a%ric ture. Nor would I suggest that
you omit, as many agendas appear to, the need for much more rigorous en%orcement
of existing trade agreements.

I thank the chair for the opportunity to make my comments which I submit for

the record.

PREPARED STATEMENT OF ALLEN F. JOHNSON

Mr. Chairman and Members of the Committee, I a8 reciate the opportunity to
testify on the upcoming World Trade Organization (WT ?Ministerial Meeting in Se-
attle, Washington. The National Oilseed Processors Association (NOPA) represents
companies operating “solvent extraction” plants—75 plants in 23 states that process
one or more of the 5 oilseeds that NOPA represents: soybean, sunflower seed, saf-
flower seed, canola, and flaxseed. NOPA member companies process more than 1.6
billion bushels of oilseed annually and employ more than 4,600 workers. Exports to
key markets such as the E.U. and China are critical to our industry. The total value
of the industry’s seed, meal, and oil production is about $30 billion, with nearly $10
billion of this being for exports.

The 1999 WTO Negotiations are the best opportunity for the U.S. agriculture to
achieve more open and freer global markets.

- 1999 WTO NEGOTIATIONS

For the U.S. oilseeds and oilseed products industry, the 1999 WTO Negotiations
are the only avenue to achieve our trade policy objectives. We have advanced the
concept of the Level Playing Field for Oilseeds and Oilseed Products (LPF) domesti-
cally and internationally, which would create greater market access and eliminate
export distortions. NOPA’s objectives cover the broad range of the Uruguay Round
Agreement on Agriculture—including market access, export subsidies, and domestic
support, as well as areas outside the Agreement such as state trading enterprises
and differential export taxes. Our general objective is the global elimination of all
trade-distorting practices in oilseeds and oilseed products. Our specific objectives

.are:

» The largest possible reductions in individual oilseeds and oilseed product tariffs

with eventual elimination of all tariffs on oilseeds and oilseed products; -

. Hal(']monization at the lowest possible level of all tariffs on oilseeds and oilseed

products;

¢ Elimination of export subsidies;

+ Elimination of differential export taxes and other trade-distorting measures;

¢ Disciplines on export credits and export financing.

It is critical that the 1999 WTO Negotiations include, in a comprehensive manner,
as many sectors as possible. An inclusive approach is necessary for the agricultural
negotiations to achieve significant reductions in trade barriers. Under a sector-by-
sector approach, individual sectors would be negotiated separately from all others
and there would be no opportunity for WT'O Members to negotiate with full consid-
eration of their overall trade interests. The AOC submitted written comments on the
1999 WTO Negotiations (USITC Investigation No. 332-296) last December.

We believe that the reduction of barriers to trade in oilseeds and oilseed products
and all agricultural -products is the only way to expand the markets for our highly
productive agricultural industry. The simple fact is that 96 percent of the world’s
consumers live outside the U.S., and in many developing countries the demand for
food and agricultural products is growing as income and population increase.

BIOTECHNOLOGY REGULATION

More than 50 percent of U.S. soybean acreage was planted with geneticallﬁ modi-
fied varieties in 1999, up from 30 percent in 1998 an(}) 13 percent in 1997. The U.S.
oilseeds industry has been quick to adopt biotechnology because of the benefits it
brings for producers, consumers, and the environment. -

One of tﬁe reasons the United States is the world leader in the development and
commercialization of agricultural biotechnolog}y; products is that we have an effective
and efficient regulatory system that enjoys the trust of consumers. Unfortunately,
this is not the case in many other countries of the world.

For example, the regulatory approval process in the E.U. is slow and unpredict-
able. The problem from our perspective is that political considerations have been al-
lowed to overwhelm sound science in the decisionmaking process. The result is that
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new genetically modified varieties cannot be marketed in the United States without
seriously threatening exports to our top market.

Labeling requirements for foods and food ingredients produced from genetically
modified crops also pose a potential threat to U.S. exports. Currently, countries are
attemdpting to establish labeling requirements for soybean products and corn prod-
ucts derived from genetically modified crops. Uncertainty about the final rules is
adding to the concerns about their possible adverse effects on trade. Some food com-
panies in various countries are already acting on their fears that products labeled
as containing genetically modified organisms will be unacceptable to consumers.
These companies are shifting sourcing to countries that have not approved GM0O
soybeans or avoiding soybeans all together in order to guarantee that ingredients
are GMO-free. U.S. soybeans and products derived from soybeans are in danger of
being transformed from products valued for their high quality and beneficial nutri-
tional characteristics to eroducts to be avoided in the manufacture of food products.

NOPA has encouraged the Administration to make resolution of these problems
one of its highest priorities. If the E.U. approval system does not function in an effi-
cient, timely, and transparent manner, trade problems will be unavoidable. The sys-
tem should operate in such a manner that if there are serious, scientifically valid
concerns about the safety of a new genetically modified crop variety, those concerns
can be addressed before the product is approved.

SANITARY AND PHYTOSANITARY AGREEMENT (SPS)

The SPS Agreement should not be re-opened. The U.S. oilseeds and oilseed pro
ucts industry opposes any efforts to allow for the consideration of non-scientific fac
tors in establishing SPS measures. The commitment to sound science embodied i
the SPS Agreement must be maintained. We also must not allow the SPS Agree-
ment to be undermined by other international agreements, such as the U.S. Bio-
safety Protocol, or negotiations in the WT'Q on Trade and Environment. This is not
only in our industry’s interest it is in the consumer’s interest as well.

The US oilseeds and oilseed products industry opposes any efforts to allow the
consideration of non-scientific factors in establishing SPS measure. WTO rules
should not be preempted by the U.N. Biosafety Protocol or any other international
agreement.

In the short time since its adoption, the SPS Agreement has already been the sub-
ject of several politically charged dispute settlement cases. Many more issues con-
cerning questionable SPS issues have gone unresolved because the parties have not
wanted to invest the time and resources necessary to pursue formal dispute settle-
ment. A more informal process is needed for addressing technical issues, measures
affecting products in which trade is not substantial, or any other situation in which
formal dispute settlement is not warranted. Article 12.2 of the SPS Agreement pro-
vides for such a process. It allows the WTO SPS Committee to serve as an informal
facilitator of disputes between parties over the interpretation and implementation
of the SPS Agreement. During the Triennial Review of the SPS Agreement in 1998,
the United States proposed developing procedures to make the provisions of Article

12.2. operative. We fully support this effort. .
o WTO rules should not be preempted by the U.N, Biosafety Protocol or any other

international agreement. -
o The US should take the lead to encourage other WT'O Members to comply with
the objective of the SPS Agreement to harmonize sanitary and phytosanitary
measures. Encourage greater use of the informal Consultation provision in Arti-
cle 12.2 of the SPS Agreement to resolve disagreements that do not warrant for-

mal dispute settlement.

WTO DISPUTE SETTLEMENT

The implementation requirements of a WTO dispute settlement panel decision
should be addressed. Negotiators should seek to better define the gray areas of this
critical component of the rules on multilateral trading. Several possible changes
~ may allow for the process to be shorter so decisions can be implemented more
promptly. Some examples include:

o Enforce 30-day deadline for panel formation (DSU Article 8.7). Due to various
delays, formation of the panel in the Canada dairy case took 5 months. Time
saved: up to 4 months.

¢ Allow countries to skip formal consultations and proceed directly to the forma-
_tion of a panel. Frequently, countries are certain they will need to proceed to
a panel. In such cases, consultations can be an unnécessary delay. Time saved:

15 to 60 days.
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WTO SAFEGUARDS AGREEMENT

The rights of affected Members to retaliate should be restored so that safeguard
actions are not taken casually. The Uruguay Round changed the Safeguards Agree-
ment with the effect of making it easier for countries to impose import barriers by
restricting the right of affected Members to retaliate before 3 years. As the world's
largest exporter of agricultural and food products the U.S. is the most vulnerable

to the misuse of safeguards agreements.
WTO ANTIDUMPING RULES

The U.S. should address WTO antidumping rules in the 1999 WTO Negotiations.
The methodology used to determine whether dumping has occurred does not accu=
rately reflect the dynamic nature of global agricultural markets.

INTERNATIONAL ASSOCIATION OF SEED CRUSHERS (I1ASC)

Currently I am serving on the Council of the IASC. NOPA has been working with
the IASC for many years in pursuing the LPF. Four members of the IASC, NOPA,
the European Oilseed Crushers” Association (FEDIOL), Associacao Brasilerira Das
Industrias de Oleos Vegetais (ABIOVE), and Camara de la Industria Aceitera de la
Republica Ar%entina (CIARA) have been working together on a Joint Declaration to
pursue liberalizing trade in oilseeds and oilseed products during the WTO negotia-
tions. The four organizations hope to meet again in October in to continue discus-
sions on a unified set of objectives to pursue with our respective governments in
pref)aration for the upcoming WTO negotiations. Our goal is to form an exporting
coalition with a unified message that the major exporting countries will take signifi-
cant steps to level the playing field and that our respective negotiators should work
aggressively together to open up import markets in order to gain access to con-
sumers. It is vital that we reach a WTO agreement, which provides that all coun-
tries eliminate import tariffs and other trade barriers for oilseeds and oilseed prod-
ucts.

Seattle Round Agricultural Committee (SRAC)

In preparation for the November 30, 1999 WTO Ministerial Meeting in Seattle,
the Seattle Round Agricultural Committee (SRAC) was organized to serve as a vehi-
cle for exchanging Koints of view on the negotiations, both within the agricultural
community and with government, and when appropriate, develop common policy po-
sitions, Members of the SRAC include the varied agricultural and food organizations
and companies that will be affected by the outcome of the negotiations.

On April 6, 59 agricultural organizations sent a letter to President Clinton ex-
pressing support of a comprehensive round of multilateral trade negotiations that
should include all goods and service, continue to reform agricultural and food trade
policy, promote global food security through open trade, and increase trade liberal-
ization in agriculture and food. The SRAC recommended three process objectives
that should be included in the negotiations:

o l(llonc]us)ion with a single undertaking that encompasses all sectors (i.e., no early

arvest).

¢ Adoption of the Uruguay Round framework for the 1999 agricultural negotia-

tions to ensure that there are no product or policy exceptions (i.e., no request/

offer approach).
¢ Establishment of a 3-year goal for the conclusion of the negotiations (by Decem-

ber 2002).

On May 11, the SRAC sent a policy statement to President Clinton outlining 14
objectives that should be included in the negotiations. The SRAC 1999 WTO Policy
Statement was approved by 69 agricultural organizations and companies.

On May 25, the SRAC submitted its policy statement to be included as part of
the wri{;ten record in response to the Federal Register (FR Doc. 99-9288) printed
on April 14. ,

On July 12 the SRAC sent a letter to President Clinton outlining concerns that
the Administration supports early and on-going results, or early harvest, in the u{>-
coming WTO negotiations. The SRAC believes such an approach would be extremely
harmful to American agriculture if adopted as the format for the WTO trade discus-
sions. The SRAC supports a single undertaking format for the negotiations wherein
all negotiations concll)ude simultaneously.

Since April, the SRAC has grown to over 85 agricultural organizations. The SRAC
Policy Committee has met with Congressional Committee Staff, Administration offi-
cials from the Department of Agriculture, Office of the U.S. Trade Representative,
and State Department. Issues discussed have included, the SRAC Policy Statement,
single undertaking, biotechnology, dispute settlement and the Administration’s ob-
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jectives for the Seattle Ministerial. Mr. Chairman, on behalf of the SRAC thank you
and your colleagues Senators Fitzgerald, Roberts and Ashcroft for introducing S.Res.
101, the 14 SRAC policy objectives.

AMERICAN OILSEED COALITION (AOC)

I also currently serve as a co-coordinator of the AOC. The AOC, which includes
the American Soybean Association (ASA), the National Cottonseed Products Associa-
tion, the National Sunflower Association, the U.S. Canola Association, and NOPA
strongly supports the global liberalization of trade in oilseeds and oilseed products.

OTHER IMPORTANT ISSUES
CHINA WTO NEGOTIATIONS

With respect to China, it is critical that China accedes to the WT'O with no excep-
tions from the rules and disciplines by which all members abide. The NOPA’s over-
riding objective for the accession negotiations is greater and more equitable access
to the Chinese market for oilseeds and oilseed products.

U.S.-E.U. RELATIONSHIP

To further advance freer and more open global trade in agricultural products, be-
yond the Uruguay Round Agreement on Agriculture, will require the cooperation of
our major trading partners, especially the E.U. The E.U. is the primary user of ex-
port subsidies in today’s global market and, therefore, is likely to oppose the imme-
diate elimination of export subsidies. However, there are other common areas of in-
terest to the U.S. and E.U. including:

e Improving WTO disciplines through changes in Article 12 of the Uruguay
Round Agreement on Agriculture to impose penalties on exporting countries if
they prohibit or restrict exports—this would provide more protection to food-im-
porting developing countries;

o Establishing WTO rules for developing countries to graduate to full WTO obli-
gations using objective economic indicators such as per capita GDP;

o Establishing effective disciplines on the trade-distorting practices of state trad-
ing enterprises and making their operations transparent.

Another key area of common interest to the U.S. and the E.U. is domestic sup-
port. The Uruguay Round Agreement on Agriculture required reductions in coupled
support-support tied to production; established the “blue box” of policies not subject
to reduction including former U.S. deficiency payments and E.U. compensatory pay-
ments to producers of grains and oilseeds; and established “green box” (decoupled
from production) programs exempt from reduction if they met certain criteria that
made them non trade distorting.

We would encourage all countries to move toward green box policies. We believe
that it is very important to refine green box criteria for decoupled support in a way
that they are practical for public policy. Green box criteria will permit countries to
pursue “multi functionality.” This is the concept that domestic programs have more
objectives than supporting farm income, NOPA supports the concept that domestic
farm policies can have a number of objectives as long as they do not distort produc-
tion and trade. Additional disciplines on blue box policies would help transition
countries toward fully decoupled policies. The point is that it is difficult for coun-
tries to make an immediate direct change from coupled to decoupled policies and
they may need a transition period for this transformation. The E.U.’s movement to-
ward adoption of Agenda 2000 and revised payments for grains and oilseeds, which
while not fully decoupled and, therefore, subject to WI'O reductions, are a move-
ment in that direction. It is in the interest of the U.S. and our industry to encourage
the movement toward decoupled policies and we should support language in the
WTO that permits that transition.

The U.S.-E.U. trading relationship is of vital economic importance to both. In agri-
cultura] trade, there have been disputes, and the latest disputes are bananas and
bovine growth hormones. We believe that these disputes spotlight how disruptive
such issues can become when WTO panel decisions have not been respected. Ongo-
ing disputes such as these block progress on other trade issues and make it difficult
for the U.S. and E.U. to work cooperatively to advance global trade liberalization.
There are real opportunities for the U.S. and the E.U. to work together to make
sure that the 1999 WTO Negotiations are successful in expanding global markets
for oilszeds, oilseed products, and other agricultural products.
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— CONCLUSION

As the host of the 1999 World Trade Organization (WTO) Ministerial, the United
States has a tremendous opportunity to influence the agenda for the next round of
WZFO negotiations. As the largest, most dynamic economy in the world the U.S. also
has the most to gain from the next round. Further trade liberalization is needed
to open new market opportunities for the ever-increasing output of U.S. agriculture.
The U.S. must set an ambitious agenda for the negotiations and use its global lead-
ership role to aggressively pursue a comprehensive trade liberalization package.

The ability of U.S. agriculture to gain and maintain a share of global markets de-
pends on many factors, including obtaining strong trade agreements that are prop-
erly enforced, enhancing the administration’s ability to negotiate increased market
access for U.S. agriculture and building in necessary changes to the WTO dispute
settlement process to ensure timely resolution of disputes.

Mr. Chairman, thank you for holding this hearing that concludes my remarks. I
would be pleased to answer any questions. —

a2y

SEATTLE ROUND AGRICULTURE COMMITTEE (SRAC) 600 Matvianp, Ave. SW. Ste. 800. Wasmncrow, DC 20024 A
Paone 202.484.3620. Fax 202.484.3604

- , >
BUILDING BRIDGES FOR
AGRICULTURAL TRADE

SEATTLE ROUND AGRICULTURAL COMMITTEE (SRAC)
1989 WTO POLICY STATEMENT

The U.S. agriculiural and food sector supports the launching of a comprehensive
round of multilateral trade negotiations that includes all goods and services,
continues to reform agricultural and food trade policy, promotes global food security
through open trade, and increases trade liberalization in agriculture and food. Policy
and process objectives should include;

"’ Conclusion with a single undertaking that encompasses ell sectors (i.e., no early
harvest)..

« Adoption of the Uruguay Round framework for the 1999 agricultural negoliations
to ensure that there are no product or policy exceptions.

» Establishment of a three-year goal for the conclusion of the negotiations (by
December 2002).

¢ Efimination of export subsidies and tightening of rules for circumvention of export
subsidies.

* Elimination of nontariff bariers to trade.

* Transitioning countries to provide an increasing portion of total domestic suppont
for agriculture in a decoupled form, as the United States has already done under
the FAIR Act. ’

¢ Commercially meaningful reduction or elimination of tariffs (bound and applied)
and mutual elimination of restrictive tariff barriers on an accelerated basis. In
addition, the administration of tariff-rate quotas (TRQs) must be improved.

- ¢ Elimination of State Trading Enterprises (STEs) or the adoption of disciplines that
ensure operational transparency, the end of discriminatory pricing practices, and
competition for STEs.

* Maintaining sound science and risk assessment as the foundation of sanitary and

phytosanitary measures.

* Ensuring market access for products of biotechnology, with the regulation of these
products based solely on sound science.

* Accelerating resolution of trade disputes and prompt enforcement of panel
decisions.

* Providing food security for importing nations by avoiding sanctions on food
exports combined with a WTO commitment not to restrict or prohibit the export of

agricultural products.
¢ Addressing labor and environment issues in a manner that facilitates rather than

restricts trade.
« Establishing WTO rules for developing countries to graduate to full WTO

obligations using objective economic criteria.
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PREPARED STATEMENT OF JAMES MURPHY

Chairman Grassley, Senator Moynihan, Members of the Subcommittee, thank you
very much for inviting USTR to testify on our agricultural trade agenda at the

————

THE NEW ROUND

In his State of the Union Address this January, President Clinton called for a new
Round of international trade negotiations, geared to the needs of the 21st century
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and the rapid technological advances of the global economy. We expect to launch
this Round at the Ministerial Conference at Seattle, set to begin 2 months from
today. It is a unique opportunity to achieve our own interest in opening new mar-
kets and strengthening guarantees of fairness for America’s farm and ranch fami-
lies, and also to ensure for the world a reliable supply of food at market prices.

Before tumin%o the question of aﬁ'riculture specifically, let me briefly review the
overall agenda, We are pursuing a three-part agenda for a new Round that: (1) fo-
cuses on opening foreign markets for U.S. agriculture, goods and services and en-
sures effective implementation of the rules of the WTO; (2) continues institutional
reform of the WTO to make it more open and accountable to citizens and workers,
promote sustainable development and intefrate the poorer countries into the sys-
tem; and (3) secures achievements at Seattle to mark the launch of the new Round
and give impetus to the new trade agenda. This three-part agenda ensures that all
trading partners can benefit from the Round while ensuring its completion in 3
years. ,

WTO Members are now developing draft decisions for Ministerial approval at Se-
attle on the scope and subject matter for the new Round, time lines that establish
milestones for progress and the organization and conduct of the negotiations (estab-
lishment of negotiating groups oversith responsibility, etc.). The Seattle “launch”
will establish the parameters that wil govern negotiations for the next 3 years. In
January 2000, negotiators return to Geneva for hard bargaining and substantive ne-
gotiations. Ministers likely will meet at the midterm to ensure that the three-year
schedule is kept.

In contrast to the preparatory phase for the Uruguay Round, we already have
agreement on the core subjects for the new round. The Uruguay Round’s “built-in
agenda,” of course, had already scheduled negotiations in agriculture and services
to begin this year. The question before governments preparing for Seattle is what
additional elements to add to the agenda. At U.S. urging, there is a consensus to
launch negotiations that are of a much shorter duration—three years. Given this
timetable, and the big agenda already on the table, the key will be to building a
consensus on remaining issues where agreements can be achieved in this three-year
period. This means that we are looking essentially at a market access oriented nego-
tiation, where there is likely to be a consensus to reduce barriers to trade in indus-
trial goods and to enhance the market access gains by launching negotiations on
trade facilitation. This approach offers the possibility of greater advances in agri-
culture, which as Ambassador Barshefsky has said, is at the heart of our agenda.

We have therefore set ambitious %oals, in areas ranging from tariffs to export sub-
sidies and treatment of biotechnology products. My testimony today will review
these goals; the process by which we have set our objectives; our strategy, in par-
ticular our work internationally, to build consensus on achieving them; and the
timetable by which we plan to bring the work to a successful conclusion. Let me
begin, however, with some brief remarks about the importance of the WTO system

as a whole to American agriculture.
AGRICULTURAL TRADE GOALS

Mr. Chairman, American farmers are the most competitive and technically ad-
vanced in the world, producing far more than we can ever eat. Thus we must have
the ability to export to the 96 percent of humanity that lives beyond our borders.
In fact, with one in three American farm acres now producing for foreign markets,
we must export to remain profitable at home.

These realities are the foundation of our agricultural trade policy. Under Presi-
dent Clinton and Vice President Gore, we have sought to:

—reduce tariffs and other barriers to trade;

—ensure that sanitary and phytosanitary standards are based on science;

—promote fair trade by reducing foreign export subsidies and trade-distorting do-
mestic supports;

—ensure greater transparency and fairness in state trading; and

—help guarantee that farmers and ranchers can use safe modern technologies, in

particular biotechnology, without fear of trade discrimination.
- URUGUAY ROUND ACHIEVEMENTS -

We have pursued these goals in negotiations with all of our major bilateral trad-
ing partners in a wide range of commodities, and in the regional initiatives we have
opened in the Western Hemisphere, Asia, Europe and Africa. At the heart of our
work, however, is construction of a world trading system that opens markets for
farmers and ranchers; reduces unfair trade practices; ensures that our trading part-
ners do not use unscientific sanitary and phytosanitary measures to block American
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ggods, while ensuring that consumers in the United States and around the world
ve the highest possible standards of food safety; and gives us strong and credible
means of gettling disputes.

The comJ)letion of Uruguay Round in 1994 marked the first major step toward
such a trading system. Under the Uruguay Round’s Agreements on Agricuﬁure and
the Application of Sanitary and Phytosanitary Measures (SPS), we lowered tariffs
and are on track to eliminate most quantitative restrictions. We reduced trade-dis-
torting subsidies. We ensured that all WTO members—110 at the time, 134 today—
would use science-based sanitary and phytosanitary measures to protect human,
animal and plant health rather than to bar imports, And we created a strong dis-
pute settlement system, which we have now used thirteen times in the past four
years to enforce the Agriculture and SPS Agreements, on issues from fruit sales to
Japan, to pork in the Philippines, dairy in Canada, and of course the still unre-
solved banana and beef cases with the European Union,

The Uruguay Round has done a great deal to create a foundation of commitments
to open markets, fair trade, respect for science and an enforceable rule of law. But

while this is a very strong beginning, we are very far from done.
DOMESTIC CONSULTATIONS

In the next decade, we can and should go well beyond the achievements of the
1990’s in agl%'ressive reform of agricultural trade. An ambitious agricultural agenda
in the next Round can make trade more open for our farmers and ranchers; encour-
age the most advanced and environmentally friendly agricultural technologies; and

timatelg to increase the world’s food security.

Over the past 18 months, we have pursued a methodical strategy which has
moved us, step by step, toward this goal. This began with our successful effort at
the most recent WI'O Ministerial, in May 1998, to renew the formal commitment
b{ WTO members on agricultural negotiations, to begin in 1999 and ensure that im-
plementation of existing agreements would receive priority attention, and that there
would be no question about reopening the commitment to negotiate on agriculture
beginning in 1999.

We then opened a long series of consultations with Congress, agricultural pro-
ducer and commodity groups and others interested in the Round to seek advice on
the goals and priorities we should set. This included publishing notices in the Fed-
eral Register seeking public comment on agricultural and other policy goals in the
Round, and hearings on the overall WTO agenda through the Trade Policy Staff
Committee in Atlanta, Dallas, Los Angeles and Chicago, as well as Washington DC.

We also held a series of Listening Sessions with the Department of Agriculture
focusing specifically on agriculture this June and July. In these sessions, senior
USTR officials and agricultural negotiators visited Indianapolis, Indiana; Des
Moines, Iowa; Winter Haven, Florida; St. Paul, Minnesota; Memphis, Tennessee;
Austin, Texas; Sacramento, California; Richland, Washington; Kearney, Nebraska;
Newark, Delaware; Burlington, Vermont; and Bozeman, Montana to hear directly
from farmers, ranchers and others on the specific issues and commodities they felt

should be our top negotiating priorities.
U.S. GOALS FOR THE NEW ROUND

Having completed these sessions, we then developed a set of specific ’%roposals
which together form an ambitious and achievable agenda for the Round. They will
address the major concerns raised in our consultations, including worldwide tariff
disparities; reform of Europe’s Common Agricultural Policy, which is the world’s
largest single distortion of agricultural trade; the reduction in market transparency
and competition created by state trading monopolies; and ensuring fair treatment

for trade in biotechnology. )
We tabled these proposals in August at the WTO in Geneva, proposing that the

Round: ,
—Completely eliminate, and prohibit for the future, all remaining export sub-

sidies as defined in the Agreement on Agriculture.

—Substantially reduce trade-distorting supports and strengthen rules that ensure
all production-related support is subject to discipline, while preserving criteria-based
“green box” policies that support agriculture while minimizing distortion to trade;

—Lower tariff rates and bind them, including but not limited to zero/zero initia-
tives; B

—Improve administration of tariff-rate-quotas;

—Strengthen disciplines on the operation of state trading enterprises;

—Improve market access through a variety of means to the benefit of least-devel-

oped Members by all other WT'O Members; and
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—Address disciplines to ensure trade in agricultural biotechnology products is
based on transparent, predictable and timely processes.

As the Subcommittee may be aware, we have requested a number of studies from
the U.S. International Trade Commission on the barriers that confront U.S. agri-
culture around the globe. In addition, agriculture is included in the request made
to the ITC for advice on market access negotiations. Normally, this advice (which
is required by statute) would be requested once negotiations are launched. We deter-
mined that in order to be ready, we should have the advice in hand immediately

as negotiations are launched.
BUILDING INTERNATIONAL CONSENSUS

At the same time, we are working to_build international consensus on our goals
and a rapid timetable for achieving them. This process includes several different ele-
ments: developing consensus on an overall agenda for the Round which maximizes
the potential for success for the launch of new negotiations and for achievements
in agriculture; creating the broadest possible coalitions in support of our specific
goals in agriculture, and for the 3-year timetable which will ensure meaningtul re-
sults in a reasonable period of time; and setting concrete precedents for our goals
in the Round through our regional trade initiatives and negotiations on new acces-

sions to the WTO.

1. Maximizing the Potential for Success

As I mentioned earlier, we need to have a consensus on an overall agenda that
meets the interests of all our trading partners. We have an excellent basis upon
which to build that consensus with the built-in agenda negotiations and the addition
of achievable goals in a 3-year round, and the emerging consensus to broaden the
agenda further to include industrial market access questions and other matters re-
lated to access. Our goal is to move the market access negotiations for agriculture,
non-agricultural items, and services forward as one package and conclude those ne-
gotiations at the same time. This will allow us to maximize our leverage to ensure
that the WTO’s negotiating agenda enables us to meet our cbjectives for aggressive
reform of agricultural trade.

As one example, we won agreement from the APEC-economies for tiae completion
of an Accelerated Tariff Liberalization program at the WTO in sectors important to
both developed and developing countries. This would be undertaken on a provisional
basis with full and final binding as part of the conclusion of the single market ac-
cess package, and is thus structured-in such a way as to increase WT'O members’
stake in conclusion of the Round.

We do not believe, as some have argued, that the agenda needs to revisit and re-
open each and every agreement negotiated in the Uruguay Round, or focus on mat-
ters that are not yet ripe for negotiation. That would be a recipe for delay, which
is unacceptable to the United States and many of our partners.

2. Developing Consensus on Goals and Timetable

At the same time, we have worked to build the largest possible degree of con-
sensus on the 3-year timetable and our goals in agriculture. We started early in the
WTO's preparatory process—focusing on the substantive problems with implementa-
tion and our goals for further reform. We called for building upon the basic struc-
ture of the Uruguay Round disciplines on agriculture—market access, domestic sup-
ports and export subsidies——antr our trading partners seem to accept this funda-
mental approach for the new negotiations.

Most importantly, working with our partners, we built the consensus for a three-
year negotiation, Second, we have sought a negotiating plan with benchmarks to en-
sure that we will come away from Seattle with time lines that establish milestones
for progress and the organization and conduct of the negotiations. It is noteworthy
that last month, Ministers from the Cairns Group indicated it will be pushing “for
clear and detailed decisions in Seattle to ensure agriculture negotiations begin on
time, conclude before 2003, and have an explicit negotiating time table to deliver
required outcomes.” Even the European Commission has called for tabling of de-
tailed negotiating proposals in all areas of the new Round by June 2000.

We want to work closely with you and our private sector to determine the best
way to mold the various measures affecting agricultural trade into the detailed ne-
gotiating plans that will be needed next year. The advice from the International
Trade Commission will be useful to help us test possible approaches and build con-
sensus for new initiatives. For example, we have already been approached about
sectoral initiatives in some areas and other approaches. We have an ambitious time
table in mind and we need to continue to work together expeditiously to refine the

elements of our negotiating plans to meet these objectives.

62-573 - 00 - 3
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In addition to our work at the WTO~in Geneva, we have used the opportunities
created by our regional trade initiatives and major international meetings (e.g. the
US-Africa Ministerial in Washington this March; the NAFTA Ministerial in Ottawa
in April; Free Trade Area of the Americas conferences; the US-EU Summit this
spring; the Quad meeting in Tokyo; the OECD Ministerial; Cairns Group meetings;
and most recently the APEC meeting in New Zealand in September) to build sup-
plor(ti, for our goals in market access, subsidies and biotechnology. Some examples in-
clude:

o Asia-Pacific—At the APEC Ministerial last month, we won a commitiment by all
23 APEC Trade Ministers, including those of Japan, Canada, Mexico, the
ASEAN states, South Korea and others, to a 3-year timetable for the Round;
to an agenda which considers tariff and non-tariff measures and takes a joint
stand for the “abolition of agricultural export subsidies,” and to promote “trans-
parent and science-based approaches to the introduction and use of bio-
technology products.”

o Africa—This March, we hosted an historic US-Africa Ministerial, at which we
found common ground with many African trading partners on agricultural mar-
ket access issues. Likewise, we have support from a number of African countries
on elimination of export subsidies—which are especially damaging to developing
country farmers.

o Europe—Clearly, many of our most difficult negotiating challenges in agri-
culture will be with the European Union. However, we are working to develop
consensus in as many areas as possible. For example, at the US-EU Summit
this spring we confirmed our agreement on a 3-year timetable for the Round,
and under the Transatlantic Economic Partnership discussions opened a pilot
project to enhance transparency and access to regulatory procedures, under
which we will strive to agree on common data requirements for the acceptance
of biotechnology products.

o Western Hemisphere—we are working toward commitment from every Western
Hemisphere nation participating in the FTAA talks (all, with the exception of
Cuba) to work for elimination of export subsidies globally, and have developed

wide support for this goal.

3. WTO Accessions

Finally, thirty-one economies are now applying for accession to the WTO. In each
of these we are requiring full compliance with the provisions of the Agreement on
Agriculture as well as significant market-opening measures, immediate acceptance
of the Sanitary and Phytosanitary Agreement, and improved transparency in any
existing state trading arrangements. —

Specifically, in the past year we have brought Kyrgyzstan and Latvia into the
WTO: completed negotiations with Estonia, with accession pending its Parliament
ratification of the accession agreements; completed bilateral negotiations with Tai-
wan, Georgia and Albania; and made significant progress with Armenia, China, Cro-
atia, Jordan, Lithuania, Moldova and Oman.

In the case of China, which is of course the largest prospective new-economy in
the WTO, while some services and rules issues remain for discussion, agricultural
negotiations are complete and include a very strong set of commitments in market
access, renunciation of export subsidies, tariff-rate quotas and other issues. These
negotiations resumed at the direction of Presidents Clinton and Jiang at the APEC

Leaders Meeting last month.
CONCLUSION

In summary, Mr. Chairman, over the past year, we have developed a set of negoti-
ating objectives which reflect the advice and priorities we have received from Con-
gress and American agricultural producers; set precedents on our objectives in our
accession negotiations; and begun to build the international coalitions that will real-
ize our goals in the Round. T

Much work remains ahead. We hope to consult closely with the Subcommittee as
we prepare for the launch of the Round at the Ministerial, and then as the negotia- -
tions begin. We look forward to a continued close working relationship, and to re-
sults which lead to a fairer, more open trading world for America’s farm and ranch
families.

Thank you.
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PREPARED STATEMENT OF JANET A. NUZUM

Mr. Chairman, Members of the Committee, I appreciate the invitation to appear
before you today to present the views of the International Dairy Foods Association
on agricultural negotiating obi'ectives for the upcoming round of trade negotiations
in the World Trade Organization(WTQ). These negotiations are of great importance
to the U.S. dairy industry and we welcome the Subcommittee's attention. to the crit-
ical role of the United States in these global talks.

The International Dairy Foods Association (IDFA) is an industry trade association
rerresenting the interests of dairy grocessors and manufacturers whose products are
sold in U.S. and foreign markets. IDFA members’ products account for 86% of the
dairy products consumed in the U.S. market, valued at $76 billion retail. Products
include a variety of commodities and value-added products, including beverage milk,
cream, yogurt, dairy-based dips, cheese, and ice cream and frozen novelties. As an
umbrella organization, IDFA also has three constituent associations that focus on
the interests of specific segments of the dairy industry: the Milk Industry Founda-
tion; the National Cheese Institute; and the International Ice Cream Association.
IDFA member companies, which total nearly 600, range from single plant oper-
ations of family-run businesses to publicly traded corporations with facilities across
the United States and abroad.

As Vice President for International and Government Affairs and General Counsel
of IDFA, I manage the associations’ international affairs, including international
trade poiicy. Prior to joining IDFA, I served as Commissioner and %ice Chairman
of the U.S. International Trade Commission. During the launch and early years of
the Uruguay Round of GATT negotiations, I worked on the professional staff of the
Committee on Ways and Means of the U.S. House of Representatives and served
as a congressional advisor to U.S. trade negotiators. I currently serve as a private
sector advisor on trade matters as a member of the Agricultural Policy Agvisory

Committee.
OVERVIEW AND GENERAL COMMENTS

IDFA strongly supports the launch of a broad-based round of trade negotiations
that will further discipline trade-distortinsg practices and open foreign markets for
dairy and other agricultural products. U.S, trade in dairy products is modest com-
pared with trade in other agricultural products, but steadily growing. Although the
domestic market continues to be the largest market for our products, our industry
members recognize that long-term opportunities for growth of dairy product sales
are largely abroad. For this reason, there is broad support in the U.S. dairy indus-
try, among both producers and processors, for the upcoming round of multilateral
trade negotiations.

The last round of multilateral trade negotiations, the Uruguay Round, made im-

ortant advances—particularly in agricultural trading rules—but much remains to
Ee done to achieve truly open markets in all countries and sectors. With the founda-
tion of the Uruguay Round Agreements in place, this next round presents an impor-
tant opportunity for further strengthening the multilateral tradinF system and mak-
ing substantial advances towards truly open markets and equitable trading rules for
agricultural products.

Meaningful results, however, will require strong leadership from the United
States. It is very clear from recent actions—or, more accurately, non-actions—by the
European Union (EU) on the Agenda 2000 reforms that there will be great resist-
ance to continued progress in agricultural trade liberalization. The EU is not alone
in this negative attitude; Japan also appears to be unwilling to engage in true re-
form. These forces of protectionism, however, should not be allowed to stymie the
opportunities presented by a new trade round. Many other covntries are looking to
the United States, both as economic superpower and as host of the upcoming Min-
isterial, to provide the bold, effective leadership that will carry this next round for-
ward successfully. We must not be timid or equivocal in our call for open markets
and nondiscriminatory rules of trade.

U.S. agricultural producers and processors have much more to gain than we have
to lose from ambitious goals and results. The U.S. dairy industry’s opportunities in
world dairy markets are distorted and hampered by foreiﬁn subsidies, extraor-
dinarily high tariffs, unrealistic licensing restrictions and other technical barriers.
In particular, IDFA supports the following priority objectives for the agricultural ne-
gotiations:

e Elimination and prohibition of all export subsidies

e Elimination and prohibition of all trade-distorting domestic subsidies i

o Commercially meaningful reduction of tariffs with tariff elimination as the ulti-

mate objective
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o Administration of tariff and tariff-rate quota regimes in a manner which is sim-
ler and more commercially meaningful

- - o -Strengthened rules to prohibit nontariff barriers to trade and ensure market ac-

cess
PRIVATE SECTOR PREPARATIONS FOR THE NEW ROUND AND THE SEATTLE MINISTERIAL

Over the past six months, the U.S, private sector has been gearing up for the
launch of new trade negotiations in Seattle. In addition to focusing specigcally on
the dairy industry’s objectives for the new round of trade negotiations, IDFA has
been actively supporting several coalition efforts to build common positions among
affected U.S, interests.

The Seattle Round Agricultural Committee (SRAC) is a coalition of organizations
in the U.S. agricultural community working to ensure a successful WTO Ministerial
in Seattle. Initially brought together to share information about the logistics of the
meeting in Seattle, the coalition members set themselves to the difficult task of de-
veloping negotiating objectives on both S)rocess and policy issues which could be
broadly supported in the U.S. agricultural community. This effort was successful in
identitying 14 objectives which are endorsed by approximately 80 agricultural orga-
nizations. SRAC is also planning program events that will take place in Seattle to
broa((ilen public understanding of the issues affecting U.S. agriculture in this next
round.

The U.S. Alliance for Trade Expansion (nick-named “US-Trade”) is a broad-based
coalition of U.S. agriculture, consumer, manufacturing, retailing and service -organi-
zations promoting the benefits of the WTO and a rules-based trading system. US-
Trade was formed earlier this year to build public awareness of the benefits of inter-
national trade and a rules-based multilateral trading system. Its agenda includes
Congressional outreach, public events and communications efforts around the
United States, as well as outreach to the international community. More than 220
organizations are currently members of US-Trade.

In addition to the broad coalitions, IDFA has actively worked in concert with
other U.S. dairy organizations to develop, as much as possible, common views with-
in the dairy sector on the priorities and objectives for the next round. A common
position paper endorsed by five U.S. dairy organizations was submitted to the Ad-
ministration in July of this year. Most priorities are endorséd equally by dairy pro-
ducers and processors alike, Our greatest foes are dairy industries in foreign coun-
tries which benefit from, and seek perpetuation of, subsidies and trade barriers.

THE NEGOTIATING PROCESS: DURATION, SCOPE, STRUCTURE OF THE NEGOTIATIONS

Duration. Strong international support appears to exist for a 3-year deadline for
the upcoming round of negotiations. IDFA supports this timetable, which we believe
is both necessary and achievable. A 3-year deadline is necessary to generate and
sustain strong support from the private sector. Businesses cannot be expected to set
a high priority on a slow negotiating process ending 6 or 8, or possibly more, years
from now. A long, drawn out negotiating process will not generate the commitment
a}rlxld enthusiasm from the private sector that is needed for successful U.S. leader-
ship.

Furthermore, a 3-year deadline is achievable because the framework for further
negotiations has already been established in the Uruguay Round Agreements. Some
skeptics say that agricultural discussions are always politically difficult and likely
to drag on and languish to the eleventh hour. However, in this case, we are starting
with a strong framework already in place, and preparatory steps are being taken
in advance of the launch of negotiations. Furthermore, the expiration of the “peace
clause” (scheduled to expire at the beginning of 2004 under current WTO rules)
should provide further incentive for concluding the agricultural discussions by 2003.

Scope. IDFA strongly supports the upcoming round to be a broad-based negotia-
tion including the built-in agenda (agriculture and services), industrial or non-agri-
cultural market access, plus any other subject which offers the likelihood of pro-
ducing agreement within the 3-year negotiating period. Within the scope of agricul-
tural negotiations, we support comprehensive coverage of all commodities and sec-
tors, and all countries. There should be no exceptions from coverage, rules or dis-
ciplines. With respect to issues beyond agriculture, services, and mdustna! market
access, sectors outside of agriculture, we welcome discussions on any subject that
moves multilateral rules and disciplines towards Oﬁen markets, provided that the
subject offers realistic prospects for consensus within the 3-year period. Subjects
that are not yet ripe for serivus international negotiations within this timeframe
should not be added to the agenda, as they will geopardize our ability to achieve suc-
cess. The challenge, of course, is being able to identify the ideal mix of subjects that
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will provide a balance of vested interests and provide the necessary critical mass
for a strong package of results.

Structure. As do most members of the U.S. food and agricultural community,
IDFA supports a negotiating process which concludes with a single undertaking, not
ad hoc or sector-by-sector agreements. This is extremely important for meaningful
results in the agricultural area, as WTO members with very high agricultural sup-
port and protection (such as the European Union) will likely need to obtain conces-
sions in other (non-agricultural) areas to balance the concessions they must make
in agricultural reform. Segregating issues or finalizing agreement on certain issues
ahead of others would lose the leverage and balance we will need for a successful
comprehensive result. Moreover, if we commit to a reasonably short period of nego-
tiation, such as 3 years, then no one sector or subject would need to wait an unrea-
sonable period of time for implementation through a single undertakirng.

EXPORT SUBSIDIES MUST BE ELIMINATED AND PROHIBITED

Elimination and prohibition of ell agricultural export subsidies is our single high-
est priority for this next negotiating round. Export subsidies artificially distort
world market prices and rob market share away from more efficient producers. This
is particularly true in the dairy sector, where the extensive export subsidies of the
European Union have enabled its dairy products to capture over 40% of world dairy
trade. Without export subsidies, world market dairy prices would be higher and
more efficient dairy producers, including the U.S. dairy industry, would enjoy a
higher share of international markets.

Although the WTO Agriculture Agreement provides important new limits on agri-
cultural export subsidies, the permissiveness of export subsidies in the agricultural
sector—as opposed to the prohibition on export subsidies in the non-agricultural

. area—is no longer justified. Export subsidies for any product, agricultural or non-
agricultural, should be prohibited. We strongly urge the adoption of WTO rules to
eliminate all export subsidies within 5 years of the Uruguay Round commitments.
After that, there should be no differentiation between rules on agricultural export
subsidies and non-agricultural export subsidies.

Moreover, it is important that the next schedule for elimination of export sub-
sidies be rigorous, providing for continuous, progressive reductions. Therefore, we
propose elimination of the current rules which authorize carryforward, swing, or
rollover of unused export subsidies from one year to the next. These rules allow
countries such as the European Union to perpetuate and even increase export sub-
sidies through creative management schemes. We need to ensure that all WTO
countries are consistently reducing export subsidies over time.

TRADE-DISTORTING DOMESTIC SUPPORTS SHOULD BE CONTINUALLY REDUCED AND
ELIMINATED

With respect to the agricultural rules on domestic support, IDFA supports contin-
ued reduction and eventual elimination of all trade-distorting domestic supports, in-
cluding elimination of the “blue box..” Domestic support policies which artificially
stimulate or restrict production, or ensure inefficient production, can have signifi-
cant effects on international market conditions. Without equally strong WTO rules
on domestic support as on export subsidies, some of our foreign competitors would
likely just shift their policy instruments ana continue to impose distortions on world
market conditions. With elimination of the U.S. dairy price support program already
part of U.S. law, the U.S. dairy industry only stands to gain from further reductions
and disciplines on foreign support programs.

Moreover, with respect to the existing “peace clause,” that insulates certain sub-
sidy programs from countermeasures, we support its scheduled expiration at-the end

of 2003 and non-renewal. -
SUBSTANTIAL MARKET-OPENING COMMITMENTS MUST BE ACHIEVED

Elimination of trade-distorting practices such as subsidies affects competition for
sales, but does not open specific markets which are protected by tariff or non-tariff
barriers. Consequently, we must also achieve substantial new commitments on mar-
ket access.

Of particular concern in the dairy sector are the extremely high tariffs in certain
countries—which are in some cases a consequence of the tariffication of import
quotas at the conclusion of the Uruguay Round. Greater harmonization and reduc-
tion of these high tariffs are necessary at an early stage, in order to close the huge
gaps among different countries’ levels of protection. However, achieving a fair and
commercially meaningful result will require a multi-faceted approach.
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IDFA supports a formula approach for the tariff negotiations, rather than a re-
quest-and-offer approach which enables high peaks in protection to be traded off the
negotiating table. We do not recommend, however, a simple, uniform percentage cut
for all products and all countries. For example, reducing a 200% tariff in half to-
100% is not the same as reducing a 10% tariff in half to 5%. The first example may
cut the tariff in half, but does not provide any meaningful access in economic terms.
Complete tariff elimination on all products for all countries, of course, would solve
this problem. For this reason, IDFA supports the eventual elimination of all tariffs.

Recognizing that there are different ways to work towards eventual elimination
of all tariffs (including elimination of tariff-rate quotas), several approaches are wor-
thy of support in the agricultural tariff negotiations. .

First, we urge the immediate elimination of all in-quota or lower-tier tariffs on
products subject to tariff-rate quotas. This should be easy to achieve, as after.all,
the true means of border protection for prodiicts subject to tariff-rate quotas is
through the over-quota tariff.

Second, we urge substantial, rapid reduction of high tariffs (including over-quota
tariffs) towards a more harmonized ievel, to be followed by progressive reduction
aimed at eventual elimination of all tariffs. We suggest that these tariff reductions
be implemented by means of a harmonizing formula cut (i.e., higher tariff rates
would be required to be cut at faster rates than lower tariff rates), rather than a
simple formula that applies the same percentage cut across the board. A more com-
plex (harmonizing) formula approach would be fairer to those countries whose mar-
kets are already less protected, and reduce the degree of inequities and gaps in cur-
rent regimes.

Third, we urge the elimination of special safeguard duties, which are unduly com-
plicated and only provide additional layers of protection.

Fourth, we urge the simplification of tariffs and tariff-rate quotas by converting
all specific tariff rates and combination tariff rates to straight ad valorem rates.
Dairy tariffs consist of a wide array of both specific (i.e., a certain number of cents
or dollars per unit volume) and ad valorem (i.e., a certain percentage of the import
value) rates with many products consisting of a combination of both at the same
time. This complexity decreases transparency and makes it particularly difficult for
businesses to assess the true size and economic value of the tariff barrier. Mar-
keting and commercial decisions become unnecessarily complicated. Both trans-
parency and access would be improved by tariff simplification.

Finally, we urge the promulgation of stricter obligations to administer tariff-rate
quotas (while they continue to exist), in a manner that actually provides effective

—and commercially realistic market access. This means the elimination of burden-
some or commercially unmeaningful requirements, such as some of the EU rules on
import licensing procedures for in-quota shipments.

MARKET ACCESS MUST NOT BE UNDERMINED BY NON-TARIFF BARRIERS

Market access does not mean only tariff barriers. Nontariff barriers to trade must
also be eliminated. Reducing or eliminating tariffs will be of little value if non-tariff
barriers impede meaningful opportunities to sell in foreign markets. Of particular
concern is the increasing use of labeling requirements and sanitary regulations to
impose restrictions which are not related to legitimate health and safety concerns.
The basic principles of the WTO Agreement on Sanitary and Phytosanitary Meas-
ures which insist on sound science and risk assessment should be effectively upheld
and enforced. Burdensome and unjustified labeling requirements or other technical
barriers, whether aimed at genetically modified organisms or country-of-origin at-
tributes, must be prohibited. Technical barriers to trade threaten to be increasingly
used as tools of protectionism as tariff barriers move towards elimination. We must
ensure that WTO rules and enforcement mechanisms do not allow the instruments
of protectionism simply to shift from one form to another.

INCREASED TRANSPARENCY AND DISCIPLINES ON STATE TRADING ENTERPRISES SHOULD
- - BE PURSUED

On the subject of state trading enterprises (STE), the dairy industry supports
strengthened disciplines in the WTO, including transparency rules, to ensure that
import STE’s do not inhibit market access and that export STE’s do-not engage in
trade-distorting practices. With deregulation of state sanctioned single-desk monopo-
lies in the dairy industry occurring in some important dairy-producing countries, the
STE issue is important but perhaps less pressing than some of the other priorities

for the dairy industry.
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DOMESTIC DAIRY POLICY REFORMS

Finally, we wish to emphasize the need to tread carefully on any domestic agricul-
tural policy reforms during this time. Some of our trading partners—particularly the
European Union—have little interest in further opening agricultural markets as
part of this next round of trade talks. Moves on the part of the U.S. Congress to
reverse recently-announced reforms in milk marketing orders or to increase domes-
tic milk prices are likely to be cited as hypocritical actions by the United States,
inconsistent with the direction we are urging upon other countries. We should not
give these foreign countries any more ammunition or excuse for shooting down am-

itious reforms in the agricultural negotiations. IDFA urges Senators not to support
counterproductive legislative proposals on the eve of launching such important

international negotiations.
CONCLUSION

IDFA commends this Committee for its continuing interest in trade policy and-in
expanding opportunities for U.S. exports. We appreciate your interest in our views,
and ensuring that our views are taken into account by the Administration as well.
If the United States is to be successful in achieving substantial benefits in this next
round of trade negotiations, there must be a strong consensus—bipartisan, bi-
cameral, and across the executive and legislative branches—as to what our principal
objectives are. A strong signal of sugport would, of course, be reflected in renewal
of “fast track” trade negotiating authority. Absent such legislative action, a public
process of identifying broad support for common objectives would enhance U.S.
credibility at the negotiating table. We believe such unity is both possible and nec-
essary.

The success of the next round of WTO negotiations, especially on agriculture, de-
pends on strong U.S. leadership. The world trading community must believe that
the United States is seriously and strongly committed to a multilateral trading re-
gime that is comprehensive, effective, and market-oriented.

Thank you for the opportunity to appear before you today.

PREPARED STATEMENT OF AUGUST SCHUMACHER, JR.

Mr. Chairman, members of the Committee, I am pleased to appear before the
Subcommittee with Ambassador Scher and Under Secretary Aaron to discuss the
new round of multilateral trade negotiations on agriculture under the World Trade
Organization (WTO).

Importance of Trade to U.S. Agriculture:

These are very difficult times for our farmers and ranchers. Nearly four straight
year of record production worldwide, which has not happened since World War II;
financial problems in Asia, Russia and elsewhere contributed to depressed com-
“modity prices. In some cases, prices have fallen to 30-year lows. The anguish and
doubt among farmers in the United States is as great as I have seen during my
time as Under Secretary. I know each of you faces similar problems with your own
farmers and.-ranchers. ‘ :

The key lesson from the last four years is the critical significance of trade to our
farm economy. Although boosting exports will not happen overnight and we cannot
export our way out of today’s crisis, we must look to overseas markets for the long
term. Agriculture is already more reliant on exports than other sectors of the econ-
omy as a whole. This reliance is projected to grow.

Accordingly, we need an open and fair trading system and reliable markets. Do
not take my word for it, look at the facts. The true test came in late 1997 and 1998
when 40 percent of the economies in the rest of the world stumbled badly. We are
not out of the woods yet, but we are seeing positive signs in Japan, South Korea,
and Southeast Asia. As a result, the Department of Agriculture (USDA) is fore-
casting a slight increase in U.S. agricultural exports in fiscal year 2000—to $50 bil-
lion. Although priceés and export value are lower than the past few years, volume
level have increased significantly during that same time—by at least 12 percent—
and are forecast to increase by half that amount in fiscal year 2000.

U.S. Goals for Agriculture:

In his last State of the Union address, President Clinton called on all the nations
of the world to tear down barriers, open markets, and expand trade; he said “we
must ensure that ordinary citizens in all countries actually benefit from trade.”
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Nowhere is this more important than in agriculture. That is why the United
States has developed a bold agricultural agenda for the next round of WTO negotia-
tions that includes:

e The elimination of export subsidies, which make for unfair trading practices

and depress world commodity prices;

e Further reduction of worldwide tariffs, which average about 50 percent on agri-
cultural goods in other parts of the world as compared to about 8 percent in
the United States;

¢ The expansion of market access under tariff-rate quotas (TRQs);

* Developing disciplines on State Trading Enterprises (STEs) so that their oper-
ations do not distort trade;

o The facilitation of trade in groducts of biotechnology; and

¢ Opposing the opening of the Sanitary and Phytosanitary (SPS) Agreement to
ensure the continued effectiveness of the rules governing SPS measures, so that
regulations are based on scientific data and analysis and nations cannot mask
protectionism behind un-validated, secretive studies.

Since we first outlined these goals, we at USDA have_sought advice and ideas
from all segments of our agricultural industry through 12 listening sessions as we
develop our U.S. agricultural trade policﬁ goals for the next round. During those ses-
sions more than 400 farmers and ranchers submitted testimony, and about 2,000

——citizens attended. We came away from those meetings with a strong sense of com-

mitment from the U.S. agricultural community to move forward toward a more open
and fair trading environment.

USTR and USDA continue to work through the Agricultural Policy Advisory Com-
mittee and the five Agricultural Technical Advisory Committees for Trade to gather
advice on the U.S. negotiating strategy. We will continue to meet in Washington,
DC with all six committees leading into the Seattle ministerial in November. I am
pleased to report that we are engaged in a full interagency effort—Commerce, State,
Labor, Treasury, and other cabinet agencies are well steeped in the efforts to pursue
America’s agricultural agenda.

As we plan our negotiating strategy, we also are consulting with other countries.
In August, the Secretary traveled to Argentina to attend the Cairns Group meetings
in Buenos Aires. Earlier this week, the Secretary and others from USDA met with
the agricultural ministers of Canada, the. European Union (EU), Australia, and
Japan as part of the Quint Group in Montreal, Canada, to exchange ideas and their
perspectives on the next round. While we have many allies in our quest for freer
and fairer world agricultural trade, there is, of course, considerable opposition.
There are powerful vcices who see agricultural trade not as a win-win situation, but
as a zero-sum game where the exporter wins and the importer loses.

Both the U.S. and Chinese economies will benefit if the most populous country
in the world participates in the new round. China’s accession to the WT'O would
hasten its integration into the world economy and complement our efforts to main-
tain stability in the Pacific by linking China’s economy more closely with the rest
of the world’s.

A sound agreement with China will open Chinese agricultural markets to U.S. ex-
porters, strengthen the world trade system, and give U.S. farmers and other agricul-
tural interests stronger protection against unfair trade practices and import surges.

-The principles of the WTI'O—transparency, fair trade practices, peaceful settlement

of disputes, the rule of law—are those we hope to advance in China and worldwide.

Our trade relationship with the EU illustrates the need for the agricultural re-
forms that I mentioned before. Earlier this year, in its Agenda 2000 proposal, the
EU retreated from fundamental reform of its domestic agricultural policies. These
policies have invariably led to the continued use of export subsidies and domestic
support programs that distort world prices and agricultural trade. Other countries
have also called on the EU to restructure its farm policies—in particular to elimi-
nate EU export subsidies. The Cairns Group has joined us in calling for the elimi-
nation of export subsidies.

The EU has yet to comply with WTO rulings on lifting the ban on imports of U.S.
beef from hormone-treated cattle and on its banana import regime. It is important
for the integrity of the system that all WTO members, including the EU, honor their
international obligations. -

In biotechnology, the EU’s slow pace, indecision, and failure to develop a con-
sistent, science-based approval process have disrupted trade and threaten to con-
strain innovation in one of the most promising new technologies for ensuring future

' global food security. Under the rule-based system of the relevant WTO agreements,

countries must base their policies on science. To do otherwise will lead to trade
chaos and thwart progress for agricultural issues in the next round.
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Conclusion:

Mr. Chairman, everyone in this room knows the importance of trade to U.S. agri-
culture. In the recent past, we've been sobered by a global financial crisis that has
devastated many of the emer&gﬁ Asian economies, as well as impacted Japan, and
softened demand in Russia. ile we are seeing some strengthening in the Asian
economies, we continue to face global oversupply of many commodities that has sent
prices plunging to their lowest levels in years, We have learned that our farmers
cannot rely entirely on trade as their only safety net, but we must continue our ef-
forts to reform world agricultural trade so the have new, more open markets and
a level playing field.

As President Clinton said earlier this year in Chicago:

“We ought to continue to expand trade. We ought to enforce our agreements more
vigorously. But I do not believe that a country with 4.5 percent of the world’s people
can maintain its standard of living if we don’t have more customers.” B

To realize the potential of the global marketplace, we have a lot of work ahead
of us. We must construct a world trading system where everg Producer gets a fair
shake and where all products, goods and services are traded freely across oceans
and continents.

In the next round of WTO negotiations agricultural trade will be the focal point,
and we will be working hard to help American agriculture maintain and expand our
export markets overseas.

r. Chairman, that concludes my statement. I would be happy to answer any

questions the committee may have.

PREPARED STATEMENT OF LYN WITHEY

Mr. Chairman, Members of the Committee:
I am Lyn Withe , Vice President for Public Affairs of International Paper Com-

pany, and I am pleased to be here today representing the American Forest and
Paper Association. I also Chair the Industry Sector Advisory Committee (ISAC) on
Wood Products.

The U. 8. forest products industry accounts for $230 billion in annual sales and
employs 1.5 million American workers. The U.S. forest products industry is one of
the toi) ten manufacturing employers in 46 states. Wood and paper products are es-
sential elements of our way of life and are derived from a renewable resource, which
the U.S. forest products industry is committed to managing on a sustainable basis.

Our industry brings both an agricultural and a manufacturing industry perspec-
tive to the trade debate at the World Trade Organization (WTQ) Ministerial meeting
in Seattle. For too many years, the U.S. market has provided an open door to our
foreign competitors, while U.S. producers have had to scale high tariff walls and
other barriers to compete in foreign markets. We believe the WTO meeting rep-
resents the last opportunity to level the competitive field for our products.

We have spent nearly a decade trying to level the global field for our products,
beginning with the zero-for-zero tariff initiative in the Uruguay Round, which was
only partially successful. Japan blocked an agreement in wood products, and Europe
delayed the phase-out on paper tariffs for ten years. These actions provided another
decade of protection to some of our strongest competitors in global markets.

As a consequence, we have seen the global trade balance in the forest products
sector decline since the conclusion of the Uruguay Round. In 1994, U.S. imports of
forest products exceeded exports by $2.9 billion; in 1998, the trade deficit in the for-
est products sector more than tripled to $9.4 billion.

In the solid wood segment, U.S. exports have dropped 20 percent since 1994,
while foreign imports have increased 33 percent. In total, between 1994 and 1998,
the trade deficit in the wood sector jumped from $2.9 billion to $7.5 billion. The first
six months of 1999 saw a continuation of this trend with imported wood products
up 18% and exports from the U.S. up just 2% from 1998 levels.

On the paper side, global production of paper and paperboard has increased about
12 percent since 1994, while U.S. production has increased just 6 percent. The U.S.
share of world production of paper and paperboard has declined from 30.1 percent
to 28.5 percent. On a tonnage basis, U.S. exports of pulp, paper and paperboard
grew 8.6 percent from 1994-1998, but dropped 9.3 percent in 1997-98, while imports
increased 12 percent.

Over the same time period, we have seén explosive growth in forest product ca-
pacity in emerging economies like Indonesia, China, Korea, and Brazil. They may
claim to be developing economies, but the forest products capacity they are building
is world-class. The situation has become more acute in the last two years as a con-
sequence of the Asian financial crisis. As Asian economic growth collapsed, the rapid
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buildup in capacity that was anticipated to serve the rapidly growing Asian econo-
mies has resulted in increased shipments to the U.S. market. Imports of paper from
Indonesia, for example, increased by 1800 percent during 1998. Imports from all
Asian countries have increased 73 percent. At the same time, the reduction in de-
mand in Asia, and lack of strong growth in the rest of the world, has resulted in
diversions of products from other regions to the U.S. market—European imports are
up 12 percent; Canadian imports are up 5.3 percent. In total, U.S. imports of paper
and paperboard have increased by more than $1 billion in 1998, while U.S. exports
have declined by $335 million. -

The result has been a significant erosion in prices and profitability for U.S. pro-
ducers, and consequently a reduction in U.S. production. Since the beginning of
1998, the U.S. forest products industry has indefinitely or permanently shuttered
1.4 million metric tons of market pulp and 2.1 million metric tons of paper and pa-
perboard capacity.

The real significance of these numbers is the effect on U.S. jobs. In 1998, total
paper and allied products industry employment declined by 17,800 jobs, or-2.6%—
the largest single year decline since 1983. These are higher paying jobs than the
manufacturing average and are most often located in rural communities that are
heavily dependent on the forest products industry. At an average wage of $20.41
per hour, paper mill workers earn nearly $7.00 an hour more than all other private
sector production workers, whose average hourly wage is $13.14.

The tariff reduction initiative for forest products enjoys the active support of our
trade unions, including the Paper, Allied-Industrial, Chemical and Energy Workers,
also known as PACE; and the United Brotherhood of Carpenters and Joiners of
America. Statements from representatives of these unions are attached to my writ-
ten statement. Let me read you one quote from Robert Watrous, a representative
of the Carpenters Union on wood product tariffs: “Imbalanced trade barriers restrict
U.S. companies from fair competition in Asian markets and trade reform is crucial,
While some Asian nations place tariffs as high as 40% on paper products_and 45%
on wood products, U.S. tariffs on those goods are at or near zero. Fair and open ac-
cess to Asian markets is vital to preserve the livelihoods of the 1.6 million men and
\Svor?en working in the wood and paper products industry throughout the United

tates.”

With our natural advantages in abundant fiber supply, developed infrastructure,
skilled workforce, capital investments, and world-class operations, we should enjoy
a comparative, competitive advantage in world markets for our wood and paper

roducts. However, while the U.S. market has been open to the rest of the world,

oreign barriers to our products have significantly eroded our competitive position
and threaten the future growth and economic health of this industry.

Future growth opportunities are highest in emerging foreign markets where de-
mand is expected to grow faster than in the more mature markets in the U.S. and
Europe. However, if prohibitive market access barriers prevent us from securing a
solid market Eosition in the emerging markets of Asia and Latin America in the
near future, those markets will be locked up by emerging competitors who are ad-
vantaged by unequal terms of trade set by governments. ,

It is for this reason that we have been so insistent on accelerating and expanding
the zero-for-zero reciprocal tariff elimination agreement from the Uruguay Round
and why we are so determined to see a global agreement reached at the Seattle
Ministerial.

Reaching agreement on an accelerated tariff liberalization initiative for forest
products_ifi Seattle is simply completing unfinished business from the Uruguay
Round. Congress authorized the Administration to continue pursuing acceleration
and expansion of reciprocal tariff elimination in the zero-for-zero sectors as a pri-
ority. The Administration has worked with trading partners to advance an Acceler-
ated Tariff Liberalization (ATL) package for 8 sectors—including forest products—
first in the APEC forum and now through the WTO. The ATL proposal for forest
products would eliminate tariffs on paper products between 2000 and 2002 and on
wood products between 2002 and 2004. .

On a positive note, last month in Auckland, New Zealand, Trade Ministers from
the 21 APEC member countries reaffirmed their commitment to concluding a WTO
agreement on the ATL initiative this year. The Ministers took a step further—
agreeing that implementation of ATL tariff cuts should begin in 2000, with full and
final binding as part of a single package at the conclusion of the WTO round. This
formulation should help achieve the “critical mass” of support necessary to reach a
WTO agreement, since it addresses how ATL will fit into the new Round—a point
of concern to our colleagues in the U.S. agricultural community and to Europeans.
It would also ensure a strong, continuing interest by affected sectors in achieving
a successful final agreement which meets key U.S. negotiating objectives.
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With the U.S. trade deficit continuing to climb, along with public anxiety about
the impact of trade deficits on U.S. jobs, an agreement in Seattle on the ATL sectors
could produce a significant boost in U.S. export earnings and could show tangible
evidence of the value of lowering foreign trade barriers. A recent Commerce Depart-
ment study found that the eight ATL sectors currently account for $197 billion or
29% of U.S. exports and support 2.2 million American jobs.

We remain concerned, however, by reports that Japan continues to hedge its posi-
tion on ATL, and has, in fact, tabled a proposal at the WT'O to remove forest prod-
ucts (and fisheries) from the industrial tariff agenda altogether. Continued Japanese
opposition to a sectoral trade liberalization agreement this year could end up scut-
tling this major U.S. initiative and rob the U.S. of an important success story in
Seattle. The Japanese may be counting on hiding behind the Europeans, but we are
hopeful that with the mounting support in the European business community for
the ATL package, Japan will be isolated in their opposition. -

We simply must not allow Japan and Europe to continue to defer results in sec-
tors like forest products, where there is strong global competition. Both Europe and
Japan have well developed forest products industries and world-class production is
being built in emerging countries.

The -‘WTO must demonstrate that it is capable of continuous progress in elimi-
nating barriers to trade. The most tangible demonstration of that capability would
be to conclude an ATL agreement at the Ministerial, which would produce imme-
diate benefits for producers and consumers around the world in these eight sectors.
‘That would serve as a model and provide some important momentum for the launch
of a new round of trade liberalization negotiations.

Conversely, failure to conclude the ATL agreement in Seattle could lead to further
loss of growth opportunities in important sectors of the U.S. economy and further
erosion in public support for efforts to achieve a more open world trading system.

The zero-for-zero tariff initiative ‘was a significant break with traditional negoti-
ating patterns of the past. Similarly, we believe the ATL, like the Information Tech-
nology Agreement (ITA), represents a significant opportunity to advance the pace
of global trade liberalization, in keeping with today’s accelerating pace of business
globalization. We hope, Mr. Chairman, that you and your colleagues will lend your

support to this important initiative.
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Statement Submitted By
Tom Isle
Great Lakes Director
Pulp and Paperworkers Resource Council
Before the International Trade Commission
May 26, 1999

This evening officers were called to the scene of an apparcnt suicide. A 31
year old mill worker, facing the prospects of unemployment, sat down on the
couch in the family room of his mobile trailer, put a nine millimeter gun to
his chest and pulled the trigger. He leaves behind a wife and three children.
Officials say the mill where he works is shutting down next week.

Ladies and gentleman this might sound like a harsh way to start out a
—presentation but it is a part of the reality that ignited the r zed for the Pulp
and Paperworkcrs Resource Council. (PPRC)

You see, the PPRC was started out of desperation. Our industry was losing
thousands of jobs in the Pacific Northwest because of an endangered species
act. And scenes like the one I just described were happening far too often.

Knowing that there is power in numbers, a group of labor folks got together
and formed a grassroots/lobbing group called the Pulp and Paperworkers
Resource Council. This group consists mostly of people from the plant
floor, union and nonunion wood and paperworkers. We are 370,000 strong.

The PPRC’S Purpose Statement reads:

TO ESTABLISH A GRASSROOTS COALITION CONCERNED WITH
FIBER SUPPLY, FOREST PRACTICES, THE ENDANGERED SPECIES
ACT, AND OUR ENVIRONMENT, IN A WAY THAT PROMOTES
KNOWLEDGE AND POLITICAL ACTIVISM, SO WE MAY
INFLUENCE LEGISLATION THAT AFFECTS OUR JOBS.

Our motto is “Seeking a Balance.” And that’s what we have tried to do.
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Its’ been said that disasters or challenges come in threes.

The PPRC'’s first challenge, in seeking a balance, came during the out set of
the forest wars on the West Coast. As you can see from this map thousands’
of people have lost their jobs and in some cases whole towns have been shut
down. Many of our people have been hurt in this process.

As a means of protecting our livelihoods, our people geared up and became
_involved in these forest issues. In many cases they found a balance could be
reached. But almost always it meant a higher cost for us to make our

products. -

The PPRC’s next challenge came in the form of the Cluster Rule. The
Cluster Rule is a collection of air and water regulations that are required of

our industry.

The original projections were that the Cluster Rule would cost somewhere
around 11.5 billion dollars and would have shut down approximate.y 33

mills costing us 21,500 jobs.

For the PPRC the Cluster Rule as written was not acceptable. During this
time we merged with other paper industry groups in seeking to find that
balance. Although we were successful in achieving a balance it still carried
with it a hefty price tag (an estimated 3 billion dollars) once again driving

the price of our product higher.

This leads us to the third challenge, the dilemma we are in today, the
imbalance of trade. Our concern for the environment and the need to seek a
balance on environment issues has made our products no longer competitive.
We are losing jobs and factories all over the U.S. because we are trying to do
what is right with the environment. For example in my home state of
Minnesota, fourth quarter figures show a 3.6 % decline in the export paper
& allied products and a whopping 25% decline in lumber and wood. It’s like

we're playing against a stacked deck.

We believe there are three issues that need to be dealt with in order to level
the playing field for the American worker.

1. Other countries reduce their tariffs on our goods to zero. While working
Americans support free trade and the global economy, international
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agreements must be drafted in a fair and equitable manner and include
provisions that will protect our jobs.

2. Subsidization. We can not compete when public money is used to finance
new operations. (Interest free loans, timber concessions, etc.)

3. Attificial devaluation of currency. How can we compete when there is a
30% rate of exchange just across the border? We can’t-- it’s impossible.
This is not fair or free trade.

In conclusion, the PPRC believes that something must be done to relieve
these trade imbalance issues or we are guaranteed to lose thousands of more
good paying family jobs. We must prevent the rest of our nation from being
added to that map I showed you of the Pacific Northwest.

Abraham Lincoln once said:

Labor is prior to, and independent of, capital.
Capital is only the fruit of labor and could never
have existed if labor had not first existed.

As you make your decision, please help us keep our good paying labor jobs.

Thank You.

Tom Isle

Great Lakes Director

Pulp and Paperworkers Resource Council
1801 Mill Ave

Brainerd, MN 56401

218-828-5134

trisle@potlatchcorp.com
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STATEMENT SUBMITTED BY
ROBERT WATROUS
UNITED BROTHERHOOD OF CARPENTERS AND
JOINERS OF AMERICA
BEFORE THE INTERNATIONAL TRADE COMMISSION
MAY 26, 1999

Good afternoon, my name Iis Bob Watrous and | am a member of the
United Brotherhood of Carpenters and Joiners of America in Camas, WA, On
behalf of the Carpenters Union, | would like to thank the International Trade
Commission, Commissioners and Staff for the opportunity to be here today and
share with you the impacts that international trade policy has on American
workers in the forest products industry.

The United Brotherhood of Carpenters and Joiners of America represents
carpenters, lumber and sawmill workers, and pulp and paperworkers throughout
the country. From skyscrapers to office buildings, schools to the homes where
our families reside, our carpenters literally build America, while our forest
products workers produce the raw materials and paper products businesses and
households around the globe use daily. —_

I am a member of the Association of Western Pulp and Paperworkers, the
forest products division of the Carpenters Union. For the last 27 years, | have
been employed by the Fort James Corporation in Camas, WA, and am currently
a shift electrician. Fort James Is the largest tissue manufacturer in North
Amerlca, supplying consumers with facial and bath tissue, paper towels, napkins,
and plates and cups for the kitchen. We produce household brands such as
Brawny, Quilted Northern and Dixie.

As a forest products worker, | make a living wage and am able to support
my family. The forest products industry not only provides living wage jobs for
families like mine, but also provides a strong economic base for local
communities. In my home state of Washington, our industry is the largest
manufacturing sector in the state, employing 49,650 workers, which is 14.7% of
the total manufacturing workforce. The industry also produces an annual payroll

income of $1.6 billion.

Washington's lumber and wood products sector is one of the most
productive in the world. But, as you have heard before you here today, our
industry Is struggling to adjust to the grim reality of foreign competitiveness and
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my fellow workers and myself are increasingly concemed with our ability to
compete in international markets. We face a competitive disadvantage in
international markets due to restraints on timber supply, environmental
regulations and restrictions on market access around the globe.

For the last decade, forest products workers throughout the country have
been living through a crisis in the woods. In the early 1990s, my home-the
Pacific Northwest--became the battleground for federal land management
policies. The Clinton Administration placed severe restrictions on timber
harvesting and set 75% of our national forests off-limits to logging. This brought
over 300 of our mills to a screeching halt. When those mills closed, over 35,000
of my union brothers and sisters were thrown out of their jobs.

Our industry continues to face restraints on supply, and while government
officials restrict public lands, regulators are now turning their attention toward
restricting production on private lands. Our employers operate under the strictest
environmental mandates in the world and compliance costs are tremendous.
The forest products industry is dedicated to environmental protections and as
workers, we are proud to be able to share this strong commitment with our
employers in order to secure a safe and healthy environment for future
generations. But it :s virtually impossible for our mills to compete against foreign
nations that do not comply with any environmental standards. This is another

factor that gives our competitors an unfair edge.

American workers are the first to feel the adverse effects from unfair trade
policies. In recent years, United States' trade agreements have been
accompanied by rising trade deficits, the loss of good jobs in the manufacturing
sector, stagnating or falling wages for the majority of the workforce and
decreasing job security. Currently, we are watching mass lay-offs in mills in
Bellingham, Washington, and in Gardiner, Oregon.

Forest products workers from the Pacific Northwest are also witnessing an
oversupply of raw logs because of the Asian crisis. Our industry is facing a
barrage of foreign imports from competitors who are “dumping” resources into
American markets in order to ease their economic woes. A flood of foreign
wood, much of which has been illegally dumped into the American market, is
threatening the jobs of hundreds of thousands of forest products workers.

Over the last year, the Carpenters Union has been concemed with the
irade imbalances and the ongoing cooperative agreements between the United
States and Asia, including the Asia-Pacific Economic Cooperation negotiations.
Asian companies rank among our largest competitors in the forest products
industry and are growing vigorously. Much of that growth is occurring right here
in the U.S. market, while our own exports to Asia are shrinking dramatically.

—

62-573 - 00 - 4
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STATEMENT SUBMITTED BY
_ KEITH ROMI'G T
’ COMMUNICATIONY DIRECTOR
PACE INTERNATIONAL UNION (PAPER, ALLIED-
INDUSTRIAL, CHEMICAL, AND ENERGY WORKERS)
BEFORE THE INTERNATIONAL TRADE COMMISSION
MAY 26, 1999

[

Good moming, my name is Keith Romig and I am the Communications Director
for PACE International Union, also known as the Paper, Allied-Industrial, Chemical and
Energy Workers. I would like to thank the International Trade Commission,
Commissioners and staff for inviting me here today. On behalf of our members and tens
of thousands of other workers in related industries, I wish to express our thoughts and
concerns regarding the United States’ intemational trade policy in the global economy.

PACE International Union represents over 320,000 workers nationwide including
160,000 pulp and paperworkers in the forest products industry. In addition to pulp and
paper, our members refine oil, and make chemical products, nuclear materials,
pharmaceuticals, cement, gypsum, cardboard, tissues, boxes, auto and truck parts, small
engines, household appliances, toys, com sugar, and many other products. Even so, most
of my comments today, and all of my concrete examples, will be taken from the pulp and

paper industry.

'

‘ PACE members manufacture the paper and paper products sold to citizens
throughout the world and used on a daily basis. PACE cannot support frée trade unless it
is fair trade—based on fair and equitable agreements between the U.S. and competing
nations. The economic well-being of our families and communities, and our country,
relies on fair trade. Unfair trade barriers prevent America’s industries from reaching their
full potential and hamper our ability to sell our products across the world, directly

impacting American workers.
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Imbalanced trade barriers restrict U.S. companies from fair competition in
Asian markets and trade reform is crucial. While some Asian nations place tariffs
as high as 40% on paper products and 45% on wood products, U.S. tariffs on
those goods are at or near zero. Fair and open access to Asian markets is vital
to preserve the livelihoods of the 1.6 million men and women working in the wood
and paper products industry throughout the United States.

The Carpenters Union applauds the Clinton Administration and USTR
Charlene Barshefsky's efforts last year to eliminate forest products tariffs, but the
U.S. must stand firm and continue to demand tariff reductions. Future
negotiations must work toward a greater overall balance. We urge the
governments to support liberalization of global tariffs on wood and paper
products this fall at the WTO ministerial in Seatiie.

American workers support free trade agreements that construct and
enforce international rules, encouraging the best kind of competition. But we
cannot afford to trade our interests away--the livelihoods of American workers
are non-negotiable. Americans cannot compete if the rules of international trade
are unfair or if our trade laws are being violated without sanctions. We need to
outline our priorities during trade negotiations and ele vate the importance of U.S.

industry and our workers.

Working Americans built this country into what it is today. We are proud
people. We are highly competitive and want to compete in the global market, but
the same rules must apply to all players. Our economy is strong and the demand
for our products, high. Let's create an even playing field for Americans, so we
can sell our products around the globe and bring home the benefits to our nation,
our hometown communities and our workers.

On behalf of the working men and women of the Carpenters Union, | thank
you for listening to our concerns regarding international trade.
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Before getting into specifics on tariff barriers and related issues in the pulp and
paper industry, I want to say a word about labor and environmenta! standards as they
relate to global trade. Even in a regime of fair tariffs, the playing field cannot be truly
level if sweatshop conditions, barbarously low pay, and lax environmental standards and
enforcement exist, It can be substan;ially more expensive to produce goods here, rather
than abroad. We must not promote de-industrialization here at the expense of human
misery and environmental degradation elsewhere.

PACE members in the forest products industry are concerned with the impacts of
international trade agreements on that industry. Many nations use high tariff walls-to
expand their paper and wood production for export, while the U.S. has virtually no tariffs
on wood and paper products. . .

Over the last two years, we have felt the reverberations from the financial turmoil
overseas. The Asian crisis has taken a heavy toll on the U.S. paper industry. Because in
large part of products from Asia being sold here at prices marked in depreciated currency,
our trade deficit in paper and paperboard rose by two million tons in 1998. The
contraction of markets in Asia, combined with the unfair tariffs, stunted our exports and
left producers there nowhere else to sell. U.S. pulp and paper exports declined 7.2% lust
year and imports;‘umped by 7.6%, causing several permanent mill shutdowns.

For us, this has meant thousands of members, many of whom live in small towns
and rural locations where there is no prospect of comparable employment, being thrown
out of work. In percentage terms, mill jobs declined 5.4% between mid-1997 and early

1999.

Imbalanced trade tariffs are one more nail in the coffin. They dampen this
industry’s future prospects for growth and success. Trade inequalities are causing a
recession in the pulp and paper industry in spite_of the overall ‘success of the U.S.
economy. In fact, last year was the first year since 1985 that U.S. paper and paperboard
production failed to expand, remaining flat at 94.7 million tons.

My colleagues and I are here today to put a human face on all of the import and
export statistics. If U.S. industries are unable to compete in the global paper market, the
impact will resonate directly to American workers, families and communities.

The forest product industry is facing a crisis, and unfair trade policies only
intensify the problem. Over the last decade, public policy decisions to restrict access to
fiber supply and implement severe regulations have wreaked havoc on workers in the
industry. Since 1989, over 300 manufacturing mills closed, sending over 35,000 forest
product workers to the unemployment line.

There is no doubt that our industry is proud of the role it has played in achieving
environmental standards and PACE has been working for years to ensure a safe and
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healthy environment for all Americans. But with public policy restrictions and strong
environmental regulations coupled with lopsided trade agreements, there is no way we
can compete with foreign countries that operate in markets with few or no enforced
environmental protections, zero effective regulations and non-reciprocal trade tariffs.
The imblanced trade barriers make an already bad situation worse.

Opening international markets to our goods is vital to the U.S. forest products
industry, to American workers and to home-town communities that depend on it for jobs
and economic vitality. In the free-trade regime that exists today it is essential. American
workers are the most productive employees in the world and we can propel our industries
to great heights if we are provndcd with the simple opportunity to compete on a level
playing field,

Trade deficits destroy American jobs, depress wages and hinder our
competitiveness in the global market. They endanger the long-term health of the U.S.
economy. Trade deficits are a part of a larger problem. U.S. workers are watching our
government negotiate away our manufacturing industrial base and the high-paying jobs
and wages along with it. The U.S. manufacturing sector has lost 272,000 jobs since
March 1998, reflecting a large surge in imports

Currently, we are watching our brothers and sisters in the stecl industry struggle
to survive because of illegal dumping and record-level imports. We are witnessing U.S.
trade deficits go through the roof, and are watching American Jobs shipped to foreign
countries. The time is now to take steps to alleviate this problem in the forest products

industry, or we too will be headed toward disaster.

Equitable trade is a basic questxon of fairness for American workers. Fair and
open access to international markets is crucial for our mﬂushy s success and for
preserving the livelihoods of American workers.

Thank you.

Partial List of Pulp and Paper Mill Shutdowns since January 1997

Kimberly-Clark Corp. Winslow, Maine

Kimberly-Clark Corp. Marineite, Wis.

Kimberly-Clark Corp. Mobile, Ala. September 1999
Smurfit-Stone Container Corp. Port St. Joe, Fla. Part-owned by 4M Corp.

Smurfit-Stone Container Corp. Port Wentworth, Ga.
Smurfit-Stone Container Corp. Jacksonville, Fla.
Smurfit-Stone Container Corp. Alton, 11l
Smurfit-Stone Container Corp. Circleville, Chio

Fort James Corp. Ashland, Wis.

Fort James Corp. Carthage, N.Y.

Georgia-Pacific Corp. Port Hudson, La. Pulp mill only

Georgia-Pacific Corp. Ashdown, Ark. Pulp mill only

Donohue, Inc. Sheldon, Tex. Pulp mill only, Expected mid-2000
Donohue, Inc. Lufkin, Tex. Pulp mill only, Expected mid-2000
International Paper Co. Gardiner, Ore.

Belgravia Investment Pasadena, Tex. Pulp mill only

Sappi Westbrook, Me. Pulp mill and one paper machine
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STATEMENT OF THE AMERICAN PEANUT COALITION

[SUBMITTED BY RICHARD PASCO]}

This statement is submitted on behalf of the American Peanut Coalition (APC)
to convey the coalition’s views on barriers to agriculture trade, the U.S. govern-
ment’s position on multilateral trade negotiations on agricultural policies under the
World Trade Organization (WTO), and the effect of import restraints on the U.S.
peanut industry. We believe that the United States can only take advantage of tre-
:neatdous;_opportunities to expand its agriculture exports if it pursues a progressive

rade policy.

The APC is a coalition of associations representing taxpayer, consumer, public in-
terest, union, manufacturer, distributor, retail and wholesale organizations, who be-
lieve that U.S. agricultural growth and prosperity will only come from competitive-
ness in the international marketplace. APC members include the American Bakers
Association; American Frozen Food Institute; American Peanut Product Manufactur-
ers, Inc.; American Wholesale Marketers Association; Americans for Tax Reform;
Bakery, Confectionery, Tobacco Workers, and Grain Millers International Union;
Biscuit and Cracker Manufacturers’ Association; Chocolate Manufacturers Associa-
tion; Citizens For a Sound Economy; Competitive Enterprise Institute; Cookie and
Snack Bakers Association; Consumer Federation of America; Consumers for World
Trade; Council for Citizens Against Government Waste; Food Distributors Inter-
national; Food Marketing Institute; Grocery Manufacturers of America; Independent
Bakers Association; National Confectioners Association; National Food Processors
Association; Peanut and Tree Nut Processors Association; Retail Confectioners
International; and Snack Food Association.

We appreciate this opportunity to examine barriers to expansion of U.S. agricul-
tural trade. We applaud the International Trade Subcommittee for seeking a dom-
plete informational and analytical hase for establishing a coherent trade policy posi-
tion in the upcoming WTO talks that will benefit the entire U.S. food and agri-
culture sector well into the next century.

APC’s main objective is to bring about meaningful reform of the federal govern-
ment’s peanut program by reducing and eventually eliminating excessive domestic
support levels that are well above the world price, and further increasing imports
and exports of peanuts. We are pro-farmer, pro-consumer, pro-growth, and pro-com-
petition.

We believe that the current restrictive peanut program is detrimental to the ex-
port opportunities of all of American agriculture. The market access restrictions and
interna supJ)ort for peanuts cannot be exempted or given special treatment in mul-
tilateral trade negotiations. If the United States attempts to maintain special treat-
ment for peanuts, the other countries in the WTO negotiations will extract a heavy
price to be borne by other U.S. agricultural sectors, just as Japanese and Korean
farmers paid heavily in terms of /meat and grains in order to get special treatment

for rice in the Uruguay Round.
" U.S. PEANUT PRODUCERS CAN COMPETE WITH ANY GROWERS IN THE WORLD

Pegnut farming, like other U.S. agricultural operations, has undergone a techno-
logical revolution since the Depression era, when the federal government first inter-
vened in .the agricultural market. The U.S. peanut industry is well-positioned to
compete with any péanut growers in the world, but to be successful, the federal pea-
nut program of domestic production quotas, and tariff-rate quotas need to be re-
formed to make the peanut program more mark'et-'oriented. ‘

(83)
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RECENT PEANUT CONSUMPTION TRENDS

Food use of pearfuts in the United States fell 16% in the five years preceding pas-
sage of the 1996 Farm Bill; In contrast, domestic peanut consumption has increased
7.3% in_the three peanut marketing years since passage of the farm bill. Unfortu-
nately, significant expansion of consumption has been stymied by USDA-mandated
supply shortages. Each year, USDA has set the national peanut production quota
too low to meet the increase in demand in an effort to maintain a shortage of pea-
nuts that keeps domestic prices high, but also restricts domestic peanut supplies.
The net result is that U.S, peanut products continue to be less price competitive as
compared to alternative food products or with peanut products that are imported
within the import quota.

THE FEDERAL PEANUT PROGRAM

The federal peanut program consists of a system of production quotas, guaranteed
price support loans, and import restrictions. Together, these features fix the domes-
tic price that peanut quota growers receive at well above the world market price.
The program mandates by law the limited amount of peanuts that can be grown
for domestic consumption, fixes the excessive price that quota holders receive for
peanuts, and_fixes the quantity of imported peanuts that are eligible for access to
the 1,S. market.

Expressed in pounds, the quota is assigned to a particular farm. Quota poundage
can be rented or sold, but there are restrictions on moving the peanut quota outside
the county and state where it is originally assigned. Even though Americans have
more freedoms than any other country in the world, the federal peanut program
continues to be operated in a feudalistic fashion where some growers are granted
privileges denied to others. -

The peanut program consists of a two-tier price support system tied to a max-
imum poundage quota on peanuts grown in the United States. A high guaranteed
support price acts as a floor price for domestic edible peanuts. This allows quota
growers to place peanuts under nonrecourse loan with the Commodity Credit Cor-
poration (CCC) at this designated support price, and provides these special growers
the opportunity to privately contract for the sale of their crop at an even higher
market price caused by a government-created shortage of peanuts. Unfortunately,
government intervention to set the market price above markét clearing levels in-
volves transfers from consumers to producers, and in the case of peanut production,
has proven to be a very large income transfer.

NO “FREEDOM TO FARM” PEANUTS IN THE 1996 FARM BILL

Congress moved to “decouple” farm income support from production decisions in -
the 1996 Farm Bill by replacing farm-subsidy programs with a seven-year series of
steadily declining payments to smooth the transition to an open market, and to pro-
vide farmers with the flexibility to choose the crops they wish to plant. This “free-
dom to farm” bill eliminated deficiency payments and marketing loans and replaced
them with transition payments for virtually all farm commodities. This was in keep-
ing with the concept of “deccapled income support” in the “green box” of permitted
policies that were exempt from reductions in the Uruguay Round of the General
Agreement on Tariffs and Trade (GATT).

As a result of the 1996 Farm Bill, U.S. farmers have new freedoms to farm almost
everything, except peanuts. In contrast, only farmers who own or lease a quota can
legally grow peanuts to be-sold for domestic edible use. ' '

The Federal Agriculture Improvement and Reform (“FAIR”) Act of 1996 continued
the peanut program without significant reform. The only modest reform of the pea-
nut program was a 10% reduction in the price support level to $610 per ton, as com-
pared to the world market price that ranges between $350 to $415 per ton. In fact,
the peanut program avoided meaningful reform in both the Uruguay Round of the
GATT and the 1996 Farm Bill.

Clearly, the peanut program is not market-oriented because U.S. prices are kept
higher thaiiworld prices, which have resulted in production and consumption ineffi-
ciencies. Government intervention to set the market price above market clearing
levels results in an income transfer from consumers to producers, and in the case
of peanut production, this has proven to be a very large transfer of income. In fact,
the continued maintenance of the current peanut program adds over $300 million
annually to consumers’ cost of buying pea;mt products (according to a 1993 General

Accounting Office report).
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CONSTRAINTS ON U.S. PEANUT PRODUCTION HURT PEANUT EXPORTS

Two of the adverse consequences of the peanut quota system that restrict the pro-
duction of peanuts each year are a decline in the quantity of U.S. peanuts available
for export, and the strong incentive it provides for other countries to expand their
production to capture a larger share of the world peanut export market. Constraints
on U.S, peanut production clearly work contrary to American peanut farmers’ ability
and capacity to grow peanuts for both the domestic and international markets:—

In spite of the peanut program, the United States is a significant exporter of pea-
nuts, having a 25% share of the world market. This occurs as a result of the fact
that U.S. peanuts grown outside of the peanut quota (i.e. “additional” peanuts) are
required to be exported or put to non-edible uses. This proves that American grown
peanuts can be competitive in export markets, if given tﬁe opportunity.

TWO-TIER PEANUT PRICE SUPPORT SYSTEM PRESENTS A TRADE OBSTACLE

The federal peanut program’s two-tier pricing mechanism that discriminates be-

tween quota producers and non-quota (i.e. “additional growers”) presents a stum-
blinf block for U.S. trade negotiators seeking to expand trade for other domestic ag-
riculture commodities.
Quota peanuts are supported by a guaranteed loan rate of $610 per ton, which
acts as a floor price for domestic edible peanuts and has translated to a domestic
market price averaging $640 to $650 per ton over the last few years since enactment
of the FAIR Act. Additional peanuts are supported at a much lower rate (i.e. $175
per ton) and it is illegal to sell these non-quota peanuts into the domestic edible
market, so they must be crushed into oil or meal or sold in the export market.

The two-tier pricing system may be a method of transferring high subsidy benefits
to peanut quota holders, but it also has become a target for other countries to use
in defense of their own quota systems when the United States seeks enhanced ac-
cess to foreign markets: -The North American Free Trade Agreement (NAFTA) case
filed against Canada in 1995, involving dairy, poultry and eggs, raises the issue of
whether two-pricing is in fact an export subsidy. The maintenance of a higher do-
mestic price and a lower export price for a particular commodity is properly viewed
as an export subsidy by our foreign competitors. This case is a clear example of how
the U.S. peanut program undermines U.S. efforts at expanding trade for other agri-
culture commodities. .

In that case (NAFTA Panel, In the Matter of Tariffs Applied by Canada to Certain
U.S.-Origin Agricultural Products, Secretariat File No. CDA-95-2008-01), the Gov-
ernment of Canada pointed out how the United States unfairly protected its own
domestic peanut market. Specifically, the Canadians took issue with the introduc-
tion of a tariff-rate quota on peanut butter and paste. While Mexico gained in-
creased access on peanut butter and peanut paste as a result of NAFTA, the United
States froze Canada’s access on these products at their 1993 level, thereby estab-
lishing a prohibitive tariff-rate quota on additional imports.

The Canadians even threatened retaliation in the form of a trade case against the

--U.S. peanut program, had there been an adverse panel decision against Canada in
the airg/poultry/egg case. The final report of the NAFTA panel noted that the

United States’ adoption of tariffs on over-guota imports of a%ricultural products
from Canada, such as peanut butter, was “a position seemingly at variance with
that being advanced by the United States under NAFTA against Canadian over-
quota tariff apf)lying to the United States” on dairy, poultry and eggs.

More recently (i.e. on March 17, 1999), the United States and New Zealand suc-
cessfully challenged the Canadian dairy policy of dual pricing as an export subsidy
in a WTO case. As the United States challenges the dual-pricing systems of other
countries, we should recognize that the U.S, peanut program is a prime example of

" a dual-pricing sKstem that could be challenged as an export subsidy. This dual-pric-

ing scheme of the peanut program compromises the ability of the United States to
break down dual-pricing systems that inhibit exports of other U.S. products.

In this case against Canada, both the United States and New Zealand claimed
that the volume of Canadian exports of certain dairy products, under a scheme
known as Special Milk Classes, exceeds Canada’s export subsidy commitments. Pur-
suant to this scheme, Canadian milk is classified according to its end use and mar-
ket destination. Similarly, U.S.-grown Additional peanuts riust be exported, unless
they are crushed for a much lower price for use in the U.S. market. Classes 5(d) and
(e) Canadian milk, are milk exclustvely for use in export markets and are priced sig-
nificantly lower than dairy products available domestically in Canada. As in the
United States, milk pricing in Canada involves a system of classification according

to intended use, as well as the pooling of sales proceeds.
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The determination that Canada’s dairy pricing system of different prices for its
domestic market versus its export market is an export subsidy, raises serious con-
cerns about the U.S. two-tier pricing system for U.S..grown peanuts. The fact that
the United States provides a much higher price for quota peanuts in its domestic
edible market compared to much lower priced additional peanuts for the export mar-
ket, means that the U.S. peanut program could be chalﬁanged for providing an ex-
port subsidy, and as such, the peanut program is an gbstacle to U.S. efforts to ex-
pand. its trade-in-other-agricultural commodities. B

THE GATT/WTO MULTILATERAL TREATMENT OF PEANUTS

Prior to the Uruguay Round, there were seven rounds of multilateral trade nego-
tiations under the auspices of the GATT, beginning in 1947. During those rounds,
the United States agreed to tariff concessions for binding and/or reducing tariff
rates on imports of virtually all industrial and agricultural products. However, no
tariff concessions were ever made on imports of peanuts, peanut butter and peanut
paste. In each and every negotiating round, these products were singled out for pro-
tection from international competition,

The Uruguay Round was intended to produce substantial reforms of agricultural
policies by reducing domestic and export subsidies and expanding market access.
However, the peanut price support program escaped any reform and ended up with
greater border protection than provided before the round.

AGGREGATE MEASURE OF SUPPORT REDUCTION REQUIREMENTS FAIL TO YIELD PEANUT
PROGRAM REFORM

The WTO'’s Agreement on Agriculture requirements for internal support reduc-
tions had no effect on the peanut program. Internal support reductions were based
on an aggregate measure of support (AMS) encompassing all domestic subsidies and
supgort for agricultural commodities.

The United States did not need to reduce internal support to meet the AMS re-
quirements because it had a large “credit” for reductions of support for agricultural
commodities in the Food Security Act of 1985 and the Food, Agriculture, Conserva-
tion and Trade Act of 1990. The peanut program did not contribute to this credit
since the support level was not reduced by either the 1985 or 1990 farm bills, but
rather was increased by 20% between 1985 and 1995. Thus, the Uruguay Round
failed to yield significant reform of the peanut program in terms of trade liberaliza-
tion and reduction of domestic price support levels. .

MINIMUM ACCESS ON PEANUTS AND A NEW QUOTA ON PEANUT BUTTER & PASTE

Peanut butter imports are significant in the respect that they account for about
one-third of the total quantity of peanuts imported into the United States. The
United States made a minor concession for peanuts in the Uruguay Round negotia-
tions by granting “minimum access opportunities” of at least 3% of domestic con-
sumption, or 33,871 metric tons, growing to 5% of consumption (56,938 metric tons)
by the year 2000 (see chart 2 in Appendix A attached). This level of imports clearly
pales in comparison to the U.S. peanut quota, which was established at 1,180,000
tons in 1999.

But this access was offset by establishing a new tariff-rate quota for imports of
peanut butter and paste that dpreviomsly had not been subject to section 22 import
restrictions. Peanut butter and peanut paste imports were limited to the base level
of calendar year 1993. As shown in chart 4 of Appendix A attached, the peanut but-
ter tariff-rate quota is imposed on imports above 20,000 metric tons in year 2000

and thereafter.

In fact, Argentina only reluctantly agreed to the imposition of a quota for peanut -

butter where none existed before, as part of a broader understanding that included
a specific peanut import quota for Argentina into the U.S. market. The addition of

a new tariff-rate quota on peanut butter and paste was effectively a slap in the face

of the U.S. peanut industry, when it already had the burden of an over-quota rate
on shelled peanuts that greatly exceeded such tariffs on other commodities.

TARIFF-RATE QUOTA PLACED ON PEANUT IMPORTS

The absolute quota on imports of peanuts was converted to a tariff-rate quota
(“TRG%;’) in the Uruguay Round negotiations, in a process known as tariffication. Al-
though the over-quota tariff rates were supposed to have been limited to the price
gap etween the U.S. support price and the comparable world price, the so-called
‘dirty” tariffication resulted in much higher tariff rates for peanuts.
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As a consequence, the over-quota tariff rate for shelled peanuts began at 151.1%
ad valorem in 1995, with reductions of only 16% over six years (see chart 1 in at-
tached Appendix A). This leaves a tariff rate of 131.8% ad valorem for year 2000
and thereafter, which should assure a U.S. price of more than double the world

rice even after the so-called reforms are fully implemented. The over-quota tariff
rate for peanuts in the shell are similarly prohibitive, starting at 187.9% ad valorem
and ending being reduced to 163.8% by year 2000. In addition, the United States
is entitled to supplement these tariff rates with special safeguards in case a few
peanuts manage to get imported at such rates.

These astronomical tariff rates on peanut imports are at levels which would justly
provoke U.S. complaints if they were maintained by other countries. Tariff rates on
peanuts are well in excess of 100% and stand in stark contrast to the ad valorem
tariffs on so-called “import sensitive” products, such as wheat tariffs at 3.8%, steel
tariffs ranging from 1.5 to 8.8%, and automobile tariffs at 2.6%. In fact, most food
and agricultural products, including items ranging from soybeans to fresh unproc-
essed hams to apples, enter the United States duty-free (see comparison of tariff
rates on U.S. imports in Appendix B). The United States receives constant com-
plaints from its foreign competitors that the tariffs on these products are excessive
even though such tariffs are no where near as high as the tariffs imposed on peanut

imports.
TARIFF & NON-TARIFF REFORMS ARE CRITICAL

The United States must push for cuts in bound agricultural tariffs, which average
‘about 56% worldwide, compared with average U.S. import duties of less than 5%.
In the upcoming WTO talks, the United States needs to take the lead in pressing
for cuts in tariffs, tariff-rate quotas, and non-tariff trade barriers. However, before
we cast stones at foreign competitors on various agricultural commodities, we had
geﬁer take a close look at the U.S. protectionist treatment of domestic peanut quota

olders.

Tariff-rate quotas on peanut products are some of the most restrictive in the
world, now ranging from 104% to 168%. These stand out when you consider that
so-called import sensitive commodities, such as wheat, steel, and automobiles have
drastically lower tariffs. In addition, the United States has created a non-tariff bar-
rier on peanut imports from Argentina by implementing a first-come, first-served
system of imports.

If the United States is to have any success in reducing barriers to expanding its
trade in agricultural commodities, it needs to get its own house in order. With a
$600 billion world agricultural marketplace and a severe over-supply causing a farm
crisis, the United States can no longer afford to risk billions of dollars of agriculture
trade to protect a few thousand peanut quota holders, most of whom rent their
quota to someone else rather than growing peanuts themselves (according to the
General Accounting Office, 68% of the peanut quota holders rent it out to others

to actually grow the peanuts). —

EXPANDED U.S. AGRICULTURAL TRADE SHOULD NOT BE SACRIFICED FOR PEANUT QUOTA
HOLDERS

Restrictive tariff-rate quotas on peanut products to protect the domestic peanut
program are in direct conflict with the goal of obtaining greater market access for
other U.S.-grown agricultural products. The U.S. peanut program is a glaring exam-
ple of inconsistency with well-established agricultural policy supporting fair and free
trade. With exports of U.S. agricultural commodities totaling over $50 billion annu-
ally, and many more billions of dollars of export potential, it is difficult to under-
stand why both policy-makers and producers of other commodities would jeopardize
this export trade in the interests of a relatively small group of peanut quota holders
who refuse to compete in world markets. In fact, 80% of the peanut program bene-
fits go to only 22% of the peanut quota holders.

The value of other U.S. agricultural commodities is unquestionably greater than
any need to maintain the existing protections afforded to peanut quota holders. The
15 categories of U.S. agricultural commodities identified below have a value of over
$205 billion compared to peanut production, which was valued at $927 million in

1997:
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gaule & Calves - $53.2 Billion
Mci’;l? $24.4 Billion
M $23.1 Billion
o h){beans $17.7 Billion
ch ckens $13.9 Billion
o ozs $13.4 Billion
4 $12.7 Billion
Pruits/Tree Nuts $11.7 Billion
ml“ $9.3 Billion
. $8.6 Billion
otton $6.1 Billion
?ggs $4.8 Billion
urkeys $3.1 Billion
Isl(x)oe - $1.7 Billion
rghum $1.5 Billion
Total Value of Production $205.2 Billion
Peanuts $927 Million

' When you weigh the value of expanding trade rtunities fo i
against the need to protect peanut quota holders, who ;p :any cases a:e?\l’]t(:rg; i';r?ng:r?lit? *
make§ alot of sense to consider the reform of excessive trade barriers to trade in ut;
New m.tcmanonal markets for over two million U.S. farmers should not be sacriﬁpc:infor'
approximately 6,000 peanut quota holders who hold 80% of the peanut quota.

The many sectors of agriculture that compete in world markets should

: no lo
the peanut program to impair their export opportunities. The future of U.S. agricu;‘ti?; ?incg?n
exporting -oom_modltm where we have a competitive advantage. Maintenance of severe peanut
trade bamcrs is contrary to the interests of beef, comn, soybeans, pork, wheat, and other
commodity producers who need to take advantage of expanded export markcu:.

u.s. peanut producers can compete with any peanut producers in the world, if gi
the opportunity. There is no quota program nor import barriers on tree nuts, inclgc’li'nfggwen
almonds (with a U.S. production value of $1.1 billion), walnuts, and pecans, yet these nuts
have developed a su?r}g export market. Domestic peanut production should ’be allowed to be
more rqarkﬂ-compehnve to take advantage of its comparative advantage before foreign
competitors expand their production base and develop new infrastructure for processing and

manufacturing.

When you weigh the value of expanding tra
culture against the need to protect peanut quota holders, who in many cases.aren’t
even farmers, it makes a lot of sense to consider the reform of excessive trade bar-
riers to trade in peanuts. New international markets for over two million U.S. farm-
ers should not be sacrificed for approximately 6,000 peanut quota holders who hold
80% of the peanut quota.

The many sectors of agriculture that compete in world markets should no longer
allow the peanut program to impair their export opportunities. The future of U.S.
agriculture lies in exporting commodities where we have a competitive advantage.
Maintenance of severe peanut trade barriers is contrary to the interests of beef,
corn, soybeans, pork, wheat, and other commodity producers who need to take ad-

vantage of expanded export markets.

U.S. peanut producers can compete with any peanut producers in the world, if

given the opportunity. There is no quota program nor import barriers on tree nuts,

including almonds (with a U.S. production value of $1.1 billion), walnuts, and pe-
rt market. Domestic peanut pro-

cans, yet these nuts have developed a strong expo
duction should be allowed to be more market-competitive to take ad\_rantage of its

de oppori:ﬁities for all of U.S. agri-
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comparative advantage before foreign competitors expand their production base and
develop new infrastructure for processing and manufacturing.

NAFTA PROVISIONS ON PEANUT BUTTER & PASTE MAY HELP REFORM U.S. PEANUT —
PROGRAM

In the context of North American Free Trade (NAFTA) negotiations, there was a
recognition” of the need to liberalize import duties on peanuts and peanut butter
from Mexico. Unless reforms are made in the U.S. peanut program, Eiexico can be
expected to increase its production of peanuts and ultimately have the opportunity
to compete head-to-head with U.S. peanut producers. Peanut butter and paste im-

orts from Mexico are under no quantity restrictions. USDA’s Economic Research
ervice has noted that the “recent appearance of peanut butter/paste imports from
Mexico . . . are potentially the most serious challenge for the U.S. peanut industry

in the immediate future.”
THE URUGUAY ROUND AGREEMENT FAILURE ON PEANUTS

The Uruguay Round was intended to produce substantial reforms of agricultural
olicies by reducing domestic and export subsidies and expanding market access.

nfortunately, the Uruguay Round Agreement failed to provide significant reform
of the peanut program, and in fact, established new restrictions in the form of a
tariff-rate quota on peanut butter and paste.

The peanut program continues to force consumers to spend at least $300 million
more each year because of artificially higher prices. This special burden on U.S. con-
sumers stands in stark contrast to the substantial reductions in the tariffs for al-
most all other agricultural commodities and products, with many tariffs being re-
duced by nearly 50%. Even after the full implementation of the Uruguay Round tar-
iff reductions, the peanut tariff-rate quotas will continue to be well above 100% ad

valorem.

WTO RECOMMENDATIONS & PRIORITIES

The highly restrictive tariff-rate quotas on é)eanuts and products to protect the do-
mestic peanut program cannot be preserved at the expense of obtaining greater
market access for other U.S.-grown agricultural products. For most American farm-
ers to prosper in the future, it is absolutely essential that the United States seek
major improvements in market access in the upcoming negotiations on agricultural
reform under the WTO. Peanut farmers need to begin adapting to the world market
like other American farmers who raise wheat, corn, soybeans, rice, cotton, livestock,
poultry and other agricultural commodities. These producers earn substantial
shares of their income by producing products for export.

U.S. agriculture’s _declining trade balance can only be reversed by obtaining ag-
gressive reforms in the upcoming WTO negotiations. Due to a combination of fac-
tors, U.S. agricultural exports are expected to decline from a high of $60 billion in
1996 to below $50 billion in 1999. The long-standing favorable U.S. agricultural
trade balance is projected to decline from $27 billion in 1996 to an alarming $11.5
billion this year. In order to counter this trend, we urge you to support significant
trade facilitating measures that will help strengthen the U.S. agriculture and food
sector.

To help establish a more progressive agricultural framework, we offer the fol-
lowing recommendations for the position of U.S. agriculture as objectives to be pur-

sued in the upcoming WTO negotiations:

1. Market Access.

The United States should propose linear (across-the-board) reductions of 90% or
more for all tariffs on imports of agricultural products to be phased in over a 6-year
implementation period. If such reductions are agreed to, the quota for imports at
lower duty rates under tariff-rate quotas (TRQs) can be eliminated at the end of the
tram‘;iition period. No exceptions.or fleXibility on the tariff reductions should be al-
lowed.

Another option is the removal of excessive tariff peaks, so no agricultural com-
modity would have an import tariff over some maximum level, such as 10% ad valo-
rem. Why have peanut product tariffs ranging from 104% to 168%, when most com-
modity tariffs, including those on wheat, corn, pork, apples, and other commodities

. have tariffs that are well below 10% ad valorem, if not zero?

If it is not possible to obtain substantial tariff reduction for TRQ over-quota rates,
then the import quotas should be substantially increased to ultimately reach 20%
of domestic consumption. Quota increases should be on a global, unallocated basis,
to allow import trends to reflect developments in production efficiencies. Tariff-rate
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quotas should be administered by issuing import licenses to the ultimate users of
imported goods to make retail products based on respective domestic market share.

n the event that agreement cannot be reached to eliminate TRQs, the opening
dates for allocations should be related to the harvest dates of exporting countries,
shortfalls should be re-allocated, and new countries should be able to have access
when the quotas are increased or re-allocated.

2. Internal Support.

All domestic support in favor of agricultural producers, other than measures meet-
ing the green box criteria in Annex 2 of the Agreement on Agriculture and de mini-
mis support, should be progressively eliminated. This should include all policy meas-
ures under the A%gregate Measure of Support (AMS) as well as direct payments
under production-limiting programs. However, income support that is decoupled
from production, such as the Freedom to Farm Act (i.e. FAIR Act of 1996) transition
payments, should continue to be permitted. Special and differential treatment can
be allowed to developing countries in terms of the de minimis exception.

3. Export Subsidies. —

The United States should propose progressive reductions that would eventually
eliminate all export subsidies in line with the Agreement on Subsidies and Counter-
vailing Measures. The definitions of export subsidies subject to reduction should be
expanded to include all forms of price pooling and price discrimination programns

that apply to exports of agricultural products.

4. Sanitary and Phytosanitary Measures.
The Sanitary and Phytosanitary Agreement should be maintained.

OBSERVATIONS

The tariff-rate quotas for imports of peanuts and peanut products have the effect
of keeping domestic peanut prices far above world prices. Restricting peanut imports
is detrimental to the peanut industry and to consumers of peanuts and peanut prod-
ucts. Unnecessary restraints on trade distort the allocation of resources and lower
the standard of living in the United States by forcing families to pay more for pea-
nuts and peanut products that provide a good source of protein and other nutrients.

The highly restrictive tariff-rate quotas on peanuts and peanut products to protect
the current federal peanut program and its peanut quota holder proponents cannot
be preserved at the expense of obtaining greater market access for other U.S. agri-
cultural products. For most American farmers to prosper in the future, it is abso-
lutely essential that the United States seek major improvements in market access
in the upcoming negotiations on agricultural reforms under the WTO. U.S. farmers
earn substantial shares of their income by producing products for export, with ex-
ports supporting one out of every three acres planted in the United States. Clearly,
peanut quota farmers need to begin phasing into the world market like farmers of
other agricultural commodities.

We cannot afford to let bad trade policy on peanuts interfere with our need to
reduce barriers and level the playing field in the $600 billion global agricultural
market. If we are to continue to be a strong player in world markets, and to main-
tain and expand U.S. agricultural prosperity, we must push for further reductions
in trade impediments. Needless to say, it would be extremely ill-advised for us to
allow flawed policy on peanuts to undercut our bargaining position for the rest of
American agriculture. Insisting that peanuts receive special treatment in future
trade negotiations will certainly cause other countries to insist on receiving similar
special treatment for their politically sensitive crops. Why jeopardize U.S. efforts to
get market access and other trade concessions for all other American agricultural
commodities for the sake of protecting a few thousand peanut quota holders, the
majority of whom rent their quota to someone else to grow peanuts?

We thank the Subcommittee for providing us with the opportunity to present this
on agricultural trade policy and import restraints effecting the U.S. peanut sector
and the rest of American agriculture that is dependent on fair and open markets

throughout the world. —

¢
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APPENDIX A

1 OVER-QUOTA TARIFF RATES! FOR PEANUTS

Year In shell Shelled In shelt {n shell Sheiled Shelled
peanuts- peanuts- peanuts, peanuts, peanuts, peanuts,
MFN? MEN valued 28.4 { valued valued 28.4 | valued
’ ¢/kg or more than | ¢/kg or more than
less- 28.4 ¢/kg- | less- 28.4 ¢/kg-
Mexico Mexico Mexico Mexico
1994 S1.7¢/kg 181.4% 78.3¢/kg 120%
1995 187.9% 151.1% 50.4¢/kg 176.8% 76.3T/kg 116.9%
1996 183.1% 147.3% 49¢/kg 172.1% 74.3¢/kg 113.9%

1997 |[178.3% 143.4% | 47.7c/kg | 167.5% | 72.3¢/kg | 110.8%
1998 [173.4% 139.5% |46.4ckg [162.8% | 70.3¢/kg | 107.7%

1999 | 168.6% 135.7% |4s.ackg  |158.2%  |68.3¢/kg | 104.6%
20000 | 163.8% 131.8% | 40¢/kg 140.6% [ 60.7¢/kg | 93%

2001 | 163.8% 131.8% | 35¢/kg 123% s3.iclkg | 81.4%
2002 |163.8% 131.8% | 30¢/kg — |[105.5% [45.5¢/kg | 69.8%
2003 | 163.8% 131.8% | 25¢/kg 87.9% 37.9¢/kg | 58.1%
2004 |163.8% 131.8% | 20¢/kg 70.3% 30.3c/kg | 46.5%

2005 163.8% 131.8% 15¢/kg 52.7% 22.8¢/kg 34.9%
2006 163.8% 131.8% 10¢/kg 35.2% 15.2¢/kg 23.3%
2007 163.8% 131.8% 5¢/kg 17.6% 7.6¢/kg 11.6%
2008 163.8% 131.8% Free Free Pree Pree

! The within quota rates are 9.35¢/kg (or peanuts in the shell and 6.6¢/kg for-shelled peanuts.

2 The U.S:-Canada Frec-Trade Agreement provided for the (otal elimination of import dutics on trade
between the two countrics. However, WTO (ariff-rate quotas on agricultural goods are being applied pursuant to
the decision of 8 NAFTA panel. ;
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T 2ZWTO AND NAFTA TARIFF-RATE QUOTA QUANTITIES FOR PEANUTS

(METRIC TONS)

Year' Mexico? Argentina Other Total

1994 3.377 T

1995 3,478 26,341 4,052 33,871

1996 3,583 29,853 5,043 38,479

1997 3,690 33,365 6,033 43,088

1998 3,801 36,877 7,024 47,702

1999 3,915 40,388 8,015 52,318
2000 /4,032 43,901 9,005 56,938

2001 4,153 43,901 9,005 57,059

2002 4,278 43,901 9,005 57,184
2003 4,406 43,901 9,005 57,312
2004 4,538 43,901 9,005 57,444

2005 4,675 43,901 9,005 57,581

2006 4,815 43,901 19,005 57,721

2007 4,959 43,901 9,005 57,865

2008 Unrestricted | 43,901 9,005 52,906

2The NAFTA provides for expanding tariff-rate quotas on “peanuts (ground nuts), shelled or not

! por Mexico, the quota year is & calendar year; for other countries. it is a April | to March 31 year.

shelled, blanched or otherwise prepared or preserved (cxcept peanut butter), that are qualifying goods entered

under subheadings 9906.12.01, 9906.12.04 and 9905.20.03 in any calendar year.” Peanuts in the shell asre

charged agalnst the quota on the basis of 75 kilograms for cach (00 kilograms of peanuts in the shell. Beginning

in calendar ycar 2008, quantitative limitatlons will cease to spply.
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3 OVER-QUOTA TARIFF RATES' FOR PEANUT BUTTER AND PASTE, BLANCHRp
PEANUTS, AND OTHER PEANUTS PREPARED OR PRESERVED

Year | Peanut Peanut | Blanclied | Blanched | Blanched | Other Other Other-
butter butter | peanuts- | peanuts- | peanuts- | peanuts, | peanuts. | MFN
and and Valued Valued MEN prepared | prepared
paste- paste- 65.2¢/kg | more or or
Mexico | MFN or less- | than preserved- | preserved-

Mexico | 65.2¢/kg- Valued Valued
-Mexico 65.2¢/kg | more than
or less- 65.2¢/kg-

Mexico Mexico

1994 1 5.9¢/kg 78.3¢/kg | 120% 78.3¢/kg | 120%

1995 1 5.3¢/kg | 151.1% | 76.3¢/kg | 116.9% 151.1% ] 76.3¢/kg | 116.9% 151.1%

1996 | 4.6¢/kg | 147.3% | 74.3¢/kg | 113.9% 147.3% | 74.3¢/kg | 113.9% 147.3%

1997 | 3.9¢/kg | 143.4% | 72.3¢/kg | 110.8% 143.4% |72.3¢/kg | 110.8% 143.4%

1998 | 3.3¢/kg | 139.5% { 70.3¢/kg | 107.7% 139.5% |70.3¢/kg | 107.7% 139.5%

1999 | 2.6¢/kg | 135.7% | 68.3¢/kg | 104.6% 135.7% |68.3¢/kg | 104.6% 135.7%

2000 | 2.0¢/kg | 131.8% | 60.7¢/kg | 93% 131.8% | 60.7¢/kg | 93% 131.8%
2001 | 1.3¢/kg | 131.8% | 53.1¢/kg | 81.4% 131.8% | S3.1¢/kg 81.4% 131.8%
2002 | 0.7¢/kg | 131.8% | 45.5¢/kg r69.8% 131.8% | 45.5¢/kg | 69.8% 131.8%
2003 | Free 131.8% | 37.9¢/kg | 58.1% 131.8% |37.9¢/kg | 58.1% 131.8%
2004 | Free 131.8% | 30.3¢/kg | 46.5% 131.8% |30.3¢/kg | 46.5% 131.8%
2005 | Pree 131.8% | 22.8¢/kg | 34.9% 131.8% {22.8¢/kg | 34.9% 131.8%
20065 | Free 131.8% | 15.2¢/kg | 23.3% 131.8% | 15.2¢/kg | 23.3% 131.8%
2007 { Free 131.8% | 7.6¢/kg 11.6% 131.8% | 7.6¢/kg 11.6% 131.8%
2008 | Free 131.8% | Pree Free 131.8% | Free Free 131.8%

! The within quots rates are 9.35¢/kg for pernuts in the shell and 6.6¢/kg for shelled peanuts.
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4 THE PEANUT BUTTER AND PASTE 'l ARIFF-RATE QUOTA QUANTITIES
(METRIC TONS)'

Year? Canada Argentina | GSP’ Other Total
1995 14,500 3,650 750 250 19,150
1996 14,500 3,650 920 250 19,320
11997 14,500 3,650 1,090 250 19,490
1998 | 14,500 3,650 1,260 250 19,660
1999 14,500 3,650 1,430 250 19,830
2000 and 14,500 3,650 1,600 250 20,000
thereafter

ja—

! This TRQ docs not apply to imports from Mexico.

2 Calendar y-ar.

3 Countries that were designated beneficlary countries under the Generatized System of Preferences
(QSP) on January 1, 1995.
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APPENDIX B

Tariff Rates on U.S. Imports of Agrlculture.Products

160 ——" . e ——

1008

% Import Tariff

Agriculture Products Imported
into the United States
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COMPARISON OF TARIFF RATES ON U.S. IMPORTS
OF VARIOUS AGRICULTURAL PRODUCTS

Uruguay Round

Product Bound Tariff Rate Reduction
Peanuts, in shell, over-quota 163.8% ad val. 15%
Sugar, refined, over-quota $0.3574/kg (141.3% ad val.) 15%
Peanuts, sh:lled, over-quota 131.8% ad val. 15%
Peanut but'er and paste 131.8% ad val. 15%
Butter, ovur-quota $1.541/kg (90.6% ad val.) 15%
Cheddar caeese, over-quota $1.227/kg ~(61.35% ad val.) 15%
Boneless beef, over-quota 26.4 % ad val. 15%
Rice, in the husk $0.018/kg (10.9% ad val.) 36%
Wheat $0.0035/kg (3.78% ad val.) 55%
Corn, yellow dent $0.0005/kg (0.6% ad val.) 75%
Bser Duty Pree 100%
Soybeans Duty Frec N/A
Pasta, uncooked, not prepared Duty Free N/A
Hams, fresh, unprocessed Duty Free N/A
Apples Duty Free N/A
Cherries Duty Free N/A

INTERNATIONAL TRADE POLICY AND FLORIDA’S AGRICULTURAL COMMUNITY

[SUBMITTED BY SENATOR MACK]

This paper summarizes the international trade policies of Florida's agricultural
community in regard to ongoing Free Trade Area of the Americas (FTAA) negotia-
tions and the upcoming World Trade Organization (WTO) Ministerial in Seattle.
The first section describes a variety of international trade issues of concern to Flor-
ida agriculture. The second section discusses the Florida citrus industry’s concerns
regarding subsidies provided by other countries in the Western Hemisphere.

This paper was written under the auspices of the Florida Department of Agri-
culture and Consumer Services (FDACS) and includes comments of the Florida
Fruit & Vegetable Association,! Florida Citrus Mutual,?2 and the NFACT coalition,?
of which the FDACS is a member.

Section One: Florida Agriculture and International Trade.
I. INTRODUCTION., .

International trade in perishable and seasonal agricultural products as well as
animal agriculture, timber, nursery, foliage and aquaculture products are all impor-
tant to the State of Florida. Florida ranks second among the states in cash receipts
for vegetable crops with total agricultural crop cash receipts of over $6 billion, $2
billion in forest receipts, and a &r‘; billion dollar impact to our state’s economy. Ap-
proximately 19% of our agricultural production is exported. The Florida agricultural
community is committed to gaining market access abroad and is working with fed-
eral officials and our trading partners for fairness and equivalency in trade matters.

To a certain extent, Florida's international trade concerns, when compared to
those of other states, are unique. Florida’s geographical location and climate affords
its growers an opportunity to provide American consumers and export markets with
fruits, vegetables, and seasonal crops during the months of the year when other do-
mestic producers cannot grow and harvest these crops. Historically, competition f6r
Florida’s fruit and vegetable industry in the U.S. marketplace has come from Mex-
ico, other areas with farmland suitable for winter production in the northern hemi-
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sphere, and from Latin America. In export markets, Florida’s crops compete against
low-cost, often subsidized producers from Latin America, Europe, and elsewhere.

In recent years, international trade agreements have significantly impacted Flor-
ida agriculture. The North American Free Trade Agreement (NAFTA) and the Uru-
ﬁ;uay Round Agreements have led to greatly increased competitive pressures on

lorida’s agricultural products, most notably fruit and vegetable crops. Florida’s
growers are concerned that new trade negotiations might result in further reduc-
tions in U.S. tariffs and even greater competition for the state's growers.

As discussed below, before the United States becomes a party to new trade agree-
ments, the inadequacies of NAFTA and other prior trade agreements in the areas
of U.S. tariffs, sateguards, and sanitary and phytosanitary (SPS) measures need to
be corrected by Congress and the Administration through legislative and executive
branch action, as well as through the relevant regional and multilateral working
groups already established under the existing trade agreements. Once this has been
accomplished, U.S. negotiators should seek to improve on the market access provi-
sions and safeguard measures of NAFTA and the Uruguay Round, and press for
new measures during upcoming FTAA and WTO talks that will fully protect import-

sensitive U.S. agriculture sectors.
I1. PERISHABLE AND SEASONAL AGRICULTURAL COMMODITIES.

Issues that are important to seasonal and perishable commodities or specialty
crops were not fully addressed during the last round of multilateral trade negotiza-
tions. While the O Agreement on Agriculture recognizes the need for separate
treatment or timelines, no specific rules exist to deal with general trade or dispute
resolution involving perishable and seasonal commodities.

Florida seeks recanition that trade remedies should be available for perishable
and seasonal agricultural products that reflect the commercial realities of these
products. Florida’s view is shared by others: when asked at the Ag Forum imme-
diately preceding the Free Trade Area of the Americas (FTAA) Business Forum in
Belo Horizonte if specific rules for perishable commodities were needed, the former
head of the Uruguay Round agriculture negotiating team agreed that specific rules
could be helpful and may be advisable.

In particular, we request that consideration be given to a more rapid dispute set-
tlement process when a perishable commodity is involved. The current WTO dispute
settlement process is fundamentally groblematic for certain agricultural commod-
ities due to their perishable nature and the very lengthy process of resolution.

I1II. SANITARY AND PHYTOSANITARY (SPS) ISSUES.
A. SPS MEASURES AND MARKET ACCESS.

With all SPS matters, the critical factor is strict adherence to sound science. Rec-
ognition of sound science will allow free market access in many instances, and we
welcome the ability of the SPS Agreement of the WTO to remove scientifically un-
founded SPS barriers. For example, the decision of Japan to Fpermit importation of
certain tomatoes grown in the United States should benefit Florida growers. If we
clearly demonstrate scientifically the absence of a hazard and if, in addition, . we
accept products from pest-free zones or certified product from our trading partners,
we must demand their reciprocity regarding our products. At the same time, how-
ever, we appreciate the SPS concerns of our trading partners when their concerns

are based upon sound science.
B. RECENT PEST INFESTATIONS IN FLORIDA.

In recent years, Ferhaps as a result of increased international trade, Florida has
experienced several major plant pest infestations. When we have attempted to ad-
dress market access issues, often, before we can even confirm the absence of such
a problem in our state, we detect another pest or disease entry that must be imme-
diately addressed with intensity of personnel and capital investment.

The prevention, control and eradication of introduced plant and animal pests and
diseases has placed a dramatic budget burden on the state. From 1995 through
1998, Florida spent over $140 million in state funds to eradicate new plant and ani-
mal pests and disease introductions including many detected for the first time in
the continental United States, such as additional species of foreign ticks and the Af-
rican hive beetle that is decimating the honey bee industry.

These crises have been compounded by the fact that the budgets and staffs of the
Customs Service, the U.S. Department of Agriculture and the Food and Drug Ad-
ministration for border inspections and surveillance have not kept pace with the in-
creased volume of trade across U.S. borders. Consequently, these entities have been
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unable to provide adequate border inspections and surveillance. Tighter measures
for pest and disease prevention in the nations with which we trade, and increased
resources for federal agencies for prevention, early detection, and eradication of pest
and disease introductions in the United States will not only reduce our resource de-
mand but also aid market access. If federal agency personnel cannot be made avail-
able for surveillance, Florida stands ready to consider cooperative and innovative
ways in which it may assist in enhanced border inspections, such as through detec-
tion programs funded by federal grants.

C. SPS CONCERNS REGARDING THE REPACKING OF PRODUCTS.

Florida is concerned about transshipments and the repacking of products from
countries which ;l)ose particular SPS threats. Too often, products from countries with
certain SPS problems are shipped to the United States through another country. Or-
igin rules should not be manipulated to circumvent SPS requirements. .

Recent examples include the smugqliniof prohibited Asian 8roducts through Can-
ada to Florida and Australian cattle shipped via Mexico. Violations of the SPS
Agreement should be strictly enforced.

D. ANIMAL DISEASES.

The movement.of animals through international border crossings and inherent
problems with animal diseases have been particularly difficult issues. We support
and encourage discussions on adherence to the SPS Agreement in this area as well
as discussions leadin§ to an international I certification program for import/export
tests and procedures for animals that will ensure credibility, confidence, and accept-

ance by all international trading partners.
IV. EQUIVALENCY OF REQUIREMENTS.

Lack of harmonization and equivalency regarding chemiral usage, pesticide reg-
istrations, food safety standards, and labor standards place an unnecessary burden
upon U.S. industry and are sometimes used as non-tariff trade barrier reasons to
deny market access. These regulatory disparities should be addressed in any future
trade negotiations.

Lack of eqirivalency places Florida growers at a competitive disadvantage. For in-
stance, while some amelioration of the U.S. phase-out of methyl bromide. has oc-
curred, our producers still face competitive disadvantage with many of our trading
partners who will be permitted extended usage. Within the United States, adequate
research and regulatory attention must focus on identifying and approving effective
alternatives before the required phase-out takes place. Those alternatives that par-
tially replace methyl bromide present environmental contamination concerns that

offset their benefits.
V. SAFEGUARD MEASURES FOR PERISHABLE COMMODITIES.

A. THE SPECIAL SAFEGUARD PROVISIONS INCLUDED IN BOTH THE NAFTA AND URUGUAY
ROUND HAVE NOT WORKED FOR FLORIDA’S GROWERS.

We believe that no workable safeguard mechanisms exist for perishable commod-
ities. Although previous agreements attempted to utilize Taritf Rate Quotas and
snap back provisions, these have not proven effective in use, and we hope that this
issue can be discussed at the upcoming Ministerial.

To offset the effects of tariff reductions that were expected to result in increased
U. S. imports, both the NAFTA and the Uruguay Round Agreements promised to
provide safeguard provisions that would deliver temporary relief to injured, imgort-
sensitive U.S. industries. These measures have failed to function as intended for
Florida’s producers.

The fruit and vegetable industries in Florida and elsewhere in the United States
argued strongly during the negotiation phase of both the NAFTA and the Uruguay
Round that an effective price-based safeguard be provided for sensitive perishable
crops. The safeguard contained in the NAFTA is a volume-based tariff rate quota
mechanism that restores the original tariff on a limited number of products if cer-
tain volume targets are reached. The mechanism has been entirely ineffective as a
safeguard. Tariffs are restored only when the volume targets are reached—usually
very late in the tariff rate period. By that time, the increased volume in the market
has already depressed prices and injured domestic growers. The WTO Agreement
on Agriculture contained a price-based mechanism, but only for those products that
had non-tariff border measures (quotas, etc.) in piace prior to the implementation
date of the agreement. No U.S. fruit or vegetable had such measures in place, so

safeguard relief does not apply in those sectors.
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B. IMPROVED, MORE EFFECTIVE SAFEGUARD MEASURES SHOULD BE CRAKTED,

Because of the inadequate safeguard protections included in the NAFTA and Uru-
guay Round Agreements, strong and price-based safeguard mechanisms should be
essential elements of any future trade agreements.

1. SPECIAL SAFEGUARD MECHANISM FOR AGRICULTURE.

Florida believes that a special safeguard mechanism for agriculture, over a single
safeguard mechanism to cover both industrial and agricultural products, is needed
bec¢ause of the unique characteristics of J)erishable, import-sensitive agricultural
products. A safeguard mechanism is needed that reacts to import surges throughout
the season, not(ﬁ‘st at the end of the season when volume limits are reached, and
which reacts before the damage to U.S. agricultural industries has occurred.

2. A PRICE-BASED MECHANISM FOR FRUIT & VEGETABLE PRODUCTS IS NEEDED.

The ineffectiveness of the safeguard mechanisms of NAFTA and the Uruguay
Round to grotect Florida's import sensitive fruit and vegetable industries is evidence
that an effective price-based mechanism is essential for fruit and vegetable prod-
ucts. A nice-based trigger is more effective than a volume-based mecﬁanism since
it can be imposed at any time during the year when the price threshold is hit. A
major problem with the volume-based mechanism of NAFTA is that the volume lim-
its are not reached until the end of the season when harm to U.S. growers has al-
ready occurred.

Since the safeguard mechanism needs to be trigiered immediately once the
threshold limits are reached to prevent injury to highly sensitive perishable and
seasonable crops, a detailed showing of injury should not be required to trigger the
safeguard protections.

VI. TARIFFS

Florida agriculture is ﬁenerally opposed to the reduction of tariffs on agricultural
imports in upcoming trade talks. To the extent that agricultural tariffs are reduced,
Florida seeks, as discussed below, exemptions from tariff phase-outs for import-sen-
sitive commodities.

Exemptions from tariff phase-outs should be negotiated for the most highly sen-
gitive U.S. agricultural producers. Although exemptions from tariff phase-outs were
not granted under NAFTA, this should not be the standard for future agreements,
and in particular, for the FTAA. The FTAA is a regional trade agreement covering
many more countries than NAFTA, including several countries with highly competi-
tive agricultural sectors. The potential for import penetration and subsequent harm
to Florida's vulnerable fruit and vegetable sectors is therefore greater, thus requir-
ing a more flexible tariff approach.

VII. TARIFF RATE QUOTAS

Tariff rate quotas (TRQs) provide a modicum of protection for producers of import-
sensitive agricultural products who must compete in world markets characterized by

rice distortions. As such, Florida strongly supports the continued ability of the
{)Jnited States to use the TRQ mechanism.

A. BEEF TRQ.

The TRQ of the United States on beef assists Florida ranchers who must compete
in a highly distorted international beef market. :

For example, cattle producers in the European Union are heavily subsidized. At
the same time, however, most beef products of the United States and of some other
major beef-producinghcountries, such as Canada, are prohibited entry into the Euro-
pean Union due to the European Union’s as yet continuing ban on the importation
of hormone-treated beef, The policies of the European Union and other governments
result in distortions in the marketplace, including increased beef exf)orts to the open
U.S. market. The TRQ on beef provides the United States with a limited ability to
protect Florida’s ranchers from distortions in the international beef market, and a
major goal of the United States durinﬁlupcoming WTO negotiations should be to
maintain the right to impose TRQs on this product.

B. SUGAR TRQ.

Florida’s sugar industry is efficient and cost-competitive in the international mar-
ket. But the support of domestic sugar producers by other governments results in
a world dump market price for sugar. Some foreign sugar producers receive not only
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massive governmental sup%ort, but also have highly protected domestic markets.
For example, the average EU tariff on imported sugar in 1997 was 61.8 percent.
The distorted and volatile international sugar market results in a very import- sen-
sitive sugar indust? in Florida and other states. To alleviate the effects on Florida
farmers caused by distortions in the international price of sugar, Florida encourages
the USTR not to negotiate away the ability of the United States to maintain this
TRQ at current levels prior to the elimination of all export and domestic subsidies

on sugar.
C. NAFTA TRQS ON FRESH MARKET PRODUCE.

While Florida supgorts the continued night of the United States to impose TRQs,
it has reservations about the effectiveness of NAFTA's TRQs applied to fresh market
produce. Under NAFTA, safeguard seasonal tariff rate quotas were negotiated for
5everal of Florida's vegetable products, including tomatoes, onions, and chili pep-
pers. For these seasonal and perishable products, the TRQ mechanism alone has not
provided adequate import protection.

Moreover, the mechanism used in the NAFTA Agreement to liberalize TRQs-—i.e.,
dutyitegtaccess for an in-quota amount with the over-quota tariff eliminated over
a negotiated phase-out period—should be structured to give more protection to the
most import sensitive products. For such products, complete exemptions may be nec-
essary. For the relatively less sensitive products, there should be flexibility with re-
gard to in-quota volumes, such that tariff reductions could be implemented over
time, rather than effectuated all at once upon implementation of the agreement.
Phase-out periods for the out-of-quota tariffs should be equally flexible, with ex-
tended phase-out periods (e.g., more than fifteen years) and variances allowed in the

staging of reductions.
VIII. MARKET ACCESS.

Market access is denied for Florida agricultural products for a host of reasons.
The most fretluent reason we experience for denying market access for our products
is scientifically unfounded sanitary and phytosanitary reasons. The lack of rapid
dispute settlement mechanisms exacerbates the problem of denials of market access
for ﬁhytosanitary reasons.

The lack of reciprocal free market access to nations who trade their agricultural
products freely in the United States is a gervasive and highly significant issue. Five
gears have elapsed since the signing of the NAFTA, yet not one Florida orange has

een shipped to Mexico. Chile is one of the major agricultural trading partners of
the United States with $628 million worth of Chilean products in the consumer agri-
culture category imported into the United States last year. Yet, the United States
was denied the right to export certain similar products to Chile, and we exported
only $38.9 million there in the same category. Other nations denying access to our
commodities include Australia, New Zealand, Argentina and China. The USDA sta-
tistics for Mexico, Chile, Australia, New Zealand, and Argentina show that we im-
ported $6.35 billion from those countries compared to exports of $2.12 billion in the
consumer a%ricultural product category (which includes meat, dairy, and fresh fruits
and vegetables).

We applaud the recent efforts of the USTR and USDA to gain an agreement on
citrus, meat, and wheat with China. We look forward to the finalization of this proc- -
ess by visits of inspecting officials from China so that the door can finally be legally
opened to citrus shipments. Although concentrated efforts by both USTR and USDA.
in the past two years opened Japan to trade in U.S. tomatoes, many other commod-
ities remain restricted. Even trade in tomatoes remains difficult as Japan continues
;o requlest specific varietal testing, an issue which was resolved through the WTO
or apples.

The United States has permitted free market access for many nations around the
world. It is unacceptable that a large number of these nations do not allow any re-
ciprocal marketing of U.S. agricultural products. Any further multilateral negotia-
tions need to provide that market access for U.S. products are mandatory provisions

of the agreements.
IX. ELIMINATION OF NON-TARIFF BARRIERS.

For the most part, non-tariff barriers, such as price bands, reference prices and
non-automatic import licenses, are not used by the United States. Many countries,
however, still employ non-tariff barriers, and some in a non-transparent, trade-re-
strictive manner.

Florida’s position is that non-tariff barriers, especially those such as reference
prices and non-automatic licensing that are administered in a non-transparent man-
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ner and are used to restrict or slow trade, should be eliminated under the FTAA.
This should not be accomplished, however, at the expense of the negotiating meth-
odologies discussed above that are needed to protect Florida's sensitive fruit and

vegetable sectors.
X. EXPORT SUBSIDIES. :

The United States should negotiate for an end to all export subsidies in upcoming
WTO talks. In doing so, the United States should address practices that in effect
permit countries to avoid export subsidy commitments, such as pooling arrange-
ments and dual pricing systems, which, by creating artificially low export prices for
many foreign producers, undercut U.S. products in the world market.

XI. STATE TRADING ENTERPRISES.

State trading enterprises (STEs) provide support to domestic producers through
a variety of arrangements. Their presence in agricultural trade has greatly facili-
tated the ability of foreign countries to restrict trade from the United States. Efforts
to date under the General Agreement on Tariffs and Trade (GATT) and now the
WTO to ensure compliance with Article XVII principles have been fruitless. Florida
suggests that the United States advocate the elimination of STEs during upcoming

WTO negotiations.
XII. MECHANISM IS NEEDED TO CUSHION THE EFFECTS OF CURRENCY DEVALUATION.

An issue of great consequences for Florida agriculture is the effect that currency
devaluation has on a country’s ability to increase exports and take greater advan-
tage of negotiated market access openings. As we experienced with the devaluation
of Mexico’s peso in 1994 shortly after the NAFTA went into effect, the devaluated
peso meant that Mexico’s exports to the United States were significantly cheaper
and increased dramatically, while U.S. exports to Mexico became more expensive
and declined.

Given recent economic crises in Asia and Latin America, the issue of currency de-
valuation and its effects on trade should not be ignored. This is an issue that should
be taken into account when structuring future trade protections.

One possible approach might be to use a safeguard-type mechanism that would
be triggered only when currencies are devalued by a negotiated percentage amount
over a specified period of time. o

XIII. Price Collapses
The United States should include in upcoming negotiations consideration of what,

if any, special rules may be needed to cope with commodity price collapses such as
have been recently experienced in the livestock and grain sectors.

XIV. THE FTAA SHOULD ESTABLISH ADEQUATE DISCIPLINES FOR SETTLING COMMERCIAL
DISPUTES.

Neither the NAFTA nor the Uruguay Round Agreements established a system for
the prompt and effective resolution of private commercial disputes in agricultural
trade. The NAFTA negotiations opted instead to create a joint government/private
sector advisory committee to develop recommendations on this matter. The con-
tinuing absence of a formal system has become another problem for Florida pro-
ducers, who need a viable commercial dispute settlement mechanism to handle the
unique marketing characteristics of perishable crops. The Perishable Agricultural
Commodities Act (PACA) provides such a system for the domestic industry and for
international traders who market their products in the United States, but no such
system is in place for U.S. exports marketed in other parts of the world.

Given the more limited number of countries involved, it would most likely be more
feasible to establish such a system through FTAA talks rather than in upcoming
WTO negotiations. Before a hemisphere trade agreement is implemented, Florida
recommends that the voluntary dispute settlement process recommended by the
NAFTA Advisory Group be closely monitored to determine if it functions as envi-
sioned. Based on its success, a similar or improved system should be considered for

adoption by FTAA countries.
XV. INTERNATIONAL PRODUCER COOPERATION.

Due to the growing level of international trade of agricultural products, coopera-
tion between producers is increasingly important. Florida requests a review and con-
sideration of change to U.S. trade law and marketing order law to give permission
to form international cooperatives or marketing orders between trading partners. At
the moment, several commodity cooperatives on the borders with Mexico and Can-
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_ada exist but are not clearly permitted by any specific protection or provision of the
Capper-Volstead Act or other law. '

XVI. ANTIDUMPING AND COUNTERVAILING DULY LAWS,

Florida agriculture supports the ability of the United States to maintain strong
antidumping and countervailing duty laws. Without these laws, Florida’s farmers
and ranchers would be even more vulnerable to the unfair trade practices of pro-
ducers in other countries. As such, Florida opposes the possible curtailment of the
use of these laws under the FTAA or the reopening of these laws for negotiation
during the next round of the WTO.

If negotiations on the Antidumping Agreement of the WTO are reopened, Florida
requests that the U.S. Trade Representative examine possible changes to the WTO
Antidumping Agreement that could benefit the state’s vegetable growers. In par-
ticular, Florida would like to see the definition of “industry” modified to provide for
separate industries for perishable products grown in particular seasons. Such a defi-
nition would aptly describe Florida's fresh winter vegetable industry, which, during
the winter months, produces the vast majority of vegetables grown in the United
States. We would also like to see the definition clearly permit livestock producers
and other agricultural producers bring cases on products sold at retail.

XVI1l. COMPLIANCE V. ITH WTO DISPUTE SETTLEMENT FINDINGS.

A goal of U.S. negotiators during the Uruguay Round was to increase access for
U.S. agricultural products into markets that were already relatively closed. For this
reason, U.S. agricultural producers were, overall, supportive of the implementation
of these agreements by the United States. However, four years after the conclusion
of the Uruguay Round, some of Florida’s agricultural producers question the success
of the trade agreements that resulted from it. Namely, Florida's farmers and ranch-
ers are disappointed that other countries have failed to abide by the decisions that
have resulted from the WTO'’s dispute settlement process.

The failure of the European Union to come into compliance with the report of the
WTO's Appellate Body regarding the importation of hormone-treated meat directly
impacts Florida’s ranchers. Despite the lack of any scientific evidence that hormone-
treated beef poses risks to human health, the European Union continues to block
access to its market for U.S. beef derived from hormone-treated cattle. Similarly,
while Florida does not produce bananas, it is concerned about the European Union’s
continued non-compliance with the WTO Appellate Body’s decision regarding the
European Union’s import regime for this agricultural product. It is also not clear
at this time whether Japan will come into compliance with the Appellate Body’s re-
cent decision concerning varietal testing and whether it will apply the lessons of the
Appellate Body decision to other products, including fresh vegetables.

Florida’s farmers and ranchers are wary of negotiations that will result in a fur-
ther decline in the modest protection afforded to them while our trading partners
do not abide by their current obligations. The failure of the European Union, a
major agricultural producer and competitor in the international market, to come
into compliance with decisions of the Appellate Body of the WTO is especially trou-

bling.
XVIIl. FTAA VERSUS WTO MINISTERIAL CONSIDERATION OF AGRICULTURE ITEMS.

The FTAA negotiations are ongoing, However, Florida feels that many of the agri-
cultural issues are broad global concerns that would be more appropriately ad-
dressed in the upcoming round of WTO multilateral negotiations. However, we do
realize that the Agriculture Negotiating Group established under FTAA is required
to incorporate any developments resulting from the upcoming WTO negotiations.

XIX. REQUEST-OFFER APPROACH TO NEGOTIATIONS

Florida producers support the request-offer approach in upcoming WTO negotia-
tions regarding agriculture. We do not support the formula approach. As differences
exist within product categories as to what makes sense for market access abroad,
the formula approach for negotiations can sometimes be harmful to U. S. commer-
cial interests. The Florida agricultural community would have preferred the adop-
tion of the request-offer approach, coupled with negotiations for subsidy and non-
tariff barrier reforms, in upcoming WTO negotiations.

In regard to FTAA negotiations, we urge the United States to use the request-
offer approach as this approach would better ensure that special protections will be
accorded to import-sensitive U.S. products.
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Section Two: The Florida Citrus Industry’s Concerns Regarding Foreign Subsidies.

Florida citrus growers account for the vast majority of citrus made into processed
citrus products which are exported from the United States, and for a significant pro-
portion of the fresh citrus which is exported from the United States.

Clearly, the Florida citrus industry has a vital interest in the identification and
elimination of foreign impediments to trade, especially those restrictions which are
inconsistent with international trade agreements and legitimate national interests
in protecting the integrity of the food supply, and those foreign benefits which ac-
cord U.S. competitors unfair advantages in competing for sales in the U.S. or third
country markets. With those interests in mind, these comments discuss FTAA mem-
ber countries’ known export subsidy programs which may affect the citrus and other
agricultural sectors. We do not have a proposed, legal definition of export subsidies
at this time given the important and complex considerations that come into play in
the area of subsidy countermeasures and consistency with the WTO Agreement. We
will continue to review this area and may offer propnsed language in the future.

However, we also note prefatorily that Florida maintains its longstanding opposi-
tion to any tariff reductions for citrus products, as well as other agricultural prod-
ucts, imwrtned into the United States under an FTAA arrangements. The U.S. citrus
industry rémains highly import sensitive, and the many years of artificial benefits—
including some unfair trade practices—enjoyed by the Brazilian industry in par-
ticular, can only be offset by the current U.S, tariff, which has not restricted access
to citrus products from Central and South America (most citrus products imported
from Central America enjoy the duty-free benefits of the Caribbean Basin Economic
Recovery Act). Therefore, the elimination or modification of any of the following pro-
grams b{ U.S. trading partners should not be treated by U.S. negotiators as quid
pro quo for further U.S. tariff cuts for citrus products.

In addition, while many of the programs described herein do not benefit foreign
citrus production and exports directly, the fact that citrus is a potential beneficiary
is of concern to Florida. Since the principal processed citrus product—frozen con-
centrated orange juice for manufacturing—is sold as a commodity at, essentially, a
dollar-denominated world price, it is an attractive source of hard currency for for-
eign exchange earnings, especially for countries with heavier foreign debt loads.
Thus, foreign citrus industries often receive disproportionate government support
and export promotion. Consequently, they should be reviewed closely in any FTAA
negotiations. -

Followingrare some of the known export and production subsidy programs main-
tained by FTAA member countries which may have an adverse effect on U.S. citrus

and other agricultural industries:
A. ARGENTINA.

While the Argentine citrus industry has not been affected by any widely available
subsidy programs, the Argentine government retains certain supports, such as the
reimbursement of indirect tax payments to exporters. The government also main-
tains an industrial specialization program which allows certain industries that boost
their exports to report a com aragle amount of imports at a reduced tariff. The pro-

gram is scheduled to end in the year 2000.
B. BOLIVIA.

The government is not known to direétly subsidize exports. Pursuant to the 1993
Export Law, the government grants rebates of all domestic taxes paid on the pro-
duction of items which are later exported.

C. BRAZIL.

The Brazilian government offers a variety of incentives—some quite complex—to
encourage exports. In the 1980s, export rebate and production incentives were found
in connection with an investigation of Frozen Concentrated Orange Juice From
Brazil, resulting in a suspension agreement and imposition of an offsetting export
tax. Other industrial and agricultural industries have likewise benefited over the

ears, as most recently demonstrated in a U.S. countervailing duty investigation of
Kot-rolled, flat-rolled carbon quelity steel products from Brazil. i

Export production incentives include tax and tariff exemptions for equipment and
materials imported for the production of goods for export; excise and sales tax ex-
emptions on exported products; and rebates on materials used in the manufacture
of exported progucts. xporters are exempted from withholding for tax remittances
overseas for loan payments and marketing, as well as from the financial operations
tax for deposit receipts on export products. Excise and sales tax exemptions cover

\
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agricultural and semi-manufactured export products as well as manufactured prod-
ucts. Exporters are also eligible for a rebate on social contribution taxes paid on lo-
———cally-acquired production inputs.

. An export credit program known as PROEX was established in 1991. PROEX is
intended to equalize domestic and international rates for export financing for indus-
trial products. Under the program, the government provides interest rate guaran-
tees to commercial banks which finance export sales, thus ensurinF Brazilian ex-
gortprs access to financing at rates equivalent to those available internationally.
f.apllza'l goods, automobiles, auto parts, and consumer goods are eligible for PROEX
inancing,

Revisions to PROEX were announced in 1995 and 1997. The revisions expanded
the size of the program and authorized coverage of additional export sectors. In
1997, $1 billion. was initially budgeted for PROEX. By November 1997, that figure
had risen to $1.4 billion. In the past, PROEX has never used more than 30 percent

of its allocated budget.
D. CHILE.

The government does not provide exporters with direct or indirect ort such
as preferential financing or export funds. However, it does employ a number of ex-
port promotion measures.

First, the government provides exporters with quicker returns of VAT paid on in-
puts than other producers receive. All Chilean exporters may defer tariff payments
for a period of seven years on imported capital, or receive an equivalent subsidy for
domestical(liy produced capital goods. If the capital ﬁoods are used to produce ex-
ported products, deferred duties can be reduced by the ratio of export sales to total
sales. If all production is exported, the exporter pays no tariff on capital imports.

In an effort to increase its exportable forestry products, the government provides
subsidies for reforestation, forest management, and ?lantings of native forest spe-
cies. The government subsidizes about 75 percent of planting costs and certain man-
agement costs for the first generation of trees in a plantation. The value of the sub-
sidy is adjusted for inflation and treated as taxable income when the trees are har-
vested several years later. Forestry industry representatives say the subsidy, when
allocated over the life of plantations, amounts to an interest-free loan of ahout 5 per-
cent of total costs. Both foreign investors and Chileans are eligible for the subsidy.
The léaw, which established the subsidy in 1974, expired in 1996, but may be re-
newed.

Second, the most widely used indirect subsidy for exports is the simplified duty

drawback system for non-traditional exf)orts. This system refunds to exporters of
certain products a percentage of the value of their exports, rather than refunding
the actual duty paid on inputs to production. Chile has announced that, in accord-
ance with its WTO commitments, the drawback program will be phased out over
time.
Exporters of non-traditional products benefit in other ways as well. For example,
they are subject to special non-market incentives such as simplified paperwork re-
quirements. Chile also has an active export promotion agency, which has planned
expenditures of up to $ 10 million a year, half from government funds and half from
industry contributions, for agricultural export promotion.

E. COLOMBIA.

Colombia’s tax rebate certificate program, the-CERT, contains a subsidy compo-
nent. It refunds a percentage of the FOB value of an export. Under a 1990 bilateral
agreement, the subsidy does not apply to goods exported to-the United States. The
governmen* has committed to eliminate the subsidy and create an equitable draw-

back system, but has not yet done so.
F. COSTA RICA.

The Export Promotion Law of 1972, which provides incentives such as tax credit
certificates for up to 15 percent of the value of exports, is being phased out. The
benefits are only granted to existing companies and are due to end within two years.
Export contracts grantin7 twelve year tax holidays and consolidating the rebate sys-
tem for in-bond trade will be phased-out by 1999. »

There has been recent investment in Costa Rican citrus production by a British
government financed corporation. Since most Costa Rican citrus is destined for ex-
port markets, and a significant fpercentage is exported to the United States under
the CBI program. This benefit from a third-country government source should be
evaluatedp by the U.S. negotiators as both an export and production subsidy in con-

nection with any FTAA negotiations.
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G. ECUADOR.,

Ecuador does not have any explicit export subsidy programs. However, the gov-
ernment is reportedly consi ering the creation of an export credit agency. In the
meantime, the National Finance Corporation has begun to offer export %nancing.

The government uses a drawback system to reimburse the cost of duties and taxes
paid on raw materials and other inputs incorporated in products that are subse-

quently exported.
H. EL SALVADOR.

El Salvador does not pay direct export subsidies. However, the government offers
a 6 percent rebate to exporters of non-traditional goods based on the FOB value of
the export. Free-zone operations are not eligible for the rebate, but enjoy a ten year
exemption from income tax as well as duty-free import privileges. Certain prod-
ucts—coffee, sugar, cotton, and metal/mineral products-—are not eligible for the re-
bate. However, processed coffee can apply for the rebate, if it incorporates 30 per-
cent of national value added tax. Sugar can apFly if it is exported as refined sugar.
Maquilas are eligible if they meet the criteria of adding 30 percent Salvadoran input
in the production process. Though they enjoy a ten year exemption from income tax
anl;i &uty-free privileges, firms operating in the free zone are not eligible to receive
rebates.

According to the El Salvadoran Exporters Association, 500 of their registered 600
members received rebates in 1997. The Ministry of Finance is reported to have re-
imbursed $9.2 million to Salvadoran exporters in rebates during {’997. In 1997, the
%‘ovemment withheld 25 percent of export rebates to satisfy income tax obligations.

rom 1998 on, however, this withholding will no longer take place and exporters
will be able to i(eep 100 percent of the rebate.

I. HONDURAS.

The Temporary Import Law of 1984 allows exporters to bring raw materials and
capital equipment into Honduran territory exempt from customs duties if the prod-
uct is to be exported outside Central America. This law also provides a ten year tax
holiday on profits from these exports under certain conditions. (Also, see comments

below concerning Nicaragua and Guatemala.)
J. JAMAICA.

The National Industrial Policy is a long-term measure which was adopted by the
Jamaican government in 1996 to achieve sustained economic growth and develop-
ment. The policy aims at stable growth with stability by stimulating investment and
export diversification. The government is also formulating a major recovery plan for
the island’s failing sugar industry, a key export.

The Export Industry Encouragement Act allows approved export manufacturers
access to duty-free imgorted raw materials and capital goods for a maximum of ten
years, In December 1996, the government launched phase-one of a Special Assist-
ance Program for the export apparel industry. The objective is to improve competi-
tiveness by encouraging companies to make structural changes and implement oper-
ational efficiencies. The SAP is targeted at reducing operational costs, specifically
in the areas of rent, security, and financing. During the first phase of the program,
a grant of $1.1 million was made available to cover 5 percent of the companies’
costs. The second phase, which came into effect in August 1997, provides an addi-
tional $4.4 million to address the broader development of the industry, particularly
in those areas which will enhance long-term competitiveness.

Finally, benefits are available from the Jamaican goverment’s Export-Import
Bank, including access to preferential financing through the Export Development
Fund, lines of credit, and export credit insurance.

K. NICARAGUA AND GUATEMALA.

It is likely that Nicaragua and Guatemala wi)l be engaged in government-fi-
nanced rebuilding programs in the wake of the severe hurricane damage suffered
in 1998. Negotiators should seek assurance that all such measures fall within ap-

ropriate WTO/GATT exemptions for emergency action, including the duration and
ormat of government assistance, and any associated import restraints. Since both
countries are citrus producers, the U.S. citrus industry will continue to have an in-
terest in the short and long-term impact of any production or export subsidies con-
ferred by those governments.

In Nicaragua, exporters of non-traditional goods, such as those other than coffee,
cotton, sugar, wood, lobster, and shrimp, receive exemptions of 65 percent of product

W/
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value on income tax liabilities. Although this benefit expires after 1997, the govern-
ment's Export Promotion Committee is empowered to extend exemptions beyond
that date to exports of key interest to the country.

L. PANAMA,

Panama reported to USTR recently that it is revising its export subsidies policies
in order to align itself with its WTO obligations.

The Tax Credit Certificate Program, which subsidizes the production of non-tradi-
tional exports, is being phased out. Exporters may receive Tax Credit Certificates
equal to 16 percent of the exports’ national value added until the year 2000. The
certificates are transferable and may be used to pay tax obligations to the govern-
ment, or can be sold in secondary markets at a discount. The government has be-
come stricter in defining national value added, attempting to reduce the amount
claimed by exporters.

The Universalization Law, enacted in June 1995, allows any company to import
raw materials or semi-processed goods at a duty of three percent for domestic con-
sumption or production, or duty-free for export production.

Law 25 of 1996 provides for the development of “export processing zones” (EPZ)-
as part of an effort to broaden the Panamanian manufacturing sector while pro-
moting investment in former U.S. military bases reverting to Panamanian control.
Companies operating in these zones may import inputs duty-free if products assem-
bled in the zones are to be exported. The government also provides other tax incen-
tives to EPZ companies. Thus far, five EPZ’s are operating.

Companies not receiving benefits under the “Special Incentives Law” of 1986 will
be allowed a tax deduction of up to 10 percent on their profits from export oper-
ations through 2002.

A number of industries which é)roduce exclusively for export are exempted from
paying certain types of taxes and import duties. The government uses this policy
to attract foreign investment. Com?anies which profit from these exemptions are not
eligible to receive Tax Credit Certificates for their exports.

M. PERU.

The Peruvian government Erovides no direct export subsidies. The Andean Devel-
opment Corporation, of which Peru is a member, provides limited financing to ex-
porters at rates lower than those available from Peruvian banks, but higher than
those available to U.S. companies.

Exporters can receive rebates of the import duties and a portion of the value-
added tax on their inputs. In June 1995, the government approved a simplified
drawback scheme for small exporters, allowing them to claim a flat 5 percent rebate,
subject to certain restrictions. Exporters can also import, on a temporary basis and
without paying duty, goods and machinery that will be used to generate exports and
that will themselves be re-exported within 24 months.

N. TRINIDAD AND TOBAGO.

The government does not directly subsidize exports. It offers incentives to manu-
facturers operating in export processing zones to encourage foreign and domestic in-
vestors. Free-zone manufacturers are exempt from customs duties on capital goods,
spare parts and raw materials, and all corporate taxes on profits from manufac-
turing and international sales. The state-run Trinidad and Tobago Export Credit In-
surance Company insures up to 85 percent of export financing at competitive rates.

0. VENEZUELA.

Venezuela has reduced the number of export subsidies it provides, but it retains
a generous duty drawback system on imported inputs. Exporters can also get a re-
bate of the 16.5 percent wholesale tax that is levied on imported inputs. Foreiin
as well as domestic companies are eligible for these rebates, which are given in the
form of tax refund certificates.

A 1997 decree allows industrial projects, including tourism, that are designed to
either generate foreign exchange or to produce goods for the export market to re-
ceive a five-year exemption from the 16.5 percent wholesale tax during their “pre-
operative” stage of development. In addition, exporters of selected agricultural prod-
ucts—coffee, cocoa, some fruits, and certain seafood products—receive a tax credit
equal to 10 percent of the export’s FOB value. :

Section Three: Conclusion
International trade in perishable and seasonal specialty crops as well as animal
agriculture is very important to the State of Florida. In negotiations regarding the
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FTAA and the WTO, Florida requests that its above-mentioned concerns be taken
, into consideration,

O




