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(1)

TRADE RELATIONS WITH EUROPE AND THE
NEW TRANSATLANTIC ECONOMIC PARTNER-
SHIP

TUESDAY, JULY 28, 1998

HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,

SUBCOMMITTEE ON TRADE,
Washington, DC.

The Subcommittee met, pursuant to notice, at 11 a.m., in room
1100 Longworth House Office Building, Hon. Philip M. Crane,
(Chairman of the Subcommittee) presiding.
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Chairman CRANE. Will everybody please take a seat so we can
get underway here? We are going to be on an irregular and some-
what tight time constraint because of the services over in the Cap-
itol Building.

Our first witness that I want to welcome is our chairman of the
House Agriculture Committee, Bob Smith, from the State of Or-
egon, and we will have you on, Bob, until they break us for that
forum in the Capitol, which I think is going to be about 11:30.

And I want you to know that you have my admiration for your
leadership in reducing trade barriers to U.S. agriculture exports
and for the key role you’re playing in maintaining the pressure for
fast-track trade legislation. I know that we both agree that the
trade agenda with the European Union, particularly in the agri-
culture arena will be severely damaged if Congress and the Presi-
dent aren’t successful in enacting H.R. 2621, the Ways and Means
fast-track bill. You have been working diligently, I know, to bring
more of your committee members onboard, and we applaud your ef-
forts.

The focus of today’s hearing is trade with Europe and the new
transatlantic economic partnership initiative, which was announced
by the two trading partners at the May 18 summit meeting. Eu-
rope is not quite our largest export market, but the totality of the
bilateral trade and investment relationship makes Europe perhaps
our most important economic partner.

The reality of globalization and economic independence is illus-
trated by the large two-way flow of investment dollars between the
U.S. and Europe. Three million U.S. workers are employed in Euro-
pean-owned factories, while another 1.1 million U.S. workers man-
ufacture products that are directly exported to Europe.

Witnesses today will address prospects for further trade liberal-
ization under the auspices of the new Transatlantic Economic Part-
nership, TEP, and the companion private sector initiative, the
Transatlantic Business Dialogue. Much of the potential for success,
it seems to me, lies in the area of achieving harmonization of
standards and mutual recognition agreements for regulatory proce-
dures.

Later, I will also welcome Ambassador Barshefsky, who will tes-
tify after you, Bob, and after our break. I appreciate her desire to
keep the U.S. trade agenda moving forward in the absence of fast-
track negotiating authority.

However, I would caution that we must not let the TEP or any
other bilateral talks deflect attention from the primary need to se-
cure fast-track negotiating authority. Nor should we allow leverage
to be diverted from our goal of achieving a successful result in the
WTO negotiations on agriculture, which are set to begin in Decem-
ber of 1999.

And with these comments, I will yield to our Ranking Member,
Mr. Matsui.

Mr. MATSUI. Thank you very much, Mr. Chairman. I have a
statement, and because of the time constraints and the fact that we
will have a vote, or at least a call of the House, in about a half
hour, I’d like to submit my statement for the record, and just wel-
come, obviously, Chairman Smith from the Committee on Agri-
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culture and, of course, USTR Ambassador Barshefsky and David
Aaron, as well.

Thank you, Mr. Chairman.
Chairman CRANE. And with that then, we shall yield to you for

your presentation, Bob.

STATEMENT OF THE HON. ROBERT F. SMITH, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF OREGON, AND
CHAIRMAN, COMMITTEE ON AGRICULTURE

Mr. SMITH of Oregon. Thank you, Mr. Chairman, and gentlemen.
It is a privilege to be here to say hello to you and discuss for a mo-
ment agriculture’s thoughts about the European Union and inter-
national trade.

Mr. Chairman, as you well know, in 1996, the Congress changed
agriculture from the previous 60 years of support and subsidy to
a program of marketplace. And it was significant that we now are
going to challenge farmers in America to use the marketplace to
sell their goods and not the government. In doing that, of course,
there were in this case, this year, great problems that developed,
because commodity prices are down and there are all kinds of dis-
cussions about what we should do about low commodity prices.
Should we revive the old subsidy idea, or should we stay on the
track that we have established? And that is to find markets for our
farmers’ production.

Now, heretofore, farmers relied on two markets. One was a sub-
sidy from the government and the other was, of course, what they
could get from their product. But since we have deprived them and
we are phasing them out over the years—in the year 2002, there
will be no more subsidies—then it becomes our responsibility in
government to provide them with the markets, which they are not
capable of doing, nor should they.

So it was part of our bargain in 1996 that the government pro-
vide the market and the farmers produce as best they could do so.
That brings us to this whole question of what do we do about trade
and markets for farmers. And I want to emphasize the essential re-
sponsibility for this Congress not only to pass fast track, but to
pass full funding of IMF, and as we did, lift sanctions on Pakistan
and India, as well as normal relations with China.

But on fast track especially, historically this country has been a
leader in international trade. And we believe in free trade prin-
ciples. In the Uruguay Round, it was the United States that led the
argument that there should be no barriers against products flowing
from one country to another, no trade barriers. And we should go
to tariffication rather than other problems we had in trade. So we
were the leader.

Now it becomes our responsibility to pass fast track, it seems to
me, and give this President the opportunity to enter into agree-
ments with other countries and to open trade for our products. It
is happening all around us. Bilateral negotiations are going on.
MERCOSUR is working out programs in South America; the Euro-
pean Union is identifying bilateral relationships with countries.
Canada is doing so; so is Mexico.

If we do not pass fast track, we will certainly injure this coun-
try’s opportunity in the 1999 revisitation of the WTO to act for ag-
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riculture, certainly, but for the rest of this country in a positive
manner.

The European Union, Mr. Chairman, having taken my committee
to Germany and Belgium and France recently, the European Union
is our second-largest agricultural partner. In fact, last year we did
about $10.5 billion with them, and we imported about $7.5 billion
from them. It’s a good market for agricultural products, but it still
has very, very many problems and many barriers to our exports.

For instance, it’s a well-known fact that the European Union
subsidized heavily. I always carry this chart with me, Mr. Chair-
man and members, wherever I go, be it Europe or Asia or any-
where else, because it shows graphically the difference between
subsidization of the European Union and our own subsidy pro-
grams.

In fact, it shows about $47 billion of European subsidies to agri-
culture products, while our subsidy program is $5.3 billion and
then phases out totally in the year 2002. So if we continue on, we
can see that the European Union has huge subsidies and ours are
phasing out. That gives us a strong position in the 1999 revisita-
tion, but it is still a fact.

And any way you want to cut it, we are suggesting to the Euro-
pean Union that rather than subsidize their crops and their com-
modities heavily, which distorts the world price and the market
internationally, we don’t want to quarrel with them about how
much money they send to farmers, if that means that they main-
tain the environment that they have been farming for thousands
of years, as they say. They have a greater sensitivity than we, they
say, to the land.

I point out to them our CRP programs and others, but we sug-
gest that they decouple the program and pay their farmers as
much as they want to pay them for the protection of the land and
let the commodity go on the world market. That does two great
things for Europe, the European Union. It takes care of their farm-
ers and it reduces the cost of living in Europe dramatically. And
then it gives the rest of the world an opportunity to compete in a
world free trade system.

So we have suggested that to them, and Mr. Fisher, by the way,
has attempted to start down that line not totally, but he is consid-
ering it, at least. I must say, he is not too popular, by the same
token.

Any way you want to divide it up, the European Union heavily
subsidizes against our products. For instance, there is another way
of measuring this thing. It is the Organization for Economic Co-
operation and Development, another measurement. By this meas-
ure, the European Union outspends the U.S. by more than three
and a half to one for products.

We know that exports currently are 30 percent of the United
States farm cash receipts. We produce more than we can consume
in this country and therefore, exports, we know, are essential to
not only prosperity, but success of U.S. farmers and ranchers.

When we look to the WTO decisionmaking in 1999, we know that
it’s an important precedent for TRQ’s, for tariff rate quotas, as
well, another problem that we face, of course, in international
trade. In 1999, we believe with the proper tools, the United States
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can negotiate for further reduction of tariffs. We think we can open
new markets, we can address unfair trade practices around the
world. Of course, other issues that we have in great debate these
days are biotechnology products that you know about, BT corn,
Roundup Ready soybeans, et cetera. And future negotiations de-
pend upon our ability to give ourselves the proper tools like fast
track and other opportunities.

So, Mr. Chairman, I thank you for this brief moment with you.
I think it is important to remember that basically our opportunity
to import is very little or restricted. In other words, there are very
few barriers against products coming into the United States. The
barriers we have are with our trading partners, and we still have
problems with Canada and Mexico, but especially with the Euro-
peans.

And the European Union is a very, very large market and we
ought to be tough in negotiating in 1999 to open the markets to not
only agriculture products, but all the products we produce in this
country. I thank you very much for the time.

[The prepared statement follows:]
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Chairman CRANE. Thank you very much, Mr. Chairman. Let me
ask you a question, though, upfront about that $47 billion subsidy
of agriculture in the European Union. If you’ll just put those farm-
ers on a direct pay dole and eliminate their subsidies, aren’t all of
our consumers buying their agricultural products taking that hit?

Mr. SMITH of Oregon. Well, we don’t think so, because we believe,
for instance, that we are the most competitive nation in the world
in foodstuffs. Let me give an example. Today, wheat is probably
worth $3 a bushel. If you were in France at a farm that I visited
within the last few months, you would be receiving about $8 a
bushel. If you had a cow in the United States worth $600, that cow
is worth $1200. We don’t mind the competition, Mr. Chairman. We
just want the chance.

I’d like to distribute this, Mr. Chairman, if I may, or ask the
clerk to leave in front of the members——

Chairman CRANE. Are those extra copies that you have there,
Bob?

Mr. SMITH of Oregon. Yes.
Chairman CRANE. Oh, yes, please. Will one of the staff do that?
Is there a danger that negotiating with the EU on standards in

the transatlantic economic partnership could diminish our leverage
for achieving a successful launch of the WTO agriculture negotia-
tions?

Mr. SMITH of Oregon. I don’t think so. I don’t mind a bilateral
discussion with the emphasis as long as agriculture is included. If
you recall, the first discussion we had in a bilateral basis with the
European Union did not include agriculture. I don’t think that you
strain our opportunity in the WTO by talking to the European
Union independently at all, as long as everybody is at the table.

Chairman CRANE. The U.S. has won two landmark WTO dispute
settlement cases against the EU on beef hormones and bananas. In
my view, a failure by the EU to implement these decisions would
undermine the credibility of the WTO dispute settlement system to
the detriment of the U.S. and the EU. Are we seeing a disturbing
pattern on noncompliance on the part of the EU?

Mr. SMITH of Oregon. Well, I’m glad you mentioned that, Mr.
Chairman. I have that in my prepared remarks, and I hope you
emphasize and reemphasize that with Ms. Barshefsky because you
are absolutely correct. If the WTO doesn’t follow through with fi-
nality on beef hormones and bananas, then there is no purpose for
a World Trade Organization whatsoever.

They’ve ruled; they’ve found in all their judicial capacity that the
European Union is violating these two issues. It has to come to fi-
nality, otherwise, as you intimate, the review of the Round will
simply be a review of what hasn’t happened. And we certainly don’t
need that. We don’t need to look back and rehash these things that
have already been decided. We ought to be looking ahead to the fu-
ture.

So you are right on point and I hope you will emphasize that
with Ms. Barshefsky.

Chairman CRANE. Thank you. Mr. Matsui.
Mr. MATSUI. Thank you, Mr. Chairman. I just want to follow up

to Mr. Smith on your question. Bob, how are the discussions going
with the EU now on the beef hormone issue and the issue of ba-
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nanas. Are you satisfied at this time in terms of whether they are
going to implement or not?

Mr. SMITH of Oregon. No, I am not satisfied at all. In fact, I
raised my voice when I was in Paris and Berlin and Belgium to
those officials in the European Union because they seemed to con-
tinue to delay the implementation by one hook or another.

Now, the banana issue we understand will be resolved by Janu-
ary of 1999. The hormone issue, they say, well, we have to have
a new review which may take two to three years. We don’t under-
stand that. So I think we must keep the pressure on, because that
is unacceptable. And I mentioned it, and I think we ought to say
as a government, that is unacceptable.

Mr. MATSUI. Well, thank you, I appreciate this. Obviously, we
have a lot of work to do. We have attempted to abide by the WTO
rulings. The Fuji film case is a great example of that. Obviously,
Kodak is being hurt by that, but we are doing certain things and
we are certainly not violating the terms of the ruling. We would
hope that the EU would follow the same kind of provisions we are.
But thank you.

Mr. SMITH of Oregon. I thank the chairman.
Mr. MATSUI. Thank you.
Chairman CRANE. Mr. Houghton.
Mr. HOUGHTON. Thank you, Mr. Chairman. Bob, good to see you.
Mr. SMITH of Oregon. Thank you.
Mr. HOUGHTON. Just two questions. One, if you were given a fair

chance, literally, in terms of this market, what would this mean in
terms of dollars? What are we talking about? Is it billions? Is it
hundreds of millions?

Mr. SMITH of Oregon. Are we talking about the European Union
now?

Mr. HOUGHTON. Yes, right, EU.
Mr. SMITH of Oregon. Well, as I mentioned, we are selling them

about $10 billion in agricultural products. They are buying about
$7.8 billion from us. The European Union is largely self-sufficient.
They export very small amounts, maybe in the neighborhood of 10
percent.

Because they think they are so self-sufficient, they raise these
barriers. They are doing what we did 60 years ago with Smoot
Hawley and others. They think they are self-sufficient, therefore,
there is no reason to reduce barriers to incoming products. Well,
they’ll find out they are wrong. It is costing them a huge amount
of money.

So the amount of money that is a possibility to export to the Eu-
ropean Union is in the billions. We export about $60 billion worth
of goods today in agriculture. That could possibly double if they
would allow us to be competitive.

Mr. HOUGHTON. It would double just in the EU.
Mr. SMITH of Oregon. I think it could be very, very important.
Mr. HOUGHTON. All right. Now, let me just ask you the second

question. We were meeting with a group of English and German
parliamentarians and talking about science in general. We talked
about information technology, environment. One of the things was
genetic engineering, and I think you mentioned this before. It
seems as if we are brewing for a trade war over that.
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Do you have any other comments you’d like to make?
Mr. SMITH of Oregon. Well, they are very sensitive about any-

thing ‘‘genetically modified.’’ Genetically modified organisms are
being debated today. In fact, France brought two genetically modi-
fied corn programs forward and they’re arguing and debating today
whether they should continue to do that.

We say to them simply, look, defend whatever right your con-
sumer has and you believe they have. We have been debating the
question of labeling. I think the ultimate answer for the European
Union and others who are sensitive is some sort of a fair kind of
labeling. We know that, for instance, a tomato paste that was la-
beled ‘‘may have genetically modified organisms,’’—something like
that, I don’t know the language exactly—but it was offered in Eng-
land and the GMO had no legs. The tomato paste, in fact, sold in
more volume than it did before.

So I think there are ways to do this without interrupting what
we know is great progress. I mean, biotechnology has improved vol-
ume some 30 percent in the generation of products, so it is the fu-
ture.

Mr. HOUGHTON. I guess, Bob, the thing I am worried about is
they have taken sort of an idealistic stance on genetically manufac-
tured products, that you could see that $7 billion evaporate just on
ideology.

Mr. SMITH of Oregon. Well, we are not sending them any——
Mr. HOUGHTON. No, but the way we are going now.
Mr. SMITH of Oregon. Oh, the future may look very dismal, you

are correct. But they are going to have to cope with this issue, and
they are going to do it, because as I mentioned to Mr. Fisher, I
said, look, I hope you go about doing exactly what you are doing
because we’ll outcompete you, we’ll outsell you, and you’re going to
be in the dark ages of food production in the world. And he smiled
at me and agreed, because that is the future and they know it.

Mr. HOUGHTON. Thank you very much.
Chairman CRANE. Mr. McDermott.
Mr. MCDERMOTT. Thank you, Mr. Chairman. Do I understand

that under the WTO, the agricultural subsidies will phase out by
2002?

Mr. SMITH of Oregon. That’s correct.
Mr. MCDERMOTT. So it’s a fait accompli; it’s going to happen.
Mr. SMITH of Oregon. Well, not under the WTO. Under our pas-

sage of the bill in 1996, that phased out all subsidies by the year
2002.

Mr. MCDERMOTT. But that’s really coincident with——
Mr. SMITH of Oregon. Coincident with it, yes.
Mr. MCDERMOTT. Okay. Now, I listened to your talk about the

need for fast track, and not understanding the mind set of people
who voted against it from agricultural areas in the first place, I
wonder what argument you would make to them that would change
their point of view.

I mean, I find it difficult philosophically to deal with the idea
that you want the government out of everything but at the same
time you want the government to create markets where they go out
and negotiate for you. So I am interested in how you make that ar-
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gument to those people in agricultural areas who turned fast track
down in the past.

Mr. SMITH of Oregon. Well, as the chairman has agreed and Mr.
Archer, I approached that issue like you did, and I realized that ag-
riculturists are very suspicious of what has happened in the past.
If you have bad markets, you blame NAFTA and you blame the
WTO, and how could we bring them along.

I have suggested, and the chairman has agreed, that language be
added to the authorization for fast track which will allow the Agri-
culture Committee of the House and of the Senate and anyone else
who is interested to be brought along, as is the Ways and Means
Committee of the House and Finance Committee of the Senate, to
be brought along in these negotiations as they are building so that
no one is left in the dark. It will not be done in the dark of night,
as is suspicioned, and then dumped on us in the last minute.

Beyond that, the Agriculture Committee of the House and the
Senate will have an opportunity to see the agreement before it is
finally penned, before it is finally completed and signed. Therefore,
if it is alien to agriculture, then likely no administration will bring
an agreement to this Congress for confirmation if the agriculture
community isn’t satisfied with it, because they’ll defeat it.

Therefore, for the first time, agriculture people in America have
a chance to be brought along, to watch as the negotiation is taking
place and to view the document before it is penned, which gives
them a great deal of satisfaction and protection that they have
never had before so that they can come along today and say, yes,
we can support fast track under those conditions and we do. That
is why you’ll see a big difference there. There are only 12 members
of my committee that were supporting fast track last year when we
finally dumped it. Now there are many more.

Mr. MCDERMOTT. So it’s a kind of modified fast track in that
they would have the ability to say to the administration, don’t sign
this agreement that you have worked out with the WTO?

Mr. SMITH of Oregon. As you do. The same language that allows
the Ways and Means Committee and the Finance Committee would
merely be offered to the Agriculture Committee, the same language
exactly.

Mr. MCDERMOTT. Explain to me the concept of how the govern-
ment creates markets. You sort of suggested that the trade-off was
you get rid of subsidies and the government will provide markets.

Mr. SMITH of Oregon. I meant that the government has to be a
representative of farmers in trade negotiations, in opening markets
for our goods around the world. That’s our future. Agriculture cer-
tainly does not want to take our domestic market for granted, but
the future for agriculture is in trade. The future, because we are
so efficient in our production, and we have such safe food and it
is so efficiently produced, we can compete anywhere. All we need
is an opportunity.

So the government must be our ambassador to open markets.
That’s what I meant.

Mr. MCDERMOTT. Thank you.
Chairman CRANE. Ms. Dunn.
Ms. DUNN. I am glad you are here, Chairman Smith. On behalf

of the wheat farmers in Washington State, we want to thank you
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very much for your leading that effort to get rid of the Pakistan
sanctions. And I am very happy that we have decided that we will
have that vote on fast track this fall. I think that is vitally impor-
tant, certainly for your interest, but for the interests of all of us
who purchase products from other nations.

We want to be able to buy at competitive prices and I think fast
track, in giving the President the negotiating authority without the
role of the Congress at the table, with the role of the Congress to
vote up or down on it, I think that is going to be very important
for us. And I believe that if we do this right this time, we can come
up with those six or seven votes that we were not able to secure
the last time and put fast track back in action.

But in the area of sanctions, I did want to take advantage of this
opportunity, since we don’t see you before this committee too often,
I would like to ask you to take a look at the whole area of sanctions
for us generally and tell us what your sense is now on their effec-
tiveness as a tool of foreign policy, how they hurt or help the agri-
culture community and where you would like to see us go.

Mr. SMITH of Oregon. Well, thank you very much. I tend to lean
towards those who believe that sanctions against agricultural prod-
ucts are not effective against governments. They might be effective
against allowing people to starve, which I don’t think is really any
benefit from our policy point of view.

So I am one of those who believes that we ought to eliminate ag-
ricultural sanctions from any sanctions that this government might
use, because I don’t think it is beneficial. I don’t see how depriving
Pakistan, for example, of wheat, advances our opportunity to pun-
ish them for setting off a nuclear device.

It certainly punishes American farmers to be assistants of Aus-
tralians and Canadians who are standing there at the door to take
the market. But if you are really trying to punish a nation, I don’t
understand why it is a punishment to a nation to deprive them of
agricultural products.

Ms. DUNN. Thank you very much. Thank you, Mr. Chairman.
Chairman CRANE. Well, with that, we thank you very much, Bob,

for your presentation and appearance here today. This is a quorum
call and we will stand in recess subject to the call of the Chair at
a quarter to with our Trade Representative Charlene Barshefsky.

[Recess.]
Chairman CRANE. Would everyone please take seats. We shall re-

sume the committee hearing and we have with us now our next
witness, the Honorable Charlene Barshefsky, our noted U.S. Trade
Representative. We appreciate your being here with us this morn-
ing. It is a little chaotic with scheduling, as you know, because of
the events planned over in the Capitol Building, but we do cer-
tainly have time without interruption for your presentation.

So I yield at this point to the distinguished Ms. Charlene
Barshefsky.
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STATEMENT OF HON. CHARLENE BARSHEFSKY, U.S. TRADE
REPRESENTATIVE, OFFICE OF THE U.S. TRADE REPRESENT-
ATIVE
Ms. BARSHEFSKY. Thank you, Mr. Chairman. Good morning. Let

me thank you for calling this hearing on American trade relations
with the European Union.

My testimony, which I will submit for the record, addresses the
state of our trade relationship with the EU today, the transatlantic
partnership launched by President Clinton, our trade disputes with
the EU, the EU’s expansion, and other issues.

But let me begin by putting these issues in some context. A
strong economic relationship with Europe is of fundamental impor-
tance to American workers, businesses, and agricultural producers.
And in a larger sense, it is a necessary complement to a strong se-
curity relationship with Europe if we are to guarantee peace and
prosperity in the next century.

Our trade and economic policy thus seeks the following goals: A
close strategic economic relationship with Europe; fair market ac-
cess in Europe for American companies; removal of impediments to
mutually beneficial trade and investment; ensuring that the growth
and deepening of the European Union does not lead to the exclu-
sion of American business; the integration of new market democ-
racies in Central Europe, Southeastern Europe, and the former So-
viet Union into the regional and international economic institutions
of the West; further development of the multilateral trading sys-
tem; and the promotion of shared values.

In these areas, we build on an already strong relationship. In
1997, our goods exports to the European Union were $141 billion,
supporting 1.3 million jobs. Services exports to the EU were $77
billion, nearly a third of our worldwide total. And despite the per-
ception of Europe as a mature market, our growth opportunities re-
main high. In 1997, for example, our goods export to the EU grew
by $13 billion, more than our total goods exports to China.

Our direct investment in each other’s economies exceeds $750 bil-
lion, almost perfectly balanced. The EU’s investment in America
now supports three million jobs. This is particularly important in
manufacturing where one in every 12 U.S. factory workers is now
employed by a European firm.

Through the transatlantic agenda announced in 1995, we have
found ways to further improve this relationship, including the ne-
gotiation of a mutual recognition agreement that will reduce regu-
latory barriers facing sectors worth about $60 billion in annual
two-way trade, including medical devices, telecom equipment, and
pharmaceuticals. We have also concluded agreements on customs
cooperation and shortly, on veterinary equivalency.

And at the U.S.-EU summit in London last May, we launched an
effort to bring this economic relationship to a new level, the Trans-
atlantic Economic Partnership will address some of the key prob-
lems in U.S.-European trade relations. It will seek to solve prob-
lems that affect both partners, and it will find areas in which we
can cooperate at the WTO and in third markets.

Thus, the initiative will engage the EU pragmatically and con-
structively to realize the remaining untapped potential of trans-
atlantic markets, head off disagreements before they become crises,
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and enter into the new century with a further strengthened and
mutually beneficial trade relationship.

We have identified seven key areas on which to focus our efforts.
First, agriculture, including food safety procedures and the trans-
parency of regulatory processes in, for example, the biotechnology
area. The TEP is, of course, only part of our efforts on behalf of
agriculture.

If I might digress for a moment, as we approach WTO negotia-
tions in 1999 on agriculture, issues including implementation of ex-
isting WTO commitments, State Trading Enterprises, eliminating
export subsidies, ensuring that farmers and ranchers can use safe,
advanced scientific techniques, including biotechnology, trans-
parency in regulatory policy, and further market access commit-
ments clearly need attention.

The EU’s common agricultural policy presents a major challenge
in a number of these areas, including extensive import protection,
direct commodity-specific price support policies, and export sub-
sidies.

Second, we will address in the Transatlantic Economic Partner-
ship, government procurement, a $200 billion market in the EU
where small and medium-sized businesses face particular difficul-
ties.

Third, technical standards, where we are examining ways to re-
duce mutual barriers and standards while maintaining our high
level of health and safety protection.

Fourth, services, the area in which we can both expand market
opportunities and bring on small common interests to boost the
coming WTO negotiations.

Fifth, intellectual property rights, where we can work on a num-
ber of areas, including worldwide enforcement. We have already
begun with a successful effort to raise patent protection in Bulgaria
and Cyprus.

Sixth, electronic commerce, a market projected to grow to $300
billion in the U.S. alone by 2001; and finally, increased public par-
ticipation in debates on trade policy, including labor, environ-
mental, consumer groups and other important interests with the
aim of promoting shared values.

For example, we wish to seek common approaches to trade in the
environment and the international promotion of core labor stand-
ards, as well as transparency at the WTO.

In the months to come, we—and the EU—in consultation with
Congress and other interested parties, will formulate a specific ac-
tion plan to achieve the Transatlantic Economic Partnership’s
goals. This will include identifying specific areas for negotiation, as
well as areas for WTO cooperation.

At the same time that we announce this initiative, our present
relationship with the EU is by no means free of disputes. We will
not tolerate failure to comply with trade agreements or WTO rules,
and we will use our own laws and our rights at the WTO to ensure
that American trade interests are respected.

Thus, for example, we have used special 301 procedures a num-
ber of times this year against the EU to ensure protection of our
intellectual property rights, and we are effectively using WTO dis-
pute settlements.
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Our active WTO complaints against Europe involve income tax
subsidy cases against five EU member states and intellectual prop-
erty rights against four member states. In two cases involving agri-
cultural policy, specifically the EU import regime on bananas and
the EU ban on beef from cattle grown with bovine growth hormone,
WTO dispute settlement panels and the appellate body have ruled
in favor of the United States. The European Union has an obliga-
tion to respect these results and we will insist on rapid and full im-
plementation.

The European Union has likewise initiated WTO cases against
us. We will defend our interests in all of these. The challenge to
our FISC tax provision, for example, is extremely troubling. The
FISC rules were enacted over 14 years ago to settle a dispute with
the EU, and to conform U.S. tax rules to our international obliga-
tions. In addition, there is no commercial harm to the EU. This
case, as in all others, will be defended vigorously.

Let me conclude with two subjects we face in the future. First,
the EU is deepening its single market through the adoption of the
euro, and further regulatory harmonization and expanding to take
in new members.

With respect to the euro, we have a strong interest in a stable
and prosperous Europe. The more the single currency helps ensure
that stability and prosperity, the more welcome that project will be.
We support the integration of Central and Eastern European coun-
tries into the Western political and economic institutions.

However, we are in close contact with the EU and bilaterally,
with Central and Eastern European countries, to ensure that the
process of European integration does not reduce market access for
Americans.

Second, we will seek cooperation from the European Union as the
World Trade Organization admits new members and embarks on
new negotiations. We have had good cooperation thus far on ensur-
ing the accession of China and Russia to the WTO on commercially
meaningful terms. However, U.S. and EU interests in future acces-
sions may not always coincide, and we will ensure that our rights
and interests are fully protected.

The core of the negotiations to begin next year in the WTO will
be the WTO’s built-in agenda. In this, as in all areas, we will seek
the cooperation of the EU as talks proceed.

Mr. Chairman, our trade relationship with Europe is already one
of the major forces for global prosperity. While we have disputes
with the EU, which we are working to resolve, this should not ob-
scure the bigger picture. Strengthening the U.S. and EU relation-
ship will open new opportunities to millions of American workers,
businesses, and agricultural producers; and in the larger sense, it
will ensure that the wise policies the United States adopted after
the Second World War remain in place after the Cold War, laying
the foundation for a more peaceful and prosperous world in the
next century.

Thank you very much, Mr. Chairman, for having this hearing,
and I look forward to your questions.

[The prepared statement follows:]
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Chairman CRANE. Well, we appreciate your appearance here,
Madame Ambassador, and we are grateful to you. There is some-
thing I would like to put to you that is not necessarily immediately
germane to your presentation, but it is something that is a matter
of concern to a lot of us. That has to do with the renewal of fast
track. You indicated that now is not the time to consider fast track.

My concern, especially with regard to agriculture, is whether it
is fair to make U.S. farmers and ranchers wait until next year be-
fore we start consideration of it. Secondly, I think it is impairing
our strength in international trade relations for Congress not to
have renewed that authority for the President.

And as you know, there is a growing commitment on the part of
at least the House leadership, and hopefully the Senate too, that
we might bring fast track up. Chairman Bob Smith indicated that
if we make some accommodation to the Agriculture Committee,
that he thinks he can pick up roughly 24 to 30 Members of his
members. Originally, the count there was only about 12. And if
that were so and we retained the numbers that we had last year
going into November, that would be enough to put us over the top.

What are your views on that?
Ms. BARSHEFSKY. Well, first of all, as you know, Mr. Chairman,

the administration strongly supports fast-track authority. We were
disappointed that the bill had to be pulled in November, but that
was the most prudent course at the time.

There is no question that fast track is essential and vital. If we
look at the European Union alone, we see that Europe is now in
the process of approving pre-trade agreement negotiations to begin
with MERCOSUR—that’s Brazil, Argentina, Paraguay and Uru-
guay, Chile and Mexico. This is obviously not in our interest inas-
much as we will not be a member of any of those pacts unless we
have adequate authority to proceed with our own array of free
trade agreements in this hemisphere, as well as around the world.

Having said that, we don’t wish to see fast track be brought up
to lose. And at this juncture, we don’t believe that the votes are
there either on the Republican side or on the Democratic side. I ap-
preciate the efforts that the Chairman of the House Agriculture
Committee is making, but at this point, we don’t perceive that the
votes are there at this juncture.

From the administration’s point of view, we would like to see
those pieces of trade legislation that can move forward before the
election move forward. For example, the Africa bill, which you have
cosponsored and been so instrumental on; CBI parity, which you
were also instrumental on; shipbuilding, and several other areas;
GSP, several other areas. We’d like to see those move forward be-
cause we believe that there is quite strong bipartisan support for
those, and then take up fast track post-election.

Chairman CRANE. Well, I’m sure you followed our vote on re-
newal of normal trade relations with China. Going into that debate,
we had a fear that while we were reasonably confident we could
prevail, we anticipated a dropoff in the vote totals from last year.
In the end, we actually got an increase.

And if the fast-track vote were taken up in September and the
primaries are essentially all behind us, those who are paranoid
about labor union money being poured into their opponent’s cam-
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paign kitty, except for general election fears, should not be all that
exercised, it seems to me.

And those that are going to anticipate that kind of reaction in
general elections are going to get it anyway. I have talked to our
ranking minority member on the Trade Subcommittee, and he feels
reasonably confident that he can retain the numbers he had last
year. Now, the burden then is on us to try and increase the num-
bers that we had, and ideally Bob can increase his a little, too.
That would help.

But if we were to get a pretty strong head count that looked like
we could prevail, and we communicated that to you, then you guys
ought to make a full court press from your end of Pennsylvania Av-
enue also. We will keep you updated on that and let you know.

Let me ask you a question on the Transatlantic Economic Part-
nership initiative. Are you certain that it won’t diminish leverage
the U.S. will have in the WTO negotiations on agriculture where
we can discuss the reduction of export subsidies in domestic sup-
port payments, something that when Bob was making his presen-
tation, he pointed out that the EU spends almost $47 billion in
agiculture subsidies, in contrast to our $5 billion.

What Bob suggested is that they put all of their farmers on a
dole and make direct cash payments to them and eliminate those
subsidies, but I believe that stiffs us on any of their subsidied agri-
culture products coming in here. We are going to have to pay more,
wouldn’t we?

Ms. BARSHEFSKY. Right. Well, let me just say that the Trans-
atlantic Economic Partnership and any talks under it will in no
way prejudice our leverage in agriculture discussions in the WTO
in 1999. And were we or I to perceive any remote possible diminu-
tion in our leverage for WTO talks, we would not negotiate those
issues in the Transatlantic Economic Partnership.

The 1999 WTO talks in agriculture are absolutely critical. But at
the same time, to the extent some of our bilateral irritants can be
resolved through the Transatlantic Economic Partnership, I’d like
to go ahead and try and resolve those or try to reduce the nature
of those disputes in advance of heading into the 1999 talks.

Let me give you one example. We have a persistent problem with
Europe with respect to trade in bioengineered or genetically-modi-
fied products. These disputes threaten to impair the bilateral rela-
tionship to a significant degree. At this juncture, we are awaiting
approval from the French government of certain GMO varieties of
corn which the European Union has already approved. And we
have indicated to the French government in the strongest terms,
including by the President and the Vice President, that undue
delay by the French will not be tolerated.

If we were able, in the context of the Transatlantic Economic
Partnership, to even reform the process by which the regulatory
process by which GMO varieties are considered, that would go a
long way to helping lessen the unpredictability created by the cur-
rent climate and the current lack of discipline on the EU regu-
latory process.

That, it seems to me, would be worthwhile to try and accomplish
and would in no way endanger our leverage in the 1999 talks and
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would provide more immediate relief to our farmers who everyday
plant more and more using GMO’s.

So we will not do anything that impairs our leverage, but where
we can resolve disputes that are essentially bilateral in character,
we’d like to move forward on those and successfully pursue them
in the context of the Transatlantic Economic Partnership.

Chairman CRANE. Given the similarity in our economies, it has
always been surprising to me how rarely the U.S. and the EU are
able to cooperate in the WTO. Where could coordination between
the U.S. and the EU and the WTO be improved?

Ms. BARSHEFSKY. I think there are a number of areas. First of
all, your observation is very well taken. My observation is that
when the U.S. and the EU fight in the WTO, most of the rest of
the countries take a pass and just watch the fun. That’s terribly
counterproductive. It disempowers the United States, and it actu-
ally disempowers Europe.

So we do need to find ways to cooperate better since we do share
so many common interests. Certainly in services trade, where the
U.S. and Europe are the world’s largest services suppliers and larg-
est services exporters, we should be doing more to cooperate so that
we set very high standards for market openness in services trade
through the WTO.

In areas of WTO transparency, that is, giving credibility to the
WTO through more open and transparent processes, including the
dispute settlement process, we and Europe have a shared history
of due process, of transparency in our legal regimes. That shared
history should be brought to bear on WTO practices and on the
practices of other large, multilateral institutions.

Those are two examples of areas where we and Europe should
do much more to cooperate and much less to fight.

Chairman CRANE. What’s your timetable for agreeing on a spe-
cific action plan for the TEP with the EU?

Ms. BARSHEFSKY. I think we are looking at this fall. We should
have a specific plan in terms of areas for negotiation, areas for co-
operation, and so on, sometime in late September or October. And
that is our current scheduling.

Chairman CRANE. Very good. I will now yield to our distin-
guished colleague, Mr. Houghton.

Mr. HOUGHTON. Thank you, Mr. Chairman. I am a little out of
breath here, just having come back and I am sorry I did not hear
the testimony. But it is always good to see you, Ms. Barshefsky.

I just wanted to ask you a particular question. We approved here
on the committee in October of last year a bill to extend trade au-
thorities procedures with respect to reciprocal trade agreements.
This was on fast-track legislation. And we offered an amendment
on ensuring that the administration—let me just read this thing,
because the question really is do you think it is a good idea and
whether we should reinsert it. ‘‘Preserve the ability of the United
States to enforce rigorously its trade laws, including the anti-
dumping and countervailing duty laws, and avoid agreements
which lessen the effectiveness of domestic and international dis-
ciplines.’’ I won’t go on.

But I have always felt that something like that is important to
at least inscribe in law. I don’t know how you feel about it.
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Ms. BARSHEFSKY. I think it is very important at every oppor-
tunity to make clear to our trading partners that the U.S. will vig-
orously enforce its trade laws, including the anti-dumping and
countervailing duty laws; but also, of course, the full range of other
laws that we have, whether super 301 or special 301 or regular 301
or Section 1377 for telecommunications and so on and so forth.

To the extent that there is any doubt about that at all, then by
all means, these issues should certainly be inscribed, whether in
fast-track legislation or elsewhere. This administration, putting
aside the anti-dumping and countervailing duty laws, which tend
largely to be private remedies, has brought over 85 enforcement ac-
tions against our trading partners, including 41 WTO cases.

So we are not at all shy about enforcing our trade laws. I think
it is absolutely critical that we use all the tools Congress has given
us, and reenforcing of that by Congress, I think is a good idea.

Mr. HOUGHTON. Thank you very much. Thank you, Mr. Chair-
man.

Chairman CRANE. Mr. Neal.
Mr. NEAL. Thank you, Mr. Chairman. I apologize for being late,

but the ceremony in the rotunda is just coming to conclusion.
Ambassador Barshefsky, beyond the fact that I think there is

general agreement that you have done a terrific job during your
tenure as our Trade Representative in every quarter of the globe,
I have a specific question I would like to raise with you.

It addresses the new transatlantic agenda. My question is how
can this new partnership help Northern Ireland, which Bill Clinton
has invested so much in, and many of us who have been long-
standing players in that conflict are so grateful to him for. Do you
have any specific recommendations?

Ms. BARSHEFSKY. Well, this is an issue I think we will be looking
at. As you know, the Department of Commerce has been heading
an effort with respect to Northern Ireland—and perhaps Under
Secretary Aaron can testify to this when he comes on up—but the
Commerce Department has looked, for example, at matchmaking
between the U.S. and Northern Ireland companies to try to spur
investment in Northern Ireland and spur business and strategic al-
liances.

In addition, the U.S. has been instrumental in setting up a fund
for new startup businesses for Northern Ireland, and there are a
number of other efforts that are ongoing, and I think Under Sec-
retary Aaron can speak to those.

The question from time to time has been raised, should the U.S.
do a free trade agreement of some sort with Northern Ireland. I am
not aware that the Irish government or the government of the
United Kingdom or the European Union have expressed an interest
in this. And of course, Northern Ireland is a subcentral entity, if
you will, which complicates the situation.

But I think from our point of view, we are pleased to look at all
possible options. As you rightly point out, the President has been
very instrumental with respect to the peace process in Northern
Ireland. And to the extent that creating a stronger economic base
in Northern Ireland will help that process, and we believe it will,
we want to do everything that we can to encourage that.
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So we would look forward to working with you. Certainly, I
would suggest that perhaps Under Secretary Aaron can speak to
this issue also when he comes on up.

Mr. NEAL. Again, a note of gratitude. It is this administration
that has elevated peace in Northern Ireland internationally and
drawn attention to it, again from every sector of the world, and we
are grateful for your interest. Thank you, Mr. Chairman.

Chairman CRANE. Well, again, I want to express appreciation to
you, Madame Ambassador, for appearing here today. Because of
the disruptions resulting from the murders that took place in the
Capitol, it has led to change in everybody’s schedule, but we felt
that we probably ought to go forward with the hearing because of
people having made the accommodations to be here.

Wait a second. I have one more member here that I will recog-
nize before we say goodbye, and that is Mr. Portman.

Mr. PORTMAN. Thank you, Mr. Chairman, and thank you, Ma-
dame Ambassador, for being here. I know this is a hard day for all
of us on this side, and for you not to have the attention of the
members, I apologize for that.

I did have a question. I am sorry I had to miss your testimony,
but I think I have a pretty good idea of what you talked about in
relation to WTO and the EU. It relates to the beef hormone case,
the banana case, to see where we are. I apologize again if you have
gotten into this in any detail.

But my question basically to you is where are we in terms of our
litigation against the EU. You and Peter Shear have done a tre-
mendous job, and I want to commend you publicly for that, for your
work in litigating against the banana policy of the EU based on the
WTO case and the two GATT cases which preceded it.

My sense is that the EU is almost institutionally unable or un-
willing to comply with the WTO case, and that this is indeed a test
case, and indeed has implications well beyond the hormone issue
or the banana issue. Both cases are test cases. The banana case is
sort of first-in, first-out, and therefore needs a focus.

With all the important interests that are at stake in this case,
I guess my question to you is what can the U.S. do to stop Euro-
pean implementation of their new proposed regime, which I think
is worse than the existing regime. Which is ironic that after the
WTO case, they then push through a regime that is even more
harmful to U.S. interests.

It is my understanding that there is an EU–WTO deadline of
January 1, 1999. How can Congress, this subcommittee in par-
ticular, but Congress in general, help you to achieve our objective
of keeping the EU from implementing its new proposed banana ar-
rangement and ensure full compliance with the WTO case?

Ms. BARSHEFSKY. Let me respond to both the banana and the
beef hormone issue. You are quite right that the deadline for com-
pliance by the EU with the panel’s ruling in the banana case is
January 1, 1999, and we expect full implementation by the EU by
that time, which means a WTO-consistent banana regime, first off.
That is most important. Second, and equally important, assurances
that the Lomay rights, or the rights granted under the Lomay Con-
vention, for example, for the Caribbean and others, are fully re-
spected.
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The EU, as you know and as you have indicated, has come for-
ward with a new banana licensing regime which we believe to be
more discriminatory than the regime that it replaces. We have told
the Commission this. We have indicated this, and I have indicated
this personally to every one of the member States.

The process we are now engaged in is to see if we can get the
original panel to reconvene in essentially emergency session to take
a look at this new regime and to render an opinion before the dead-
line for compliance on its WTO consistency.

We are very confident that in that proceeding, we will prevail,
and the regime as proposed will be viewed WTO-inconsistent. We
are holding Europe to the January 1, 1999 deadline for compliance.
And we certainly hope Europe revisits the regime it has put for-
ward well before that date.

With respect to beef hormones, the EU has left on the clock ten
and a half months in which to comply. We have been working very
closely with our industry. The EU, as you know, wanted four years
to comply with a panel ruling indicating that its ban on our beef
exports was WTO-inconsistent. We went to arbitration. This is
after winning the panel decision and the appellate body decision.
We then went to arbitration because the EU didn’t get the point
apparently the first two times, to make clear that they had the nor-
mal 15-month period in which to comply, which now on the clock
leaves about 10 and a half months.

That ban needs to be lifted. It is WTO-inconsistent. No further
scientific studies need to be done. Sufficient science exists, both in
the United States and in the EU, and it is time for the EU to get
on with the process of full compliance.

Here again, we are going to stick with the WTO-imposed dead-
line of May 1999 for full compliance. Obviously, if there is not full
compliance, we will take action at that point.

Mr. PORTMAN. Again, if you have any recommendations as to
how this Congress can be helpful, I think we would like to enter-
tain those. Personally, I am frustrated by both of those cases, and
I think the record is clear that the Europeans are not likely to com-
ply without the United States government continuing to litigate it
strongly, and in particular—and I know this is something that
makes some of your trade lawyers shudder—but threatening retal-
iation.

I think the banana case, it is a 301 case, and the beef hormone
case has been dragged on. I personally believe that if you were to
come to this Congress and lay out your case, that you would get
strong support, not just for the compliance procedures under the
new WTO, which are rather muddled as I read them, but for retal-
iation procedures.

I just think it is better to go ahead and make our case very
strongly. I commend you for your quote that was in your most re-
cent press release. ‘‘The United States will not hesitate to exercise
its full rights under WTO. Our rights include withdrawal of conces-
sions on EC goods and services.’’ I think we have to not only make
the threat, but I think we then have to stand by it if the Europeans
continue to be in noncompliance, which is such an obvious position
that they have put themselves in with this latest proposal, particu-
larly.
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I would urge you to be aggressive on it, both with regard to con-
tinued litigation, which you are doing, but also not to be shy to
come to this Congress. I think under 301—again, I know that many
in the trade community hesitate to exercise that because it is uni-
lateral, but sometimes you have to use unilateralism in order to en-
force multilateralism, which is really what this is. I hope that you
will do that.

Again, if you have any comments today as to how we could be
helpful, I would love to hear them. I know the chairman is a strong
free trader, as am I and most members of this subcommittee and
committee, thank goodness. But is tough for us to always be out
on point, whether China MFN, now China NTR, or whether it is
fast track or whether it is WTO, when in cases like this, where we
are so obviously in the right, we cannot achieve our results.

It is going to be more and more difficult for those of us who are
free traders to prevail here politically. So if you have any thoughts
today as to what this Congress or this committee could do to help
you. And do you have any response to my suggestion?

Ms. BARSHEFSKY. Well, let me say simply at this point that we
would be very pleased to work with you. We have told Europe that
we will not hesitate to retaliate with respect to bananas and with
respect to beef hormones if we reach the point at which they fail
to comply on the deadline for compliance.

And let me make one comment about that. Under WTO rules,
countries normally are granted a period in which to comply with
WTO rulings. And that period is normally 15 months. The United
States was chief among those who argued for a period within which
compliance could take place because of our concerns that were we
to lose a case, and were we to have to come back to Congress for
authority to undertake an action or perhaps revise regulatory rules
or such other activity, we would need about that amount of time
within which to complete our own work.

So in the current case, the EU is not, in either bananas or hor-
mones, beyond its due date for compliance. In both cases, we made
clear the 15-month rule stands. In hormones, the EU thought they
should fall outside the general rule and instead take four years.
And of course, an arbitrator took our view and said, no, 15 months
is normal; you can do this within 15 months. And the clock on both
bananas and hormones is ticking under those rulings.

Because that time period within which to comply is one that we
ourselves have utilized for the full 15 months just recently, it is my
view that it would not be appropriate to undertake retaliatory ac-
tion during a ruled legal period of compliance.

However, once that period of compliance is done, if there has not
been full compliance, then we should and will avail ourselves of all
tools, including very, very likely retaliation.

Mr. PORTMAN. Thank you very much, and thank you, Mr. Chair-
man, for the indulgence. I would just make one final point, which
is once they implement this new regime, it may be more difficult
as a practical matter to alter that regime and to get to a GATT and
WTO compatible regime. Therefore, I feel strongly that the threat
of retaliation backed up by not just press releases, but perhaps
even some indication of what that retaliation might be and there-
fore, a sense that it is real, is going to be necessary.
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I would hope that we go beyond the compliance procedures,
which as I read them, really could end up with us going back full
circle again through a process of appeals and almost a never-end-
ing series of European appeals, and instead move to a much more
aggressive threat of retaliation and then following through on that
threat if necessary. And I hope it would not be necessary.

Thank you very much, Mr. Chairman, and again, Ambassador
Barshefsky, thanks for your outstanding work on this litigation.

Ms. BARSHEFSKY. Thank you.
Chairman CRANE. Well, we thank you, Mr. Portman. Again, let

me express appreciation to you for being with us, Charlene, and
apologize for the circumstances, which are beyond our control.

But we appreciate your being here and spending the time with
us. And to follow up on what Rob Portman was talking about, we
look forward to working with you in all fronts involving trade. But
I’d like to sit down and talk to you further, after Labor Day about
fast track renewal.

And with that, we will let you be excused, and again, thank you.
Ms. BARSHEFSKY. Thank you so much, Mr. Chairman.
Chairman CRANE. And our next witness is the Honorable David

L. Aaron, Under Secretary of Commerce for International Trade
with the U.S. Department of Commerce.

And it is my understanding that we don’t anticipate interrup-
tions again until approximately 2:30. But we do have two panels
after the testimony of Mr. Aaron and we routinely ask folks to try
to summarize in their verbal presentation within five minutes
roughly, and then all written testimony will be made a part of the
permanent record.

With that, you may proceed, Mr. Aaron.

STATEMENT OF HON. DAVID L. AARON, UNDERSECRETARY OF
COMMERCE FOR INTERNATIONAL TRADE, U.S. DEPARTMENT
OF COMMERCE

Mr. AARON. Thank you very much, Mr. Chairman. Let me begin
by commending you for holding this hearing. The European Union
(EU) is one of our most important commercial partners, as Ambas-
sador Barshefsky pointed out. The EU buys over $1 trillion of
goods and services made by U.S. firms, making it more than twice
as large a market for American companies as Canada and three
times as large as Japan. Furthermore, the EU is an important ally
in opening markets to the rest of the world.

But, like all good things, there is room for improvement. This
hearing will help us focus needed attention on the opportunities
and the challenges of this critical relationship.

With your permission, I’d like to focus my remarks today on
Commerce’s partnership with industry and the Transatlantic Busi-
ness Dialogue (TABD) and the commercial challenges we face in
the coming year.

As this committee is aware, the Commerce Department has
played a pivotal role in building government support for the TABD,
the unprecedented process of bringing U.S. and European CEO’s
into a dialogue with top trade officials on both sides of the Atlantic
that has enormously contributed to reducing trade barriers and to
further opening markets.
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Recent successes include the Mutual Recognition Agreements, or
MRA’s, and the Information Technology Agreement. The TABD has
also been highly effective in increasing government attention in
areas such as the EU-specified risk material ban, metric labeling,
and electronic commerce.

I want to emphasize the strong and innovative leadership of the
TABD by the U.S. and EU chairs, Lodewijk deVink of Warner-
Lambert and Juergen Schrempp of Daimler Benz. Their leadership
has been the driving force for this year’s successes.

Secretary Daley will lead the U.S. Government delegation to the
4th TABD conference in Charlotte, North Carolina in November.
Three issues gaining momentum for this year’s conference are elec-
tronic commerce, implementing and concluding additional MRA’s,
and metric labeling. These are all positive developments.

But important issues remain to be resolved, including the EU’s
implementation of its data privacy directive, its policies on geneti-
cally-modified organisms, the accession agreements with Central
and Eastern Europe, and the third generation wireless tele-
communications equipment discussion.

Europe has been very active in developing its privacy policy. Its
directive on data privacy mandates a comprehensive regulatory ap-
proach to privacy that applies to all industry sectors. Were the EU
under this directive to consider the United States’ system not to
provide an adequate level of data protection, the effects on data
flows between the United States and Europe could be severe. For
example, a multinational company could be prohibited from trans-
mitting any data from its European operations to the United States
and to other overseas locations.

In March, I began bilateral discussions with my European Com-
mission (EC) counterpart, John Mogg. We established the twin
goals of ensuring effective data protection and avoiding any disrup-
tions in data flows. This dialogue is an important step in avoiding
any adverse effects of the EU directive that might occur on trade
when it is implemented in October.

With the announcement of the Online Privacy Alliance, the Bet-
ter Business Bureau Online, and Trustee last week, I believe all
the elements of effective private sector privacy policies are in place.
The way is now open for the EU to decide that U.S. companies that
sign on to those policies meet its privacy requirements.

The marketing of genetically-modified organisms in the EU is an-
other important issue. The EU, the major market for U.S. agricul-
tural products, has a slow and unpredictable process for approving
products developed through advanced biotechnology.

Although technically a success, the delayed approval of three
corn products resulted in a loss of $200 million in U.S. exports this
year. The EC is trying to make up for lost sales by opening up
more corn tenders this year and next. We plan to work closely with
the EU in the coming months to develop a more timely and trans-
parent approval process.

As the EU expands, we are actively working to safeguard the in-
terests of U.S. companies. Two areas, broadcast quotas and import
tariff rates, are particularly troublesome. Some countries have
adopted the most restrictive interpretation of EU broadcast direc-
tives. For example, all programming in Poland must have at least
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50 percent European content, and Romania’s draft legislation lacks
any flexibility whatsoever.

On tariffs, the EU association agreements grant preferential
treatment to EU products, while maintaining the higher MFN
rates for U.S. products. This preferential treatment calls into ques-
tion the GSP eligibility of some Central and Eastern European
countries. We are working to identify the products most directly af-
fected, and look forward to the ITC study due next year. We are
also working bilaterally and multilaterally to address these con-
cerns.

In our meetings with the Europeans last week, we discussed the
EU’s third generation wireless standards development in Europe
and its relationship to the International Telecommunication
Union’s (ITU) third generation or 3(g) standards development proc-
ess. The EC assured us that they will not preclude member States
from licensing multiple 3(g) technologies, though they clearly stat-
ed a preference and a goal of having one common standard oper-
ating throughout Europe.

We intend to follow the EU process closely, as we are concerned
that it is premature to recommend any specific standard for third
generation at this time. Third generation wireless standards are of
critical importance to us, both in regard to future technology, as
well as their impact on the current market for wireless technology.
We believe that all ITU members should support any and all 3(g)
standards which meet the ITU requirements.

These, Mr. Chairman, are just some of the priorities we see for
the near term to further build the transatlantic marketplace. In ad-
dition to the TABD, Secretary Daley and I have ongoing dialogues
with trade officials from the European Commission, Germany and
France.

There is no question that the EU represents important commer-
cial opportunities for U.S. companies, and in general, we can expect
the EU to work with us productively in the world economy. In
many ways, this extended open-ended commercial cooperation is a
new way of opening markets and liberalizing trade. We look for-
ward to working with this committee to shape the future of the
U.S.-EU relationship.

Before closing, I’d like to call to the committee’s attention the
ratification of the OECD Antibribery Convention. This Convention
will enter into force in 1998 only if it ratified by five of the ten
largest OECD economies. We hope to have Senate ratification of
the Convention in August and congressional action on the imple-
menting legislation in this Congress. U.S. leadership is essential.

Thank you, Mr. Chairman. I’d be happy to answer any of your
questions.

[The prepared statement follows:]
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Chairman CRANE. Thank you, Mr. Aaron. Does the administra-
tion support Europe’s move to a single currency, the euro? Is this
development in the interest of the U.S., and do you see any down-
side? Is there any possibility that a single currency will reduce the
role of the dollar in the world’s economy?

Mr. AARON. Thank you for that question, Mr. Chairman. We
think the advent of the euro is a very important step in European
unification, a process which we have supported for several decades.

As for its effect on U.S. business, we think that there will be im-
portant advantages for U.S. exporters, particularly small and me-
dium-sized exporters who will no longer have to deal with a multi-
plicity of currencies and can price their products not just in dollars,
but in the local EU context.

This will also help them simplify their distribution systems in
Europe and perhaps rely on a single agent or distributor instead
of having to have multiple distributors for different parts of Eu-
rope. So we see some particular advantages in this as far as U.S.
small- and medium-sized businesses are concerned.

The Commerce Department is trying to help our small and me-
dium-sized businesses get prepared for the euro by holding a series
of conferences. We have 13 scheduled between now and the end of
October in different parts of the country to share with our small
and medium-sized business clients all of the details of how the euro
will go into effect, what they have to be thinking about, what op-
portunities are presented to them by the advent of this develop-
ment.

As for its impact on the U.S. currency, the dollar, as a reserve
currency, we think that any change that takes place in the reserve
currency holdings of other countries will take place only gradually;
and our Treasury Department does not have any undue concern
about this process.

Indeed, there is a possibility that if other countries, particularly
Asian countries, move to adopt the euro as part of their portfolio,
our European countries will see with us a greater coincidence of in-
terest in opening up the Asian markets. And the reason for that
being, of course, that it could have an impact on the euro’s strength
itself. If it becomes a reserve currency for Asia, they will have an
interest in making sure those Asian markets are open too.

Chairman CRANE. Are all of the members of the EU in favor of
the euro currency?

Mr. AARON. Well, only 13 countries of the 15 are at the present
time planning to join the euro. At this stage, I believe, in addition
to the United Kingdom, I think Denmark is standing aside. Of
course, Switzerland will still have its own currency because it is
not a member of the EU. And the Eastern European countries that
are candidate members of the European Union will continue to
maintain their currencies.

But it will be an enormous internal market and we believe that
U.S. companies will be well-poised to take advantage of it. In some
respects, our companies may be better positioned to take advantage
of it than even European countries, because we’ve been looking at
Europe as a single market for a long time. And just as we benefited
enormously when Europe created the so-called single market by
means of reducing its various barriers between trade among the

VerDate 11-MAY-2000 11:26 Aug 10, 2000 Jkt 064777 PO 00000 Frm 00056 Fmt 6633 Sfmt 6602 E:\HEARINGS\63650 pfrm08 PsN: 63650



53

countries, so we think American companies stand to gain signifi-
cantly from the reduction of this remaining trade barrier which is
the different currencies that now exist in the EU.

Chairman CRANE. Thank you. Mr. Neal.
Mr. NEAL. Thank you, Mr. Chairman. Mr. Aaron, you heard Ms.

Barshefsky say you had all the answers in Northern Ireland.
Mr. AARON. I wish she would say that more often, actually.
Mr. NEAL. She was very skillful in suggesting that you were the

man that held that knowledge. Let’s talk for a second, if we can,
about the Transatlantic Business Dialogue and economic develop-
ment in Northern Ireland.

I understood the point that she raised about some resistance in
the Republic of Ireland and in the United Kingdom to a free trade
accord similar to what is practiced in other quarters. Are those
problems that can be overcome, or should we be looking past that
to other solutions on how we might assist this fragile peace agree-
ment?

Mr. AARON. Well, let me tell you what we are trying to do about
it since Secretary Daley visited there a month or so ago. He
brought 16 companies there, including 8 Fortune 500 companies
and they have established, I think, a number of important business
leads that we believe will result in both investment and business
relationships between Northern Ireland and the United States.

We are supporting the Northern Irish effort. They are going to
come to the United States and visit 11 different cities in an effort
to secure greater business relationships, including investment, for
Northern Ireland. We are facilitating that through our domestic
field offices here in the United States, and believe that we can put
together a really terrific program for them. This is, of course, one
of the most important things that can happen, that this peace proc-
ess be buttressed by greater foreign investment.

We are also expanding our commercial service operation in
Northern Ireland. We will have a larger staff there so we can both
encourage and recruit more U.S. businesses to do business in
Northern Ireland.

In addition, while Secretary Daley was in Northern Ireland, he
signed some cooperative arrangements on the scientific side with
the Northern Irish authorities for monitoring the oceans in the re-
gion. This will be a NOAA-related project from the Department of
Commerce that we think can be very important.

The thing that people have to recognize is that Northern Ireland
is superbly poised to be a high technology center. It has terrific
educational opportunities. They have strong universities. They
have a very well-educated population. And not to make light of it,
but the possibility of a sort of a silicon bog in Northern Ireland is
really a very realistic possibility and we are looking for mecha-
nisms to tie together that interest in Northern Ireland with high
tech cooperation with our own Silicon Valley.

Finally, we will be establishing a trade mission with software
and high technology to support that effort which will be taking
place early next year. And of course, the President will be visiting
Northern Ireland in early September and hopefully, we are looking
for opportunities there as well to bring some commercial support
to that mission.
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Mr. NEAL. Thank you. Thanks, Mr. Chairman.
Chairman CRANE. Mr. Houghton.
Mr. HOUGHTON. Thank you, Mr. Chairman. Mr. Aaron, good to

see you. Thank you very much for being here.
I’d like to hone in a minute on this MRA or the Mutual Recogni-

tion Agreement. You know, for years, the basic barrier has been
one of setting standards, and it has been a real problem and the
Europeans have not given in to this. Now you say that you have
an MRA. First of all, is it working? Secondly, it only involves cer-
tain products, computers, telecommunications, pharmaceuticals,
things like that. They are a whole raft of other products outside
that. What is going to happen with them?

Mr. AARON. Well, we believe that there is an opportunity for fur-
ther mutual recognition agreements to cover other areas. In par-
ticular, we are moving forward with one on automobile standards.
As you probably know, our automobile industry has been concerned
about the potential for the proliferation of standards which will
keep our automobiles, our parts and so forth, out of other countries.

In recent weeks, in the last month really, the United States has
come to an agreement in the UN context, but supported by the
Transatlantic Business Dialogue, to reach agreement on automobile
standards. So we are very encouraged by this development and we
see that as an important breakthrough as well.

In addition to this, we see off-road equipment standards as being
very important. We think that there’s an important possibility in
automobile tires. We think there are some important opportunities
in chemicals. So there is a whole range of areas where mutual rec-
ognition agreements could be useful and helpful to us.

For example, we think that the current mutual recognition
agreement, which covers computers and telecommunications equip-
ment, pharmaceuticals, medical devices, electrical equipment, elec-
tromagnetic interference, and recreational boats will be an enor-
mous boon particularly to small and medium-sized businesses who
have to depend on third parties to do their certification.

What this means is that if U.S. businesses certify once in the
United States under a system that the Europeans accept, then they
don’t have to do it again in Europe to gain access to the Europe
an Market. This also applies to European businesses wanting to
gain access the U.S. market. The can certify in Europe to U.S.
standards with no need to duplicate this testing in the United
States. As Charlene pointed out, this covers $60 billion in trade
across the Atlantic, and will probably reduce the cost of products
on both sides by about $1 billion a year.

So these are what I call the homely issues of international trade,
but as homely as they are, they are extremely important from the
standpoint of serving our consumers.

Mr. HOUGHTON. Well, what you are saying is it is working, it will
be expanded, and it will help the United States?

Mr. AARON. I believe that’s correct, sir.
Mr. HOUGHTON. Good. Thanks very much.
Chairman CRANE. Mr. Jefferson.
Mr. JEFFERSON. Thank you, Mr. Chairman. In an effort to over-

come U.S. export regulatory access problems to EU, we’ve nego-
tiated some Mutual Recognition arrangements under which the EU
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certifies or inspects or tests products and sends them to us, and we
do the same thing to them on a mutually agreeable basis. What in-
surances do we have, really, that they will test, inspect, and certify
products and send to us in which will be comparable to what our
internal agencies would require of products that go on the market
for safety and quality and whatever?

Mr. AARON. Right. I think it’s very important to recognize that
these mutual recognition agreements do not constitute any low-
ering of our standards whatsoever, and, indeed, in sensitive areas
of health and safety, laboratory testing for pharmaceuticals and so
forth, we have arrangements for us to actually inspect and, in ef-
fect, certify for ourselves that the procedures and the medical and
pharmaceutical laboratory practices that are going on, are, in fact,
up to our standards. So, I think that there’s a very strong built-
in safeguard here which our FDA insisted upon.

Mr. JEFFERSON. So, you say you set standards, and you make
sure that the testing facilities are up to our standards, but can you
be sure that the day-by-day testing that is done, is there some ran-
dom way to look at the results of what the EU inspectors and test-
ers actually do?

Mr. AARON. Yes. This inspection of the laboratories, doesn’t just
happen once—it continues. I’m not an expert in FDA procedures,
but my understanding is that European products will be treated
the same as U.S. products. That would fall outside the scope of this
agreement and would be conducted the way the FDA believes is ap-
propriate.

Mr. JEFFERSON. Well, you know, there’s a big preoccupation with,
as there should be, with food safety, and that’s a question that I
guess you’ve answered as best you could, but it still leaves lin-
gering doubts in the mind of the public, and I think it needs some
reassuring there.

But let me ask you something else. Do you believe——
Mr. AARON. Let me add that we do not have an MRA on food

safety. We have an MRA on pharmaceuticals, and we have one on
biologics safety and health issues.

Mr. JEFFERSON. There are some what? I missed what you said
at the end, I’m sorry. There are some what sort of certification
processes with respect to food.

Mr. AARON. For phytosanitary regulations that we have between
the United States and Europe.

Mr. JEFFERSON. Do you believe that the Transatlantic Economic
Partnership will help facilitate our negotiations with the EU on the
broader U.S.-EU trade agenda issue?

Mr. AARON. Yes, I do. I think that we have set up a monitoring
and coordinating process within our own government here, which
I share, which looks at all the issues and proposals that the TABD
has put forward, and at last year’s Rome conference the TABD put
forward about 130 proposals. By the end of this year, TABD wants
the U.S. Government to have implemented about 50 percent of
them. We will have about 30 that we’ve, frankly, told them are
non-starters; that just are either impractical or they off the list.
And that leaves a residue of a number of important suggestions
that we will be working on, many of them in the context of the new
Transatlantic Economic Partnership. Others we will continue to
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work bilaterally the way we did the MRA under the New Trans-
atlantic Agenda. We’re going to keep all of them very active, and
the TABD is making an important contribution to all of it.

Mr. JEFFERSON. The last thing, of the items you have concluded,
the 50 or so, which are the biggest ones you think will have the
greatest impact for our country? And of the ones you think you
may not get done, which of those do you think would make the big-
gest difference if you were to get them done?

Mr. AARON. I think the most important issues that we have on
the table now relate to recognition of genetically-modified orga-
nisms. And there, we really have to go to the larger question of the
role of science-based decisions in dealing with scientific progress as
it affects food, pharmaceuticals, and all sorts of areas where public
health and safety are involved. There is an increasing tendency in
Europe to not regard science as even a relevant consideration in
these decisions. It’s sort of policy by public opinion. We recognize
the trauma that the Europeans went through over the Mad Cow
disease issue, and we realize the impact that this had on public
opinion, especially with regard to the scientific community and the
regulatory community in Europe. But, nonetheless, the fact of the
matter is that public policy decisions ought to be based on sound
science as best as possible. Right now that’s not happening, and it’s
not happening in a transparent manner.

So, I think the most important thing we can do given the size
of our agricultural trade and the impact on everything from food
to cosmetics to medical devices that are implanted in people’s bod-
ies, is to get a more regularized and sensible arrangement to deal
with these issues. Establishing such an arrangement would have
the most positive impact.

I would note that we have a series of negotiations coming up in
the WTO as well as in our bilateral relationship with the Euro-
peans that ought to significantly liberalize trade across the Atlan-
tic. This is the largest trading relationship. It is the most impor-
tant trading relationship in the world. We and the Europeans are
more alike than anybody else, and we ought to be able to come to
important agreements where we have erased almost all of the bar-
riers to trade across the Atlantic. That’s the objective in the New
Transatlantic Agenda, and I hope that can be fulfilled.

Chairman CRANE. Mr. Portman.
Mr. PORTMAN. Thank you, Mr. Chairman, and a couple of quick

questions. One, just building on the standard setting that has al-
ready been discussed by Mr. Houghton and others. It has to do
with standard setting on wireless technology. The WTO, as you
know, has an agreement; a number of States are all committed not
to pass laws that create technical barriers to trade and particularly
not allow their standard setting body to set standards that are de-
signed, in fact, to create barriers to trade.

In the case of wireless technology, ETSI, which is the EU stand-
ard setting body for this technology, has come up with one stand-
ard, I understand. It’s a single standard that effectively shuts out
many of the American or other technologies from the European
marketplace, and it’s difficult to see, other than for trade reasons
to protect their own wireless market, why they would do that. Has
this been investigated? Are you all looking into whether they’ve
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violated the WTO agreement on technical barriers to trade through
the ETSI standard setting?

Mr. AARON. Yes, we are looking into that quite carefully, and, in-
deed, we have been in the process of negotiating and discussing
this issue with the EU including in discussions just last week. The
EU would like to have a single standard, but they are not going
to require that their member States have only a single standard.
That’s their position at the present time.

Our view is that multiple standards should be allowed, and the
marketplace should decide which of these standards is sufficient or
appropriate. There are several different standards. As you know,
there are several second generation standards—GSM, TDMA and
CDMA—and there’s the advanced third generation standards,
which are being discussed. Competitive business pressures are
being brought to bear on the European standard setting organiza-
tion, ETSI. We are in the scrum dealing with these issues as well;
trying to keep this process as open as possible.

At this point, we are not taking the position that setting a single
standard would be a violation of a WTO obligation, but we are
looking at that carefully to make sure that this standard-setting
process is not creating a barrier to trade.

American businesses are taking a number of different positions
on these standards issues. From a governmental standpoint, we
want to press for the most open arrangement possible.

Mr. PORTMAN. With regard to the Central European accession
negotiations ongoing—I understand those are your phase-out of
tariffs over time—does that concern you as it relates to U.S. ex-
ports that those Central European countries would be getting pref-
erential treatment as compared to U.S. products coming in, and is
that something that the U.S. Government should be involved with?

Mr. AARON. Yes. We have taken this issue up both with the Eu-
ropean Commission and with the countries concerned. These coun-
tries have all signed association agreements with the EU. Each of
these agreements has a schedule of tariff reductions that will bring
the affected countrys tariffs in line with the European common ex-
ternal tariff.

We have no objection to that, but we do have an objection to
these countries giving the Europeans a tariff preference before they
are members of the European Union. Ironically, once these coun-
tries become members of the European Union, they’ll be bound by
the European Union’s tariffs which are quite a bit lower than their
own. The only interests advantaged by this process are European
businesses which are given lead time to consolidate their position
in the market before they face outside competition. This is unfair,
and we have raised this with these countries. Also, it may not be
possible for them to receive GSP if they continue these kinds of
preferential tariffs.

Mr. PORTMAN. And that’s a decision made by those individual
countries and not by the EU?

Mr. AARON. That’s correct. In other words, what they do with
their own external tariff, apart from the EU, is at the purview of
these countries.
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Mr. PORTMAN. That’s something that they would have the power
to act on in order to sustain their GSP treatment of the United
States, but that’s a lever we have.

Mr. AARON. That’s right. They have the power to not discrimi-
nate against us.

Mr. PORTMAN. I want to thank you for your testimony.
Chairman CRANE. Mr Aaron let me say that you are particularly

adept at using the acronyms of trade.
Mr. AARON. I’ll go through the ABC’s of that with you, Mr.

Chairman, any time you’d like.
Chairman CRANE. That’s quite alright, Mr. Aaron. [Laughter.]
We thank you for your testimony here today. We appreciate your

responses and, again, apologize for the irregularities in our pro-
ceedings. We will excuse you now and invite our first panel, P.
Vince LoVoi, vice president, government affairs and public policy,
Warner-Lambert; Isabel Jasinowski, vice president, government re-
lations, Goodyear Tire and Rubber; Ellen Frost, Senior Fellow, In-
stitute for International Economics; Willard M. Berry, president,
European-American Business Council; Mary Sophos, senior vice
president, government affairs, Grocery Manufacturers of America.

And if you folks will take seats, we will follow our five-minute
rule and that is if you will please try and hold your oral presen-
tations to five minutes. All written statements will be made a part
of the permanent record, and, with that then, we shall proceed in
the order I introduced you. Mr. LoVoi.

STATEMENT OF P. VINCENT LoVOI, VICE PRESIDENT, GOV-
ERNMENT AFFAIRS AND PUBLIC POLICY, WARNER-LAMBERT
CO.; AND U.S. WORKING CHAIR, TRANSATLANTIC BUSINESS
DIALOGUE; ACCOMPANIED BY ISABEL JASINOWSKI, VICE
PRESIDENT, GOOD YEAR TIRE AND RUBBER CO.; AND
GROUP ONE WORKING CHAIR, STANDARDS AND REGU-
LATORY POLICY, TRANSATLANTIC BUSINESS DIALOGUE

Mr. LOVOI. Thank you, Mr. Chairman. Mr. Chairman, members
of the subcommittee, I am Vincent LoVoi, vice president of the
Warner-Lambert Company. I’m testifying today as the U.S. work-
ing Chair of the Transatlantic Business Dialogue. I am accom-
panied by Ms. Isabel Jasinowski, vice president of the Goodyear
Tire and Rubber Company who manages the TABD Standards and
Regulatory Policy Group. I ask that her prepared comments be en-
tered the record immediately following mine.

Mr. Chairman, the TABD is a unique business-like process where
American and European business leaders develop joint policy rec-
ommendations to improve the U.S.-EU marketplace. Over the past
three years, we have worked closely with the U.S. Government and
European Commission to address a broad range of specific issues.
The TABD’s pragmatic issue-driven process has made it possible
for a variety of industries to engage officials and achieve meaning-
ful results. We sincerely commend the U.S. Department of Com-
merce for its leadership vision and responsiveness.

And, Mr. Chairman, we do not need to tell this subcommittee
why our participating companies believe the European market is so
important. This panel has focused on that subject for years and
rather than repeating facts and figures from your own record, Mr.
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Chairman, I’ll simply commend the subcommittee’s foresight and
underscore the TABD support for that view. This is particularly
true given world events over the past year.

The TABD supports the Transatlantic Economic Partnership ini-
tiative while encouraging negotiators to be mindful of the prag-
matic results-oriented TABD approach. The theoretical should not
get in the way of the practical. Real economic growth and real
problems solved, rather than negotiating points scored, should
measure its success. The TABD is heartened by USTR’s commit-
ment to an aggressive timetable and actions planned for the TEP.
We believe that many of the recommendations should be ready for
implementation prior to the year 2000, and we applaud USTR’s im-
plied endorsement of this view. Indeed, TABD urges Government
to implement agreements immediately upon completion.

Many TABD recommendations are addressed head on by the
Transatlantic Economic Partnership. Let me emphasize, however,
that we particularly support the stated aim to improve regulatory
cooperation in such areas as manufactured goods and to reduce un-
necessary regulatory impediments. Mutual recognition and harmo-
nization of standards have been the hallmark of TABD since its in-
ception.

TABD also encourages governments to continue working on rec-
ommendations by our participating companies that do not fall with-
in the corners of the proposed negotiations. An important example
of such initiative is the pressing need for this Congress this year
to act on legislation to implement the OECD convention on bribery
and corruption.

Before closing, Mr. Chairman, let me note that President Clin-
ton, Prime Minister Blair, and President Santer commended the
TABD as a new paradigm for advancing trade dialogue in their
joint communique at the London Summit. They encouraged other
constituencies to engage in parallel transatlantic dialogues.

The TABD is both appreciative and honored by this characteriza-
tion. We echo the call for parallel dialogues. We have already met
at the staff level with the potential organizers of some of these ef-
forts and would be pleased to share our experience with anyone
committed to free trade in an open and harmonious transatlantic
marketplace.

In conclusion, Mr. Chairman, the TABD supports the Trans-
atlantic Economic Partnership initiative. We believe that properly
focused negotiations can simultaneously advance both those issues
identified within the TABD scope as well as other TABD priorities.
Thank you, Mr. Chairman.

[The prepared statement follows:]
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Chairman CRANE. Thank you.
Ms. Frost.

STATEMENT OF ELLEN L. FROST, SENIOR FELLOW, INSTITUTE
FOR INTERNATIONAL ECONOMICS

Ms. FROST. Thank you, Mr. Chairman, for this opportunity. I
have just written a short commentary on what we know about the
Transatlantic Economic Partnership thus far and where it might go
from here. With your permission, Mr. Chairman, I would like to
submit that commentary for the record.

Chairman CRANE. Without objection, so ordered.
Ms. FROST. I will confine my verbal remarks today to a few brief

observations about the global and domestic challenges facing the
transatlantic powers. At the outset, I want to make it clear that
I fully support the Transatlantic Economic Partnership, especially
its regulatory component, and I greatly admire the achievements of
the Transatlantic Business Dialogue.

My concern is that the Transatlantic Economic Partnership may
not be sufficiently ambitious. There are at least two reasons why
negotiators should aim high. First, agreements between the United
States and the European Union send a signal to the rest of the
world about whether or not the two powers are serious about tak-
ing further steps towards a rule-based, market-oriented, global
economy. The Partnership should back up its words with action.
For the last 50 years, progress towards multi-lateral trade liberal-
ization has depended heavily on agreements between Washington
and Brussels. While other countries have become important play-
ers, future progress within the WTO presupposes some form of
transatlantic consensus. It is hardly reasonable to expect other
countries to make politically difficult choices to open their econo-
mies if the transatlantic powers do not continue to set an example.

The Partnership announcement asserts that the United States
and the European Union will give ‘‘priority’’ to pursuing their objec-
tives through the WTO and that their primary goal is multilateral
liberalization. This is good news, but thus far neither the European
Union as a whole nor the Clinton administration has publicly com-
mitted itself to a clear-cut and truly ambitious WTO agenda in the
form of either a ‘‘Millennium Round’’ or anything else. At best, cer-
tain pioneering agreements may emerge from the partnership that
can serve as models for future WTO negotiations.

Second, the Transatlantic Economic Partnership has acquired
new urgency because of the Asian economic crisis and its effect on
the rest of the world. In the United States, the crisis is likely to
shave one-half to one percentage point from the 1999 economic
growth rate and to boost the U.S. merchandise trade deficit with
the Asia to levels that undermine domestic support for trade.

Recognizing the value of economic competition in stimulating re-
covery, members of APEC have reaffirmed their commitment to
open trade and investment by 2010/2020, but no such commitment
exists across the Atlantic. With the important exception of regu-
latory initiatives, the Transatlantic Economic Partnership is so lim-
ited that it runs the risk of diminishing the post-war tradition of
transatlantic leadership within the global trading system, leader-
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ship that has contributed so much to Asian and global economic
growth.

Despite these two imperatives, the need for multilateral leader-
ship and the Asian crisis, a transatlantic initiative does not appear
to be a high priority either in Brussels or in Washington at this
time. During a recent trip to Brussels, I found that too many other
events and evolutions are competing for policy-level attention. Here
in Washington, aside from Africa and the Caribbean basin, the
Clinton administration does not appear to be focusing much on
trade as a national priority or using the ‘‘bully pulpit’’ to commu-
nicate its benefits.

Fast track is still in limbo, which inevitably undermines our
credibility in the context of APEC, the Federal Trade Area of the
Americas (FTAA), and the WTO. I do not have to tell Members of
Congress why this is so. It is because trade has become a divisive
issue in domestic politics, particularly within the Democratic Party.

That brings me to my final point. Trade is a divisive domestic
issue in part because it leaves some people behind. It follows that
building support for trade calls for more effective efforts to help
those people adjust to global competition.

Several months ago, the Institute for International Economics
held a conference on restarting fast track. Several leading Congres-
sional opponents of fast track made it clear that they fully under-
stand the benefits of trade to the American economy as a whole.
They are holding fast-track hostage, they said, in order to draw at-
tention to those who lack the skills and resources to compete.

I am no expert in this area, but I imagine that Congress and the
administration should be talking about such things as the port-
ability of pensions and health care, local public-private partner-
ships centered on community colleges, consolidated and flexible ad-
justment assistance designed to achieve a better match between
training and jobs, dissemination of lessons learned, and a range of
other measures that take advantage of the flexibility and creativity
of our economic system. Some of these tools are in place, but taken
together and explained in the context of global competition, they
could help reassure Americans about their economic future.

My conclusions are that the Transatlantic Economic Partnership
is worthwhile, but that it has not lived up to its name as yet. It
has not risen to the challenges I described: setting an example of
global leadership by signaling a serious commitment to trade liber-
alization, devising trade initiatives to cope more effectively with
the Asian crisis, and addressing domestic concerns.

If the United States and the European Union want to reassert
global economic leadership in a serious way, they should consider
adopting a broad vision and a strategy with an overall deadline for
open trade and investment. An exclusive commitment to external
monetary policy cooperation would also be timely. Experience with
APEC demonstrates that the mere existence of a commitment to
open trade and investment by a date certain generates momentum.
A broad commitment of an APEC variety would capture political
attention and add political momentum to this unfulfilled partner-
ship. On a more detailed level, the follow-on action plan now being
negotiated could provide much needed momentum to both bilateral
and global initiatives.
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Thank you very much, Mr. Chairman, for giving me this oppor-
tunity to present my views.

[The prepared statement and attachment follows:]
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Chairman CRANE. Thank you, Ms. Frost.
Mr. Berry.

STATEMENT OF WILLARD M. BERRY, PRESIDENT, EUROPEAN-
AMERICAN BUSINESS COUNCIL

Mr. BERRY. Thank you, Mr. Chairman and members of the com-
mittee for the opportunity to testify. I’m Willard Berry, president
of the European-American Business Council. The Council is the one
transatlantic organization that regularly provides actionable infor-
mation on policy development and works with officials in both U.S.
and Europe to secure a more open trade and investment climate.
A number of witnesses today have remarked on the size and the
extent of this remarkable economic relationship, and it’s also im-
portant to point out that it has an impact on nearly every congres-
sional constituency.

Perhaps, the most remarkable aspect of our trade and invest-
ment relationship with Europe is that it is balanced, free of the
long-term deficits that have characterized our relationship with
Asian countries, in particular. Today, economic relations with Eu-
rope—between Europe and the U.S. are stronger than they have
ever been. Trade and investments continue to grow; long-standing
disputes are being addressed; there is more cooperation than ever
before in the WTO and other multi-lateral fora.

The Transatlantic Economic Partnership demonstrates that gov-
ernments on both sides of the Atlantic are committed to a positive
agenda to increase trade and investments for our mutual benefit.
Obviously, we have many points of friction, but that is inevitable
in an economic relationship of this size. The Council hopes that
while we try to manage the disputes, we do not let them charac-
terize or define the relationship. For too long, problems in agri-
culture held up progress on other trade issues. Even now, disputes
over the EU banana regime, hormone ban, and EU approval of ge-
netically-modified food products have soured relations between the
governments. Various U.S. sanctions measures—the Helms-Burton
law in particular—have been particularly damaging, threatening to
disrupt EU-U.S. cooperation in the WTO and endangering other
trade initiatives.

We strongly support the TEP initiative announced in May. The
EABC and its members caution, however, that these efforts should
not detract from ongoing work in other fora. The EU and U.S. have
correctly tried to structure the TEP so that it will be supportive of
ongoing and future negotiations in the WTO. EABC, a strong sup-
porter of the WTO, expects that EU-U.S. coordination, in order to
promote WTO work, in agriculture services and other sectors will
be a substantial benefit from the TEP. We see the TEP as compli-
menting the Transatlantic Business Dialogue. In fact, our expecta-
tions is with the U.S. and the EU who will use TABD recommenda-
tions as the basis for their negotiating objectives in relevant areas
of the TEP. EABC also hopes that the U.S. and the EU will begin
negotiations under the TEP as soon as possible. Increased coopera-
tion on multi-lateral issues will be most useful if it has a positive
impact on new WTO negotiations to be launched in 1999 and 2000.
Many bilateral aspects of the TEP could be concluded in a short
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time which would build support for the process within the business
community.

I’d like to turn to sanctions. The proliferation of economic sanc-
tions in the U.S. continues to strain the EU–U.S. relationship. The
Clinton administration and the European Commission have
reached an agreement on expropriated property and secondary boy-
cotts that is meant to settle the dispute over Helms-Burton and
ILSA. EABC strongly urges Congress to amend Helms-Burton so
that the President can waive Title IV which requires that executive
visas be denied for companies investing in expropriated property in
Cuba. Congress’ cooperation in this matter would allow the U.S.
and EU to continue their cooperation in addressing the issue of ille-
gal expropriation without using ineffective, unilateral sanctions.

EABC also recommends that Congress enact the Crane-Ham-
ilton-Lugar bill to reform the process of considering new economic
sanctions. Because of the concern of increasing local and State gov-
ernment initiated sanctions, we encourage Congress to discourage
efforts by State and local governments to enact sanctions measures
and to maintain its role in the conduct of foreign policy.

Two issues I would like to briefly address which present prob-
lems currently in the relationship are online privacy and bio-
technology. The EABC is a member of the Online Privacy Alliance
which was mentioned by Under Secretary of Commerce. I would
like to say that this issue we are beginning to address through a
constructive dialogue between the administration and the EU and
industry. Based on these efforts, we are cautiously optimistic this
issue can be addressed without a disruption in trade or data flows.

On biotechnology, the current dispute on the EU’s failure to ap-
prove some genetically-modified corn which is blocking all U.S.
corn exports to EU demonstrates the need for timely, predictable,
and science-based regulatory processes, recommendations which
are being advanced under the TABD. Thank you, Mr. Chairman,
for the opportunity to testify.

[The prepared statement follows:]
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Chairman CRANE. Thank you, Mr. Berry.
And our final witness, Ms. Sophos.

STATEMENT OF MARY C. SOPHOS, SENIOR VICE PRESIDENT,
GOVERNMENT AFFAIRS, GROCERY MANUFACTURERS OF
AMERICA, INC.

Ms. SOPHOS. Thank you, Mr. Chairman, for the opportunity to
testify before the subcommittee. My name is Mary Sophos, and I
am the senior vice president of government affairs of the Grocery
Manufacturers of America. GMA is the world’s largest association
of food, beverage, and consumer product companies with U.S. sales
of more than $430 billion. GMA members employ more than 2.5
million workers in all 50 States. We believe the Transatlantic Eco-
nomic Partnership announced earlier this year, offers a excellent
opportunity to reduce regulatory barriers between the United
States and the European Union as well as provide a foundation
from our comprehensive reductions in both tariff and non-tariff
trade barriers in the next WTO round.

GMA has initiated discussions among interested associations and
corporations in the processed food and consumer product sector in
response to the administration’s request for comments to a system
identifying specific issues for the TEP agenda.

We plan to engage actively in the TEP process along with our
European counterparts, CIAA and initially have identified three
key areas for discussion. First, in the area of biotechnology, U.S.
negotiators should focus on two key issues, establishing a clear
methodology and a predictable timeline for approvals of biotech
products. Several GMA members are pioneers in the area of bio-
technology and have experienced significant problems in obtaining
timely approvals for products in the EU. As a starting point, U.S.
negotiators should look to the work of the Transatlantic Business
Dialogue. GMA agrees completely with the TABD Working Group
on biotechnology, but U.S. efforts should focus on the making the
relevant U.S. and EU regulatory processes transparent, predict-
able, and compatible. My written testimony provides additional de-
tails.

Second, U.S. negotiators should work to eliminate barriers for
food additive approvals. U.S. products exported to the EU fre-
quently must be reformulated to comply with European food addi-
tive regulations which are quite restrictive. We would recommend
an approach similar to that being suggested by the TABD for bio-
technology.

Third, eco-labels continue to pose a non-tariff trade barrier to
manufacturers seeking to import into the EU and its members
countries. Labels like those currently being awarded in the EU are
generally not based on sound science but are awarded on subjective
criteria developed by local stakeholders. As such, they generally re-
flect local cultural value and environmental concerns and discrimi-
nate against international competition. The USTR has continually
acknowledged the discriminatory nature of the EU program by
placing it in its 1997 and 1998 national trade estimate reports. The
EU has promised bilateral discussions on this topic but they have
yet to occur.
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GMA hopes that the U.S. will take up other issues with the EU
during TEP talks such as metric-only labeling requirements, pack-
aging issues involving extended producer responsibility; product
formulation requirements and nutritional claims.

Turning to the question of specific WTO complaints involving the
U.S. and the EU, I would like to reaffirm GMA’s view that overall
the dispute settlement process established under the WTO works
quite well. With respect to the two U.S.–EU disputes involving food
products, specifically bananas and beef hormones, GMA is pleased
that the WTO dispute panel found in favor of the U.S., and expect
the EU to implement its recommendations within the 15-month
time period established through WTO arbitration. Moreover, it is
important to remember that safeguards have been built into the
dispute settlement process in the event the U.S. is dissatisfied with
the remedy proposed by the EU, and we encourage the U.S. to use
them if necessary.

Mr. Chairman, the TEP is a valuable process which GMA strong-
ly endorses, first, to provide the forum for removing regulatory im-
pediments in areas of highest interest to industry. Second, like the
early liberalization process within APEC, the TEP can help build
momentum leading up to multi-lateral negotiations such as the
1999 agriculture round. Mr. Chairman, I appreciate the oppor-
tunity to appear before you and would welcome any questions you
might have.

[The prepared statement follows:]
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Chairman CRANE. Thank you, Ms. Sophos. My first question is
to you, Mr. LoVoi. Did the leaders of TABD have any concerns over
how the TEP initiative was conceived and is now operating?

Mr. LOVOI. Two parts to your question. The conception, there
was some concern. There was—when the European Commission
initially proposed the new Transatlantic Marketplace Agreement,
there was—and I mention it in my statement—our concern that we
didn’t want the theoretical to get in the way of the practical. We
were a little bit concerned it was too theoretical. TABD is very,
very practical in its biases. We’re pleased with the TEP proposal
as it stands right now.

The second part of our question, its operation, it’s too early to
tell. You know, it’s very much being born as we speak, so we’ll re-
serve judgment on that.

Chairman CRANE. Ms. Jasinowski, we didn’t ask you to testify,
but I’d like to put a question to you. I understand Goodyear Tire
is serving as Chair of the Standards and Regulatory Working
Group of the TABD. Could you tell us a little bit about this work
and its importance to U.S.–EU trade?

Ms. JASINOWSKI. Thank you, Mr. Chairman. Goodyear’s CEO,
Sam Gibara is the principal for Working Group I, which is also the
Standards and Regulatory Working Group. There was a lot of dia-
logue among the members that were here and under Secretary
Aaron over this important work. We like to think of ourselves as
the ‘‘French truffle’’ of trade, often overlooked but extremely valu-
able. And let me give you an example of that. We ran some num-
bers, Mr. Chairman, with respect to the U.S. exports to the EU of
the members states on this subcommittee and of the $128 billion
worth of the U.S. exports to Europe in 1996, $61.5 billion of U.S.
exports are represented on this Subcommittee, among the States
and local communities. So, obviously, it’s to the advantage of busi-
nesses and communities in the United States to reduce the costs,
the redundant costs in the standard setting practice, to our exports,
to make them more competitive abroad. Some studies have shown
that up to 15 percent of additional costs is added to U.S. exports
by redundant testing. Now, I want to quickly add that it isn’t a
question of whether businesses either here or in Europe should be
regulated. We concur that businesses should be regulated in terms
of meeting the conditions of health, safety, and environmental pro-
tection. The question is, how to regulate most efficiently and that
is what the working group is all about. We have 16 active sectors
in Working Group I, including aerospace, automotives, transpor-
tation services, automotive parts including tires, pharmaceuticals,
and agribiotech, so it’s an extremely active working group and our
work is important. Thank you, Mr. Chairman, for the opportunity
of giving you a brief overview of our work.

Chairman CRANE. Thank you. And the next question, I’d like to
put to Ms. Frost. How ambitious is the TEP initiative and would
you characterize it as broad-trade strategy or is it limited to seek-
ing the resolution of a few trade problems?

Ms. FROST. It’s broader than seeking the resolution of a few dis-
creet problems and it is potentially ambitious. But its language on
many topics is distressingly vague, especially when compared with
the earlier initiative proposed by Sir Leon Britain in March of this
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year. I share the desire of my fellow witness from the TABD for
concrete commitments, and it is in that area that I find the TEP
somewhat too vague.

For example, earlier this year, the Britain initiative proposed
zero industrial tariffs by 2010; that’s pretty concrete. The TEP
says, by contrast, that they will explore the feasibility of their pro-
gressive elimination on a timetable to be agreed. Politically speak-
ing, that’s as far as they could go. I don’t intend to criticize the ne-
gotiators. What I’m calling for, in effect, is a high-level political
commitment on both sides, so that negotiators can go further than
this rather vague language in the follow-on action plan.

I think the TEP does reflect a strategic commitment to the WTO.
I’m just looking for a few more details.

Chairman CRANE. Mr. Berry, you warn in your testimony that
the U.S. and the EU should be careful to ensure that TEP doesn’t
undermine the TABD. Can you explain where there’s a danger that
this might happen.

Mr. BERRY. What I would be referring to is essentially what Mr.
LoVoi mentioned is that there are, particularly in the regulatory
area, some very concrete proposals. I think they’re driven by some
very practical interests in getting issues resolved, and I think the
TEP put in certain situations, perhaps could be used as a way of
postponing action because of some larger goal. Now, the way it is
actually set up over the proposal that Ellen mentioned that Sir
Leon first came out with. Now, he had envisioned a huge package
where success in one area might be contingent upon success in an-
other area which is not the way the TABD works, and that’s the
kind of thing that we were concerned about; that progress in one
area not be held up because they want to get something in another
area before.

Chairman CRANE. Mr. Sophos, what issues has TABD focused on
that were out of the TEP initiative between government?

Ms. SOPHOS. Well, from a food perspective, the TABD has been
engaged in the biotechnology efforts for some time. However, TABD
doesn’t really engage in any of the other food areas. So, we were
very pleased to see a rather more expansive agenda in the TEP for
agriculture and has engaged in trying to enumerate some of those
area beyond what traditionally have been the focus of the TABD
discussion.

Chairman CRANE. And a final question for the entire panel:
What does the TABD propose in the way of resolving the serious
dispute with the EU over extraterritorial trade sanctions? Anyone
want to volunteer?

Mr. LOVOI. Yes, I’d be happy to, Mr. Chairman. The sanctions
issues has been under discussion for some time within the TABD.
The European business partners, obviously, are less concerned as
our U.S. partners. Generally, the view is the Lugar-Hamilton ap-
proach and others, as well, of approaches is the wisest, and the
TABD has encouraged Congress to look at that as a possible resolu-
tion.

Chairman CRANE. I’ve been told that we have unilaterally im-
posed more sanctions in the last 4 years than we have—well, half
of all the sanctions in the previous 80 years have occurred in the
last 4 years, and, unfortunately, it’s one of those God, motherhood,
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and apple pie initiatives, but people don’t stop to think of what the
repercussions might be.

Mr. BERRY. Mr. Chairman, if I could add, actually, the first set
of recommendations which came out at the TABD meeting in Se-
ville had a unanimous position shared by European and American
representatives there opposing unilateral extraterritorial sanctions.
So, there has been a consistent policy at some point to the objection
of the U.S. who were embarrassed and found it difficult to address,
but there has been a real strong position from the very beginning
from the TABD.

Chairman CRANE. Anyone else want to speak to the question?
Well, if not, let me express my appreciation to you all. I’m sorry
for the chaos here today, but we’re grateful for your appearance
and we look forward to ongoing communication with you all. Please
don’t ever hesitate to let us know what’s the latest input from your
perspective. And with that, I will permit this panel to disappear.

Our next panel is Robert Harness, director, government affairs,
Monsanto Company; Kyd Brenner, vice president, Corn Refiners
Association; Jeremy Preiss, chief international trade counsel,
United Technologies corporation, and finally, Kevin Kelley, senior
vice president, external affairs, Qualcomm Incorporated.

And let me welcome our final panel and please try and conform
to our general guidelines of oral presentations of five minutes or
less. All printed statements will be made as part of the permanent
record.

We shall proceed first with Mr. Harness.

STATEMENT OF ROBERT L. HARNESS, DIRECTOR,
GOVERNMENT AFFAIRS, MONSANTO CO.

Mr. HARNESS. Thank you, Mr. Chairman. My name is Robert
Harness. I’m director of government affairs for Monsanto Company.
We applaud your interest in trade issues, particularly for holding
this hearing focused on the European Union.

As you know, over the next 50 years the world’s population is
going to grow significantly with most of the growth in developing
countries where many of the world’s most fragile natural resources
exist. Food production over this same period of time will need to
triple.

Biotechnology offers the potential to gain tremendous agricul-
tural productivity and to enhance nutrition with environmentally
sustainable farming practices.

We’re committed to making the technology broadly available to
all farmers. But meeting the increased global food demand requires
a trade policy which enables all agricultural interests to succeed.
In our effort to help meet the world’s food needs using the best ag-
ricultural technology, U.S. agriculture could be derailed by trade
barriers.

Clearly, unfortunately, there are nations using non-tariff, non-
science based-barriers to trade, to slow down trade and agricultural
commodities and foods that have been developed through bio-
technology. If these trade barriers are allowed to proliferate, the re-
sult will be a very chilling effect on the biotech industry and on
U.S. agriculture.
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So, turning to the specific problems that we’ve faced in the EU,
there are three general areas of concern. They are: one, the oper-
ation of the EU regulatory approval biotech products versus more
than 30 in the United States.

The European regulatory process had not produced a single prod-
uct approval in well over a year. On March 18, the European com-
mission completed the approval of three corn products and one oil
seed rape product, however, two of the approvals had not yet re-
ceived the final administrative approval required to complete the
effort that would come from the French government.

This is after over 2.5 years of really painstaking process and
multiple scientific reviews. The result has been a significant trade
interruption. The pending corn approvals are a good example of the
problems companies face in Europe. U.S. and EU industry leaders
have urged the European commission to make the biotechnology
product approval process more predictable and transparent, such
as the process we currently experience in the United States.

Through the Transatlantic business dialog, which you’ve heard
about through the last panel, there has been an effort to reduce
trade barriers in this area. A number of specific recommendations
were made, including four dealing specifically with the regulatory
process.

First, the clarity and consistency be incorporated into the regu-
latory programs and that specific guidance be issued; second, that
a common road map for regulatory approvals be adopted; third,
that product data requirements be harmonized between the two
sides, and fourth, that a common time-line for decisionmaking be
used.

The second trade issue is product labeling, which is a matter of
ongoing debate in Europe and one which has significant potential
to impact trade. In the United States, food labels are used to in-
form the public of nutritional and safety differences in food they
eat. Foods produced through biotechnology are not singled out as
a specific category for labeling.

The policy debate in Europe is based on the use of a food label
to inform consumers of the presence of ‘‘a product of’’ biotechnology,
regardless of whether the food is different from a safety or nutri-
tional standpoint.

We fully support the science-based approach to food labeling used
by the U.S. FDA. While we recognize that the labeling programs
can be used to provide information to consumers, such information
and process must not be allowed to create non-science based seg-
regation requirements in commodity crop markets that will lead to
trade disruptions and significant cost increases for consumers.

The third and final point is the public awareness and confidence
in biotechnology. Broad acceptance of biotechnology requires that
consumers be given relevant and accurate information about the
foods they eat. Public confidence in the regulatory system is also
important in gaining acceptance of biotechnology. In the end, gain-
ing broader public acceptance naturally means less chance of trade
issues, and industry and government must work together on this
important effort.

So, in conclusion, Mr. Chairman and members of the committee,
we appreciate your interest in reducing trade barriers around the
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globe. As you meet with your European colleagues or discuss these
matters here in the United States, I urge you to raise these issues.
It’s important to seek meaningful changes in the EU regulatory
system to make it operate successfully and to seek ways to build
public awareness and confidence in agricultural biotechnology.

In terms of the upcoming WTO round focusing on agriculture, we
ask the U.S. to address the issue of biotechnology to achieve a
greater degree of transparency and harmonization in every nation’s
regulatory regime.

Thank you very much, Mr. Chairman. I appreciate the oppor-
tunity to be here.

[The prepared statement follows:]
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Chairman CRANE. Thank you, Mr. Harness.
Mr. Brenner.

STATEMENT OF KYD D. BRENNER, VICE PRESIDENT, CORN RE-
FINERS ASSOCIATION, INC. ON BEHALF OF THE CSC BIO-
TECHNOLOGY COMMITTEE

Mr. BRENNER. Thank you, Mr. Chairman. I’m Kyd Brenner, vice
president of the Corn Refiners Association. I’m here today on be-
half of the CSC Biotechnology Committee which is comprised of the
American Soybean Association, the Corn Refiners Association, the
National Corn Growers Association, the National Cotton Council,
the National Oilseed Processors Association, and the U.S. Grains
Council.

These groups share a common concern about the trade impact of
differences in worldwide regulatory processes for the approval of
biotechnology products. To date, the most serious trade problems
we have encountered have been in the European Union.

We are here today to express our support for the Transatlantic
Economic Partnership, which we see as an excellent opportunity to
address these problems.

America’s farmers and processors have rapidly adopted the new
technology of transgenic crops, and this year, 25 to 30 percent of
U.S. corn, cotton, and soybeans, will come from transgenic vari-
eties. The U.S. has an effective and efficient regulatory system that
enjoys the trust of consumers. This is not the case in the European
Union. The EU approval process for new biotech products is
lengthy, non-transparent, and unpredictable.

I’d like to emphasize that the regulatory process is the source of
many of the problems more than the substance of the regulations.
In the United States, regulatory approval can be achieved in about
a year. Some products have been in the EU pipeline for well over
two years and are still not fully approved. This disparity in time
frames creates trade problems. Crops approved and planted in the
U.S. can’t be exported to Europe until they receive EU approval.
However, it is not feasible, on any large scale, to segregate crops
in bulk in commodity handling and transportation systems. There-
fore, our Europeans markets remain at risk as long as the approval
processes are on entirely separate tracks.

This is exactly the problem U.S. corn growers encountered this
year. U.S. growers stand to lose sales of about $200 million because
of the delay in regulatory processes in Europe. Repetition of these
problems year after year will only exacerbate the problem, jeopard-
izing nearly $4 billion in U.S. soy, corn, and cotton exports.

The TEP can provide a vehicle for some long-term solutions for
this problem, and we agree that biotechnology should be a high pri-
ority item on its agenda. The important ingredient, in our belief,
for progress on these issues is political will. Regulatory officials in
the U.S. and Europe have been discussing these issues for years.
However, regulatory officials cannot resolve the issues if the polit-
ical will to find a solution is lacking.

If the cooperation demonstrated at the May summit is extended
to discussions on biotechnology under the TEP, we believe the proc-
ess can be substantially improved without undermining legitimate
national objectives of protecting public health and safety.
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While harmonization of world processes would be a long-term
goal and would help to eliminate many problems, we have no illu-
sions that harmonization can be achieved quickly. Given the short
time frame envisioned for the TEP, we think the greatest benefit
would come from rapid agreement on several points.

First, a documented commitment to work toward harmonization
in biotechnology based on principles of sound science, transparency,
predictability, and timeliness.

Second, development of a common and publicly available tracking
system for products in the approval process would be immensely
helpful for producers and processors who are not the actual appli-
cants in the biotechnology regulatory system.

And last, an early warning system to let commercial partners
know if there are any unexpected delays in the regulatory process,
including a reasonable expectation of how long it should take a
product to move through the approval system. Agreement on these
points would certainly not solve our problems, but would help build
confidence among the interested parties.

Mr. Chairman, we believe the TEP does offer an excellent oppor-
tunity progress on biotechnology regulatory development, and we
are certainly prepared to support the initiative in any way we can.
Thank you.

[The prepared statement follows:]
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Chairman CRANE. Thank you.
Our next witness is Mr. Preiss.

STATEMENT OF JEREMY O. PREISS, CHIEF INTERNATIONAL
TRADE COUNSEL, UNITED TECHNOLOGIES CORP., ON BE-
HALF OF THE NATIONAL FOREIGN TRADE COUNCIL AND
FOREIGN SALES CORPORATION COALITION

Mr. PREISS. Thank you, Mr. Chairman. I appreciate the oppor-
tunity to testify here today. My name is Jeremy Preiss, and I’m the
chief international trade counsel for United Technologies. I’m here
today representing United Technologies, the National Foreign
Trade Council and the FSC Coalition, an umbrella group of large
and small companies seriously concerned about the European
Union’s WTO challenge to the foreign sales corporation, or FSC,
tax provisions.

In earlier testimony today, we heard how the Transatlantic Eco-
nomic Partnership’s proposed trade liberalization program will cre-
ate many economic benefits. The goals of the TEP are no doubt
laudable, and it’s undeniable that greater trade and investment lib-
eralization will yield economic gains for both the United States and
European Union. But the good will and cooperative spirit accom-
panying the TEP initiative are at odds with the EU’s pursuit of a
misguided WTO challenge to the FSC tax provisions.

The companies I represent here today have a difficult time recon-
ciling the forward-looking goals of the Transatlantic Economic
Partnership with the EU’s unwarranted attack on the FSC. Be-
cause the EU’s WTO challenge distorts the FSC tax provisions, I
believe it’s important to review briefly what the FSC is and what
it is not.

First, as all of you know, the FSC program was drafted and en-
acted by Congress in 1984 expressly to conform to a detailed GATT
ruling that articulated the proper relationship between different
systems of taxation and international trade rules. The FSC re-
placed the Domestic International Sales Corporation or DISC,
which, along with the tax practices of three European countries,
had previously been found to be a prohibited export subsidy under
GATT rules.

Despite the great care that Congress and other U.S. officials took
to ensure that the FSC was, and still is, consistent with applicable
trade rules, the EU has decided after more than 13 years to chal-
lenge the program. Curiously, it has taken the EU considerable
time to acquire the view that the FSC is inconsistent with the
GATT and WTO rules. And, at the same time, the EU has not
shown how their commercial interests have been disadvantaged by
the FSC.

The intent of the FSC and the DISC before it is to give U.S. ex-
porters tax treatment comparable to the treatment provided to
their foreign competitors who benefit from European territorial-
style tax systems. The territorial tax system generally exempts all
income earned outside the country from income tax, and all exports
from value-added, and other consumption taxes.

In contrast, the U.S. worldwide tax system generally taxes all
the income of U.S. companies, regardless of where it is earned.
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The EU would have the WTO believe that the FSC is an unfair
subsidy. This is simply untrue. In fact, the FSC merely applies the
same principle of territorial income taxation long enjoyed by EU
companies to U.S. exporters who choose to establish a qualifying
foreign sales corporation outside the United States. And by permit-
ting U.S. exporters to exempt a portion of their export-related in-
come from taxation, the FSC neutralizes some, though not all, of
the tax advantages that European companies receive under their
territorial tax systems. In short, the FSC attempts to level the tax
playing field on which U.S. exporters and foreign exporters com-
pete.

Before I go any further, I’d like to underscore an obvious, yet
very important point. The U.S. companies concerned about the
EU’s challenge to the FSC are not taking issue with the WTO, an
institution we strongly support. Rather, we’re taking issue with the
EU’s actions. The WTO did not, on its own initiative, seek to adju-
dicate this dispute. Rather, it’s the EU that has sought to shoe-
horn a highly complicated, highly technical tax matter into the dis-
pute settlement process of a multilateral trade organization.

In doing so, the EU has ignored more appropriate fora where tax
issues such as this have traditionally been handled. The EU’s chal-
lenge to the FSC has the potential to bog down the WTO in the
technicalities of tax policy. And the EU precedent may spur addi-
tional WTO challenges to other countries’ tax policies. Indeed, the
tax policies of many member States of the EU are vulnerable to the
same trade arguments and theories the EU is now advancing
against the FSC. The U.S. trade representative has identified at
least five such States: Belgium, France, Greece, Ireland, and the
Netherlands.

I think that we can all agree that making the review of tax policy
a regular part of the WTO’s diet would be neither good for the
WTO, nor tax policy. It’s a result we’re working hard to avoid, in
conjunction with the office of USTR.

In sum, the EU’s challenge to the FSC is deeply flawed and could
produce unintended, adverse consequences for both the WTO and
for tax policy. And, to paraphrase recent comments by Ambassador
Barshefsky, the EU’s challenge cannot help but significantly de-
tract from joint U.S.–EU efforts to explore greater cooperation in
the trade and economics spheres.

Thank you again for the opportunity to speak here today and I’d
be happy to answer any questions you may have.

[The prepared statement follows:]
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Chairman CRANE. Thank you, Mr. Preiss.
Mr. Kelley.

STATEMENT OF KEVIN KELLEY, SENIOR VICE PRESIDENT,
EXTERNAL AFFAIRS, QUALCOMM INC., SAN DIEGO, CA

Mr. KELLEY. Thank you, Mr. Chairman. My name is Kevin Kelly
and I am Senior Vice President for External Affairs of Qualcomm
Incorporated. Based in San Diego, Qualcomm is a leader in digital
wireless telecommunications and the chief developer of Code Divi-
sion Multiple Access—CDMA—the world’s fastest growing wireless
technology. On behalf of Qualcomm, I would like to thank you for
providing me with this opportunity to testify before you today re-
garding the Transatlantic Economic Partnership.

Qualcomm applauds the Administration for its role in forming
the TEP and forging closer ties with the European Union. We sup-
port the goals outlined in the joint statement announcing the TEP,
especially those designed to reduce technical barriers to trade and
open markets to new services for the benefit of consumers and en-
terprises.

We would suggest that the wireless communications sector is a
good place for the U.S. and the EU to begin this process. Why is
this sector so important? Currently, over 200 million wireless
phones are in use around the world, and that number is expected
to exceed 1 billion by the year 2005. As this industry expands,
more companies, more employees, more investment, will be needed
to keep pace with this demand.

In that sector, however, the EU, for years, has closed its market
to all but one wireless technology, one that happens to be manufac-
tured mainly by large European concerns. Europe’s exclusionary in-
dustrial policy has created an impossible environment for devel-
opers of alternative wireless technologies now wishing to compete
in the European market.

Now, the EU is on the verge of passing legislation that would
perpetuate its exclusionary policy by barring competition from al-
ternative U.S. technologies for the next generation of wireless com-
munications. As a starting point, we believe that the administra-
tion’s ability to work with the EU to overcome this flagrant of pro-
tectionism will signal whether the U.S. and the EU are truly com-
mitted to an economic partnership. Specifically, the administration
needs to take immediate steps to encourage the EU not to pass the
pending legislation.

The pending decision would adopt an exclusionary wireless
standard set by the European Telecommunications Standards Insti-
tute, ETSI. ETSI’s next generation wireless standard is based on
Qualcomm’s CDMA technology. ETSI’s acceptance of CDMA tech-
nology is a testament to the CDMA’s superior capabilities or other
standards, including those now used exclusively in Europe.

Qualcomm supports, and actually prefers, the idea of a single
CDMA standard for 3(G), and is willing to accept technical alter-
ations that improve its capabilities as long as the standard is com-
patible with current CDMA systems. The ETSI standard, however,
adopts technical features that offer no substantial improvements
and appears to be specifically designed to make it incompatible
with both current and next generation CDMA systems.
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In other words, the legislation would mandate use of CDMA
technology, while simultaneously barring CDMA’s developers from
effectively participating in the European market. Obviously, the
pending legislation and its underlying policy of protectionism are
directly at odds with the stated goals and objectives of TEP, and
if implemented, raise serious questions as to the Europeans’ will-
ingness to forge a meaningful economic partnership with the U.S.

The ETSI process and the EU-proposed legislation raise serious
questions about the EU’s compliance with its obligations under cur-
rent bilateral and multilateral trade agreements, let alone its com-
mitment to the TEP. The EU has an obligation under the Technical
Barriers to Trade Agreement to ensure that no standard is set or
any regulation passed that would create an unnecessary obligation
to trade.

ETSI’s adoption of a standard that lacks technical or economic
advantages over a competing standard and, unlike the alternative,
is incompatible with most existing standards, is an action that cre-
ates an unnecessary barrier to trade in violation of the TBT. Even
more troubling is the EU’s active consideration of legislation to
mandate the standard for the entire community, again in con-
travention of its obligations under the TBT.

Mr. Chairman, if the EU is not willing to adhere to the agreed-
to principles laid out by the WTO, what are we to think about the
EU’s commitment to the TEP? If the TEP is to mean anything,
then the EU must immediately reverse its course regarding the
pending legislation and work with the U.S. to allow fair consider-
ation and open competition among existing technologies. If the TEP
is to be a success, it must alter the status quo, end protectionism,
encourage competition. Only then, will Europe and the United
States be true economic partners.

Once again, thank you for the opportunity to testify.
[The prepared statement follows:]
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Chairman CRANE. Thank you, Mr. Kelley.
Mr. Harness, what are your concerns about non-science based

segregation and labeling requirements?
Mr. HARNESS. Well, I think the primary concern, Mr. Chairman,

is that any kind of labeling proposal should be science-based. It
shouldn’t create any kind of arbitrary distinction that would re-
quire segregation without a basis for segregating and differen-
tiating.

The concern would be that if a non-science based approach forced
segregation, first of all, it probably isn’t possible in the U.S. system
for commodity products. Secondly, if it were to be made possible,
it would be extremely expensive and the cost would be past the rel-
ative system and our technological advantages in agriculture would
be lost in terms of the economic efficiencies that would be eaten up
by such a costly process.

So, in some, the cost and feasibility of such a non-science based
approach would bother me a lot.

Chairman CRANE. Mr. Brenner, is the goal of associating a great-
er degree of transparency and harmonization of regulations related
to biotechnology products better addressed in bilateral negotiations
with the EU or with the WTO agricultural talks?

Mr. BRENNER. Mr. Chairman, I think, it’s something that I think
should be addressed in both forums. We have a current and very
serious problem with the EU and we have an opportunity to ad-
dress that in a short-term fashion before the WTO process fully
gets into gear on the technical side.

Certainly, we’re not pre-judging where this issue is going to end
up in the WTO. There are a number of different avenues they may
follow there. But, perhaps we could get some early sign using the
TEP process of things which were achievable, not just with the EU,
but around the world.

Chairman CRANE. Mr. Preiss, it seems to me that Europe’s chal-
lenge to the FSC tax structure is a violation of a longstanding un-
derstanding we’ve had with the Europeans going back to 1984,
when we changed the DISC tax arrangements specifically to re-
spond to their trade concerns. Why did Europe wait 13 years to
challenge the FSC?

Mr. PREISS. It’s difficult, Mr. Chairman, to say what exactly is
running through the mind of a EU policymaker. But the fact that
the EU has waited 13, almost 14, years after the FSC was put in
place to challenge the program does invite the very question you
have asked and certainly invites speculation as to whether there
might be ulterior motives behind their challenge.

One ulterior motive that has been advanced that is that the EU
is frustrated with having recently lost two high profile WTO cases
to the United States, both of which were discussed earlier today—
the bananas case and the beef hormones case. With the challenge
to the FSC, therefore, the EU is trying to even the score with the
United States at the WTO or, at least, be more proactive in liti-
gating at the WTO instead of constantly being on the defense.

Chairman CRANE. Mr. Kelley, as international standards become
increasingly critical on world trade, many observers worry that Eu-
ropean standards entities are more and more dominating in con-
trolling international standards-setting bodies, and that this will
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put U.S. exporters at a distinct disadvantage. In your opinion,
what should the U.S. Government do to address European domina-
tion in the international standards area?

Mr. KELLEY. Well, Mr. Chairman, I think that is exactly the
issue we’re talking about the third generation standard. What the
U.S. Government should do is exactly what it started to do regard-
ing this issue. Just raise the consciousness of the European regu-
lators and let them know that we are aware of what they’re doing
and we’re not going to stand for it.

Another thing that they should consider doing is being stronger
advocates of U.S. standards in these international markets, and
make sure that these foreign markets are open to U.S. standards.

A perfect example of that is what’s going on in China, now with
the existing second-generation standards. The Europeans have
done a wonderful job of selling their standard into China. We are
trying to get the administration to open the Chinese market to our
technology, and we’re having some success. But we need to con-
tinue to encourage the United States to make sure they advocate
U.S. standards abroad.

Chairman CRANE. Mr. Houghton.
Mr. HOUGHTON. Yes, thanks, Mr. Chairman.
Very briefly, Mr. Kelley, in terms of the Transatlantic Economic

Partnership—really, the question is, what are you doing? And also,
what are you doing with USTR? So that’s number one. Can I go
through the questions first?

As far as Mr. Preiss is concerned, I agree with you that the FSC,
eliminating arguable GATT issues, but to increase the tax benefit
that it defers, I think you are absolutely right on there. Mr. Har-
ness my impression is that the European community—and I’ve only
really taken soundings with the English and the Germans—are
worried about Monsanto because you have such a strong competi-
tive edge. You’ve put so much research, you’ve done such a great
job in this area, that you may be setting the standards for everyone
there. You may want to comment about that.

As far as Mr. Brenner is concerned, you talked about the EU ap-
proval process for biotech products, it’s a non-transparent and un-
predictable, but we had the Under Secretary of Commerce here and
he felt that things were moving along pretty well, and that there
was much more exposure and sun light involved here. You might
like to comment briefly on those.

Anyone—Mr. Brenner.
Mr. BRENNER. We’ll do this in reverse order. Yes, not to con-

tradict the Under Secretary, I believe the process itself on paper,
and the way products move through it, is still quite unpredictable.
Certainly, in the last year we have had a number of changes in the
process and deviations as products were moving through. I would
certainly agree we may be turning a corner. There are certainly
people in the commission and in many of the member States who
fully recognize that the process they have been using is not func-
tioning, and they’re sincerely committed to try to make a better
process. They do have some procedural reforms underway, which
will take some years to complete.

So, I think, working with those people to recognize the problems
through the TEP, among other things, is a way of helping to ensure
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we are turning a corner there. I feel were right at the edge of it,
we’re not around it yet.

Mr. HOUGHTON. Thank you.
Mr. HARNESS. Well, certainly there can be no doubt that agricul-

tural biotechnology has been controversial in Europe and we, Mon-
santo, have been in the middle of that controversy. We’re not trying
to set the standards for anyone except to meet the standard that
we think is the most important, and that is to provide technology
that will help produce food for everyone on the planet.

We do think the technology has enormous benefits for the future.
The initial products are aimed at the farmer. Subsequent products
are going to have—not just by Monsanto, but by other companies
as well—are going to have consumer benefits, nutritional enhance-
ments, and other benefits that really are going to, I think, be sig-
nificant for people around the world.

So, just about every new technology has its challenges, some in
the technology area alone, some with public acceptance, and I think
that’s what we’re experiencing here.

Mr. HOUGHTON. I guess the only thing I was saying is that my
impression is that it’s sort of an emotional issue. And that, rather
than going at it from a governmental or legalistic standpoint, there
is an awful lot of personal contact in reducing the perceived threat.

I think you’re in a wonderful position. You’ve done a great job.
You’ve got a fabulous company. But, there is that concept that you
are going to sort of overwhelm the market.

Mr. HARNESS. I don’t think we’ve done as good a job on that in
terms of reducing the public concerns. And I think it’s an effort
that really requires a partnership between us and the food compa-
nies that bring the food to the consumer with the governments
themselves; the food companies are doing a lot on this. We’re doing
things. I don’t think we’ve reached the public in Europe with all
of the right messages in all of the right ways yet, but that certainly
is a priority for us.

Mr. HOUGHTON. Good. Thank you.
Mr. PREISS. I appreciate your statement of support for the FSC,

Mr. Congressman. I also was heartened by Ambassador
Barshefsky’s earlier testimony where she said that USTR and
would vigorously defending the FSC at the WTO. My hope, of
course, is that, ultimately, we will not have a final WTO adjudica-
tion of the FSC, I hope that the Europeans will come to understand
that pursuing this challenge at the WTO is not a prudent course
of action and, therefore, they will ultimately relent. But it is impor-
tant to know, however, that we have our allies on this committee
and in Congress generally.

Thank you.
Mr. HOUGHTON. Thank you. Mr. Kelley.
Mr. KELLEY. I guess your question, you asked what are we doing

with the USTR? We are doing a number of things——
Mr. HOUGHTON. And also on your own.
Mr. KELLEY. Certainly on our own. With regard to the USTR, the

international standards setting process in telecommunications is a
complex one. The first thing that we have to do is to make sure
that everybody understands the process and how various compa-
nies such as our are able to participate in that process. In par-
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ticular, with respect to the ETSI process in Europe, we tried to par-
ticipate, first, as a U.S. company and were told we could not par-
ticipate because we are a U.S. company and ETSI was only avail-
able to European companies. That is in direct contrast to the stand-
ards setting bodies in the United States where anyone can partici-
pate. So, we were forced to open a European subsidiary just to par-
ticipate in that process. The European companies do not have to do
that to participate in the United States. So, getting this kind of
process into the USTR is certainly something that we are doing.

Second of all, we’re trying to suggest methods to them that they
can suggest to their European counterparts that can open this
process and make more open and free, like the U.S. process. And
we’re doing this not only with the USTR, we’re doing it with the
Commerce Department, the State Department, the Federal Com-
munications Commission.

In addition, as I mentioned, we have opened an office in Europe.
We are participating as much as we are being allowed to in the
standards setting process over in Europe, and we continue to ex-
pand these efforts. We’re also doing this in Asia and South Amer-
ica.

Mr. HOUGHTON. Thank you very much.
Thank you, Mr. Chairman.
Chairman CRANE. Well, I want to thank our panelists again, and

apologize to you for the disruptive kind of day it’s been, and reas-
sure everyone that the official record will remain open, Mr. Kelley,
for anyone’s contribution for two weeks.

With that, the committee stands adjourned.
[Whereupon, at 2:10 p.m., the hearing adjourned subject to the

call of the Chair.]
[Submissions for the record follows:]
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