AUTHENTICATED
U.S. GOVERNMENT
INFORMATION

GPO

PRESIDENT BUSH’S TRADE AGENDA

HEARING

BEFORE THE

COMMITTEE ON WAYS AND MEANS
U.S. HOUSE OF REPRESENTATIVES

ONE HUNDRED EIGHTH CONGRESS
SECOND SESSION

MARCH 11, 2004

Serial No. 108-43

Printed for the use of the Committee on Ways and Means

&R

U.S. GOVERNMENT PRINTING OFFICE
96-126 WASHINGTON : 2004

For sale by the Superintendent of Documents, U.S. Government Printing Office
Internet: bookstore.gpo.gov Phone: toll free (866) 512—-1800; DC area (202) 512—-1800
Fax: (202) 512-2250 Mail: Stop SSOP, Washington, DC 20402-0001



COMMITTEE ON WAYS AND MEANS
BILL THOMAS, California, Chairman

PHILIP M. CRANE, Illinois

E. CLAY SHAW, JR., Florida
NANCY L. JOHNSON, Connecticut
AMO HOUGHTON, New York
WALLY HERGER, California
JIM MCCRERY, Louisiana
DAVE CAMP, Michigan

JIM RAMSTAD, Minnesota
JIM NUSSLE, Iowa

SAM JOHNSON, Texas
JENNIFER DUNN, Washington
MAC COLLINS, Georgia

ROB PORTMAN, Ohio

PHIL ENGLISH, Pennsylvania
J.D. HAYWORTH, Arizona
JERRY WELLER, Illinois
KENNY C. HULSHOF, Missouri
SCOTT MCINNIS, Colorado
RON LEWIS, Kentucky

MARK FOLEY, Florida

KEVIN BRADY, Texas

PAUL RYAN, Wisconsin

ERIC CANTOR, Virginia

CHARLES B. RANGEL, New York
FORTNEY PETE STARK, California
ROBERT T. MATSUI, California
SANDER M. LEVIN, Michigan
BENJAMIN L. CARDIN, Maryland
JIM MCDERMOTT, Washington
GERALD D. KLECZKA, Wisconsin
JOHN LEWIS, Georgia

RICHARD E. NEAL, Massachusetts
MICHAEL R. MCNULTY, New York
WILLIAM J. JEFFERSON, Louisiana
JOHN S. TANNER, Tennessee
XAVIER BECERRA, California
LLOYD DOGGETT, Texas

EARL POMEROY, North Dakota
MAX SANDLIN, Texas

STEPHANIE TUBBS JONES, Ohio

Allison H. Giles, Chief of Staff
Janice Mays, Minority Chief Counsel

Pursuant to clause 2(e)(4) of Rule XI of the Rules of the House, public hearing records
of the Committee on Ways and Means are also published in electronic form. The printed
hearing record remains the official version. Because electronic submissions are used to
prepare both printed and electronic versions of the hearing record, the process of converting
between various electronic formats may introduce unintentional errors or omissions. Such occur-
rences are inherent in the current publication process and should diminish as the process

is further refined.

ii



CONTENTS

Page
Advisory of March 3, 2004, announcing the hearing ...........cccoccoevieriiinniiinnieennnnn. 2
WITNESS
U.S. Trade Representative, Hon. Robert B. Zoellick, Ambassador ...................... 10
SUBMISSIONS FOR THE RECORD
Advanced Medical Technology Association, statement ....................... 70
Africa Growth and Opportunity Act Civil Society Network, letter 74
American Cancer Society, American Heart Association, American Lung
ciation, Action on Smoking and Health, Campaign for Tobacco-Free Kids,
and Essential Action, joint statement ...........cccceceiieviiieeiiieecciee e 75
Doctors Without Borders, New York, NY, Nicolas de Torrente, letter . 78
Johnson, Diane, Tyler, TX, statement ........ccccccceveviiiiiiiiiiiiiiiieeieeeeee e 82
National Electrical Manufacturers Association, Arlington, VA, statement ........ 82
Student Global AIDS Campaign, statement 89
Tadros, Paul, Montreal, Quebec, letter ......... 92

iii






PRESIDENT BUSH’S TRADE AGENDA

THURSDAY, MARCH 11, 2004

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
Washington, DC.

The Committee met, pursuant to notice, at 10:05 a.m., in room
1100, Longworth House Office Building, Hon. Bill Thomas (Chair-
man of the Committee) presiding.

[The advisory announcing the hearing follows:]

o))



ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

FOR IMMEDIATE RELEASE CONTACT: (202) 225-3625
March 03, 2004
FC-16

Thomas Announces Hearing on
President Bush’s Trade Agenda

Congressman Bill Thomas (R—-CA), Chairman of the Committee on Ways and
Means, today announced that the Committee will hold a hearing on President
Bush’s trade agenda. The hearing will take place on Thursday, March 11,
2004, in the main Committee hearing room, 1100 Longworth House Office
Building, beginning at 10:00 a.m.

In view of the limited time available to hear witnesses, oral testimony at this
hearing will be from invited witnesses only. The sole witness will be United States
Trade Representative Robert B. Zoellick. However, any individual or organization
not scheduled for an oral appearance may submit a written statement for consider-
ation by the Committee and for inclusion in the printed record of the hearing.

BACKGROUND:

Using the Trade Promotion Authority (TPA) granted to him by Congress in 2002,
the President is pursuing multilateral negotiations in the World Trade Organization
(WTO) to expand U.S. trade opportunities in agriculture, industrial goods, and serv-
ices. Ambassador Zoellick has sought to revive these negotiations to show progress
in 2004.

The President has also recently notified Congress of his intent to enter into free
trade agreements (FTA) with Australia and the Central American countries of Costa
Rica, El Salvador, Guatemala, Honduras, and Nicaragua. Negotiations with Morocco
have just concluded, and there also are ongoing FTA negotiations with the Domini-
can Republic, the Southern African Customs Union (Botswana, Lesotho, Namibia,
South Africa, and Swaziland), and Bahrain. The President has notified Congress of
his intent to begin FTA negotiations with Thailand, Panama, and the Andean coun-
tries of Bolivia, Colombia, Ecuador, and Peru. In addition, he is continuing negotia-
tions to establish the Free Trade Area of the Americas.

At the same time, Congress also plans to consider enhancing and extending the
African Growth and Opportunity Act (AGOA) because certain provisions are set to
expire in the fall. AGOA is a trade preference program directed at sub-Saharan Afri-
can countries and provides extensive duty-free access for countries that meet the eli-
gibility criteria.

In announcing the hearing, Chairman Thomas stated, “Expanded trade means
more business for America’s farmers, manufacturers, and service providers, better
buys for American consumers, higher living standards for American families, and
good jobs for America’s workers. I am committed to ensuring the Administration’s
adherence to the rigorous consultations and detailed negotiating objectives estab-
lished in TPA. This hearing will give Ambassador Zoellick the opportunity to outline
the President’s trade priorities and is an important component of the Committee’s
oversight responsibilities.”

FOCUS OF THE HEARING:

The hearing is expected to examine current trade issues such as: (1) the recently
concluded FTAs with Australia, the Central American countries, and Morocco; (2)
other free trade agreements currently being negotiated or which have been notified
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by the President; (3) prospect for trade expansion in agriculture, industrial goods,
and services through multilateral negotiations in the WTO; (4) compliance with
WTO dispute settlement decisions; (5) potential extension and enhancement of
AGOA; and (6) other trade issues.

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Please Note: Any person or organization wishing to submit written comments
for the record must send it electronically to hearingclerks.waysandmeans@
mail.house.gov, along with a fax copy to (202) 225-2610, by close of business Thurs-
day, March 25, 2004. In the immediate future, the Committee website will allow for
electronic submissions to be included in the printed record. Before submitting your
comments, check to see if this function is available. Finally, due to the change in
House mail policy, the U.S. Capitol Police will refuse sealed-packaged deliveries to
all House Office Buildings.

FORMATTING REQUIREMENTS:

Each statement presented for printing to the Committee by a witness, any written statement
or exhibit submitted for the printed record or any written comments in response to a request
for written comments must conform to the guidelines listed below. Any statement or exhibit not
in compliance with these guidelines will not be printed, but will be maintained in the Committee
files for review and use by the Committee.

1. All statements and any accompanying exhibits for printing must be submitted electronically
to hearingclerks.waysandmeans@mail.house.gov, along with a fax copy to (202) 225-2610, in
WordPerfect or MS Word format and MUST NOT exceed a total of 10 pages including attach-
ments. Witnesses are advised that the Committee will rely on electronic submissions for print-
ing the official hearing record.

2. Copies of whole documents submitted as exhibit material will not be accepted for printing.
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material
not meeting these specifications will be maintained in the Committee files for review and use
by the Committee.

3. All statements must include a list of all clients, persons, or organizations on whose behalf
the witness appears. A supplemental sheet must accompany each statement listing the name,
company, address, telephone and fax numbers of each witness.

Note: All Committee advisories and news releases are available on the World
Wide Web at http://waysandmeans.house.gov.

The Committee seeks to make its facilities accessible to persons with disabilities.
If you are in need of special accommodations, please call 202—-225-1721 or 202-226—
3411 TTD/TTY in advance of the event (four business days notice is requested).
Questions with regard to special accommodation needs in general (including avail-
ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above.

Chairman THOMAS. Good morning. Today’s hearing is about the
U.S. trade agenda for 2004. Ambassador Zoellick, it is a pleasure
to have you with us here again to discuss your efforts, especially
some very positive recent efforts to expand international trade, and
create job opportunities for American workers, farmers, and busi-
nesses.

Since the President signed into the law the Trade Promotion Au-
thority (TPA) (P.L. 107-210) 2 years ago now, the United States
has been engaged in multiple trade negotiations. Most importantly,
the President and the U.S. Trade Representative (USTR) is pur-
suing multilateral negotiations in the World Trade Organization
(WTO) to expand U.S. export opportunities in agriculture, indus-
trial goods, services, while protecting international property rights.
Recent efforts, which we will focus on, especially a letter sent by
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the USTR to a broad number of folk at the beginning of this year
to attempt to build some momentum on the reinvigoration of the
Doha Round, I am anxious to hear whether or not that has borne
the kind of fruit that we hoped for. Basically, I think it entails ev-
eryone reassessing pre-Cancun versus post-Cancun and whether or
not positions that produced post-Cancun should be reviewed and
moved forward.

At the same time, the United States is engaging its trading part-
ners on a bilateral and a regional basis. These agreements, when
negotiated in a comprehensive and ambitious manner, create an
environment of competitive liberalization and lead momentum to
successful WTO negotiations, in my opinion. For example, last
summer Congress employed TPA and the Administration moved
free trade agreements (FTAs) with Chile and Singapore. They set
very high standards in goods, services, intellectual property rights,
investment, labor, and the environment.

The Administration has recently concluded FTAs with Australia,
Morocco, and five Central American countries. These agreements
made remarkable strides in opening markets to our goods and serv-
ices. However, not every FTA can achieve the highest marks.
Sometimes you have to settle for what you are able to achieve and
there were some sectors that were excluded from coverage and our
concern is that these not become precedent-setting.

In any event, the Committee is currently examining these agree-
ments to determine the best timing for congressional consideration.
Also, the USTR’s office, notwithstanding the fact that we focus pri-
marily on the big-picture trade agreements, has been actively in-
volved in aggressively enforcing U.S. positions. They have success-
fully defended against challenges from Canada on lumber, India on
textile rules of origin, Japan on sunset reviews, and obviously we
need to have that very close nexus between opening up trade and
defending and pursuing our rights in trade. Ambassador, I look for-
ward to your comments. Prior to that I will recognize the Chairman
on the Subcommittee on Trade, the gentleman from Illinois, Mr.

rane.

[The opening statement of Chairman Thomas follows:]

Opening Statement of The Honorable Bill Thomas, Chairman, and a
Representative in Congress from the State of California

Good Morning. Today’s hearing is about the U.S. trade agenda for 2004. Ambas-
sador Zoellick, it is a pleasure to have you here to discuss your efforts to expand
international trade and create jobs and opportunities for American workers, farm-
ers, and businesses.

Since the President signed Trade Promotion Authority (TPA) into law in 2002, the
United States has been engaged in multiple trade negotiations. Most importantly,
the President is pursuing multilateral negotiations in the WTO to expand U.S. ex-
port opportunities in agriculture, industrial goods, and services. Thanks to Ambas-
sador Zoellick’s efforts, I see momentum building to reinvigorate the Doha Round,
and I hope we will achieve substantial progress this year. Such progress depends
on the willingness of all WT'O members to move off pre-Cancun positions.

At the same time, the United States is engaging its trading partners on a bilat-
eral and regional basis. These agreements, when negotiated in a comprehensive and
ambitious manner, create an environment of competitive liberalization and lend mo-
mentum to successful WTO negotiations. Last summer, Congress employed TPA to
approve FTAs with Chile and Singapore that set high standards in goods, services,
intellectual property rights, investment, and labor and environment. The Adminis-
tration has recently concluded FTAs with Australia, Morocco, and five Central
American countries. These agreements make remarkable strides in opening markets
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to our goods and services. However, I am disappointed that we have begun to ex-
clude sectors from coverage and that an investor-state dispute settlement mecha-
nism is not included in the Australia agreement. In any event, the Committee is
currently examining these agreements to determine the best timing for congres-
sional consideration.

While opening new markets for U.S. exports is a key priority, it is equally essen-
tial that we ensure that our trading partners abide by existing trade agreements.
USTR’s track record in WTO dispute settlement in the past 18 months has been
impressive. The United States has successfully challenged Canada on dairy and
wheat, Japan on apples, and Mexico on telecommunications. The United States has
successfully defended against challenges from Canada on lumber, India on textile
rules of origin, and Japan on sunset reviews. We must continue to aggressively pur-
sue our rights. We must also make sure that we are in compliance with our own
WTO obligations.

Ambassador Zoellick, I look forward to hearing your comments. I now recognize
the Chairman of the Trade Subcommittee, Mr. Crane.

Mr. CRANE. Thank you, Mr. Chairman. I join in welcoming Am-
bassador Zoellick here today. Ambassador, I applaud your efforts
and those of all the hardworking individuals at USTR who con-
tinue to press every day for new export opportunities for U.S. busi-
nesses and workers, more choices for U.S. consumers, and better
adherence by our trading partners to existing trade commitments.

Despite my unwavering support for free trade and your tireless
efforts on its behalf, I do have a significant concern with one aspect
of recent U.S. trade policy, and that is for sugar. United States
sugar policy was bad enough before but recently sugar appears to
be immune from negotiations. Some of my constituents, from can-
dymakers to corn refiners, are particularly hard hit by this policy,
which represents the indulgence of the few at the expense of the
many. There are or were several candymakers in the Chicago area,
as I know you are aware.

According to industry estimates, almost 10,000 jobs have been
lost in the U.S. confectionery industry due to the U.S. sugar pro-
gram’s import restrictions. To make matters worse, sugar has re-
cently received special treatment. It has been completely excluded
in the Australia agreement and the Central American FTA
(CAFTA) contains extremely limited quota concessions with no re-
duction in out-of-quota tariffs. In CAFTA the centrals responded to
the paltry concession on sugar by granting very long duty elimi-
nation on U.S. candy exports. Thus, the confectionery industry got
a double blow because on the import side it cannot get access to
reasonably priced sugar and on the export side the centrals pro-
vided in most cases 10- to 15-year phase-outs on sugar, candy, and
c}flocolate confections. Fifteen years is a long time to wait for a ben-
efit.

Another constituent victim of U.S. sugar policy is the corn refin-
ing industry, which is a hostage in a tit-for-tat battle with Mexico
over sugar and high-fructose corn syrup. The North American Free
Trade Agreement (NAFTA) provides that the United States can ex-
port high-fructose corn syrup into Mexico without duty and in re-
turn, Mexico can sell its surplus sugar in the United States. In the
face of U.S. insistence on limiting Mexican sugar imports, Mexico
has retaliated in several ways, most recently by imposing a dis-
criminatory tax on products containing high-fructose corn syrup.
This issue has been festering for years now and I urge you, Mr.
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Ambassador, not to allow the U.S. sugar industry to block resolu-
tion of this dispute.

As I said at the beginning, I applaud the overall efforts of you
and your colleagues in your office in opening markets for U.S. ex-
ports by eliminating tariffs, also known as protection taxes, reduc-
ing nontariff barriers, streamlining standards, opening services
markets and strengthening intellectual property protections. These
efforts provide a significant benefit to the U.S. economy. It is time
we include sugar in this agenda and get comprehensive free trade
back on track. I yield back the balance of my time.

[The opening statement of Mr. Crane follows:]

Opening Statement of The Honorable Philip M. Crane, a Representative in
Congress from the State of Illinois

Thank you, Mr. Chairman. I join in welcoming Ambassador Zoellick here today.
Ambassador, I applaud your efforts and those of all the hardworking individuals at
USTR who continue to press every day for new export opportunities for U.S. busi-
nesses and workers, more choices for U.S. consumers, and better adherence by our
trading partners to existing trade commitments. Despite my unwavering support for
free trade and the tireless efforts of USTR on its behalf, I do have a significant con-
cern with one aspect of recent U.S. trade policy, and that’s for sugar. U.S. sugar
policy was bad enough before, but recently sugar appears to be immune from nego-
tiation. Some of my constituents, from candymakers to corn refiners, are particu-
larly hard hit by this policy, which represents the indulgence of the few at the ex-
pense of the many.

There are—or were—several candymakers in the Chicago area. According to in-
dustry estimates, almost 10,000 jobs have been lost in the U.S. confectionery indus-
try due to the U.S. sugar program’s import restrictions. To make matters worse,
sugar has recently received special treatment: it has been completely excluded in
the Australia agreement, and CAFTA contains extremely limited quota concessions
with no reduction in out-of-quota tariffs. In CAFTA, the Centrals responded to the
paltry concession on sugar by granting very long duty elimination on U.S. candy ex-
ports. Thus, the confectionery industry got a double blow because on the import side
it can’t get access to reasonably priced sugar and on the export side the Centrals
provided in most cases 10- to 15-year phase-outs on sugar candy and chocolate con-
fections. Fifteen years is a long time to wait for a benefit.

Another constituent victim of U.S. sugar policy is the corn refining industry,
which is a “hostage” in a tit-for-tat trade battle with Mexico over sugar and high-
fructose corn syrup (or HFCS). NAFTA provides that the United States can export
HFCS into Mexico without duty and, in return, Mexico can sell its surplus sugar
in the United States. In the face of U.S. insistence on limiting Mexican sugar ex-
ports, Mexico has retaliated in several ways, most recently by imposing a discrimi-
natory tax on products containing HFCS. This issue has been festering for years
now and I urge you, Mr. Ambassador, not to allow the U.S. sugar industry to block
resolution of this dispute.

As 1 said in the beginning, I applaud the overall efforts of USTR in opening mar-
kets for U.S. exports by eliminating tariffs—also known as protection taxes—reduc-
ing nontariff barriers, streamlining standards, opening services markets, and
strengthening intellectual property protections. These efforts provide a significant
benefit to the U.S. economy. It’s time we include sugar in this agenda and get com-
prehensive free trade back on track.

————

Chairman THOMAS. I thank the gentleman. The Chair would
recognize the Ranking Member, the gentleman from New York, Mr.
Rangel, for any comments he may wish to make.

Mr. RANGEL. Thank you, Mr. Chairman. Mr. Ambassador, first
let me join my colleagues in congratulating you for the work that
you do for our great Nation and your patience in the most difficult
situations that you face. I am particularly pleased to see your will-
ingness to pick up the pieces in Cancun and to reach out to the de-
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veloping nations. It is true that unless you help these countries, de-
mocracies cannot prevail, as we have seen in Haiti.

I also want to point out that most of us in the Congress believe
that these matters of international concern should not be moved
forward with party labels, and increasingly Democrats are labeled
as being against free trade, notwithstanding the fact that with
China, the Africa Growth and Opportunity Act (AGOA) (P.L. 106—
200), and the Caribbean Basin Initiative (CBI) (P.L. 98-67), we
have worked together in a bipartisan way. I wish desperately hard
that we could continue to do that, to give you the type of support
that you need when you represent not Republicans but the United
States of America.

I am very pleased to share with you that the Chairman and Mr.
Crane are working with the Democrats to improve AGOA, to make
certain that investments will continue to flow, that they have an
opportunity to fulfill the goals that we wanted for them, but just
as importantly for the United States of America. Soon we expect
that we will be dealing with the European Union. I would not want
to be dealing with them as a Democrat. I would want to be dealing
with them as an American and a Member of Congress. I do not
know whether these are hurdles that we can overcome. Maybe the
Senate would have to provide the leadership, since we do not ex-
pect to get it from the President. When we come to other agree-
ments that we would like to participate in, it seems like there is
a hurdle that we cannot overcome and that is establishing some
standards, some labor standards, some environment standards so
that it does not appear that there is a race to the bottom in terms
of just getting the lowest paid workers throughout the world.

I hope, in conclusion, that there could be some sensitivity to the
questions of America that pays the price for progress. I come from
a city where 50 percent of the African-American males are out of
work and it is difficult to tell them the value of free trade and what
is going to happen down the line, that the more that we have jobs
abroad, that jobs are going to be created here. It is not your job
to invest in education and high tech, to make certain all Americans
feel that they are going to be the beneficiaries of this free trade,
but you have to have a domestic policy that supplements it so peo-
ple are not frightened to death that these agreements are going to
take Americans’ jobs and just transfer them abroad and that we do
not have a tax policy that encourages people to have these jobs
abroad. That is not your job but it is your team’s job and I would
like to be a part of that team. With the Chairman’s permission I
would like to yield to the Ranking Member of the Subcommittee on
Trade, Mr. Levin.

Mr. LEVIN. Thank you, Mr. Rangel and Mr. Chairman and wel-
come, Mr. Ambassador. Your prepared comments lead off with this
statement: “Isolating America from the world is not the answer.”
Yesterday the President took the same tack, stating, and I quote,
“There are economic isolationists in our country who believe we
should separate ourselves from the rest of the world.”

Whether we should isolate America from the world is not the
question. It is not the question asked by this Committee, where
Democrats have taken leadership roles in trade-expanding efforts—
CBI, AGOA, China, Jordan. It is not the question asked by most
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in Congress and it is not the question asked by the American peo-
ple, who have seen during the Bush Administration the loss of 2.8
million manufacturing jobs, record trade deficits—$43 billion now
reported for the last month—budget deficits, major increases in
outsourcing and services, and continued foreign barriers to our
products.

I hope we can avoid the rhetoric today about isolationism, protec-
tionism that mischaracterizes, polarizes and demonizes and ask in-
stead the real questions, and let me mention two of them. Question
one: should we use every tool at our disposal to shape the terms
of international trade and competition or simply let it flow and as-
sume problems will work themselves out in the wash of free trade?
In my judgment, the Administration’s answer to question one is
still too often more trade is always better, no matter its terms and
contents. It is manifested in the Administration’s failure to use the
tools at its disposal to respond effectively to shape the rules of com-
petition.

When it comes to China, for example, your testimony states, and
I quote, “We are committed to using special safeguards, applying
fair trade laws and taking action under international trade rules.”
President Bush has denied relief in all three special China safe-
guard cases. Despite findings by the independent International
Trade Commission (ITC), and despite the impact of the under-
valued Chinese currency on American jobs, the Administration still
does not have an effective strategy. Despite a growing culture of
noncompliance with WTO commitments in China, the Administra-
tion has failed to bring a single case in the WTO against China.

The Bush Administration has also failed to use FTAs to address
other critical terms of competition. Your prepared statement talks
in several places about, and I quote, “A world that trades in free-
dom.” How about the freedom for workers to associate and bargain
collectively, as you have steadfastly refused—this Administration
has—to include enforceable core labor standards in trade agree-
ments.

A second real question: Are the Administration’s actions con-
sistent with its rhetoric? When the Administration states, as you
do in your statement, the need to help people manage change, par-
ticularly when it concerns jobs, the answer here is a huge credi-
bility gap. Not a finger lifted, and this happened again last week
when Secretary Chao sat in the chair you are in—not a single fin-
ger lifted to extend the Federal unemployment insurance program,
despite 760,000 unemployed workers running out of benefits with-
out finding work.

You talk about the tripling of Trade Adjustment Assistance
(TAA) but Senator Baucus recently stated that “The Administra-
tion fought tooth and nail against every penny and every provision
to expand TAA.” You talk about the President proposing $500 mil-
lion in new money for worker training and education but the Con-
gressional Research Service (CRS) indicates the President’s budget
would cut worker training programs by $500 million from 2002 lev-
els.

So, I conclude. I look forward to the views you express on these
real questions, not the straw man of isolationism. The American
public does not want to build walls. They do want to know that
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someone is on their side, fighting to advance their interests, to
open markets for U.S. goods and services, and to set rules of com-
petition that create a more level playing field between nations, and
to rebuild a strong bipartisan coalition in this Congress, which this
Administration has failed to do, to bring about expanded trade with
economic growth and jobs for the American people. Thank you, Mr.
Chairman.
[The opening statement of Mr. Levin follows:]

Opening Statement of The Honorable Sander M. Levin, a Representative in
Congress from the State of Michigan

Thank you, Mr. Chairman.

Ambassador Zoellick, your prepared comments lead off by stating “isolating Amer-
ica from the world is not the answer.” Yesterday, the President took the same tack,
stating that “[t]here are economic isolationists in our country who believe we should
separate ourselves from the rest of the world.”

But whether we should “isolate America from the world” is not the question.

It is not the question asked by this Committee—a Committee where Democrats
have undertaken leadership roles in trade-expanding efforts, for example on CBI,
AGOA, China, and Jordan—it is not the question asked by most in this Congress,
and it is not the question asked by the American people, who have seen during the
Bush Administration:

e 2.8 million manufacturing jobs lost.

e Record trade and budget deficits, so large that the IMF has warned that they
could destabilize the global economy.

e Switching from a trade surplus in Advanced Technology Products to a large
trade deficit, which just grew 78% between 2002 and 2003.

e Major increases in outsourcing in the services sector.

e And continued major barriers to American products in foreign markets, with lit-
tle prospect for progress given the stalled WTO talks.

I hope we can avoid rhetoric today about “isolationism” and “protectionism” that
mischaracterizes, polarizes, and demonizes, and instead ask and answer the real
questions American workers and businesses have regarding this Administration’s
trade policy. I mention two of these below.

Question #1. Should we use every tool at our disposal to shape the terms
of international trade and competition or simply let it flow, and assume
problems will work themselves out in the wash of free trade?

Ambassador Zoellick, the New York Times indicated that you “learned a lesson”
from the firestorm generated by Mr. Mankiw’s comments in your handling of the
issue before the Senate Finance Committee. The lesson should not be “choose your
words more carefully,” but that the Administration needs to change its approach to
U.S. trade policy.

In my judgment the Administration’s answer to Question 1 is still “more trade
is always better, no matter its terms and contents.” It is manifested in the Adminis-
tration’s failure to use the tools at its disposal to respond effectively to problems
that arise and to shape the rules of competition.

e When it comes to China, your testimony claims that “We are committed to
using special safeguards, applying fair trade laws, such as the antidumping pro-
visions, and taking action under international trade rules if China falls short
in its trade commitments.” But the facts speak otherwise:

e President Bush has denied relief in all three cases under the special China safe-
guard despite findings by the independent ITC that U.S. manufacturers had
been injured by import surges from China.

e Despite the impact of the undervalued Chinese currency on American jobs, the
semi-annual Treasury report on currency manipulation gave a free pass to
%hina and the Administration does not have an effective strategy to deal with
the issue.

e Despite a growing culture of noncompliance with WT'O commitments in China,
the Administration has failed to bring a single case in the WTO against China
and has allowed the annual review of China’s WTO compliance to become a me-
chanical exercise rather than a meaningful review.

e The Bush Administration has failed to use tools to open other foreign markets,
as well. The Clinton Administration brought on average 10 cases per year in
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the WTO against foreign market access barriers; the Bush Administration has
brought less than three cases per year.

e For the first time since the creation of the WTO, the EU is imposing trade sanc-
tions against U.S. manufacturers and farmers, yet the Administration has
failed to take a leadership position to forge a solution. Meanwhile, the U.S.
trade deficit with the EU has skyrocketed, growing 70% since President Bush
took office and now standing at $94 billion.

e The Bush Administration has failed to use free trade agreements to address
critical terms of competition. Amb. Zoellick, your prepared statement talks in
several places about a “world that trades in freedom.” How about the freedom
for workers to associate and bargain collectively, as you have steadfastly re-
fused to include enforceable core labor standards in trade agreements?

Question #2. Are the Administration’s actions consistent with its rhetoric
when the Administration states, as your statement does, that we need to
“help people manage change, particularly when it concerns jobs” and to
“help someone who loses a job get back on his or her feet?”

The answer here is a huge credibility gap. The Administration has not lifted a
finger to extend the Federal unemployment insurance program despite the fact that
since the program expired, 760,000 unemployed workers have run out of unemploy-
ment insurance benefits without finding work.

Your written statement touts the tripling of the TAA program in 2002, yet Sen-
ator Baucus recently stated that “the Administration fought tooth and nail against
every penny, and against every provision” related to TAA in that bill.

Your written statement claims that the President has proposed $500 million in
“new” money for worker training and education, yet an analysis by the Congres-
sional Research Service indicates that President Bush’s FY’05 budget would result
in a net cut to worker training programs of $500 million from FY’02 levels.

I look forward to your views on the real questions, not the straw man of isola-
tionism and protectionism. The American public doesn’t want to build walls, Ambas-
sador Zoellick, they want to know that someone is on their side, fighting to advance
their interests, to open markets for U.S. goods and services and to set rules of com-
petition that create a more level playing field between nations, and to rebuild a
strong bipartisan coalition in the Congress, which this Administration has failed to
do, to bring about expanded international trade with economic growth and jobs for
the American people.

———

Chairman THOMAS. I thank the gentleman. The Ambassador is
recognized. His written statement will be made a part of the
record, and you can address us as you see fit in the time that you
have.

STATEMENT OF THE HONORABLE ROBERT B. ZOELLICK,
AMBASSADOR, U.S. TRADE REPRESENTATIVE

Mr. ZOELLICK. Thank you, Chairman and Mr. Rangel. I want
to thank all the Committee for the advice and support not only
over the last year but over the past 3 years. I think we have accom-
plished a great deal together and for those that are still doubtful
in their bipartisan spirit, we will be happy to engage with them on
the case.

I certainly recognize, as I know all of you do, that the benefits
of trade are a contentious subject. We certainly heard a lot about
that over the past couple of months as people were competing to
see how far they could add to an economic isolationist agenda for
this country. My written testimony covers a number of the topics
that were raised but this morning I will just review the PowerPoint
that I hope you all have in front of you. The strategy that we have
been pursuing is one of trying to expand trade for growth, for op-
portunity, for development, and fairness through a series of initia-
tives. First on the negotiating front, we are trying to work on mul-
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tiple fronts at once—globally, regionally and bilaterally—because
we feel this is the best way to give America the most leverage.

In addition, as all of you mentioned in one form or another, it
is vitally important we have full enforcement of the laws and
agreements but also to help workers adjust to the loss of jobs. The
Trade Act of 2002 (P.L. 107-210), which I actively supported, in-
cluding the trade adjustment provisions, produced $6 billion of
added TAA over the course of 5 years, $1.3 billion last year. That
means about 200,000 workers are eligible for that. It also included
an alternative TAA pilot that could be an important example for
the future.

The President in his State of the Union address emphasized the
importance of developing jobs for the 21st century and proposed a
$500 million program to deal with linking community colleges with
local job needs. Now by moving on multiple fronts, we can help all
of the American economy—consumers, workers, exporters. Frankly,
the United States already starts with relatively low trade barriers.
Our average trade-weighted tariff is a little bit under 2 percent. So,
when we create these FTAs, we are bringing others a lot down fur-
ther in an open and level playing field for our producers.

Also with an economic recovery—and I hesitate to differ with
some of you—I think this would be a absolute worst time to move
to economic isolationism—ideas like repealing NAFTA, which came
up on some voices, ideas of adding barriers, adding costs, adding
price increases. I do not think that is the way to go when you have
4 to 5 percent growth and you are reducing unemployment. Now
the Trade Act of 2002, which I know many of you put a lot of effort
in to get through after its failure to pass three times in the 1990s,
is something we have tried to put to good use and here I want to
particularly thank the Chairman. I know he put a lot of effort in
with a lot of priorities to help us get this done.

As all of you know, we completed and, with your help, passed the
Singapore FTA (P.L. 108-78) and Chile FTA (P.L. 108-77) and we
were pleased with the bipartisan support we got for those. We have
now launched and completed an Australia FTA (P.L. 108-286). We
have launched and completed an agreement with five Central
American countries and just this week we are trying to add the Do-
minican Republic. We have launched and completed a FTA with
Morocco (P.L. 108-302).

We have launched FTAs with five countries in Southern Africa
and Bahrain. We have announced our intent to try to proceed in
the spring of this year with some of the countries in the Andean
region of Latin America, Panama, and Thailand. In doing so, we
have also tried to set out a strategy for countries to move toward
free trade, with the enterprise for the Association of Southeast
Asian Nations (ASEAN) Initiative in Southeast Asia. We have
launched a Middle East Free Trade Initiative to try to help coun-
tries in the moderate Arab world to move toward tolerance and
openness.

In Miami, where I had a chance to be with Mr. Shaw, we created
a framework for the Free Trade Area of the Americas (FTAA) and
tried to move it toward concrete results. As the Chairman men-
tioned, Doha is vitally important for our overall WTO global nego-
tiations and while Cancun was a missed opportunity, I really be-
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lieve that 2004 need not be a lost year. Now let me talk about some
of these in a little bit greater depth and start with the global trade
negotiations, where obviously there is the biggest benefit. The chal-
lenge is to try to bring 148 economies, from small island economies
in the Caribbean to the United States of America, to an agreement
on boosting markets for agriculture, for goods and for services.

On the way to Cancun we resolved something that I think is very
important in building the credibility of the system was the last
issue related to what is called the Trade Related Intellectual Prop-
erty Rights (TRIPs) and medicines issue to make sure that devel-
oping countries could compulsory license when they needed to deal
with problems like Advanced Immune Deficiency Syndrome (AIDS)
and other pandemic diseases. At Cancun, and a number of you
were there to help us, I think you saw that a number of countries
wanted to posture and pocket proposals without opening their own
markets. There was also the problem of the so-called Singapore
issues—competition, investment, transparency in government pro-
curement and trade facilitation—which, while a couple of them are
important, in our view were not the core agenda. The core agenda
is opening agriculture, goods and services markets, and, although
these issues were pushed by the European Union, Japan and
Korea, they really ran into a block with Africa and some of the
Asian countries. An important message coming out of Cancun is
the need to have agriculture reform for both developed and devel-
oping countries together.

Nevertheless, it is my sense that there was some good work done
at Cancun. People developed some draft frameworks for work in
the future. It was our sense that in the months after Cancun, and
this goes to one of the points you made, Chairman, I think there
was a reassessment by countries about the missed opportunity. So,
in January of this year I wrote a letter to my 147 colleagues to try
to set forth a common sense assessment of what we could do to
move forward, and, in February, I traveled some 32,000 miles all
around the world and saw some 40 ministers of different countries,
to try to move this forward. In brief, here is where I think we are.

I think agriculture is absolutely fundamental and it will be im-
portant to get the last key player—this is really the European
Union—to eliminate export subsidies—I think there is a chance of
doing that—and also to get substantial harmonizing cuts in sub-
sidies, trade-distorting subsidies, which the United States is willing
to make if we can get Europe and Japan to move forward, but also
to combine that with significant market openings. In manufactured
goods we are trying a combination of formula cuts because our tar-
iffs again are relatively low compared to others—a formula would
help cut others—sectoral initiatives and nontariff barriers. In serv-
ices we need to get more and better offers from a group of coun-
tries.

On the Singapore issues the key for us is not to let them be a
distraction, so we suggest focusing on trade facilitation alone. I
think, Mr. Chairman, there is actually a new energy and sense of
possibility here. My hope is that by this summer we might be able
to achieve the frameworks that we failed to achieve in Cancun. I
want to hesitate to add, as all of you know who have dealt with
this, this is not an easy task. Bringing around 148 economies to-
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gether on a consensus requires a particular challenge. I think the
key will be whether the European Union can move on this export
subsidy issue and some of the trade facilitation issues and whether
we can get some of the major developing countries to also recognize
they are going to have to contribute. Here I am not talking about
the Caribbean countries or sub-Saharan African countries but some
of the major players in Latin America and Southeast Asia are also
going to have to agree to open their markets.

On the FTAA, what we tried to do at the Miami meeting was to
set forward a way that we could move forward with 34 very dif-
ferent countries. We suggested developing a common set of rights
and obligations for all 34 countries—this would focus on market ac-
cess barriers and would be very important for the United States—
but then to agree to try to create a higher level of commitments
for those willing to go further. That would provide the opportunity
to integrate with a lot of our current FTA partners.

We also outlined an alternative path and it makes the point
about why this competitive liberalization strategy is important. We
already are in process of either having FTAs or negotiating FTAs
with two-thirds of the hemisphere’s gross domestic product (GDP),
not counting the United States. So, there is a clear message, which
is we would like to try to do this hemisphere-wide but if we cannot,
we are going to work with those who do. As I think the Chairman
would agree in his opening statement, these are very gold-standard
agreements in terms of what we get in Intellectual Property Rights
(IPR) and services and agriculture.

In terms of the other regional agenda, I think both the Chairman
and Mr. Rangel mentioned the importance of AGOA’s extension.
There were $14.1 billion of African exports under AGOA to the
United States last year. That is about a 55-percent increase. While
a lot of those are oil-based, if you look at the non oil-based num-
bers, they are also up very considerably.

So, we believe AGOA has been an outstanding success and I
know that the Chair and Mr. Rangel have frankly taken it upon
themselves to try to see what extension can be done and we cer-
tainly want to work with you as we try to do that. I know Mr.
Thomas and I were in Mauritius together where we learned about
this fine balance about how, in dealing with the fabric provisions,
we do not want to undermine the fabric creation in Africa because
for their long-term ability to compete with China, they are going
to need to be able to be fabric-producers as well as apparel-pro-
ducers. So, I know that will be a challenge one has to try to deal
with here.

In terms of the Middle East Free Trade Area, we now have FTAs
with Israel and Jordan, one with Morocco that we look forward to
taking up with the Congress, and one we are making good progress
with Bahrain. This is part of a strategy that recognizes you have
major development challenges all across the Arab world but we
want to try to create models of success. If you look at these agree-
ments, having Jordan and Israel in the heart of the Middle East,
Morocco in the Magreb, Bahrain in the Gulf, these are becoming
models for countries. They are starting to draw people toward a se-
ries of reforms.
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Now some countries, like Saudi Arabia, are not even members of
the WTO yet, so the challenge is to get them part of the WTO.
Then the next stage we use is these trade investment framework
agreements (TIFAs), which we use to kind of build countries’ trad-
ing relationship with us, solve problems, whether they be customs
or IPR. We now have these with Algeria, Egypt, Saudi Arabia, Tu-
nisia, Yemen, Kuwait, and in the next couple of weeks we expect
to sign them with Qatar and United Arab Emirates.

Similarly, we have tried to put out a map for moving toward
more open markets with Southeast Asia, the Enterprise for ASEAN
Initiative. We now have a FTA with Singapore. We will be begin-
ning one with Thailand, a very important market, and we have
now had TIFAs with Indonesia, Philippines, Brunei, Malaysia is in-
terested in signing, and these will be the way in which we can cre-
ate the foundation toward possible FTAs.

Now on the bilateral side we are very pleased with the support
for the Singapore and Chile FTAs. We hope these will be models
but recognize that each agreement has to be customized. The Aus-
tralia FTA we launched in March of last year, completed in Feb-
ruary of this year. The Central American FTA with Costa Rica, El
Salvador, Guatemala, Honduras, Nicaragua, completed that in Jan-
uary. As I mentioned, we are moving ahead with the Dominican
Republic negotiations, and here I want to thank Congressman
Weller, who made a special effort to come with me to the Domini-
can Republic, trying to move this forward. It was very helpful there
to have a Member of Congress talk about the context of what we
need to do to be successful.

Morocco, we were again pleased that we completed that agree-
ment. Southern African Customs Union, this is one I know that
both Mr. Portman and Mr. Rangel have worked with us on, we
launched in January. This will take a little longer. It is very com-
plex, with these five countries, but I think it will be very important
to have a FTA in Africa.

For Bahrain, Mr. Ryan was at an event with me last week where
we announced the business coalition to help move this FTA for-
ward. Also, then the Andeans, Panama, and Thailand, which we
hope to launch in April or May of this year. Now, a lot of people
ask me questions about these and say, well, these are individual
countries, but what do they add up to? Let me offer you a sense.
These FTAs together amount to America’s third-largest export mar-
ket, and that would be the sixth-largest economy in the world.

Now, people often say well, what about others, and they compare
different numbers. To do an accounting of this, you start with
NAFTA because NAFTA covers about 35 percent of our exports.
Now the next biggest players are the European Union, which does
not want to do a FTA, Japan and Korea, which I would love to
have a shot at a FTA with but they are not going to open their ag-
riculture markets and we do not do trade agreements if we cannot
open up agriculture. Then, of course, we have China, which I think
we need to have some implementation issues ahead of moving to-
ward anything in that nature.

So, if you take those countries out, of the remaining part of the
world economy, not counting our current free trade partners with
NAFTA or these economies, of the remaining set, the ones that we
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are working on cover 35 percent of U.S. exports. If you add in the
full FTAA, it is 50 percent. So, you can see these numbers do have
a way of adding up.

Now, let me just touch briefly on the particular agreements. The
Australia FTA, and I want to thank Mrs. Dunn, who has been
helpful in a leadership role on this, is our first FTA with a devel-
oped country since Canada. The National Association of Manufac-
turers, the U.S. Chamber of Commerce and others have dubbed
this a manufacturing FTA because it creates immediate duty-free
treatment on 99 percent of U.S. manufactured exports. That is
150,000 jobs already supported with our trade with Australia and
the manufacturing community estimates this would create an extra
$2 billion of exports, an extra $2 billion of income for the United
States. It also expands markets for U.S. service providers and
farmers. All U.S. farm exports are duty-free from day one.

The main problem we have had with Australia and one the
Chairman has had a keen interest in, given particularly some of
the California products, is dealing with the sanitary and
phytosanitary standards. So, we have worked simultaneously to try
to make sure we deal with those in a scientific way, dealing with
grapes and pork and stone fruit and citrus. At the same time, we
have tried to deal with U.S. agricultural products with some sensi-
tivity. Mr. Herger has talked to us because he has been very sup-
portive of our trade agenda, but we had some sensitive items to
deal with. I was very pleased, as I mentioned to some of you, that
yesterday the Farm Bureau came out and said they would support
this agreement if there is follow-through on the sanitary and
phytosanitary standards.

On the pharmaceutical benefits scheme improvement, this is, I
know, a very sensitive area but a very important area for a key
part of the U.S. economy, and we think we handled this in a way
that deals with transparency and benefits of innovation and re-
search and development. Mr. McCrery and Ms. Dunn and I talked
about this and I think we managed to get some very significant im-
provements there. Even though this was a developed economy, we
have environmental and labor provisions in this accord, as we do
in all our FTAs, and I must emphasize for those who raised ques-
tions about this, we are the only country that has enforceable envi-
ronmental and labor provisions in our FTAs, so we have played a
leadership role.

On CAFTA, I see Mr. Brady in front of me and I want to thank
him because he has been very helpful in organizing support for
this. Mr. Jefferson also had me in New Orleans and was kind
enough to focus on the benefit of the Port of New Orleans in this.
Here is an important part about some of these FTAs. If you look
at the CBI arrangements, the preferential arrangements, tariffs on
Central American goods are already low. Seventy-seven percent of
regional imports enter the United States duty-free, but we do not
get any reciprocal trade access. With CAFTA, more than 80 percent
of U.S. manufactured goods would be duty-free immediately and
more than half of the current U.S. farm exports are duty-free im-
mediately. That means beef, cotton, wheat, soybeans, fresh vegeta-
bles, processed foods, wine, and we get some very important gains
on pork and poultry, rice, corn, dairy, dried beans, vegetable oil.
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Again yesterday the Farm Bureau came out in support of this
agreement.

Now, the sensitive topic, as a number of you mentioned, with
sugar. This is a subject where there is very strong feelings, given
the sugar program that is in place for the United States. What we
did is not touch the tariff on sugar but we did increase the quota,
but the increase of the quota amounts to 1.2-percent of U.S. pro-
duction. After 15 years that rises itself to the huge number of 1.7-
percent. That 1.2-percent is one day’s worth of production and this
was an important balance. So, I appreciate your comments, Mr.
Crane. We have some others here who are a little bit more sen-
sitive on the sugar topic and at the end of the day I have to try
to bring you agreements that I think we can get passed, with the
support that we can get. So, I think we got very good success in
terms of America’s agricultural interests and we dealt with this
most sensitive product very sensitively.

There is also important textile and apparel provisions here and
I want to just take a moment to stress something. We included
some cumulation provisions that will encourage integration of the
North and Central American market and the reason why I think
these are absolutely critical is that quotas on textile and apparel
that were put in place by the Congress and President Clinton in
1994, are coming off at the end of this year. So, the real challenge
would be how do you compete with China? These provisions really
try to create an integrated market by drawing some of the fiber
and textile production from the United States but also the apparel
production in the region. We included only for Nicaragua what we
call Trade Preference Levels (TPLs), some ability to bring in third-
party fabrics. We really tried to design this as a comprehensive
system. I am pleased that some of the people that have moved into
this industry, like Wilbur Ross, have been very supportive of this
agreement because I think they see this is the best way that we
will be able to be more competitive in a global context.

We have very good IPR standards and protections, openings all
across the service sectors, including telecommunications and insur-
ance, very strong transparency, anti-corruption, good governance
rules, and labor and environmental protections that go beyond
Chile and Singapore. Mr. Levin mentioned Senator Baucus. We
were very pleased to work with Senator Baucus on upgrading the
environmental provisions in this. We included some special citizen
petitions, some benchmarks and monitoring for our environmental
agreement, appellate agreement for investor state, so we were de-
lighted to work with him in a bipartisan fashion to come up with
environmental provisions we can all be proud of.

I want to make one other point about these countries. In the
1980s I worked with Secretary Baker at the U.S. Department of
State and I remember coming into office actually in 1989 and deal-
ing with one of the toughest legislative issues that we ever encoun-
tered. It was dealing with Contra funding. At that time I remember
the challenge with this Congress was not people trading across bor-
ders but people killing across borders. You had problems in these
countries of whether they would be run by communist dictator-
ships, whether they would be run by para-militaries or whether
they would be run by democracies.
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You now have five democracies in these countries. Some of them,
to be frank with you, are fragile. It is not an easy task. What they
see this FTA about is reaching out to the United States to try to
have a chance to sell here, to build growth, to create market open-
ings. I have to say when I look at the history of the United States
and Central America, we follow a very sad pattern. We get drawn
into a problem, we get our hands burnt, we somehow figure out
how to deal with it, and then we ignore it. I hope this is a way that
economically we can support very important political and human
rights developments in that region.

In Morocco, again I see Phil English here, who has been very
helpful with us, with Chris John and John Tanner. This is the best
ever package we have had with a developing country in terms of
goods. Ninety-five percent of the goods are duty-free on day one. It
expands export opportunities for U.S. agriculture, very broad sup-
port of the services markets, new protections for U.S. investors,
strong IPR and anti-corruption rules. They are already changing
some of their labor and environmental laws in a beneficial fashion,
working with the International Labor Organization (ILO).

The other point again I want to emphasize here is trade is part
of our economic interests but it is part of America’s face with the
world. When you read the papers and you see what happens in the
Muslim world and you see those that are trying to fight toward
openness, this is a country that is moving toward an open par-
liamentary system, better treatment of women, openness, and I
think this allows us to frankly pursue our economic and political
interests together.

Trade with China is, I know, a very, very sensitive topic, one I
have gone over with many of you as to particular items. I just want
to set the context. The agreement that Mr. Levin mentioned that
many of you fought to pass created the rules. We now have U.S.
exports to China growing 75 percent over the past 3 years at a
time that American exports to the rest of the world have fallen. So,
there is opportunity in this market. It is our sixth-largest export
market. I know we all agree that their implementation cannot
slacken. The message that we drive home is that if we are going
to keep America’s market open to China, we are going to need to
be able to have them follow through on your obligations, whether
it be agriculture, whether it be intellectual property, whether it be
standards issues, or others.

Now, China has responded to some of these problems. For exam-
ple, we worked very closely on agriculture issues because that was
a very important market for us. We have record gains in soybeans.
We had $2.9 billion sales of soybeans this year. Cotton exports are
up almost 500 percent, about $800 million. In addition to those
sales, they have now worked through their biotech approval process
for soybeans, cotton, corn, and others who are on the way. They are
opening up financial services market, motor vehicle financing. They
have added various purchasing missions.

I know I have worked with Nancy Johnson on a lot of this. I was
pleased to see also Mr. Houghton out there. I'm not sure if General
Electric and Pratt & Whitney are exactly in your districts, but I
think they are very close. These are some of the beneficiaries of
these.
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The message, however, that we emphasized to the Chinese is
one-off purchases are not enough. We have to have a systemic
opening of the system. In April I will be meeting, with Don Evans,
with the Vice Premier Wu Yi of China to try to elevate the dialogue
to work on these issues and would be pleased to respond to some
questions on this, and the use of safeguards for textiles. On the
particular Section 421 provisions, Mr. Levin, we can go through
some of the specifics. We are open to those but we have to look at
the overall net gain and loss on some of those; and I will take you
through each one if you would like, on where there is net gain and
loss and why some of these companies—frankly the real problem
would be the competition they face from elsewhere or some of their
own practices, but I would be happy to go through them one by one
if you would like.

Monitoring and enforcement. As we have mentioned, while we
focus a lot on trade agreements in this Committee, our day-to-day
is frankly trying to make sure that we deal with the problems of
keeping markets open. So, I just listed some of the examples here—
with agriculture, a case against dairy with Canada, pork with Mex-
ico, apples with Japan, IPR patents Argentina, autos, the Phil-
ippines.

Some pending cases, you see one listed there with telecommuni-
cations in Mexico. That is estimated to be worth $500 million to
our telecommunications people. I worked with a number of you
with our cases we have against the European Union on biotech and
geographic indicators. We also wanted to emphasize for the textile
industry, that I know has had a difficult adjustment, that others
have to play fair, too. So, we took a case against Egypt that I be-
lieve they are actually going to settle with us because they know
they are out of compliance.

I see Mr. Pomeroy here. You know about our actions with Can-
ada on wheat. What I also want to emphasize is that this is just
one piece of the effort. For example, as I mentioned to some of you,
I was very delighted that Secretary Veneman and I last week were
able to reopen the beef market in Mexico, a $589 million market
dealing with the Bovine Spongiform Encephalopathy problem.
Frankly, Mr. Tanner is not here now but in their run-up to the Co-
lombia FTA, we just got a commitment by the Colombians to follow
through on an investment dispute, about $800 million with Nortel.
Mr. Camp and I worked on dried beans with Mexico.

There is a whole host of these. Many of you know about them
in particular, but I think a lot of people that listen do not realize
the day-to-day work that goes on on these. The other side of the
coin is the United States also has to be in compliance and I com-
pliment the Chairman and others for trying to help finally solve
this Foreign Sales Corporation (FSC) problem. As many of you
know, we are now facing retaliation. That retaliation is going to get
higher. It covers $3 billion of U.S. exports. As Mr. Rangel men-
tioned, there is a bill moving in the Senate. One way or another
we have to be able to get this legislation through so that we can
end this retaliation against American exports.

There are others coming down the road. There is something
called the Byrd Amendment that was put on an appropriations bill
that we tried to resist but frankly, we have lost the WTO case.
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Right now we are fighting the retaliation amount, but this could
be $150 to $200 million of different retaliation. Some of the ones
here that are smaller may not get your attention but I will tell you
this. When we go around the world and try to tell other people they
should follow the rules, when the United States is a scofflaw it
makes it a little harder, and we need your help on these because
they require congressional action.

Looking ahead, I think at least our perspective is the critical
point is not to frighten Americans about change. We know there is
anxiety out there. It is to help them deal with change and recog-
nize that some of this is due to technology, some of it is due to com-
petition around the country, some of it is due to global competition.
That means economic isolationism will not work, so ideas to try to
kill jobs, shut off opportunities, we tried that in the 1930s and it
did not work and I do not think we want to go back on that path.

Americans can be big beneficiaries of openness in trade. Ameri-
cans compete with anybody in the world, if given a fair shot. Right
now we are in a position where the United States economy is grow-
ing. You had 8.2-percent growth in the third quarter, 4.1-percent
growth in the fourth quarter. Private estimates are 4- to 5-percent
growth. Yes, we have not added as many jobs as we would like but
we have added 364,000. One thing I know is if we turn at this
point to start to block our markets, it is the absolute worst thing
that we could do for America’s return to creating good-paying jobs.

Indeed, as I mentioned, U.S. trade barriers are already relatively
low. If we get others to lower their barriers it is a win-win propo-
sition. As I have also discussed with you and for a larger message
here, the U.S. business community is going to also have to stand
up to this a little bit more. I talk to a lot of chief executive officers
(CEOs) and they say, “Yeah, we hear a lot about all these terrible
issues and we are not sure we should speak up for them.” I talked
with Mr. Weller when we were down in the Dominican Republic.
American business executives have got to defend those who defend
openness and free trade. They have to come and show some plants
and show the benefits for workers that are creating jobs because
of trade, and there are a lot of jobs out there, about 20 million jobs.
It is about 6.5 million jobs created because of foreign investment.
Businesses have to help you and me to keep the market open.

It has to be combined with monitoring and enforcement of agree-
ments, whether it be targeted use of safeguards, as we did in steel
or we did with textiles, reliance on unfair trade laws, and, of
course, following the rules to help ourselves but also helping Amer-
icans adjust to change. This is partly a question of education. If
American students cannot read and write and do arithmetic, they
are not going to be able to deal with the 21st-century economy, so
that is where the President’s program to set standards, while some
people do not like the follow-through on standards, you have to
have high standards if you are going to have people be able to com-
pete.

The same with worker training. I mentioned to Mr. Cardin before
we began that I really appreciate the leadership that he and Mr.
Portman have shown dealing with issues like portable pensions, be-
cause frankly, we are going to need that flexibility for a modern
economy. Then also to help people be able to keep and save some
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of their own hard-earned dollars, because that helps people be able
to adjust to change, as well.

In addition to our side, I also want to make a point about the
larger global community in which we live. Over the past decade,
trade has lifted some 140 million people around the world out of
poverty. I probably travel the world more than any other Cabinet
officer, even more than Secretary Powell, and one thing that I am
absolutely convinced of is, the United States will not prosper in a
world where lives of destitution lead to societies without hope. So,
this can be a win-win proposition and we appreciate the help of
this Committee in helping us move this agenda ahead, Mr. Chair-
man.

[The prepared statement of Mr. Zoellick follows:]

Statement of The Honorable Robert B. Zoellick, United States Trade
Representative

Chairman Thomas, Congressman Rangel, Members of the Ways and Means Com-
mittee:

Introduction: The Challenge Ahead of Us

It is a pleasure to be with you again. I want to start by thanking all of you—
from both parties—for the support and advice you have provided us, not only over
the last year, but for the past three years.

Together we are accomplishing some important results for America.

Yet I know the benefits of trade are a subject of debate.

Consider this statement:

“With America’s high standard of living, we cannot successfully compete against
foreign producers because of lower foreign wages and a lower cost of production.”
Perhaps this pessimism sounds familiar. It could very well have come from one of
today’s opponents of trade, arguing against a modern-day free trade agreement. But
in fact these words were written by President Herbert Hoover in 1929, as he suc-
cessfully urged Congress to pass the disastrous Smoot-Hawley Tariff Act that raised
trade barriers, destroyed jobs, and deepened the Great Depression.

Today, as in the 1930s, trade can be a contentious subject. But as we learned 75
years ago, isolating America from the world is not the answer. We need to open
markets for American companies to compete in the world economy, so we can create
new jobs and build economic strength at home. When we work with the world effec-
tively, America is economically stronger. Ninety-five percent of the world’s cus-
tomers live outside our borders, and we need to open those markets for our manu-
facturers, our farmers and ranchers, and our service companies. Americans can com-
pete with anybody—and succeed—when we have a fair chance to compete. Our goal
is to open new markets and enforce existing agreements so that businesses, work-
ers, and farmers can sell their goods and services around the world and consumers
have good choices at lower prices.

Opening foreign markets to U.S. products and services is vital to economic
growth, and an expanding economy is the key to better-paying jobs. U.S. exports ac-
counted for about 25 percent of U.S. economic growth during the last decade and
supported an estimated 12 million American jobs.

When the world’s consumers fly in an airplane, boot up a computer or watch a
movie, they are helping to employ Americans. And 6.4 million Americans have jobs
working for foreign companies, building cars in Ohio, Kentucky, Tennessee, Ala-
bama and South Carolina—or processing mortgages in Minnesota or engineering
software in California.

Although we have opened many markets, too many foreign countries still will not
let us compete on an equal footing. They keep our products out, they illegally copy
our technology, and they block us from providing services. We want to make sure
our products and services get a fair chance to compete, and to be vigilant and active
in enforcing our trade agreements so that American workers have a level playing
field.

Recent U.S. trade agreements have cut hidden import taxes and saved every
working family in America as much as $2,000 a year, and our newest agreements
could add more to these savings. Arguing for trade barriers is like arguing for a tax
on single working moms, because that’s who pays the most in import taxes as a per-
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centage of household income. Our goal is to cut those hidden import taxes—while
other countries cut theirs too—to give working families a boost.

At the same time, we need to help people manage change—particularly when it
concerns jobs. Jobs not only provide for our families, they give us hope for a better
tomorrow. Losing a job is hard, whether it is because of a recession, changing tech-
nology, or competition from another State or overseas. No matter the cause, it is
important to help someone who loses a job to get back on his or her feet.

That’s why Congress and the President tripled Trade Adjustment Assistance in
the Trade Act of 2002. In 2003, this program provided some $1.3 billion in support
and retraining, with nearly 200,000 workers eligible for assistance.

That’s why the President is focused on helping workers to learn new skills for the
jobs of the future. His Jobs for the 21st Century initiative provides over $500 mil-
lion in new funding for education and job training, including $250 for community
colleges to provide workers job training and skill development.

And that’s why the private sector has an important role too: Today American com-
panies spend $70 billion a year on worker education and training, and they will
need to expand this investment in people for the future.

Some of today’s opponents of trade, like those of yesteryear, want to retreat, to
cut America off from the world. But we need to remember that what goes around,
comes around: If we close America’s markets, others will close their markets to
America. And the price of closing markets is larger than economic isolationists rec-
ognize. Over the last decade, trade helped to raise 140 million people out of poverty,
spreading prosperity and peace to parts of the world that have seen too little of
both. Americans will not prosper in a world where lives of destitution lead to soci-
eties without hope.

That’s why President Bush’s vision is of “a world that trades in freedom.”

Strategic Overview

Three years ago, to support economic growth, an innovative America, develop-
ment, and fair and open engagement with the world, the Bush Administration out-
lined a trade strategy for America. At the heart of our effort has been a plan to
pursue reinforcing trade initiatives globally, regionally, and bilaterally. Through an
ambitious trade agenda, the United States is working to secure the benefits of open
markets for American families, farmers, workers, consumers and businesses. By
pursuing multiple free trade initiatives, we are creating a “competition for liberal-
ization” that provides leverage for openness in all negotiations, establishes models
of success that can be used on many fronts, and develops a fresh dynamic that puts
America in a leadership role.

This strategy is producing results.

With the leadership of Chairman Thomas and other Members of this Committee
of both parties, the President secured congressional approval of the Trade Act of
2002.

The United States was instrumental in defining and launching a new round of
global trade talks at the World Trade Organization (WTO) at Doha in late 2001.
That same year we completed the unfinished business of China and Taiwan’s entry
into the WTO, working from the bilateral trade terms established by President Clin-
ton, so as to establish a legal framework for expanding U.S. exports and integrating
China’s economy into a system of global rules. Also in 2001, the Administration
worked with Congress to pass a Free Trade Agreement (FTA) with Jordan and a
basic trade accord with Vietnam. After the 2000 election, President Clinton had an-
nounced an interest in FTAs with Singapore and Chile, and this Administration ne-
gotiated state-of-the-art accords in 2001-02 and gained congressional approval in
2003.

A critical aspect of the Trade Act of 2002 was the renewal of the President’s trade
negotiating authority. In 2003 and early 2004, the Administration put that author-
ity to good use, promoting global negotiations in the WTO, working toward a Free
Trade Area of the Americas (FTAA), completing and winning congressional approval
of free trade agreements with Chile and Singapore, launching bilateral free trade
negotiations with 14 more nations (concluding talks with seven of them), announc-
ing its intention to begin free trade negotiations with six additional countries, and
putting forward regional trade strategies to deepen U.S. trade and economic rela-
tionships in Southeast Asia and the Middle East.

The Trade Act of 2002 also renewed and improved trade preferences covering an
estimated $20 billion of business with developing countries in Africa, Latin America,
and Asia through the renewal and improvement of the Andean Trade Preference
Act, the African Growth and Opportunity Act, and the renewal of benefits under the
U.S. Generalized System of Preferences. In addition, the Trade Act of 2002 tripled
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the level of trade adjustment assistance available to U.S. workers to nearly $6 bil-
lion over five years.

USTR, working closely with other Federal agencies, works to make sure that our
trading partners live up to their commitments. A significant amount of the day-to-
day work of USTR is spent pressing foreign officials to abide by their trade obliga-
tions.

Just to give an example, successes over just the past few months include pushing
China to certify biotech imports of U.S. soybeans, cotton, corn, and other products,
getting China to open up its car financing market, urging the Philippines to permit
direct access for U.S. telephone calls, pressing investment disputes with the Andean
countries close to resolution, and reopening the Mexican market to U.S. beef.

We resolve most problems without resorting to formal dispute proceedings, which
take additional time and involve uncertain outcomes. Most U.S. companies suggest
formal dispute proceedings only as a last resort. When we determine it will be the
most effective way to settle disputes, we pursue cases under the WT'O, NAFTA, or
our new FTAs.

In particular, we are devoting more enforcement resources to China. While U.S.
exports to China support more jobs for American workers, we face a number of per-
sistent problems that must be resolved. I spend a significant amount of my time ad-
dressing matters such as Chinese tax policies that disadvantage American exports
of products as diverse as semiconductors and fertilizer; rampant piracy of intellec-
tual property rights; technical commercial standards that are drafted to exclude for-
eign economic participation—such as on wireless encryption; among other concerns.
Ensuring that these trade barriers do not stand is important to achieving the long-
term benefits of China’s WTO accession package: greater openness, adherence to the
rule of law, and the institutionalization of market principles.

We recognize that enforcement of China’s commitments requires sticks as well as
carrots, and we are certainly willing to utilize the tools Congress has made available
to us. These include the careful use of the China textile safeguard (which the Ad-
ministration invoked for three product categories last December); anti-dumping
laws; the product-specific safeguards; and WTO dispute settlement, an option that
we may need to deploy very soon.

Pressing Forward in the WTO

At key points, the United States has offered crucial leadership to launch, prod,
advance and reenergize the Doha Development Agenda, the global trade negotia-
tions at the WTO. At the same time, we have emphasized that in a negotiation with
148 economies seeking consensus, others must also work constructively with us.

After the Doha launch, the United States proposed the elimination of all global
tariffs on consumer and industrial goods by 2015, substantial cuts in farm tariffs
and trade-distorting subsidies, and broad opening of services markets. We are the
only major country to put forward ambitious proposals in all three core areas. These
proposals reflect extensive consultations with Congress and the private sector.

In addition to laying the groundwork for bold market opening, the United States
took the lead in resolving the contentious access-to-medicines issue in August 2003.

At the Cancun WTO meeting in September, however, some wanted to pocket our
offers on agriculture, goods and services without opening their own markets, a posi-
tion we will not accept. Since Cancun, I believe many countries have concluded the
breakdown was a missed opportunity that serves none of our interests. That rec-
ognition is a useful starting point for getting the negotiations on track.

Only a few weeks after Cancun, more than twenty diverse APEC economies—en-
couraged by the United States and joined by some of our free trade partners—called
for a resumption of WTO negotiations, using the draft Cancun text as a point of
departure. In December, the WTO General Council completed its work for the year
with an important report by its Chairman on the key issues that need to be ad-
dressed if the Doha Development Agenda is to move forward.

By late December, we sensed many WTO members were interested in getting
back to the table, probably working from the draft text developed at Cancun. So in
January I wrote a letter to all my WTO colleagues putting forward a number of
“common sense” suggestions to move the Doha negotiations forward in 2004. I em-
phasized that the United States did not want 2004 to be a lost year. The letter sug-
gested that progress this year will depend on the willingness of members to focus
on the core agenda of market access for agriculture, manufactured goods, and serv-
ices.

In agriculture, we believe that WT'O members need to agree to eliminate agricul-
tural export subsidies by a date certain, substantially decrease and harmonize levels
of trade-distorting domestic support, and seek a substantial increase in real market
access opportunities both in developed and major developing economies. The United




23

States continues to stand by its 2002 proposal to set a goal of total elimination of
trade-distorting agricultural subsidies and barriers to market access.

For manufactured goods, we are proposing that WI'O members pursue an ambi-
tious tariff-cutting formula that includes sufficient flexibility so that the method-
ology will work for all economies. In addition to the tariff-cutting formula, sectoral
zero-tariff initiatives need to be an integral part of the negotiations, perhaps using
a “critical mass” approach to define participation—as in the successful Information
Technology Agreement. We also underscored the need to develop specific plans to
address nontariff trade barriers effectively in the Doha negotiations.

In the important area of services, the United States suggested that Ministers
press for meaningful services offers from a majority of WI'O members, as well as
make available technical assistance to help developing countries present offers. The
services sector is an increasingly important part of economic development. More
open services markets help provide the infrastructure for development. The sector
also offers increasing opportunities for developed and developing countries to work
together for mutual benefit.

Finally, we are asking that countries not permit the so-called “Singapore Issues”
to be a distraction from our critical work on market access. We need to clear the
decks. Based on extensive consultations in Africa and Asia, I believe we can move
forward together on trade facilitation, which cuts needless delays and bureaucracy
at borders and ports. I have urged my colleagues to drop the other topics.

The initial response to this initiative has been encouraging both from overseas
and among domestic constituencies. To follow up the January letter, in February I
traveled some 32,000 miles—around and up and down the world—to meet with rep-
resentatives of over 40 countries to hear their ideas and encourage their commit-
ment.

I believe we are regaining some momentum, although the road ahead is marked
by risks. Our ability to make notable progress by this summer depends principally,
in my view, on two steps: one, reconciling the conundrum of the “Singapore Issues”
by agreeing to focus solely on trade facilitation; and two, by concentrating on the
draft agriculture text to see if we can agree on specific frameworks for reform. To
secure movement on agriculture, all countries will need to agree to eliminate export
subsidies, including the subsidy element of credit, to end State Trading Enterprise
monopolies, and discipline food aid in a way that still permits countries to meet
vital humanitarian needs.

Advancing Negotiations in the Free Trade Area of the Americas

Since taking office, the Administration has been working to transform years of
general talks about a Free Trade Area of the Americas (FTAA) into a real initiative
to open markets in the hemisphere, with a focus on first removing the barriers that
most affect trade. The FTAA would be the largest free trade zone in the world, cov-
ering 800 million people with a combined gross domestic product of over $13 trillion.
It would expand U.S. access to Western Hemisphere markets, where tariff barriers
are currently much higher than the trade-weighted U.S. average of 2 percent, and
where nontariff barriers are abundant. Studies report that an average family of four
would see an income gain, through greater purchasing power and higher income, of
more than $800 per year from goods and services liberalization in the FTAA.

At the Summit of the Americas in Quebec City in 2001, the United States started
to lead the FTAA into a period of concrete market access negotiations. In February
2003, the Administration put forward—on schedule—its comprehensive and signifi-
cant market access offers to FTAA partners in the areas of agriculture, industrial
goods, services, investment, and government procurement. But others hesitated.

Therefore, in November 2003, at the FTAA Ministerial in Miami co-chaired by the
United States and Brazil, we developed a pragmatic approach to match the different
circumstances of the 34 nations of the hemisphere—ranging from small Caribbean
island states to the United States. We agreed to establish a common set of rights
and obligations covering all nine areas under negotiation and that benefits would
be commensurate with obligations undertaken. In addition, we agreed that nations
that are prepared to go further could do so through plurilateral arrangements in
some areas. This higher level of commitment—and benefit—creates incentives for
countries to do more, without leaving others behind. The countries most likely to
be ambitious are the ones that work with us on our gold-standard bilateral FTAs.

The FTAA will not be an easy negotiation, as this Committee knows. Yet we are
committed to working creatively and flexibly with our hemispheric partners to
achieve a long-held dream: the free flow of commerce throughout the Americas.
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Spanning the Globe With Bilateral Free Trade Agreements

Miami also provided the venue for the announcement of several new U.S. bilateral
free trade initiatives, demonstrating how our movement on multiple fronts can sup-
port our larger trade goals.

In 2003, the United States signed free trade agreements with Chile and Singa-
pore, and those agreements won strong bipartisan majorities in Congress. These
comprehensive, state-of-the-art FTAs set modern rules for 21st century commerce
and broke new ground in areas such as services, e-commerce, intellectual property
protection, transparency and anti-corruption measures, and enforcement of environ-
mental and labor laws to help ensure a level playing field for American workers.
They also built on the experience of prior free trade agreements and will serve as
useful models to advance other U.S. bilateral free trade initiatives in 2004.

In Latin America, for example, the long-sought FTA with Chile took effect on the
tenth anniversary of NAFTA, and only two weeks after the Administration con-
cluded a U.S.-Central America Free Trade Agreement (CAFTA) with El Salvador,
Guatemala, Honduras, and Nicaragua. In January, we finalized CAFTA by resolving
a few remaining issues with Costa Rica, and on February 20, the President notified
Congress of his intent to enter into that agreement. Meanwhile, we continue to work
to integrate the Dominican Republic into CAFTA, and indeed this week we are con-
ducting the third and, we hope, final round of negotiations with the Dominicans.
CAFTA plus the Dominican Republic would create the second-largest U.S. export
market in Latin America, behind only Mexico.

This spring the United States intends to launch new FTA negotiations with Pan-
ama, Colombia, and possibly Peru and Ecuador, while continuing preparatory work
with Bolivia. Added together, the United States is on track to gain the benefits of
free trade with more than two-thirds of the Western Hemisphere through state-of-
the-art, comprehensive sub-regional and bilateral FTAs.

Just last month, we concluded a landmark free trade agreement between the
United States and Australia. On February 13, President Bush notified Congress of
his intent to enter into this “Manufacturing FTA.” Our terms with Australia will
eliminate tariffs on more than 99 percent of U.S. manufactured goods exports to
Australia on day one. Those exports account for 93 percent of total U.S. sales to
Australia’s large market, and support 150,000 good-paying American jobs. In cre-
ating new export opportunities for America’s manufacturers, this deal will help a
recovering sector of our economy while also expanding markets for America’s serv-
ices firms, creative artists, and farmers.

With virtually all U.S. manufactured exports going duty-free immediately under
this agreement, America’s manufacturers estimate they could sell $2 billion more
per year to Australia. They predict that U.S. national income would grow by nearly
that much as well. Markets for services such as life insurance and express delivery
will be opened, too; intellectual property will be better protected; U.S. investments
will be facilitated; and American firms will be allowed to compete for Australia’s
government purchases on a nondiscriminatory basis for the first time. All U.S. farm
exports—more than $400 million per year—will go duty-free to Australia, benefiting
mlany sectors such as processed foods, fruits and vegetables, corn oil, and soybean
oil.

In Southeast Asia and the Middle East, the President has announced initiatives
to offer countries a step-by-step pathway to deeper trade and economic relationships
with the United States. The Enterprise for ASEAN Initiative (EAI) and the blue-
print for a Middle East Free Trade Area (MEFTA) both start by helping non-mem-
ber countries to join the WTO, strengthening the global rules-based system. For
some countries further along the path toward an open economy, the United States
will negotiate Trade and Investment Framework Agreements (TIFAs) and Bilateral
Investment Treaties (BITs). These customized arrangements can be employed to re-
solve trade and investment issues, to improve performance in areas such as intellec-
tual property rights and customs enforcement, and to lay the groundwork for a pos-
sible FTA.

President Bush announced the Enterprise for ASEAN Initiative in October 2002.
Significant progress was made in 2003, and the stage has been set for further
achievements in 2004. With the newly enacted Singapore FTA to serve as a guide-
post for free trade with ASEAN nations, the President announced that he would
begin negotiations for a comprehensive free trade agreement with Thailand in the
second quarter of 2004, and on February 12th, we formally notified Congress of our
intent to launch FTA negotiations with Thailand. At the Cancun WTO Ministerial
last September, Cambodia was offered accession to the World Trade Organization,
so it could take another step toward active participation in the global rules-based
economy. Spurred by the progress of its neighbors, Vietnam is also working toward
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WTO membership, building on the foundation of a basic bilateral trade agreement
with the United States that was enacted by Congress in 2001. The United States
signed a bilateral trade agreement with Laos in 2003, and the Administration con-
tinues to support granting Normal Trade Relations (NTR) to Laos. The United
States is using TIFAs with the Philippines, Indonesia, and Brunei to solve practical
trade problems, build closer bilateral trade ties, and work toward possible FTAs.

The Middle East Free Trade Area initiative, announced by the President in May
2003, offers a similar pathway for the Maghreb, the Gulf states, and the Levant.
In addition to helping reforming countries become WTO members, the initiative will
build on the FTAs with Jordan, Israel, and now Morocco; provide assistance to build
trade capacity and expand trade so countries can benefit from integration into the
global trading system; and will launch, in consultation with Congress, new bilateral
free trade agreements with governments committed to high standards and com-
prehensive trade liberalization.

The U.S.-Jordan FTA entered into force in December 2001 after close bipartisan
cooperation between the Administration and Congress. As a result, trade between
the United States and Jordan has nearly tripled in only three years.

In 2003, the Administration launched free trade negotiations with Morocco, which
we are pleased we completed just last week. Immediately upon the agreements
entry into force, 95 percent of bilateral trade in industrial and consumer goods will
become duty free, the best day-one tariff elimination in a U.S. free trade agreement
with a developing country. Our terms with Morocco provide immediate cuts in Mo-
roccan trade barriers to wheat, corn and soybeans, and new access for U.S. beef and
poultry; openings for service providers like audiovisual, telecommunications, dis-
tribution, and engineering firms; and new opportunities for manufacturers of con-
struction equipment, chemicals and information technology.

In January 2004, the United States began free trade negotiations with Bahrain.
Last week Representatives Paul Ryan, a Member of this Committee, and Jim Turn-
er launched a Congressional Bahrain Caucus backed by more than 20 other Mem-
bers of the House and Senate. The caucus will work with a Bahrain FTA business
coalition representing firms ranging from heavy manufacturers and leading-edge
technology companies to small businesses.

Morocco and Bahrain have been leaders in reforming their economies and political
systems. Our market opening efforts with these two Arab states are part of the
opening act in President Bush’s Middle East Initiative, which is aimed at fostering
prosperity, encouraging openness, and deepening economic and political reforms
throughout the region.

In 2004, the United States will continue its efforts to bring Saudi Arabia into the
WTO and will expand its network of TIFAs and BITs throughout the region. The
United States now has ten TIFAs in the region, most recently signing agreements
with Saudi Arabia, Kuwait, and Yemen. We plan to sign TIFAs with Qatar and the
United Arab Emirates soon. As additional countries in the Middle East pursue free
trade initiatives with the United States, the Administration will work to integrate
these arrangements with the goal of creating a region-wide free trade area by 2013.

In Africa, the African Growth and Opportunity Act (AGOA)—enacted in 2000 and
expanded in 2002—has created tangible incentives for commercial and economic re-
form by providing enhanced access to the U.S. market for products from 37 eligible
sub-Saharan nations. Enhancements made in 2002 to the African Growth and Op-
portunity Act improved access for imports from beneficiary sub-Saharan African
countries. We look forward to working with Congress on legislation on AGOA that
will accelerate its gains, including by extending provisions and enabling countries
to take full advantage of AGOA through enhanced technical assistance.

To build on this success, as called for in the AGOA legislation, the United States
launched FTA negotiations with the five countries of the Southern African Customs
Union (SACU): Botswana, Lesotho, Namibia, South Africa, and Swaziland. The
U.S.-SACU FTA will be a first-of-its-kind agreement with sub-Saharan Africa, build-
ing U.S. ties with the region even as it strengthens regional integration among the
SACU nations.

The bilateral FTAs we have concluded or are pursuing constitute significant mar-
kets for the United States. U.S. goods exports to these countries were $66.6 billion
in 2003. This would have made them the third-largest U.S. export market behind
only Canada and Mexico, and ahead of Japan. The economies of these countries to-
taled $2.5 trillion in 2002 at purchasing power parity exchange rates, which would
rank them as the world’s sixth-largest economy. And most are developing countries
that offer significant growth opportunities in years to come. We are laying free trade
foundations for win-win economic ties between America and these partners.
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Ensuring a Level Playing Field with China

Since China joined the WTO, it has become America’s sixth-largest export market.
U.S. exports to China grew 75 percent over the last three years, even as U.S. ex-
ports to the rest of the world declined because of slow global growth. China has be-
come a major consumer of U.S. manufactured exports, such as electrical machinery,
transportation and telecommunications equipment, numerous components, and
chemicals. The market share of U.S. service providers in China has also been in-
creasing rapidly in many sectors. Meanwhile, growth in exports to China of agricul-
tural products has been robust; for example, U.S. exports of soybeans reached an
all-time high in 2003 of $2.9 billion and cotton exports were $733 million, up 431
percent over 2002.

In 2003, senior Administration officials met frequently with Chinese counterparts
to address shortcomings in China’s WTO compliance. We delivered a clear message:
China must increase the openness of its market and treat U.S. goods and services
fairlydif support in the United States for an open market with China is to be sus-
tained.

As a result, China has taken steps to correct systemic problems in its administra-
tion of the tariff-rate quota (TRQ) system for bulk agricultural commodities, and re-
laxed certain market constraints in soybeans and cotton trade, enabling U.S. export-
ers to achieve record prices and sales. Recent approval of biotech soybeans, cotton
and corn—and promised additional approvals—has created greater certainty for
U.S. exporters. China has also reduced capitalization requirements for financial
services, including opening the motor vehicle financing sector.

China’s large installment purchases of billions of dollars of U.S. products—includ-
ing Boeing 777s and 747s, GE and Pratt & Whitney aircraft engines, Ford and Gen-
eral Motors cars, as well as agricultural products—during recent purchasing mis-
sions bode well for 2004. However, we continue to stress the need for structural
change that ensures ongoing, open, and fair access—not reliance on one-off sales.

In 2004, the Administration will concentrate on ensuring that: American intellec-
tual property rights are protected; U.S. firms are not subject to discriminatory tax-
ation; market access commitments in areas such as agriculture and financial serv-
ices are fully met; standards are not used—whether for technology or farm prod-
ucts—to unfairly impede U.S. exports; China’s trading regime operates trans-
parently; and promises to grant trading and distribution rights are implemented
fully and on time. The Administration will consult closely with Congress and inter-
ested U.S. stakeholders in continuing to press China for full WTO compliance, and
will not hesitate to take action to enforce trade rules.

China’s lax enforcement of intellectual property rights, including counterfeiting,
is a fundamental issue. Piracy of movies, music and software is so rampant in China
that the practices could subvert the development of knowledge industries and stifle
innovation around the world. The scope and magnitude of the problem does not just
threaten outsiders, but China’s own citizens as well. Counterfeit automobile brakes,
electrical switches, medicines and processed foods with pilfered brand names and
poor quality control present health and safety risks throughout China. Premier Wen
Jiabao has spoken of the importance of IPR and has assigned Vice Premier Wu Yi,
a former trade minister who helped defuse the SARS crisis, to chair a working
group on IPR enforcement. She will meet with Secretary Evans and me next month
as part of our Joint Commission on Commerce and Trade.

In addition, China has adopted discriminatory tax policies—most blatantly on
semiconductors—and new wireless encryption standards intended to block U.S. mar-
ket access. We are pressing China to resolve these disputes promptly.

At the end of this year China and the United States face another challenge. Our
Uruguay Round commitments, ratified by Congress, required us to begin phasing
out our textile and apparel quotas in 1995. That process will be completed at year’s
end. We have urged the Chinese to recognize concerns raised by this important
transition. We are committed to using special safeguards, applying unfair trade
laws, such as the anti-dumping provisions, and taking action under international
trade rules if China falls short in its trade commitments.

Promoting a Cleaner Environment and Better Working Conditions

No country is doing more than the United States to push for strong labor and en-
vironmental provisions in international trade agreements. While some other coun-
tries talk about labor and the environment in the context of trade, only the United
States is actually doing something to integrate these topics as an active part of its
trade agenda.

Following the negotiating objectives set forth by Congress in TPA, we are focused
on combining effective enforcement with practical cooperation to improve labor and
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environmental conditions overseas. Our strategy varies depending on the countries
we are negotiating with, because conditions vary and one size does not fit all. But
in general, we have a ground-breaking, three-part approach:

e First, we often find that the issue with working or environmental conditions is
not the laws on the books in developing countries, it is with the enforcement
of those laws. So our FTAs require that countries effectively enforce their own
lalglor and environmental laws, backed up by enforceable dispute settlement pro-
cedures.

e Second, we need to understand and address the reasons that laws are not being
enforced. Often in poor countries, it is a resource question. Labor Ministries are
often poorly funded, and there is a lack of money devoted to enforcement, in-
spections, and awareness of worker rights. To address this issue, we are pur-
suing a cooperative approach, working with USAID, the Department of Labor,
EPA, the State Department and others to focus on real-world problems, such
as a lack of trained inspectors at Labor Ministries, the lack of awareness of em-
ployees of their rights under existing laws, and the need for education about
child labor. We seek the help of American companies and NGOs, too. We work
with the Multinational Development Banks to coordinate projects with them.
The provisions in our trade agreements also encourage the development of local
civil society, through public participation and transparency so that reforms can
be sustained by homegrown efforts.

e Third, we want to cooperate with countries to improve their laws where there
are gaps. Chile, for example, repealed its Pinochet-era labor laws during the
course of negotiating the FTA with the United States because we took a firm
but cooperative approach. Just recently, one of my staff returned from Guate-
mala with news that the government is working hard to reduce its backlog of
worker-rights cases in its courts, because they know CAFTA is coming and they
want to improve the climate for investment and trade. El Salvador has signifi-
cantly expanded funding for its Labor Ministry, with monies targeted especially
on inspection and enforcement. Morocco enacted a new Labor code that will
take effect this year. These are just a few of the many examples where our com-
bination of enforcement standards and cooperation is helping reform these soci-
eties.

Of course, free trade also helps developing countries grow, generating the re-
sources for greater protection of workers’ rights and the environment. Growing de-
veloping countries build a middle class that calls for better environmental and work-
ing conditions. Poor people also want better lives for their families. We will not im-
prove their working conditions or environment by making it harder for them to sell
the fruit of their labor.

We are putting this multi-faceted approach to trade and development into prac-
tice. The Chile and Singapore FTAs create the basis for cooperative projects to pro-
mote respect for international core labor standards and to support environmental
protection and sound management of natural resources. Both agreements also re-
quire that parties effectively enforce their own environmental and labor laws.

The dispute settlement procedures of the new FTAs apply to all obligations of the
agreements and set high standards for openness and transparency, such as open
public hearings, public release of legal submissions by parties, and the opportunity
for interested third parties to submit views. In all cases, the emphasis is on pro-
motir:lg compliance through consultation, joint action plans, and trade-enhancing
remedies.

The FTAs with the Central American countries, Morocco, and Australia adopt
similar approaches to labor and environmental provisions, but are each tailored to
fit individual circumstances. In Central America, for example, the Administration
has emphasized trade capacity building projects to enhance the awareness and en-
forcement of labor laws. We encouraged countries to work with the International
Labor Organization (ILO) to identify areas for improvement in labor laws and en-
forcement. The ILO study found that while the labor laws on the books were gen-
erally good, there were some gaps that needed to be addressed, and enforcement
needed to be improved. The CAFTA partners are already responding to a number
of these recommendations. We are assisting with trade-capacity building and co-
operation to help. The fragile democracies of Central America are now looking to
‘fc‘he Congress to see whether you will back their drive for self-improvement and re-

orm.

Building New Bridges: Trade Capacity Building

The United States is the largest single-country donor of trade-related technical as-
sistance in the world, reflecting its commitment to fostering developing countries
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full participation in the global trading system. As much as capacity building helps
developing countries, it directly advances U.S. interests as well. Capacity building
assistance both improves the quality of trade agreements, increases the ability of
our trade partners to fulfill their commitments, and creates the conditions for ex-
panding trade and development.

The U.S. resources from USAID and a dozen other agencies totaled more than
$2.5 billion in funding for trade capacity building activities (FY2000 through
FY2003). The United States provided $752 million in trade capacity building activi-
ties in FY2003, up 18 percent from FY2002.

In the CAFTA, FTAA, Morocco and SACU FTA negotiations, the United States
has established separate cooperative groups on trade capacity building to define and
identify priority needs for trade-related development assistance. The United States
also seeks to give eligible countries the capacity to take advantage of preference pro-
grams such as AGOA. For example, U.S. technical assistance linked to AGOA as-
sists eligible countries to develop AGOA export strategies, establish linkages with
American businesses, and meet U.S. food safety and other standards.

Looking ahead, the Administration will continue to assist the developing world in
integrating trade into development strategies. This will include working with multi-
lateral institutions and private sector donors to promote initiatives such as the
FTAA’s Hemispheric Cooperation Program, and the WTO Technical Assistance Plan
and the Integrated Framework. In our efforts in this hemisphere, the Inter-Amer-
ican Development Bank has done excellent work helping us to break new ground
meshing trade and development policy by creating new mechanisms to meet the
needs of developing countries. We hope to encourage the World Bank to demonstrate
similar flexibility and responsiveness.

Helping developing countries understand the importance of trade in services is
another role for capacity building. International Monetary Fund and World Bank re-
ports show that efficiency in the production of services is a force multiplier in help-
ing developing economies grow. Studies demonstrate that openness in financial serv-
ices and telecommunications alone has boosted economic growth rates in developing
countries by 1.5 percent. Additional services like transportation, distribution, edu-
cation, and health are of critical importance in developing countries, both for the
emergence of a competitive businesses and, more broadly, for social development
and poverty reduction. When developing countries open their services markets, the
United States benefits, too.

As bilateral trade negotiations are concluded, the United States will continue to
assist trading partners in implementing their commitments and managing their
transition to free trade. The Administration will also continue to work with coun-
tries to maximize the benefits of preference programs such as AGOA, the Andean
Trade Preference Act, the Caribbean Basin Partnership Act, and the Generalized
System of Preferences.

In addition, the Bush Administration is emphasizing the important contributions
that small businesses make to the U.S. and global economies. Small businesses are
a powerful source of jobs and innovation at home and an engine of economic devel-
opment abroad. By helping to build bridges between American small businesses and
potential new trading partners, these enterprises can become an integral part of our
larger trade capacity building strategy. In our continuing work with the U.S. Small
Business Administration, our Office of Small Business Affairs at the Office of the
United States Trade Representative has: increased small business representation in
its advisory committee system; included previously excluded small business industry
sectors in new trade agreements, such as the inclusion of recycled clothing in
CAFTA; and focused on issues of special concern to small businesses, such as trade
facilitation, e-commerce, and intellectual property rights protection. Ensuring that
American small business concerns are addressed in our trade policy results in
stronger agreements that help to create jobs at home and abroad.

Monitoring and Enforcing Trade Agreements

We take pride in the progress we are making to negotiate new commitments to
open markets for American products and workers, but the bulk of the work done
day-in and day-out at USTR is to ensure that countries live up to their current com-
mitments or to solve problems for American businesses and workers.

Congress created USTR to assure that trade policy—including enforcement—was
centrally located within the Executive Branch. We take USTR’s enforcement man-
date seriously.

The scope of enforcement extends well beyond the number of cases brought before
WTO or NAFTA tribunals. On any given day, there is a steady stream of U.S. com-
panies in the Winder Building working with us to figure out how best to press for-
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eign governments to live up to their commitments to open up their markets to U.S.
goods and services.

The vast majority of enforcement efforts by USTR are brought to successful reso-
lution without the need to resort to formal litigation. Most U.S. companies urge us
to do everything that we can to resolve a problem without bringing a WTO or
NAFTA case, given the amount of time such cases take.

In recent years, informal means of resolving trade issues have enabled biotech
farm exports and key U.S. financial services to expand their access to the Chinese
market. Japan has agreed to lower customs fees by 50 percent as well as increase
intellectual property protections. Mexico has implemented rules for pharmaceuticals
that respect U.S. patents, and Canada has dropped copyright legislation opposed by
U.S. firms that use the Internet. We solved pork, poultry, dry bean, and beef issues
with Mexico. We increased access for poultry, pork, and beef in Russia. We ad-
dressed rice and motorcycle export problems and are improving IPR protection in
Taiwan. We headed off Korea’s attempt to close the market to Dodge Dakotas based
on questionable tax classifications. We encouraged Hong Kong to clean up illegal
production of optical discs. The list goes on and on.

But sometimes enforcement can only be achieved through litigation, and we stand
prepared to bring WTO and NAFTA cases to secure compliance.

Some of our recent WTO victories include:

e An important case against Mexico on telecommunications worth $500 million,
according to industry. Under current law, Mexico allows its dominant company,
Telmex, the exclusive authority to negotiate, on behalf of all carriers, the rate
that U.S. telecom companies must pay to complete their calls in Mexico. These
exorbitant rates penalize American and Mexican families seeking to maintain
cross-border ties, raise the price of doing business across the border, and burden
U.S. telecom firms with unnecessary costs.

e In December 2003, the United States won a major case before the WTO holding
that Japan’s import restrictions on U.S. apples are a violation of Japan’s WTO
obligations. Japan had argued that the restrictions were needed to protect Japa-
nese plants from disease, but U.S. scientific evidence showed the apples could
not transmit the disease. This is a valuable precedent against others that might
use Sanitary/Phytosanitary Standards (SPS) to block farm products unfairly.

e The United States won an important victory in June 2003 when the WTO re-
jected India’s challenge to U.S. laws on determining the country of origin of tex-
tile and apparel products.

We have pending cases against: the European Union’s ban on new imports of ge-
netically-modified foods and against the EU’s over-reaching on Geographic Indica-
tors; Mexico’s questionable anti-dumping duties on beef and rice; Canada’s discrimi-
natory practices affecting wheat; and against Egypt’s textile tariffs.

As noted earlier in my testimony, we are focusing more of our enforcement re-
sources on China. While some of China’s compliance problems were initially viewed
as growing pains as it brought laws and regulations into line with new WTO obliga-
tions, China must do more to ensure that it is living up to obligations. Without more
progress on matters we have been pressing with China, we will certainly need to
avail ourselves of our rights under the WTO.

Of course, our ability to demand that others follow the trade rules is strengthened
when we address cases we lose. We very much appreciate the Committee’s efforts
to repeal the FSC law to end retaliation against U.S. exporters. We also look to
work with Congress to remedy other U.S. violations, including the Continued Dump-
ing and Subsidy Offset Act of 2000, the 1916 Act (reflecting early antitrust practice),
Section 211 of the Omnibus Appropriations Act of 1998 concerning conditions that
permit the banning of trademark enforcement, and the ruling on hot-rolled steel.
America should not be a scofflaw of international trade rules.

Conclusion

I want to close by again thanking the Committee for its support and guidance.

During 2004, we hope to continue to push forward step-by-step toward the vision
set out by President Bush of “a world that trades in freedom.” It is a vision of a
world in which a working family can save money on everyday household items be-
cause trade agreements have cut hidden import taxes. It is a vision of a world in
which a Central Valley farmer, a New York financial planner, a Michigan auto
worker, a New Orleans longshoreman, an Illinois manufacturer of excavators, or an
Iowa pork producer can sell his or her products or services in Costa Rica or Aus-
tralia or Thailand or Morocco as well as across America. It is a vision of a world
in which free trade opens minds as it opens markets, supporting democracy and en-
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couraging tolerance. And it is a vision of a world in which hundreds of millions of
people are lifted from poverty through economic growth fueled by trade.

The U.S. Trade Agenda

Overview

Expanding trade for growth, opportunity, development, and fairness through mul-
tiple initiatives:

, Global

, Regional

- Bilateral

, Enforcement of laws and agreements

, Worker adjustment and education for the future

Moving on multiple fronts empowers the United States to:
, Support U.S. workers, exporters, consumers

- Exert leverage for openness and a level playing field

, Strengthens America’s hand today and for the future

Putting TPA to Good Use
Highlights of 2003-2004 to date

Completed and passed Singapore and Chile FTAs

Launched and completed Australia FTA

Launched and completed CAFTA; working on DR

Launched and completed Morocco FTA

Launched Southern Africa & Bahrain FTAs

Announced intent for Andeans, Panama, & Thailand FTAs

Advanced Enterprise for ASEAN Initiative (EAI)

Launched Middle East Free Trade Initiative (MEFTA)

Miami framework to move FTAA toward concrete results, creating incentives for
progress

Doha WTO: Cancun was a missed opportunity, but 2004 need not be a lost year

WTO
Global Trade Opportunities

Need to bring 148 economies to an agreement on opening markets for agriculture,

goods, and services—to boost growth & development—in stages

Cancun:

o Solved “TRIPs & Access to Medicines” for developing countries

, Some wanted to posture, others to pocket U.S. proposals without opening their
own markets

o “Singapore Issues” distracted from core agenda

o Need agriculture reforms for developed and developing countries

, Nevertheless, draft frameworks create basis for work

WTO in 2004
Global Trade Opportunities

Proposals for progress in 2004:

o Agriculture: eliminate export subsidies; substantial, harmonizing cuts in trade-
distorting domestic subsidies; s1gn1ﬁcant market opening

, Manufactured goods: combination of formula cuts, sectoral initiatives, and non-
tariff barriers

, Services: get more (and better) offers from others on the table

o Focus on trade facilitation, not other “Singapore Issues”

o U.S. leadership: January letter and February strategic dialogue with over 40
countries

FTAA
Regional Initiatives

At Miami, U.S. laid out paths for trade opening, development, and hope in Latin

America

o A common set of rights and obligations for all 34 FTAA countries. Significant
market access benefits.
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o A higher level of commitments among those willing to go further. Provides op-
portunity to integrate U.S. FTA partners.

, Gold-standard U.S. bilateral FTAs to cover %3 of Hemisphere’s population and
non-U.S. GDP.

Benefits commensurate with obligations

Creates incentives for countries to do more, without completely leaving behind

those who can’t or won’t move

Building Trade Areas
Regional Initiatives

AGOA Extension

> AGOA has been an outstanding success

-~ Work with Congress to pass legislation to extend AGOA

Middle East Free Trade Area (MEFTA)

-~ Build on our FTAs with Israel, Jordan, Morocco, and, in the future, Bahrain

o Offer graduated steps to encourage reforms

o Tailor steps to different levels of development

- Now have Trade and Investment Framework Agreements (TIFAs) with Algeria,
Egypt, Saudi Arabia, Tunisia, Yemen, and Kuwait

Enterprise for ASEAN Initiative (EAI)

- Network of FTAs in ASEAN: first Singapore, now Thailand

o TIFAs with Indonesia, Philippines, and Brunei; Malaysia interested in signing

Free Trade Agreements
Bilateral Initiatives

Singapore & Chile FTAs

o Models for more to come—each customized

Australia FTA

- Launched March 2003; completed February 2004
Central America FTA (CAFTA)

, Costa Rica, El Salvador, Guatemala, Honduras, & Nicaragua
o Launched January 2003; completed January 2004

o Dominican Republic negotiations proceeding

Morocco FTA

- Launched January 2003; completed March 2004
Southern Africa FTA (Southern African Customs Union)

, Botswana, Lesotho, Namibia, South Africa, & Swaziland
- Launched January 2003

Bahrain FTA

, Launched January 2004

Andeans, Panama, Thailand

o To launch in 2004

Australia FTA
Highlights

“A Manufacturing FTA”: Immediate duty-free on 99% of U.S. manufactured ex-
ports

Expands markets for services and farmers

All U.S. farm exports duty-free from day one

Sensitive U.S. agriculture handled with care

Pharmaceutical Benefits Scheme improvements

Environment/Labor protections

CAFTA
Highlights
Today, under the CBI, U.S. tariffs on Central American goods are low. 77% of re-
gional imports enter the U.S. duty-free . . . without reciprocal U.S. access

With CAFTA, more than 80% of U.S. manufactured goods duty-free immediately
More than half of current U.S. farm exports duty-free immediately

Sugar: Increased access = 1.2% of U.S. production; no change in above-quota tar-
iffs

Textiles and apparel: Important “cumulation” provisions will encourage integra-
tion of market to prepare for competition from China

Strong IPR standards and protections

Openings across all services sectors, including telecommunications and insurance
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Strong transparency, anti-corruption, and good governance rules
Labor and environment protections that go beyond Chile and Singapore

Morocco FTA
Highlights

Over 95% of goods duty-free on day one—best market access package ever with
a developing country

Expands export opportunities for U.S. agriculture

Broad opening of services markets complemented by strong transparency provi-
sions

New protections for U.S. investors

Strong IPR and anti-corruption rules

Commitment to enforce labor and environment laws, working with ILO

Key step in building MEFTA

Trade with China

U.S. exports to China grew 75% as exports to rest of world declined from 2000

to 2003

Now America’s sixth-largest export market

China’s WTO implementation cannot slacken

Clear message:

> China must open its market if U.S. support for trade with China is to be main-
tained

o Must comply with WTO obligations
e Ag, IPR, taxes, standards, others

China’s response: some systemic problems addressed

> Record gains in soybean, cotton exports; biotech approvals

- More open financial services, motor vehicle financing

o Purchasing missions useful, but not enough

JCCT: Elevated dialogue to ensure level playing field

Will use safeguards to ease U.S. transition and enforcement rules to insist on

compliance

Monitoring and Enforcement

Successfully used dispute settlement to benefit American exporters, consumers
and producers:

o Agriculture: Dairy (Canada), pork (Mexico), apples (Japan)

- IPR/patents (Argentina)

o Goods: Autos (Philippines)

Pending U.S. cases:

- Rice, telecom (Mexico)

- Biotech, GI (EU)

o Textiles (Egypt)

, Wheat (Canada)

U.S. compliance issues:

- FSC, Byrd Amendment, 1916 Act, Section 211, Hot-rolled steel

Looking Ahead

Americans’ need to manage global economic and technological changes

Economic isolationism won’t work: will kill jobs and opportunities

Americans can be big beneficiaries of trade, openness, global growth, development:
more choices, lower prices, higher-paying jobs

Use WTO negotiations, FTAs, and other trade initiatives to lower barriers abroad,
level the playing field, spur growth and development: win-win opportunities

o U.S. trade barriers already relatively low

o U.S. businesses need to discuss with employees

Combine with monitoring and enforcement of agreements, targeted use of safe-
guards, reliance on unfair trade laws—and following the rules ourselves

Help Americans to adjust to change (education, worker training, portable pen-
sions, ability to keep and save own hard-earned dollars)

World where poor people around the world lose opportunity to improve lives for
themselves and their children is not good for America’s future

——
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Chairman THOMAS. Thank you, Mr. Ambassador. As usual, a
very comprehensive review of activities around the world. It seems
that although trade is important and growing, we sometimes fail
to look in the mirror and toward the latter part of your presen-
tation you talked about our responsibilities toward the world trad-
ing order. One of the things I think we fail to do often is realize
how much we get out of the world trading order, especially the im-
proved but can still be more improved dispute resolution mecha-
nisms. We win far more than we lose but if we do not, where we
have lost, accept the responsibility to change, we put at risk the
structure that we have, especially when the contest is between the
world’s two largest trading blocs. I am very concerned about our
unwillingness or inability to resolve what in my memory I think is
the largest formal retaliation structure that we have been con-
fronted with.

What happens—I hate to say crystal ball because I hope the fu-
ture changes significantly very quickly—if in the month of March
alone it is more than $16 million and by the time we go through
this ease-up process, which the Europeans have been very kind to
put us in a tub of cold water and then gradually increase the tem-
perature rather than dumping us into boiling water where we
might react, at the end of the year close to $500 million worth of
lost opportunity through retaliation and the potential for getting
into a desire not to change our laws but to strike back because of
the pain created by our unwillingness or inability to make change
over the FSC income question. I would like a brief response in that
area.

Then second, there is some legislation that suggests we partially
reinvent our administrative trade structure; i.e., take some por-
tions of the current USTR activities and place them in the U.S De-
partment of Commerce. You mentioned in your presentation how
although we focus primarily on the larger big-picture trade ques-
tions, enforcement of the law is probably on a day-to-day basis as
important and perhaps sometimes more important in laying the
groundwork for an understanding that through the FTAs we can
remove some of the tension that is present by virtue of the grinding
enforcement activities.

In your opinion, does this help diminish, significantly negatively
affect the operation of the USTR, understanding you have obvi-
ously a very direct interest in USTR. Frankly, I think most of us
are less concerned about the particular structure that our govern-
ment might take toward dealing with trade internationally than
what would be most effective in getting the job done. Those are two
areas I wish you would talk about for just a minute.

Mr. ZOELLICK. Well, on the first one dealing with the FSC, 1
certainly recognize that this has been an extremely difficult and
contentious issue up here and as I have before, Chairman, I want
to compliment you for your leadership. You were the first or cer-
tainly one of the first, I think the first to try to start to move this
process forward.

I know it has caught up into a lot of debates here about the ap-
propriateness of different types of tax policies and my key message
is that I just hope that the House and Senate can pass bills and
reconcile and get them done as soon as possible because right now
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the European Union has the authority to retaliate on about $3 bil-
lion of U.S. exports. It started at 5 percent. It could have started
at 100 percent but it started at 5 percent and each month that in-
creases by another percent.

So, for those of you that are worried about added costs for Amer-
ican exports, that is a 5 percent added tax for about $3 billion of
our products covering a wide range of activities in a number of dif-
ferent States. I have looked here at some of the States, particularly
New York, New Jersey, Utah, California, Texas, Ohio, Wisconsin,
Minnesota, Georgia, Pennsylvania, Louisiana—it goes on and on
here, so your constituents are the ones being hurt. So, I know that
there are different views of this. I saw, Chairman, I read that you
now have a revenue-neutral bill, which I hope will bring more sup-
port as we go forward. So, as the President sent a note up on this,
I believe recently, there are different ways that one can do this. We
are not going to tell the Congress that there is one way or the only
way. At this point we just urge it to get done.

On your second question, Chairman, as I think many on the
Committee know, the Congress created the USTR office in 1961
with a particular point in mind, and that is to try to centralize co-
ordination of all these activities in the Executive Office of the
President. What it really does is it allows us to draw on the re-
sources of many offices. So, the bill you mentioned that Mr. Wolf
has put forward would shift the enforcement responsibility to Com-
merce but frankly, as I mentioned here, we deal with agricultural
issues as well as industrial issues. We deal with financial issues.
So, what would be lost under that is the need to be able to draw
together the best resources across the government, whatever the
topic.

Equally important, as even our earlier discussion here suggested,
in some ways the enforcement action is kind of the artillery that
is part of a larger effort that involves reconnaissance, it involves
intelligence efforts. So, enforcement is not separate from persua-
sion, explanation, trying to—sometimes the problems arise—we
have a problem now with India with almonds and it involves the
Agriculture Ministry; the Commerce Ministry was frankly unaware
of it. Sometimes we use disincentives. Sometimes we use the incen-
tives of moving toward our FTAs. So, there is a continuum of ac-
tions here and even after you have an enforcement action, you do
not just want to block trade; you want to move forward. So, as we
resolved the bananas issue, that involved negotiation based on liti-
gation; dairy with Canada. So, I am afraid what it would start to
do is balkanize the overall operations.

There is one other key point. Trade agreements are not separate
from the enforcement agreements. The knowledge you have in
terms of what you learn in litigation is critical to your ability to
what you put in the next agreement and vice versa. Obviously I
have some bias in this but I think the lawyers and the technical
people we have are the best in the government and here I can say
with some fairness. As many of you know, I worked at the Depart-
ment of State, U.S. Department of the Treasury, the White House,
U.S. Department of Justice. I have a pretty good sense of compari-
son and it is a top-flight group of people. So, I think it would be
a mistake to start to dismember these functions.
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Chairman THOMAS. Thank you, Mr. Ambassador. Gentleman
from New York wish to inquire?

Mr. RANGEL. Mr. Ambassador, you are good at what you do but
I do not think that free trade is win-win. When you make these
types of adjustments; when certain jobs no longer make sense to
our businessmen and it makes more sense for them to go abroad,;
when you have 9 million people that are out of work; when you find
3 million people have lost manufacturing jobs; when you find that
you have a tax policy where we just do not have the revenues to
support Federal programs and that we are asking the States to as-
sume more and more of the education and training responsibilities;
when you find people that have been out of work and they do not
have unemployment benefits and they have given up on jobs and
their families are broken; and when you find out of these groups
where the military looks like a fairer option in terms of economic
opportunity and you take a look at those people that are being sac-
rificed in Iraq and find out that they come mainly from families in
rural areas, inner cities where unemployment is extremely high—
it is really not win-win.

If we did have a program that understood that yes, progress is
going to cause displacements and we are going to be there and not
be insensitive, but you are not the Secretary of Labor; you are not
the Secretary of Education; you are not the Treasury Secretary, so
you do what you have to do but when the pain has to be felt, it
does not fall on the affluent. It does not fall on those that clip cou-
pons. It falls on those that have the very, very least. That is why
if you had to find out one thing that separates the parties philo-
sophically is that we say that when you do have trade agreements
you should have minimum standards, world labor standards that
are included in these agreements and that they be enforceable.

You, in negotiating these agreements, even if some of these
standards make sense, you have to look at the committees in the
Congress to see where you are going to get the votes from. Well,
with some of these things we need some leadership to find out
whether you can bring the parties together so that you can share
with us why Republicans think that it is wrong to have basic labor
standards in international trade agreements that protect the work-
ers over there so that we are not dealing with those people that
abuse the human rights and the labor rights of the people that are
there.

You mentioned and I have mentioned that now the European
Union has seen fit to provide sanctions against our exporters. They
are not doing it against Democrats or Republicans; they are doing
it against the United States of America. Certainly in my State of
New York where we have agricultural products and other products,
they are going to escalate the tariffs. I guess we are going to recip-
rocate against them and then it is going to be a lose/lose.

What makes the Administration so unreceptive of trying to pro-
vide some leadership so that we can look like we are a country of
citizens and not of parties? You have Mr. Thomas’s bill. He has
taken a $4 billion trade initiative and made a $128 billion problem
out of it with a big deficit. You have the Crane-Rangel bill that
does not cost anything and, at the same time, does not put all the
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money overseas to attract investment. You have the Grassley bill
over there that seems to be a compromise of all of these bills.

If you are just waiting for Republicans and Democrats—and we
do not even talk to each other here. So, does it not appear to you
as an American that the President of the United States should be
able to say hey, we are all Americans; let us get on with it; let us
solve this problem? There is enough to fight about but this should
not be one of the issues and yet the very issues, the labor and envi-
ronment issues in trade, how you treat the unemployed, how the
lack of sensitivity to those who are displaced, these are American
issues and yet I do not hear anything from the Administration. I
am not saying that you should be dealing with it but it is not win-
win when factories close and people are unemployed and the dig-
nity of having a job is lost, including health insurance. It is mean,
it is painful, and it is costly.

Mr. ZOELLICK. Well, I am glad you start out by saying that I
do my job well. Well, Mr. Rangel, you have a tall order there.

Chairman THOMAS. The gentleman’s time has expired but if
you can provide a succinct comment, and perhaps some of it could
be responded to in writing.

Mr. ZOELLICK. Well, with your indulgence, Mr. Chairman, I
will just touch on a couple of points.

Chairman THOMAS. Certainly.

Mr. ZOELLICK. One, as you focused on the FSC bill, Mr. Rangel,
the President has done exactly what you said. He said whether it
be Democrat or Republican, House or Senate, come together and
pass a bill. So, there are different bills, as you and I discussed, and
frankly there are different approaches to try to deal with this prob-
lem and it is the prerogative of the Congress under the Constitu-
tion to determine that and we would be pleased if Congress can
move on those items. I know the Chairman has pushed this. I know
you have pushed this. I know both of your intentions are to try to
get it done and that is what the President has asked, is would the
Congress please get this done so we do not have the retaliation
against American exports.

Now, on environment and labor issues, again we may in the
hearing be able to go through this in greater detail but actually,
this Administration built off the Jordan agreement negotiated by
the Clinton Administration, in view added to it and we now have
environment and labor provisions in trade agreements. Other coun-
tries do not enforce them and we do.

Now, the core aspect of those agreements is to require countries
to enforce their own environmental and labor laws and then, along
with that, we work with countries to try to make sure, whether it
be environment or labor, that they have good laws. So, if you look
at most of the countries that we have dealt with, Chile, for exam-
ple, the agreement that I know both of you supported, in the proc-
ess of doing the FTA they totally overhauled the Pinochet-era labor
code. In the case of some of the countries we are dealing with right
now, Morocco added a whole new set of labor laws that will go into
effect in June. El Salvador recognizes that it is not just a question
of labor laws and this will be the big challenge; it is a question of
getting resources devoted. So, they have added 20 percent to their
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enforcement resources and they have cut down the time in terms
of hearing a complaint to 1 or 2 weeks.

There 1s a new government in Guatemala. The President has a
very strong human rights background. He has appointed people to
the key positions that have already threatened that countries in
the economic processing zones that do not allow workers to orga-
nize will not be able to have their licenses. So, now for the first
time they are bringing forward collective bargaining agreements.
In Morocco what we tried to do is to supplement it with support
by the U.S. Department of Labor of about $5 million to try to deal
with child labor and enforcement and also with the ILO about an-
other $3 million.

In CAFTA, I was down in Costa Rica when we announced a
grant of almost $7 million to try to deal—to help people understand
the labor laws better, help with better enforcement, develop sys-
tems like mediation. I have gone over to other places, like the
Inter-American Development Bank and the World Bank, to see
what financial support we can get from them. We have about a $25
million effort, public and private, to deal with child labor issues in
Central America.

So, these are frankly far better than the situation that we inher-
ited, Mr. Rangel, and I hope that they would give those who I know
would like to support trade but want to be able to show the im-
provements in terms of labor and environment a very strong case
to make because at the end of the day it really is going to require
three things, Mr. Rangel. It is going to require good laws in these
countries; it is going to require enforceable obligations, which we
have in our agreements; and it is going to require the resources to
move forward. You and I both know because we worked with both
the Caribbean and sub-Saharan Africa and others, that at the end
of the day it is best if it is a cooperative effort. You have to develop
the sense in these countries themselves to develop the civil society
and to have an ongoing effort. So, the one thing I can assure you,
Mr. Rangel, as we go forward, and I think you know this, is that
we are committed to trying to use the trade agenda to not only
open markets but open societies and do it in a way that improves
environment and labor conditions and deals with anti-corruption
and a whole series of other issues. I think we have a good record.
I would be pleased to, as you know, talk about it with you at great-
er length.

Chairman THOMAS. I thank the gentleman. The Chair is more
than willing to allow for an expansive response to the Ranking
Member but the Chair would appreciate it if Members would show
a degree of self-discipline, operating under the 5-minute rule. The
Chair recognizes the gentleman from Illinois if he wishes to in-
quire.

Mr. CRANE. Thank you, Mr. Chairman. Our colleague, Mr.
Levin, raised the point that since President Bush took office we
have lost about 2.3 million jobs in manufacturing here and since
President Hu Jintao took office in China they have lost about 3
times that many manufacturing jobs. The loss of manufacturing
jobs in countries around the world has been overwhelming, and
what is the explanation behind all that loss of manufacturing jobs
worldwide?
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Mr. ZOELLICK. Well, it really goes to the point, Mr. Crane, that
in all countries as you increase the productivity, you need fewer
workers to create the overall product that you used to do. So, let
me just give you a context. In the 1991 to 2000 period our manu-
facturing trade deficit rose from $48 billion to $328 billion. That is
before we took office. At the same time, manufacturing output rose
64 percent and actually the jobs increased by a little bit, not by
much but a little bit.

Now, why is that? It really goes to the point Mr. Rangel and I
were talking about about win-win. The real challenge here is if we
can open everyone’s markets—and our markets are relatively
open—and we get others to grow, they are going to buy more. So,
the fallacy of some of the win/loss notions of trade is the idea that
if the other person opens their markets or we open our markets,
that you do not both benefit. If you look at the history of the world
economy, particularly after the 1930s where people tried the other
approach of blocking trade, what you can see is the world can grow
together.

Now, there are serious problems, as Mr. Rangel mentioned. We
have legitimate differences about how to try to deal with these,
whether it be taxes or education or worker adjustment and train-
ing. I think we probably all agree, though, that the challenge is if
we are going to open markets, we need to help people adjust. We
may have a different view of how to do that in terms of educational
policy, we may have a different view in terms of tax policy, but we
all want to try to help people be able to make that adjustment.
That is why I have always been a strong supporter of TAA and try-
ing to think of new ways to try to use that because I think if you
are going to have an open trading system, whether it be manufac-
turing or services or others, you have to help people get back on
their feet.

Mr. CRANE. As I am sure you are aware as a former history stu-
dent, historically the Republican Party was the party of protec-
tionism and isolationism. I grew up before World War II and listen-
ing to the debates amongst relatives in those days and my family
were all Republicans from the beginning; I think they would all be
voting Democratic today based on their views on trade.

It was something that caused the Republicans controlling Con-
gress to pass in 1890 the McKinley Tariff Act, which was the most
protectionist tariff measure in our history up to that point. Grover
Cleveland, Democrat, had been in for 4 years, out for 4 years, when
that act was passed. Then he got reelected again and he worked
to dismantle it and restore the economy because it caused an eco-
nomic downturn that was very substantial and hurt everybody.
Grover Cleveland made the observation at the time when you put
those walls around your country, you impose the greatest injury on
that man who earns his daily bread with the sweat of his brow, to
which I say amen. It took Republicans until after World War II to
finally become free-traders and unfortunately, many of our col-
leagues on the other side shifted gears and went the other way. Let
us hope that we still have the opportunity to get the case out there
and present it in a way that will guarantee that we will make the
kind of progress we need.
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One last quickie question with you. Few industries are as de-
pendent on intellectual property protection, specifically patent pro-
tection, as the pharmaceutical industry and will you include in this
year’s review and report market access barriers faced by U.S. phar-
maceutical manufacturers in foreign markets?

Mr. ZOELLICK. I am sorry; I did not hear the last part, Mr.
Crane. You said will we include

Mr. CRANE. Tariff barriers, market access barriers faced by U.S.
pharmaceutical manufacturers in foreign markets.

Mr. ZOELLICK. I believe we are required to do that already but
I will double-check to make sure.

Mr. CRANE. Thank you very much.

Chairman THOMAS. I thank the gentleman. Does the gentleman
from Michigan, Ranking Member on the Subcommittee on Trade,
wish to inquire?

Mr. LEVIN. Thank you. I do. I do not want to talk about 50 to
60 years ago. I just want to say, Mr. Ambassador, you can continue
to say that those who raise these issues are proposing economic iso-
lationism but those of us on this Committee who raise these issues
and those in the Senate, including Senator Kerry, who raise these
issues, if you try to pin the label of economic isolationism on us and
on them it just will not work. It is a dog that will not hunt. You
can keep on saying it but I think the trouble with it is it masks
the issues and it tends to diminish a discussion of the key issues.

Let me just say about FSC, you say it is the prerogative of this
Congress, but so is tax policy and other policies and I just want to
give you my view as someone who sponsored, with Mr. Crane and
Mr. Rangel and Mr. Manzullo a bill many, many months ago. If the
Administration does not do more than simply say Congress should
get it done, I do not think it is likely it will get done. The Adminis-
tration must take a leadership position and say what it wants. It
does not mean we will give it exactly what it wants but on other
issues the Administration has taken a distinct position. We do not
know what your position is on any of these FSC replacement bills.

On CAFTA, enforce your own laws? You do not say that about
intellectual property or about subsidies or about other things. Tar-
iffs? You say change your laws. While enforcement of your own
laws may work with Singapore and Chile and I voted for it because
they have the five standards in their laws and they enforce them,
that is not true in the Central American setting. You talk about
the need to open up societies. One good way to help do that in Cen-
tral America is for them to give their workers the freedom of asso-
ciation and it will also help us sell products to them.

I want to just ask you quickly, though, about China. I know, as
always, you are prepared and sometimes we work together, as we
did on that medicine issue at Doha and I congratulate you on the
breakthrough there. Look, we worked hard to get a special safe-
guard provision, a specific one, in China Permanent Normal Trade
Relations (PNTR), and it was worded differently than others, as
you know. In essence, there is a presumption in favor of providing
relief, an effort to somewhat restrict the discretion of the President.
So, we wrote in there that the adverse impact on the U.S. economy
must be clearly greater than the benefits of such action.
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So far there have been, as you know, three petitions filed. The
ITC in every case suggested action. In every case—and the last
one—I forget the first two, the exact votes—the last one was unani-
mous and the others, I think, were close to that. Yet the President
decided to do nothing. So, I would like to know and there may not
be time here, I would like to have a specific indication from you as
to what was the rationale, because I know you were involved in
this, for a decision to turn down this third in a row safeguard ac-
tion. As far as I am concerned, the feeling is three strikes and you
are out in terms of stepping up to the plate and using a critical
part of PNTR. I see the yellow light. I read the President’s decision.
It did not spell out how he met the standard and I would appre-
ciate it if in the next few days or whatever is reasonably conven-
ient but expeditious if you could spell out the exact reasoning in
each of these three cases.

Mr. ZOELLICK. I am going to seek the Chairman’s indulgence
because I think those are two important points. It is frankly very
important for the Committee to hear as a whole. On the CAFTA
issue, let me just note what the ILO, the——

Mr. LEVIN. Mr. Zoellick, let me just interject.

Mr. ZOELLICK. May I answer the question?

Mr. LEVIN. I then want a chance to respond if you are going to
go into——

Mr. ZOELLICK. I am sorry. Do I get a chance?

Chairman THOMAS. The Chair understands that the question
was asked by the gentleman from Michigan with then a stipulation
that he wanted you to answer him in writing. You wanted to offer
some answer to the question for the full Committee. The gentleman
wants to respond to whatever it is that you are going to say, as-
suming he is not going to agree with whatever you are going to
say.

Mr. LEVIN. This was on CAFTA.

Chairman THOMAS. So, the Chair is willing again to allow for
an exchange based upon the way the question was asked and the
desire to respond. My assumption is that notwithstanding your
verbal response, the gentleman from Michigan’s request for a writ-
ten response would still be in order.

Mr. LEVIN. On the China——

Chairman THOMAS. The three-segment question. So, the Chair
is more than willing to go forward as long as the questions are
asked and the responses that are provided are illuminative of the
concerns that the Committee has.

Mr. ZOELLICK. Well, I will try to illuminate. You made a point
about the ILO standards and I just want to take a moment to tell
you what the ILO has said about the six Central American coun-
tries, including the Dominican Republic. First, the right of workers
to freely exercise their right to form trade unions is recognized by
the respective constitutions of these countries. So, you have an in-
terest in the ability to freely exercise the right to form trade
unions. Two, national legislation recognizes the right to voluntary
collective bargaining. Three, the right to strike is recognized under
national legislation. These are the ILO’s words, not mine. Four, the
principle of equality and the prohibition against discrimination are
enshrined in the constitutions of all the countries covered by this
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survey. Five, the constitutions of the five countries include special
provisions concerning the employment of minors. Six, constitutional
law in these countries recognizes the right of any citizen to choose
his or her work freely, to obtain decent employment, recognizes
that it is the right of workers to terminate their contracts of em-
ployment at any time.

The laws are pretty good. Where I hope we can work together,
Mr. Levin, is on the enforcement of those laws and the resources.
That is where we really need to make the effort. Now as for your
second question

Mr. LEVIN. Let me just respond and then go on, just so the issue
is joined here. I urge everybody to read the ILO report. It indicates
20 or more significant problems in the CAFTA countries with the
right to associate and the right to bargain collectively and others.
I urge anyone to go down to Central America. It is not just that
the laws are okay, they are not enforced. There are deep holes in
the law of these countries. Workers who try to associate can be
fired and simply paid severance.

Your failure, your insistence on using “enforce your own laws,”
no matter how they are, is one of the reasons why CAFTA cannot
pass this Congress, Mr. Zoellick.

Mr. ZOELLICK. The reason that CAFTA has trouble is because
we have a bunch of economic isolationists using labor as an ex-
cuse——

Mr. LEVIN. No.

Mr. ZOELLICK. If I could answer your second question——

Mr. LEVIN. Mr. Zoellick, if you want to call Mr. Rangel and me
an economic isolationist

Mr. ZOELLICK. I will be happy to talk about it.

Mr. LEVIN. You can do it. I just want to tell you to sit here and
to call Mr. Rangel, myself, Mr. Cardin, as I go down the line, and
Senators on the other side who have disagreement with you on this
economic isolationists

Mr. ZOELLICK. I did not say that.

Mr. LEVIN. Yes, you did.

Mr. ZOELLICK. Find it in the record.

Mr. LEVIN. I did. T will.

Mr. ZOELLICK. There was certainly a lot of debate over the past
couple of months in this country

Mr. LEVIN. I am talking about us and the Senate.

Mr. ZOELLICK. I am trying to work with you, Mr. Levin.

Chairman THOMAS. The Chair is willing to allow for continued
questions beyond the 5-minute rule, now 4 minutes beyond the 5
minutes, if there are questions asked and answers provided. If we
continue exchanges in which there is a give and take over points
that turn it into a debating society, the Chair will stringently en-
force the 5-minute rule. Was there one additional response to the
questions asked by the gentleman from Michigan?

Mr. ZOELLICK. Yes, Mr. Chairman. I think this is one where
Mr. Levin and I can come closer. What I want to assure you, Mr.
Levin, is that——

Chairman THOMAS. There is plenty of room for that.

Mr. ZOELLICK. Is that we welcome effective Section 421 provi-
sions and the key here, I think you alluded to. There is language
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that says that after the ITC does a market disruption standard,
which is why you get the votes that you do—it is a relatively mod-
est standard—then it is the job of the President to make an assess-
ment of national interest, including the adverse impact of the U.S.
economy being clearly greater than the benefit.

So, you asked about the most recent case. The ITC itself found
that the costs of this action, of any protective action, would be
greater than the benefit, and they gave numbers. In addition, what
they pointed out is that they expected that if we put up any sort
of barriers, that actually the benefits would just go to other coun-
tries abroad, so the United States would not get a benefit. Now in
this case, this particular country, and this is some of the challenge
we have when we look at these, part of its problem is it has had
400 environmental violations and Occupational Safety and Health
Organization (OSHA) violations in recent years.

Mr. LEVIN. That is not mentioned in the decision.

Mr. ZOELLICK. The decision did not have to be based on that
because of the economic interests, but I am explaining the context
that we have to deal with. They have had felony violations for both
labor and environmental, and a misdemeanor on the labor one.
They have had fines. They are now under public indictment for try-
ing to stop their workers from talking about these violations. My
point, Mr. Levin, is just this company has other problems than
China. Now, I would be happy to go through the other ones and
talk through each one. We will give it to you in writing.

Mr. LEVIN. Good.

Mr. ZOELLICK. The key point where I hope we can get some
point here is we are not averse to using the Section 421. We used
it in terms of the textile safeguards, as you know, but we have to
make an evaluation of does it hurt the Americans that would use
the product more than it would help that beneficiary and, if we cre-
ate a barrier would the business just go somewhere else in the
world? So, I would be happy to go through the logic with you.

Mr. LEVIN. Thank you.

[The information follows:]

Executive Office of the President

The United States Trade Representative
Washington, D.C. 20508

April 2, 2004

The Honorable Sander M. Levin
U.S. House of Representatives
Washington, D.C. 20515

Dear Congressman Levin:

The President has asked me to reply to your letter regarding the China-specific
safeguard mechanism set forth in Section 421 of the Trade Act of 1974, as amended,
and the recent investigation of imports of certain ductile iron waterworks fittings
from China. I would also like to take the opportunity to respond to your question
at the March 11 Ways and Means Committee hearing regarding the President’s de-
flision in the two earlier Section 421 cases involving pedestal actuators and wire

angers.

First, in all three cases the President has accepted the U.S. International Trade
Commission’s (ITC) factual determination that the domestic industry had suffered
market disruption. However, the President’s role under Section 421 is to consider
the broader question of how import restrictions would affect the national economic
interest and, specifically, whether the adverse impact on the U.S. economy would
be clearly greater than the benefits. In these three cases, the President determined
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that import restrictions would have an adverse impact on the U.S. economy clearly
greater than the benefits of such action based on the particular circumstances of
each.

In the pedestal actuators case, the proposed import restrictions—quotas—were
unlikely to provide any benefit to the one U.S. producer of pedestal actuators. In-
deed, the U.S. producer’s major U.S. customer testified that it had been sourcing
pedestal actuators from a Chinese company because of dissatisfaction with the U.S.
producer. It testified that, if quotas were imposed, it would source its over-quota
pedestal actuator needs from another foreign company, most likely one from Tai-
wan. At the same time, higher input costs due to the import restrictions would like-
ly have harmed the downstream U.S. industry that incorporates pedestal actuators
into mobility scooters, particularly with regard to its ability to compete with foreign
producers of imported mobility scooters. Furthermore, the increased costs resulting
from the import restrictions had the potential to harm the aged and disabled con-
sumers of mobility scooters. This set of circumstances, combined with the fact that
the import restrictions also would have hurt some of the many U.S. workers em-
ployed by the U.S. consuming industry, meant that the import 85 percent of the
U.S. wire hanger market. In the President’s view, with this dominant share of the
market, domestic producers had the opportunity to adjust to competition from Chi-
nese imports without import relief. At the same time, the President noted the strong
possibility that import relief would actually provide little or no benefit to any of the
domestic producers, given evidence indicating that wire hanger production would
simply shift from China to third countries not subject to Section 421’s China-specific
restrictions. The President also cited other considerations in support of his decision,
including the uneven impact of import relief on domestic distributors of wire hang-
ers as well as the additional costs that would be incurred by downstream consumers
of wire hangers, and in particular dry cleaning companies, which are in many cases
small, family-owned businesses.

In the fittings case, the President’s decision was based on two fundamental con-
siderations. First, he found that imposing the import relief available under Section
421 would be ineffective because imports from third countries would likely replace
curtailed Chinese imports. He noted that the switch to third country imports could
occur quickly because the major U.S. importers already import substantial quan-
tities from countries such as India, Brazil, Korea and Mexico. He also noted that
any lag time in switching from China to alternative import sources would not likely
lead to significant additional demand for domestically produced fittings, given that
importers’ current inventory supplies can last 6-12 months. Second, as confirmed
by data analysis conducted by the ITC, the President found that import relief would
cost U.S. consumers substantially more than the increased income that could be re-
alized by domestic producers. These costs would be borne largely by local govern-
ments (and taxpayers) seeking to build, expand or upgrade municipal water sys-
tems.

While not necessary to the President’s decision, the public record makes clear that
other serious factors have contributed to petitioner’s problems. The public record re-
veals that, since 1995, the petitioner has been cited for over 400 workplace safety
violations and 450 environmental violations. The public record also shows that peti-
tioner has a State misdemeanor conviction for willfully violating workplace safety
rules and causing a worker’s death, as well as a State felony conviction for an envi-
ronmental violation. In addition, in December 2003, five, current or former man-
agers of one of petitioner’s subsidiaries were the subject of a 35 count Federal crimi-
nal indictment alleging they conspired for years to violate workplace safety and en-
vironmental laws and obstructed repeated Federal Government inquiries by lying,
intimidating workers into silence imports. In fact, in 2003, more than 50 percent
of the anti-dumping orders put in place by the Commerce Department involved Chi-
nese imports, up significantly from the historical average of just under 20 percent.

At the same time, the Administration is actively working to open markets for U.S.
manufactured and other goods in China, and these efforts have met with some suc-
cess. U.S. exports to China increased by 28 percent in 2003. Indeed, over the last
3 years, while U.S. exports to the rest of the world have decreased by 9 percent,
U.S. exports to China have increased by 76 percent. China has become a major con-
sumer of U.S. manufactured and agricultural exports, while U.S. service providers’
share of China’s market has also been increasing rapidly in many sectors. Neverthe-
less, as you are aware, our firms continue to face significant trade barriers that
China should have eliminated or reduced when it joined the World Trade Organiza-
tion. As you can see from our 2003 Report to Congress on China’s WT'O Compliance,
issued in December, we are working hard, and will continue to work hard, to ad-
dress these matters on a number of fronts.
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In addition, we just filed the first case against China at the WT'O on March 18.
We are challenging China’s discriminatory tax rebate policy for integrated circuits,
which adversely affects more than $2 billion of U.S. exports annually.

Thank you for bringing your concerns to my attention, and please do not hesitate
to contact one should you or your staff have further questions.

Sincerely,
Robert B. Zoellick

——

Chairman THOMAS. The gentleman’s time has expired and in
both the Ranking Member of the full Committee and the Ranking
Member of the Subcommittee on Trade’s position’s stature, the
Chair was willing to more than double the 5 minutes. The Chair
is constrained to say that in looking over both sides of the dais he
sees no one else that meets that same standard of indulgence, so
the 5-minute rule will be more rigorously enforced. Does the gen-
tleman from Florida wish to inquire?

Mr. SHAW. Yes, Mr. Chairman, and I will abide by the 5-minute
rule and not in any way test your patience this morning. Mr. Am-
bassador, you and I have talked at length about the Secretariat of
the Americas and the placement of it and the importance of having
it in this country. There is no question in my mind but that Miami,
Florida would be the best location because of air transportation, be-
cause of the diversity of language, and I think also that they have
made a very substantial bid for this. I have a full statement re-
garding that that I would like to ask unanimous consent to be
placed into the record.

Chairman THOMAS. Without objection.

[The opening statement of Mr. Shaw follows:]

Opening Statement of The Honorable E. Clay Shaw, a Representative in
Congress from the State of Florida

Mr. Ambassador, welcome back.

I have a few areas of the Administration’s trade agenda to discuss this morning.

I would like to begin with an issue that is tremendously important to the State
of Florida. As you well know, the United States is in the process of ongoing negotia-
tions of the Free Trade Area of the Americas. When completed, this agreement will
include 34 democracies in this hemisphere and will be the largest free trade area
in the world.

An important component of the FTAA negotiations is the issue of housing the
FTAA permanent Secretariat.

Earlier this month, Miami officially submitted its proposal to be the permanent
home of the Secretariat. Included in their proposal was a rationale detailing the nu-
merous reasons why Miami is the ideal choice for the permanent Secretariat. I
would like to highlight some of these attributes to you now.

To begin with, Florida is the largest trading partner with most all Latin American
and Caribbean nations. With respect to Miami, it is the undisputed leader in inter-
national business for the Western Hemisphere, housing 300 regional and world
headquarters of Fortune 500 companies, more than 100 foreign consular offices and
foreign business organizations and more than 100 international banking institu-
tions. Miami also has the largest number of custom brokers and freight forwarders
in the United States and because of it’s geographical location and IT infrastructure,
it has become the high-tech link between the United States, Central and South
America, the Caribbean and Europe.

Of certain concern to FTAA Secretariat consideration is the flow of travel in and
out of the future headquarters. Miami answers that call with the Miami Inter-
national Airport, the top U.S. airport for international travelers to and from Latin
America, offering more direct flights to Latin America and the Caribbean than any
other airport in the world. But if you prefer to arrive by sea, Miami is well equipped
to handle that request as the undisputed “cruise capital of the world,” not to men-
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tion that the Port of Miami is also one of Florida’s top container ports. And finally,
let us not discount the natural beauty of this city by the sea with beautiful year
round temperatures and cultural and entertainment options to satisfy most any
taste. For all these reasons and more, I urge your and the Administration’s support
of Miami as the permanent home for the FTAA Secretariat.

Now let me turn to another area of international concern, the ongoing situation
in Haiti, an island nation less than 700 miles off the coast of the United States.
What we have seen in the last few weeks is the culmination of years of frustration
and struggle on the part of the Haitian people, eager to provide for a better life for
themselves and their families. As I have said in the past, I believe strongly that
there can be no democracy until there is an economy. The people of Haiti have suf-
fered too long, remaining to this day, the least developed nation in the Western
Hemisphere. Haiti is a country drowning in over 70% unemployment and over 80%
poverty rate for it’s population of 7 million. One out of 12 Haitians suffer from HIV/
AIDS, and an estimated 250,000 Haitian children are orphaned.

As we sit here today, our trade policy with Haiti is at a critical juncture and the
United States stands poised to make a substantial contribution to this struggling
nation. While I applaud the Administration and our international partners for the
handling of this crisis, we can not drop the ball and allow Haiti to slip back into
lawlessness and despair. Our economic policy will largely determine how the scale
will tip in regards to Haiti and I encourage the Administration to embrace a policy
that encourages economic stability and growth; as well as improved quality of life
in Haiti.

One such measure is a bill I introduced along with my friend Senator Mike
DeWine and others on this Committee, The Haitian Economic Recovery Opportunity
Act, H.R. 1031. Specifically, our bill amends the “Trade and Development Act of
2000” by granting duty-free status on Haitian apparel articles assembled from fab-
rics and yarns from countries in which the U.S. has a free trade agreement. This
bill, in my view, is an economic lifeline Haiti desperately needs.

The time is now to assist Haiti. As our trade agenda moves forward, it’s vitally
important we remember the Haitian people.

Mr. Ambassador, I thank you for your work in this area and your efforts to im-
prove trade relations between our two counties. As we work together to make eco-
nomic, social and political stability in Haiti a reality, we will mark our progress not
only in jobs created, but in families who no longer have to say goodbye on one shore
in search of a better life on another.

If you would please comment on these two areas.

————

Mr. SHAW. I also want to comment or associate myself with the
comments of Mr. Crane with regard to the sugar industry. We are
losing a lot of jobs. There is no reason for the candy industry to
stay here in the United States when the main ingredient into the
product on the world market is substantially lower. I think the con-
cessions that are given to sugar are a mistake and I would hope
that in further negotiations, particularly as we go into Central
America, that we open up our sugar market to the world trade.
That is not a question. That is just expressing my opinion with re-
gard to that.

There is a bill that is out there—I know Mr. Crane is a cosponsor
and I think Mr. Rangel may be a cosponsor, too, and that I am cer-
tainly supporting as a sponsor of, and that is the setting up of knit-
to-fit shops down in Haiti, the sewing shops, and making it free of
tariffs on imports coming to the United States, provided the tex-
tiles used come from a country with which we do have a FTA with
regard to those textiles. These people down in Haiti are desperate.
We are wasting our time trying to grow a democracy where there
is no economy. We have to go along a parallel course and grow the
economy at the same time. Without that, any advances that we
make with placing a democratically elected government in Haiti
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that can sustain itself and take care of the people and be popular
to the people would be lost.

My question to you is has the Administration or you taken a po-
sition with regard to the bill? I think you are probably familiar
with it. Or is there anything else you would like to tell us about
how we might be able to energize the economy in Haiti?

Mr. ZOELLICK. I am not familiar with that particular bill, Mr.
Shaw, but I will check into it. I do not know if this is similar to
the one that Senator DeWine has talked about on the Senate side?

Mr. SHAW. Yes, it is.

Mr. ZOELLICK. What I also mentioned to Mr. Rangel is I think
we all share an interest in helping Haiti and frankly, the best
thing that I can think of in the near term is to try to complete this
FTA with the Dominican Republic and get that through the Con-
gress because when I was down there recently I learned there are
about a million Haitians working in the Dominican Republic.
Someone mentioned to me this morning there may be now 2 mil-
lion. There are some coproduction-sharing operations that were de-
veloped under the CBI that was passed by the Congress and we are
trying to be very careful in this FTA that we actually do something
that might encourage those and certainly not do anything to dis-
courage those.

So, I wish I had a better idea to deal with Haiti’'s economy but
I think the best thing right now I could think of to do is to make
sure that the economy of its neighbor is growing and dynamic. As
many of you know, the Dominican Republic has had its own finan-
cial problems this year, so it is even more important to try to move
that forward.

I will say again, when I was down there with Mr. Weller, we also
met with the lead opposition candidates, and I think they have
been supportive of this effort, too. So, even though President
Mejia’s term is coming to an end, he is running for reelection, we
want to try to make sure that there is broad support in the Domin-
ican Republic to make this go forward, but I will be pleased, Mr.
Shaw, to look at the other bill, too.

Mr. SHAW. Thank you and I yield back, Mr. Chairman.

Chairman THOMAS. I thank the gentleman. The Chair, in an at-
tempt to even up the sides in terms of inquiries, would now wonder
if the gentlewoman from Connecticut wishes to inquire.

Mrs. JOHNSON. Thank you, Mr. Chairman. Welcome, Mr.
Zoellick. First of all, I want to congratulate you on building labor
and environmental provisions into all of our trade agreements, and
I did not know that we were the only country to do this and to try
to do it in a way that those provisions will be enforceable and re-
sult in other countries making some real progress on the quality
of their domestic labor and environmental laws.

I also want to congratulate you on the impact on manufacturing
of so many of the agreements that you have worked out and are
working on, and I am going to eliminate all the preambles to my
questions and just lay out my three questions. If you prefer to an-
swer any of them in writing, you may do so. I would also like a
copy of the letter you are going to do for Mr. Levin on those three
cases that were brought in regard to China.
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So, first of all, I would like an update on how the USTR’s office
is increasing pressure on the Chinese to prevent counterfeiting. It
is just a huge problem, all kinds of evidence of their marketing
other people’s goods, and I want to know what you are doing to in-
crease enforcement of the intellectual property provisions of the
agreement to which they are a signatory.

I also want to know what you are doing to reduce direct state
subsidies that Europe provides to its big multinational companies.
I know over the years we have made some progress on all of that,
but there is much more progress to be made and as we are faced
with repeal of the Extraterritorial Income (ETI), I would like to
know what progress we are making in regard to backing down the
direct subsidies that Europe provides to its multinationals.

Last, I hope as you review the ETI proposals with us that you,
with all your experience in the global economy, can assure that we
do give our businesses a more competitive position in the global
economy than they will enjoy if we simply repeal the one thing that
has been really helpful to at least our multinationals. So, it is not
just repeal. We have to replace with something of quality that
assures that we will not lose jobs in America because of this change
in our tax law. So, I look to you for help on that. Those are the
three things I would like your attention to.

Mr. ZOELLICK. Well, let me deal with the third one last because
I can be briefest on it. That is I am not a tax expert but I, of
course, would always be pleased to work with Members of the Com-
mittee, both sides of the aisle, and give whatever advice I could
and I know that the Treasury team that is tax experts I know is
also willing to do the same. I have been in a number of meetings
where they have offered their suggestions and ideas.

On the China IPR issue, you are exactly right, Mrs. Johnson.
This is a huge issue and I am glad you focused on the counter-
feiting part because there are problems with basic intellectual
property but the