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THE U.S.-KOREA
FREE TRADE AGREEMENT NEGOTIATIONS

TUESDAY, MARCH 20, 2007

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

The Subcommittee met, pursuant to notice, at 2:48 p.m., in room
1100, Longworth House Office Building, Hon. Sander M. Levin
(Chairman of the Subcommittee), presiding.

[The advisory announcing the hearing follows:]
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ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS
SUBCOMMITTEE ON TRADE

FOR IMMEDIATE RELEASE CONTACT: (202) 225-6649
%ﬁlrch 13, 2007
-3

Chairman Levin Announces a Hearing on the
U.S.-Korea Free Trade Agreement Negotiations

Ways and Means Trade Subcommittee Chairman Sander M. Levin today an-
nounced a hearing on negotiations to complete a free trade agreement between
South Korea and the United States. The hearing will take place on Tuesday, March
20, in the main Committee hearing room, 1100 Longworth House Office Building,
beginning at 2:00 p.m.

Oral testimony at this hearing will be from invited and public witnesses. Any in-
dividual or organization not scheduled for an oral appearance may submit a written
statement for consideration by the Committee and for inclusion in the printed
record of the hearing.

FOCUS OF THE HEARING:

The purpose of the hearing is to examine ongoing negotiations to conclude a free
trade agreement between South Korea and the United States and to assess the state
of the negotiations going into their final week.

BACKGROUND:

The Republic of Korea has the tenth-largest economy in the world, with a GDP
per capita of over $24,000. Korea is also the United States’ seventh-largest trading
partner, accounting for over $78 billion of bilateral trade in 2006. United States
goods exports to Korea were $32 billion in 2006, while imports were $46 billion, re-
sulting in a $13 billion U.S. goods trade deficit with Korea in 2006. Sixty percent
of this deficit reflects the imbalance in U.S.-Korea automotive trade alone. Korea
is a major destination for U.S. chemicals, petroleum products, and semiconductor
machinery. Korea is a major exporter to the United States of automobiles, semi-
conductors, and steel. The United States is the largest source of foreign direct in-
vestment to Korea.

On February 2, 2006, United States Trade Representative (USTR) Robert
Portman and South Korean Trade Minister Kim Hyun-chong announced the coun-
tries’ intention to negotiate a free trade agreement (FTA). Negotiations began for-
mally in May 2006. The eighth round of negotiations is scheduled to conclude today.
Since May 2006, the two sides have reported progress in some areas such as some
industrial tariffs, customs administration, some anti-corruption measures, and for-
eign investment; however, sharp differences remain over trade in autos, pharma-
ceuticals, and agricultural products and over Korean demands that the United
States change its antidumping law. Both sides are still aiming to complete the nego-
tiation before the end of March to comply with deadlines under the Trade Act of
2002.

A free trade agreement with Korea would be the second largest FTA in which the
United States is a participant and the largest in which Korea is a participant.

The hearing will focus on the major outstanding issues in the negotiation. These
include opening Korea’s automotive market, which remains a sanctuary market es-
sentially closed to any significant import competition almost 20 years after Korea
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lifted its formal ban on imports. Korea’s successful import substitution policy, before
1988 and since, has resulted in a market with marginal import penetration of 3.6
percent, virtually all of it concentrated in one segment of the market—luxury se-
dans—for which there is essentially no competition in Korea. Korea’s is the lowest
levelld of import penetration of any major automotive producing economy in the
world.

The hearing will also focus on key agricultural benefits of increasing market ac-
cess for U.S. farmers and also lingering issues such as Korea’s largely closed rice
market and Korea’s repeated efforts to close its market to exports of U.S. beef. Addi-
tional issues to be explored will be concerns raised on pharmaceuticals, services, and
investment and how the FTA will address these concerns.

DETAILS FOR SUBMISSION OF REQUESTS TO BE HEARD:

Requests to be heard at the hearing must be made by telephone to Katherine
Wang at (202) 226-7215 no later than the close of business Thursday, March 15,
2007. The telephone request should be followed by a formal written request faxed
to Janice Mays, Chief of Staff, the Committee on Ways and Means, U.S. House of
Representatives, 1102 Longworth House Office Building, Washington, D.C. 20515,
at (202) 226-0158. The staff of the Committee will notify by telephone those sched-
uled to appear as soon as possible after the filing deadline. Any questions con-
cerning a scheduled appearance should be directed to the Committee staff at (202)
225-1721.

In view of the limited time available to hear witnesses, the Committee
may not be able to accommodate all requests to be heard. Those persons and
organizations not scheduled for an oral appearance are encouraged to submit writ-
ten statements for the record of the hearing in lieu of a personal appearance. All
persons requesting to be heard, whether they are scheduled for oral testimony or
not, will be notified as soon as possible after the filing deadline.

Witnesses scheduled to present oral testimony are required to summarize briefly
their written statements in no more than five minutes. THE FIVE-MINUTE
RULE WILL BE STRICTLY ENFORCED. The full written statement of each wit-
ness will be included in the printed record, in accordance with House Rules.

In order to assure the most productive use of the limited amount of time available
to question witnesses, all witnesses scheduled to appear before the Committee are
required to submit 200 copies, along with a CD ROM of their prepared statement
for review by Members prior to the hearing. Testimony should arrive at the
Subcommittee office, 1104 Longworth House Office Building, no later than
close of business on Friday, March 16, 2007. The 200 copies can be delivered
to the Subcommittee staff in one of two ways: (1) Government agency employees can
deliver their copies to 1104 Longworth House Office Building in an open and search-
able box, but must carry with them their respective government issued identifica-
tion to show the U.S. Capitol Police, or (2) for non-government officials, the copies
must be sent to the new Congressional Courier Acceptance Site at the location of
2nd and D Streets, N.E., at least 48 hours prior to the hearing date. Please
ensure that you have the address of the Subcommittee, 1104 Longworth
House Office Building, on your package, and contact the staff of the Sub-
committee at (202) 225-6649 of its impending arrival. Due to new House mail-
ing procedures, please avoid using mail couriers such as the U.S. Postal Service,
UPS, and FedEx. When a couriered item arrives at this facility, it will be opened,
screened, and then delivered to the Committee office, within one of the following two
time frames: (1) expected or confirmed deliveries will be delivered in approximately
2 to 3 hours, and (2) unexpected items, or items not approved by the Committee
office, will be delivered the morning of the next business day. The U.S. Capitol Po-
lice will refuse all non-governmental courier deliveries to all House Office Buildings.
For questions, or if you encounter technical problems, please call (202) 225—-1721.

WRITTEN STATEMENTS IN LIEU OF PERSONAL APPEARANCE:

Please Note: Any person(s) and/or organization(s) wishing to submit for the hear-
ing record must follow the appropriate link on the hearing page of the Committee
website and complete the informational forms. From the Committee homepage,
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http:/lwaysandmeans.house.gov, select “110th Congress” from the menu entitled,
“Hearing Archives” (hitp://waysandmeans.house.gov/Hearings.asp?congress=18). Se-
lect the hearing for which you would like to submit, and click on the link entitled,
“Click here to provide a submission for the record.” Once you have followed the on-
line instructions, completing all informational forms and clicking “submit” on the
final page, an email will be sent to the address which you supply confirming your
interest in providing a submission for the record. You MUST REPLY to the email
and ATTACH your submission as a Word or WordPerfect document, in compliance
with the formatting requirements listed below, by close of business Tuesday, April
3, 2007. Finally, please note that due to the change in House mail policy, the U.S.
Capitol Police will refuse sealed-package deliveries to all House Office Buildings.
Those filing written statements who wish to have their statements distributed to
the press and interested public at the hearing can follow the same procedure listed
above for those who are testifying and making an oral presentation. For questions,
or if you encounter technical problems, please call (202) 225-1721.

FORMATTING REQUIREMENTS:

The Committee relies on electronic submissions for printing the official hearing record. As al-
ways, submissions will be included in the record according to the discretion of the Committee.
The Committee will not alter the content of your submission, but we reserve the right to format
it according to our guidelines. Any submission provided to the Committee by a witness, any sup-
plementary materials submitted for the printed record, and any written comments in response
to a request for written comments must conform to the guidelines listed below. Any submission
or supplementary item 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 submissions and supplementary materials must be provided in Word or WordPerfect
format and MUST NOT exceed a total of 10 pages, including attachments. Witnesses and sub-
mitters are advised that the Committee relies on electronic submissions for printing 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 submissions must include a list of all clients, persons, and/or organizations on whose
behalf the witness appears. A supplemental sheet must accompany each submission 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 LEVIN. We'll begin. Let me briefly describe the struc-
ture of this hearing. We've tried to structure it—I felt strongly
about this and I talked to the Ranking Member—to see if we could
have a somewhat lively discussion that took on the outstanding
issues—and there are a good number of them relating to the U.S.-
Korea Free Trade Agreement.

Sometimes hearings tend to be kind of segmented, and I think
as a result we don’t have enough of a real discussion. So, here’s
what we’re going to do this time. Ambassador Bhatia will go first
and give us his opening remarks. We're going to ask everyone to
try to keep to 5 minutes except maybe the Ambassador.

Then we’ll have the second panel, which is going to focus in on
one of the issues that’s outstanding. Perhaps the most visible, but
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there are many—there are several other outstanding issues as well
as automotive. This panel will be on automotive issues.

Then the Ambassador has agreed that he’ll come back here, hav-
ing heard that testimony, and be open to questions on what he
heard from that panel but everything else, the other issues, the ag-
ricultural issues, the service issues, the industrial, the intellectual
property issues, and so forth. Then we’ll call the panel back, the
three who testified on automotive to answer Q&A from the Mem-
bers here.

Then we’ll have the third panel, and if you’ve seen the list, it cov-
ers other outstanding issues. I mentioned them, and there are sev-
eral others, and then we’ll have the Q&A.

We have about 3 hours, I think, before the next vote; it’s not
sure. The Ambassador has to leave after perhaps an hour-and-a-
half, so we’ll try to adhere to the 5-minute rule.

So, I'll give an opening statement. Mr. Herger will. Then, Ambas-
sador, if you will, take over.

The negotiation of the U.S.-Korea Free Trade Agreement (FTA)
is indeed significant, and I want to underline that. Korea is the
United States’ seventh largest trading partner and the world’s elev-
enth largest economy. The U.S.-Korea Free Trade Agreement
would be the largest and most commercially significant bilateral
FTA negotiated by this Administration.

As the Administration completes its eighth round of negotiations,
several outstanding issues remain, including services, tele-
communications, intellectual property and agriculture; including
beef and rice.

That’s a lot to chew on. Most challenging is Korea’s massive Non-
Tariff Barriers (NTBs), to America’s industrial products in general
and automotive products in particular. Since the outset, Korea has
had an economic iron curtain against these products, using a com-
bination of tariffs, taxes and regulations.

The U.S.-Korea Free Trade Agreement is a key test of the ap-
proach we take to trade policy. It’s a test whether we need to shape
the terms of expanded trade or assume, no matter how imbalanced,
that leaving it alone to work it out on its own is the best approach.
It is a test specifically of whether we will be active or passive in
the face of longstanding harmful practices of the Korean govern-
ment to discriminate against our products in their domestic mar-
ket. It is also a test of our willingness to stand up for our domestic
industry.

Today we will hear compelling testimony on the history of our
trade relationship with Korea as I mentioned in the automotive
sector. The facts tell a real life story. Korea is the fifth largest pro-
ducer and the ninth largest consumer automotive market in the
world. We now have in our country an $11 billion deficit in auto
trade, which is 82 percent of the total deficit between our two coun-
tries.

Last year, Korea sold 700,000 vehicles in the United States The
United States sold only 4,000 in Korea. The significance of Korea’s
non-tariff barriers—and I want to emphasize this—even goes be-
yond this important FTA. If U.S. Trade Representatives (USTR)
fails to deal with it decisively it will reinforce the lack of active con-
sideration of NTBs in the World Trade Organizations (WTO) Doha
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Round negotiations, which have to date made no real progress on
outstanding N'TB issues in the entire global trading system.

We know through experience, two previous Korean commitments
in Memorandum of Understanding (MOUs), that they were not
worth the paper they were written on, what will not work to end
these non-tarrif barriers to U.S. exports. We need a very new ap-
proach.

At the beginning of March a broad, bipartisan group of legisla-
tors, House and Senate, transmitted to the President the specific
negotiating position that moves beyond previous negotiating strate-
gies and embarks on such a new approach, the conditions Korea is
obtaining addition access to the U.S. market on reciprocal opening
of the Korean automotive market.

There are two key components to the bipartisan congressional
proposal. The first part addresses the phase out of the 2.5 percent
U.S. passenger vehicle tariff and creates a positive incentive for
Korea to open its market to U.S. autos. The second part addresses
Korea’s current non-tariff barriers and creates a mechanism avail-
able to all industries for the United States to take action against
future non-tariff barriers.

So, far there has been no meaningful movement by the Korean
government. It clings to its persistent denial that there has been
a government policy to shelter its market, a denial that flies in the
face of facts on the ground over the decades. The response by
USTR has included so far another form of denial, a denial that
Korea cares very much about the 2.5 percent tariff, thereby under-
cutting U.S. leverage, and a denial that the one-way street will
continue to be harmful because it’s believed Korea will be shifting
far more production to the United States

Since the Korean government has made it clear that the early
elimination of the United States. 2.5 percent passenger vehicle tar-
iff is a top priority, I have no idea why we would be conceding any
leverage. As I have communicated, and the Ambassador knows, to
USTR, a focus of future Korean increases in U.S.-based production
is speculative and in any event misses the point.

Increased domestic production will not necessarily result in fewer
exported autos from Korea. Just look at the Japanese experience.
Over the last 10 years, as Japanese production in the United
States has increased, their exports to the United States have dou-
bled from 1.2 to 2.4 million. From 2005 to 2006, Japan exported an
additional half a million cars to the United States. Eighty percent
were Toyotas. Nearly half of all Toyotas sold in the United States
last year were exported to the United States.

It also misses the point that a large portion of the content of Ko-
rean cars assembled in the United States comes from Korea, and
it also misses the point that the FTA must be structured to assure
that the Korean market becomes fully open to U.S. automotive and,
I emphasize this, other industrial goods.

Congress cannot do the negotiating to end one-way streets in
trade with Korea, but we can make it clear the type of agreement
that we can support. My hope is that the message is becoming
clear to USTR. We need a shift in negotiating strategy to an active,
results-oriented approach that demands and measures commit-
ments by the Korean government. To do less would be to do more
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of the same, and that should not and cannot result in an FTA ac-
ceptable to this Congress in my judgment and to the American peo-
ple.

Mr. Herger, for your opening statement.

Mr. HERGER. Thank you, Chairman Levin. There’s no doubt
that the U.S.-Korea FTA negotiations that we are here this after-
noon to discuss is a huge opportunity for both of our countries.
Korea is the world’s tenth largest economy and our seventh largest
goods trading partner, with an annual Gross Domestic Product
g$GDP) rapidly approaching $1 trillion and a per capita income over

20,000.

Bilateral trade between our countries already tops $70 billion.
An agreement will reduce trade barriers for export of U.S. services,
agriculture and manufactured goods as well as increase IPR protec-
tion. Expanded commercial ties will strengthen our political part-
nership with this critical ally in Northeast Asia. Indeed, USTR has
described this FTA as the most significant trade negotiation in the
past 15 years.

As we approach the concluding days of these negotiations, Am-
bassador Bhatia, I know you will not rest unless this huge oppor-
tunity translates into a great deal for the United States. To that
end, I will make four brief points.

First, Korea needs to put rice on the negotiating table so that our
farmers can put their rice on Korean dinner tables. U.S. exports of
rice are subject to a harsh quota system and industrial use restric-
tions in Korea. Of the small amount that even makes it into Korea,
the overwhelming majority sits in the food processing warehouses
not in retail stores.

This FTA must have comprehensive product coverage including
meaningful access for rice. Anything less would be a terrible dis-
appointment.

Second, the U.S. beef industry has worked tirelessly to imple-
ment Bovine Spongiform Encephalopathy (BSE) safeguards to en-
sure the safety of U.S. beef. We know that U.S. beef and beef prod-
ucts are safe regardless of age so long as specified risk materials
have been removed, and we expect the international standard will
be formally established shortly.

Reports that Korea does not plan to reopen its markets to bone
and beef products, notwithstanding scientific evidence, are deeply
troubling. Korean officials should commit to implementing the
Operational Independent Evaluator (OIE) recommendation instead
of using U.S. beef as a negotiating ploy.

Furthermore, I strongly urge USTR to reject out of hand any
offer from Korea to allow beef access only in exchange for U.S.
abandonment of its rice demands. The exclusion of either rice or
beef from this important agreement will risk Congressional pas-
sage.

Third, the U.S.-Korea FTA should include a robust investor state
dispute settlement mechanism, and I urge the Administration to
resist any efforts to limit this vital tool. The model investment pro-
visions that we have developed in prior agreements are essential
to preserving the rights of U.S. investors abroad. At the same time,
they are well balanced, so that they do not threaten the ability of
our Federal or State governments from regulating.
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Finally, I remain very concerned about the lack of market access
for U.S. autos in Korea. Our market is open with no non-tariff bar-
riers and minimal duty, however Korean duties, taxes and stealthy
and pervasive non-tariff barriers created by an opaque and dis-
criminatory regulatory process combine to effectively foreclose mar-
ket access for our companies. I reject the claim that Koreans just
don’t like American cars. The very existence of the barriers proves
that the Korean industry knows Korean consumers will buy our
cars.

That said, we have to carefully consider the right approach to
breaking down these barriers on autos. Managing trade through
the establishment of market access quotas is not the answer and
will create a dangerous precedent that we can’t sustain. We must
be able to show U.S. automakers and their workers that Korea
won’t establish disguised trade barriers and will instead utilize
transparent regulations and standards. Korea’s overtures on this
issue thus far have been completely unsatisfactory.

Finally, I would like to welcome Mr. Berton Steir, representing
Paramount Farms of California, which is seeking duty-free treat-
ment on pistachios in Korea. Paramount’s situation is a prime ex-
ample of the benefits U.S. interests stand to gain with a robust and
comprehensive agreement.

Mr. Bhatia, thank you for appearing before us today. I look for-
ward to your testimony.

Chairman LEVIN. Ambassador, welcome. Take over.

We discussed your time limit is 4:30. I think we can accomplish
your testimony, the testimony of the first panel and a chance for
all of us to talk with you. Welcome.

STATEMENT OF KARAN K. BHATIA, DEPUTY U.S. REPRESENTA-
TIVE, OFFICE OF THE U.S. TRADE REPRESENTATIVE

Mr. BHATIA. Thank you. Thank you very much Chairman
Levin, Ranking Member Herger, distinguished Members of the
Committee. I'm really delighted to be able to join you here today
to discuss our FTA negotiations with South Korea.

Mr. Chairman, I appreciate your recognition of the time con-
straints that we’re under. This week we have both the Koreans in
town to continue the negotiations and obviously a short period of
time, so I appreciate that.

However, I wouldn’t want to suggest—Ileave anyone with the im-
pression that, by virtue of the way this hearing has been struc-
tured of my being able to be here for the questions after the auto
panel, that somehow we place less importance on the other out-
standing issues that will be addressed in the third panel.

I want you to know that we will certainly have people here to
witness that third panel, and I want you to know that I personally
have met with many members of the third panel as well, and I just
leave that out there.

It has been a little more than a year since our FTA negotiations
were launched here on Capitol Hill with strong bipartisan support.
Today, 13 months later, we are nearing the end of the negotiating
process. While a number of critical issues remained outstanding,
it’s our hope that those issues can be resolved and that by the end
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of this month we will be in a position to notify Congress of our in-
tent to sign the Korea-U.S. Free Trade Agreement.

Let me start with a brief word of background about South Korea
for the panel. As many of you may know, 40 years ago Korea was
among the poorest countries in Asia. It possessed a largely agricul-
tural economy and a per capita GDP barely over $100. Politically,
from the period following the Korean war until the late eighties, it
was ruled by a string of authoritarian governments.

Today, after a period of extraordinary economic growth, Korea is
the world’s 11th largest national economy with approximately a
trillion dollars in GDP. Its economy is diversified and dynamic. It
is the world’s 11th largest import market. It is our seventh largest
trading partner and seventh largest export market, and it’s also
one of our faster growing major trading partners with U.S. goods
exports to Korea growing by approximately 17 percent last year.

Korea today enjoys a vigorous, multi-party democracy, strong
public participation in its political system, strong labor unions and
an independent judiciary.

I would also note that we and Korea, the U.S. and Korea, enjoy
a close military relationship. We have been strong partners in the
war on terrorism and have been working closely together to pro-
mote a safe and secure Korean Peninsula.

Against that backdrop, let me briefly outline the benefits that I
believe the U.S. potentially stands to reap from a high quality,
comprehensive, free trade agreement with South Korea. From an
economic perspective, the U.S.-Korea FTA offers us an opportunity
to grow our already significant bilateral trade and investment rela-
tionship.

Just to place that relationship in perspective, the $78 billion in
bilateral goods trade that we currently have with Korea is more
than 70 percent of the total bilateral trade that we enjoy with all
10 trading partners with whom we have implemented FTAs since
2000 combined. That’s the case even though Korea’s current aver-
age tariff for industrial goods is approximately 7 percent and for
agricultural products is approximately 52 percent.

So, when you think about the greater market access that would
accrue under an FTA, under which U.S. exports would be expected
to grow significantly, one can see the benefits that could potentially
accrue from the U.S.-Korea FTA. Studies have estimated that the
potential income gains to the U.S. economy from the FTA range
from $17 billion to $43 billion.

However, the benefits for the United States would go beyond
market access. The FTA would also eliminate trade distorting bar-
riers to investment and increase the protections enjoyed by Amer-
ican investors in Korea, strengthen intellectual property rights of
American innovators, address anti-competitive business conduct,
reduce non-tariff barriers and enhance the transparency of the Ko-
rean regulatory system.

By establishing a stronger economic relationship, a KORUS FTA
would also broaden and modernize our strategic alliance with
Korea. It will help ensure that the U.S. partnership with Korea,
which has been centered on defense ties for more than half a cen-
tury, remains a vital force for stability at a time of change and
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challenge on the Korean Peninsula and in the broader Northeast
Asia region.

Now it bears noting that the KORUS FTA would offer a unique
preferential advantage to American companies doing business in
the Korean market at a time when many of our global competitors
are actively seeking to lock up East Asia’s fast growing economies
into economic relationships that exclude the United States and
U.S. firms.

It’s worth reflecting for a moment on that trend. Today there are
176 free trade agreements in existence in the Asia-Pacific region
alone and many more either under consideration or negotiation.
China, Japan, India and the European Union (EU), among others,
have concluded or are actively pursuing FTAs with East Asian
trading partners. A number of these FTAs unfortunately do not
constitute high standard, comprehensive FTAs of the variety that
the United States negotiates.

They do however afford preferential trading positions to the com-
panies of those countries and do have the effect of placing U.S.
businesses, workers and farmers at a relative disadvantage in ac-
cessing fast-growing East Asian markets. One potential effect of
this web of arrangements is to encourage U.S. companies seeking
to compete in these markets to relocate production to those coun-
tries.

Now against that backdrop, I would submit, the KORUS FTA
takes on added significance. To date we have concluded two East
Asian FTAs with Singapore and Australia, important but smaller
economies in this important region. A successful FTA with Korea
could provide an important boost to U.S. efforts to remain an active
economic presence in a strategically vital region that accounted last
year for over 37 percent of total world GDP, 26 percent of global
trade flows and 29 percent of U.S. exports. It would establish a
model that we believe could be replicated with other East Asian
economies and could help us expand trade liberalization through-
out the region.

Let me finally turn briefly to the status of the KORUS negotia-
tions. As the Chairman mentioned, we have concluded eight rounds
of negotiations. I am pleased to report that the most recent round
in Seoul did result in good progress with the successful closing of
competition, government procurement and customs chapters and
important progress in areas including investment, market access,
telecommunications, services generally and financial services in
particular.

A group of Korean negotiators, as I mention, is in Washington
this week to continue work toward resolution on the outstanding
issues. Let me be clear. A final agreement has not yet been
reached. Significant issues remain in a number of chapters, but I
do believe that there is a strong commitment on both sides to work
hard in the time remaining to conclude a high quality, comprehen-
sive, balanced and ultimately successful FTA.

While I'd be happy to discuss the elements of a successful FTA
in greater detail during the Q&A period, let me just identify a few
elements up front, including the following. First, a unique and un-
precedented array of strong, enforceable commitments designed to
level the playingfield for American auto manufacturers seeking to
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access the Korean market, a strong agricultural market access
package that affords America’s farmers and ranchers greater access
to Korea’s agricultural markets, a strong industrial good market
access package that affords America’s manufacturers, consumers
and industrial goods greater access to Korea’s market, a strong in-
vestment chapter that contains key protections for American com-
panies seeking to invest in Korea, a strong pharmaceutical chapter
that ensures Korea’s pricing and reimbursement system for drugs
and devices is transparent, non-discriminatory and promotes access
to innovation, a strong services chapter that ensures American
services suppliers can compete in the Korean market on a level
playingfield in a wide range of sectors, and strong chapters on
labor and the environment.

In sum, Mr. Chairman, I believe this FTA offers us the oppor-
tunity to establish a unique relationship, a partnership with one of
the world’s fastest growing and most dynamic economies while so-
lidifying our competitive presence in Asia. We are working hard in
the time remaining to achieve this outcome by concluding a fair,
comprehensive and strong agreement that will significantly benefit
American workers, farmers, manufacturers and service providers.

Thank you.

[The prepared statement of Mr. Bhatia follows:]
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Testimony of Deputy U.S. Trade Representative Karan Bhatia
House Ways and Means Trade Subcommittee
“U.S. — Korea Free Trade Negotiations”
March 20, 2007

Introduction

Chairman Levin, Ranking Member Herger and distinguished committee members, I am
delighted to be able to join you today to discuss our Free Trade Agreement (FTA) negotiations
with South Korea.

It has been a little more than a year since FTA negotiations were launched — here on Capitol Hill
— with strong bipartisan support. Today, 13 months later, we are nearing the end of the
negotiating process. While a number of critical issues remain outstanding, it is our hope that
those issues can be resolved and, by the end of this month, we will be in a position to notify
Congress of our intent to sign the Korea-United States (“KORUS") Free Trade Agreement.

Background on Korea

First, a word of background about South Korea and the extraordinary changes that country has
witnessed over the past four decades. Forty years ago, Korea was among the poorest countries in
Asia, possessing a largely agricultural economy and per capita GDP barely over $100. It ranked
as the world’s 46™ largest import market. Politically, from the period following the Korean War
until the late 1980s, Korea was ruled by a string of authoritarian governments.

Today, after an extraordinary period of economic growth, Korea is the world’s 11th largest
national economy, with $1 trillion GDP. Its economy is diversified and dynamic and has grown
at an average rate of 4.6 percent over the past six years. With a population of nearly 49 million
people, per capita GDP last year exceeded $24,000. South Korea is today the world’s 11"
largest import market, the United States’ seventh largest trading partner, and our seventh largest
export market. While Korea had a bilateral trade goods surplus of $13.4 billion and services
trade deficit of $4 billion with the United States last year, it is also one of our faster growing
major trading partners, with U.S. goods imports from Korea growing by 4.6 percent last year,
and U.S. goods exports to Korea growing by almost 17 percent. It may also be worth noting that
the United States has fallen from Korea’s largest trading partner three years ago to its third
largest partner today.

Korea today enjoys a vigorous multiparty democracy, strong public participation in its political
system, strong labor unions, and an independent judiciary. While the transition to democracy
has, in some ways, tested the U.S.-Korea political and strategic partnership, our alliance with
Korea remains strong. Today, the U.S. and South Korea enjoy a close military relationship, have
been strong partners in the war on terrorism, and have been working closely together to promote
a safe and secure Korean Peninsula and Northeast Asia.
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Benefits of KORUS FTA

Against that backdrop, let me briefly outline the benefits that the United States potentially stands
to reap from a high-quality, comprehensive FTA with South Korea.

From an economic perspective, the U.S.-Korea FTA offers us an opportunity to grow our already
significant bilateral trade and investment relationship. Just to place that relationship in
perspective, the $78 billion in bilateral goods trade we currently have with Korea is more than 70
percent of the total bilateral trade that we enjoy with all 10 trading partners with whom we have
implemented FTAs since 2000 ($110 billion). Annual U.S. exports to Korea are more than
double the $35 billion in exports to our six CAFTA/DR partners. And that’s the case even
though Korea's current average tariff for industrial goods is 7 percent and for agricultural
products is 52 percent.

With the greater market access that would accrue under an FTA, U.S. exports can be expected to
grow significantly. So too would the benefits reaped by U.S. businesses and consumers with
greater access to Korean products. Studies have estimated that the potential income gains to the
U.S. economy from a KORUS FTA range from $17 billion to $43 billion.

However, the benefits for the United States would go beyond market access. The FTA would
also eliminate trade-distorting barriers to investment and increase the protections enjoyed by
American investors in Korea, strengthen the intellectual property rights of American innovators,
address anti-competitive business conduct, reduce non-tariff barriers, and enhance the
transparency of the Korean regulatory system. It would also result in improvements in the
regulatory operating environment in Korea, and would establish institutions — ranging from
sector-specific government-to-government committees to formal dispute settlement mechanisms
~ to head off and deal with problems that might arise in the future.

By establishing a stronger economic relationship, a KORUS FTA would also broaden and
modernize our strategic alliance with Korea. It will help ensure that the U.S. partnership with
Korea — which has been centered on defense ties for more than half a century -- remains a vital
force for stability at a time of change and challenge on the Korean peninsula and in the broader
Northeast Asia region,

The Importance of the KORUS FTA to the U.S. Position in East Asia

It bears noting that the KORUS FTA would offer a unique preferential advantage to American
companies in the Korean market, at a time when many of our global competitors are actively
seeking to “lock-up” East Asia’s fast growing economies into economic relationships that
exclude the United States and U.S. firms. It is worth reflecting on this trend.

Today, there are 176 free trade agreements in existence in the Asia Pacific region alone, and
many more either under negotiation or consideration.

e China already has an FTA with ASEAN that covers goods, and a comprehensive services
FTA between the two parties will enter in to force in July. In addition, the Chinese are
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actively negotiating or have proposed FTA discussions with, among others, Korea, Japan,
India, Australia, New Zealand, the GCC, Pakistan, and the South African Customs
Union.

e Japan has concluded FTAs with Singapore, Malaysia and the Philippines, and is
considering engagement with the major players within Asia.

s India has implemented FTAs with Thailand, Singapore and Sri Lanka and, as the
aforementioned facts indicate, is actively entertaining discussions with the region’s larger
economies.

* Demonstrating that the interest in establishing trade deals in Asia is not limited to the
region itself, the EU is actively courting partners that include China, India and, yes,
Korea.

* We are witnessing efforts to construct an exclusive Asia Pacific regional free trade bloc —
so-called ASEAN +3 or +6 arrangements.

A number of these FTAs unfortunately do not constitute high standard, comprehensive FTAs of
the variety that we have negotiated. However, they do afford preferential trading positions to the
companies of these countries, and do have the effect of placing U.S. businesses, workers, and
farmers at a relative disadvantage in accessing fast-growing East Asian markets. One potential
effect of this web of agreements is to encourage U.S. companies seeking to compete in these
markets to relocate production to those countries.

Against this backdrop, the KORUS FTA takes on added significance. To date, the United States
has concluded two East Asian FTAs — with Singapore and Australia, important but smaller
economies — in this critically important region. A successful FTA with Korea could provide an
important boost to U.S. efforts to remain an active economic presence in a strategically vital
region that accounted last year for over 37 percent of total world GDP, 26 percent of global trade
flows, and 29 percent of U.S. exports. A KORUS FTA would establish a model that we believe
could be replicated with other Asian economies, and could help us expand trade liberalization
throughout the region.

By contrast, any let up in focus that results in our inability to complete agreements with major
emerging-market economies like South Korea could have unfortunate consequences. It would
likely result in a shift of the region’s attention from strengthening their relationships with the
United States to doing deals with other major trading partners.

Update on Negotiations

Let me finally turn briefly to the status of the KORUS negotiations. We have concluded eight
rounds of negotiations. I am pleased to report that the most recent round in Seoul resulted in
good progress, with successful closing of Competition, Government Procurement and Customs
chapters, and important progress in areas including Investment, Market Access, Telecom, overall
Services, and Financial Services.
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A small group of Korean negotiators is in Washington this week to continue to work towards
resolution of the outstanding issues.

To be clear: A final agreement has not been reached. Significant issues remain in a number of
chapters. But I believe there is strong commitment on both sides to work hard in the time
remaining to conclude on a high-quality, comprehensive, balanced and ultimately successful
FTA.

While I would be happy to discuss the elements of a successful FTA in greater detail during the
questions and answer period, let me identify just a few up front, including:

¢ A unique and unprecedented array of strong, enforceable commitments designed to level
the playing field for American auto manufacturers seeking to access the Korean market;

* A strong agricultural market access package that affords America’s farmers and ranchers
greater access to Korea’s agricultural markets;

e A strong industrial goods market access package that affords America’s manufacturers of
consumer and industrial goods greater access to Korea’s market;

e A strong investment chapter that contains key protections for American companies
seeking to invest in Korea;

e A strong services chapter that ensures American service suppliers can compete in the
Korean market on a level playing field in wide range of sectors; and

¢ Strong chapters on labor and the environment.
Conclusion
The KORUS FTA offers us the opportunity to establish a unique relationship — a partnership —
with one of the world’s fastest growing and most dynamic economies, while solidifying our
competitive presence in Asia. We are working hard in the time remaining to achieve this
outcome by concluding a fair, comprehensive and strong agreement that will significantly benefit

American workers, farmers, manufacturers, and service providers.

Thank you.
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Mr. LEVIN. Thank you, Ambassador. All right. We’ll now, ac-
cording to the procedure outlined ask Steve Biegun, the vice presi-
dent of international government affairs, Ford Motor Company;
Steve Collins, president of the Automotive Policy Trade Council
and Allen Reuther, the legislative director for the United Auto-
mobile Workers if you’ll come forth. As is always true your full
statement will be placed in the record, and if you could try to sum
up your testimony within 5 minutes.

Welcome. Welcome. I guess we’re going alphabetically. That’s an
adv(imtage of Biegun starting with a B. Welcome, and please pro-
ceed.

STATEMENT OF STEPHEN E. BIEGUN, VICE PRESIDENT OF
INTERNATIONAL GOVERNMENTAL AFFAIRS, FORD MOTOR
COMPANY

Mr. BIEGUN. Thank you, Mr. Chairman. My name is Steve
Biegun and I'm a vice president with Ford Motor Company. I'd like
to thank you, Ranking Member Herger and the other Members of
the Subcommittee for the opportunity to testify today on this cru-
cially important issue. On behalf of the entire Ford Motor Com-
pany, I would also like to thank all of you for the close scrutiny
you give to these trade issues, which are hugely consequential for
the American automotive industry.

Ford Motor Company is a world leader in the manufacturing and
sale of automotive products with 280,000 direct employees world-
wide and over 100,000 employees here in the United States. We
have a long and proud history. Founded in 1903, we actively com-
pete in over 200 markets worldwide and our brand is among the
most recognized and respected around the globe.

Ford has been operating in South Korea since 1995. Today we
have one dealership. We have 14 showrooms and 24 service centers
countrywide selling both the Ford and Lincoln models of our cars.
The majority of the vehicles that we sell in South Korea are manu-
factured in the United States of America.

Unfortunately today, after 12 continuous years of effort and in-
vestment, Ford Motor Company sells less than 1,700 vehicles per
year in South Korea. That’s fewer vehicles than we sold a decade
ago and the equivalent number of vehicles that we sell in a single
year at an average dealership in northern Virginia.

Why is this the case? Is it the quality of the imported cars? We
have done a comparison of quality among the imports and the Ko-
rean-made vehicles and found that case by case the quality of im-
ports equals or exceed the Korean vehicles in the Korean market.

Is it the cost? Certainly the Korean tax and tariff structures are
specifically designed to make imports more costly. Still this cost is
not enough to explain the relative absence of imported vehicles.

Are Korean consumers so particular that they prefer a different
mix or type of vehicle than U.S., European and Japanese cus-
tomers? Again, we have done side by side comparison of the major
volume vehicles sold in the South Korean market today, and we
found that in every case there is a comparable and better non-Ko-
rean choice available on the global marketplace.

Or is there something more insidious occurring, something that
keeps imports out of the market? Now let me be clear from the
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start. Ford Motor Company supports trade liberalization. We have
supported every single free trade agreement negotiated by the
United States Government since this process began in the sixties.
In fact, our industry provided the original impetus for United
States free trade policy. When joined by General Motors and
Chrysler, we successfully pushed for the U.S.-Canada Auto Pact in
1965. This free trade agreement with our close ally and neighbor
Canada became the foundation for the U.S.-Canada Free Trade
Agreement, which itself soon expanded to become the North Amer-
ican Free Trade Agreement.

Mr. Chairman, as much as the United States automobile indus-
try has supported open, global trade in our products, there are
some competitors who are noteworthy exceptions to this rule. The
government of Japan has, for decades, kept tight restrictions on
those who sought to invest in the Japanese automotive industry
and they virtually blocked the entry of imports for quite a long
time.

While today with the Japanese industry so well developed that
it is a market that is difficult to penetrate for other reasons, the
Japanese government still provides large scale assistance to its
automotive exporters by keeping the value of the yen deeply dis-
counted to provide a price advantage over U.S.-built vehicles in our
own market.

However, as bad as Japan’s history has been on automotive trade
issues, it does not hold a candle to the record of the Korean govern-
ment. While I spoke earlier about Ford’s lack of access into the Ko-
rean market, it’s important to note that we are not alone. Let me
emphasize this point. No manufacturer from any country can make
significant sales into the Korean market, not Ford, not General Mo-
tors, not Toyota, not Volkswagen, nobody can get significant vehi-
cles into this market.

While total import penetration into the Korean market remains
low, Korean manufacturers today freely export 70 percent of their
own production around the globe including into this market. In
2006 alone Korean auto producers exported 700,000 vehicles into
the United States while we in turn exported 4,000 into Korea. As
a result, and to no one’s surprise, 80 percent of the $13 billion U.S.
trade deficit with South Korea is automotive products.

Real market access for imported vehicles into Korea is prevented
not by price, quality or consumer preference but by an elaborate
layering and ever changing presence of non-tariff barriers that
work effectively to block our products. The witness to my left, Mr.
Collins, will get into a little bit more detail on that, so I won’t re-
peat what he’s going to say in a moment.

Mr. Chairman, I stated at the outset that Ford Motor Company
supports free trade. I suppose we may be old fashioned though in
one respect. When our government negotiates a free trade agree-
ment we want the other party in the negotiation to support free
trade too. Nothing in Korea’s approach to this negotiation suggests
to the automobile industry that the Korean government has the
slightest intention to open the market to our products.

U.S. manufacturers proposed early on in these FTA negotiations
a non-traditional approach to gain real, sustained and meaningful
access to the Korean market. We are convinced a traditional ap-
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proach simply will not work. The method we propose would place
the burden on Korea to first open its market and identify the tech-
niques it has used to block imports and then come up with the so-
lutions.

In the past, it’s felt a bit like the old arcade game Wac-A-Mole.
New regulations pop up each time we whack one down. I would
hope the United States Trade Representative has had enough of
that game and will insist that the Korean government come up
with solutions, remove the obstacles and allow consumers in Korea
the same full range of choices that the American consumer has.

In short, the Koreans broke their market and it’s their responsi-
bility to fix it. Earlier this month, a letter from several Members
of Congress was sent to the President, a bipartisan group of 15
Members proposed an innovative and thoughtful approach on deal-
ing with the longstanding issue of lack of market access. We fully
support this proposal.

While press accounts suggest that automotive trade issues have
been put off virtually to the end of this negotiation, the possibility
of finding an agreement on this vitally important issue does not ap-
pear to be promising. Korean government representatives deny
that any steps are currently being taken to impede imports into
their market, a statement that is on its very face ludicrous.

Mr. Chairman, the United States automobile industry is in the
midst of a difficult restructuring. We have made painful decisions
to shed jobs and idle plants in order to become more competitive
and restore profitability to our business in the face of tough com-
petition.

Yet you have not heard us ask for protectionist policies to close
off opportunity for anyone in our market. To the contrary, all we
ask is the same level of access to their market. The United States
passenger car market is today the most free and open in the world.
Anyone can do business here. As a company that operates and com-
petes in 200 markets globally, Ford sees the real and tangible ben-
efits of such policies.

Free trade lowers transaction costs. It improves efficiency and
enables us to more effectively meet the demands of our customers
here in the United States and abroad. However, free trade must
truly be free, not encumbered by the layers of restrictions that are
set up only to protect domestic industries. That is why we are
hopeful that this negotiation, our last best chance, will result in
real and meaningful market access for American automotive prod-
ucts in Korea. If it does not, then it is our view that it should not
be approved.

Thank you, Mr. Chairman.

[The prepared statement of Mr. Biegun follows:]
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March 20, 2007

Testimony before the Committee on Ways and Means, Subcommittee on Trade
on the Status of Negotiations on the United States-Republic of Korea Free Trade
Agreement

Stephen E Biegun
Vice President, International Governmental Affairs
Ford Motor Company

Chairman Levin, ranking member Herger, and members of the Subcommittee, thank you
for the invitation to provide testimony today to discuss Ford Motor Company's views on
the US-Korea Free Trade Agreement. On behalf of the entire Ford Motor Company 1
also thank you for the strong commitment you have shown on trade issues that are hugely
consequential for the United States automotive industry.

Ford Motor Company is a world leader in the manufacturing and sale of automotive
products with 280,000 employees worldwide and over 100,000 employees here in the
United States. We have a long and proud history. Founded in 1903, we actively compete
in over 200 markets worldwide and our brand is among the most recognized and
respected around the globe.

Ford has been operating in South Korea since 1995 and today has 2 dealerships with 16
showrooms and 35 service centers countrywide selling both the Ford and Lincoln brands.
The majority of vehicles sold by Ford in Korea are built in the United States. Our
number one selling vehicle in Korea is the Ford 500 (soon to be known as the Taurus)
assembled at our Chicago assembly plant. We also sell the Ford Explorer, Escape,
Mondeo, Freestyle, Mustang and Lincoln models.

South Korea is an im;.)lonant automotive market with annual sales of over 1 million
vehicles, ranking it 9" in overall in size just behind Canada and India. For that reason,
Ford Motor Company has dedicated sizable resources over the past 12 years to try to
expand our presence in this market.

Unfortunately, today after 12 years of continuous effort and investment, Ford Motor
Company sells less than 1,700 vehicles a year in South Korea. That is fewer vehicles than
we sold a decade ago and equivalent to the number of vehicles we sell in single year in an
average dealership in Northern Virginia.

Why is this the case? Is it the quality of imported cars? We have done a comparison of
quality among imports and Korean made vehicles and found that most equal or far exceed
Korean quality.

Is it the cost? Certainly the Korean tax and tariff structure are specifically designed to
make imports more costly, but still this is not enough to explain the low level of imports.
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Are Korean consumers so particular that they prefer a different mix or type of vehicle
than US, European or Japanese customers? Again, we have done a side-by-side
comparison of the major volume vehicles sold in the Korean market today and we found
that in every case there is a comparable — and better — non-Korean choice available on the
global market.

Or is there something more insidious that is occurring in the Korean market to keep
exports out?

Understanding issues like this is one of my responsibilities at Ford. With the able
assistance of an international team co-located with Ford's manufacturing presence around
the world — and led from Washington, DC, -- my group monitors, analyzes and
participates in negotiations involving multilateral, regional and bilateral free trade
agreements, and trade preferences. We are closely engaged in negotiations around the
world — many of which are between two or more third-party markets and do not involve
the United States government.

Let me be clear from the start — Ford Motor Company supports trade liberalization. We
have supported every free trade agreement negotiated by the United States government
since this process began in the mid-1960s. In fact, our industry provided the original
impetus for United States free trade policy when, joined by General Motors and Chrysler,
we successfully pushed for the US-Canada Auto Pact in 1965. This free trade agreement,
with our close ally and neighbor in Canada, became the foundation for the US-Canada
Free Trade Agreement, which itself soon expanded to become the North American Free
Trade Agreement. Contrary to popular belief, NAFTA has proven to be a success in
expanding trade and investment in the auto sector in all three countries and bolstering the
health of automobile manufacturers in Canada, Mexico and the United States.

Beyond NAFTA, it is worth noting that Ford — as well as General Motors and Daimler
Chrysler — has endorsed every free trade agreement negotiated by the United States since
then. As global companies, it is our confirmed belief that the very best business
conditions exist when trade barriers and tariffs are removed — allowing for the free flow
of goods and services. These conditions permit the development of a healthy and
efficient business, and they are proven to produce a customer base that is gainfully
employed, upwardly mobile and able to make rational choices about purchases such as
the vehicle they will drive.

Mr. Chairman, as much as the United States automobile industry has supported open,
global trade in our products, there are some competitors who are noteworthy exceptions
to this rule. The government of Japan for decades kept tight restrictions on those who
sought to invest in the Japanese industry, and virtually blocked the entry of imports.
While today, with the Japanese industry so well developed that the market is difficult to
penetrate for other reasons, the Japanese government still provides large scale assistance
to its automotive exporters by keeping the value of the yen deeply discounted to provide
price advantage over US built vehicles in our own market.
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As bad as Japan's history has been on automotive trade issues however, it does not hold a
candle to the record of the Korean government. While I earlier spoke about Ford's lack
of market access into the Korea market, we are not alone. Today, Korea ranks 30" out
of 30 among the largest automotive markets in terms of import market access. The
average import market access among OECD countries is approximately 40%. In 2006, a
total of approximately 40,000 import vehicles from manufacturers in all countries entered
a Korean market of over one million new sales -- around 3.6% market share for the
importers.

Let me emphasize this point. No manufacturer from any country can make significant
sales into the Korean market. Not Ford, not General Motors, not Toyota, not
Volkswagen — nobody.

And while total import penetration into Korea remains low, Korean manufacturers freely
export 70% of their production around the globe including into the US market.

In 2006 alone, Korean auto producers exported 700,000 vehicles into the US while US
auto companies exported 4,000 vehicles into South Korea. As a result, and to no
surprise, over 80% of the $13 billion US trade deficit with South Korea is in automotive
products.

The US government has not been disengaged from the issue of auto market access into
Korea, in fact far from it. In 1995, in response to objections from the US auto industry
about the problems with market access, the US government negotiated and signed a
Bilateral Trade Agreement (MOU) with South Korea in an attempt to deal head on with
the issue of non-tariff barriers (NTBs). A second auto agreement was negotiated and
signed in 1998. The intent of both agreements was clear, to deal with the persistent
nature of South Korean NTBs and substantially increase the market access for import
vehicles. Unfortunately, despite great attention and effort, the real effects of the
agreements were minimal and real market access into South Korea continued to be
denied to importers.

Real market access for imported vehicles into Korea is prevented not by price, quality or
consumer preference but rather by an elaborate layering and ever changing presence of
non-tariff barriers (NTBs) that work to effectively set up barriers to imported products.

Non-tariff barriers in Korea take three forms, regulations and certification, tax structure
and, anti-import bias. Korea's automotive safety and environmental regulations and
certifications are often non-transparent and out of sync with international standards.
Vehicle taxes, while burdensome, are also discriminatory in that they are structured in a
way that disproportionately affects US vehicles. And finally, anti-import bias, actively
supported by Korea's public and private sector, works to encourage consumers to
embrace nationalism and shy away from import products.
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Mr. Chairman, I stated at the outset that Ford Motor Company supports free trade, but I
suppose we may be old fashioned in one important respect. When our government
negotiates a free trade agreement we want the other party in the negotiation to support
free trade too. Nothing in Korea’s approach to this negotiation — nor to the negotiations
in 1995 and 1998 — suggests to the automobile industry that the Korean government has
the slightest intention to open their market.

Given Korea's status as a major global automotive player, its closed market to imports
and the long history of unsuccessful US efforts to gain import access to the market, the
US auto industry believes that these FTA negotiations are our last best chance to achieve
real and meaningful results in Korea. At the same time, we will not be satisfied with yet
another hollow promise for market access. We need a new approach.

US manufacturers proposed early on in these FTA negotiations, a non-traditional
approach to gain real, sustained and meaningful access into the South Korean market.
We are convinced that a traditional approach that attempts to negotiate around the edges
of current NTBs -- as was the case in 1995 and 1998 -- will not have meaningful results
for our industry. That method places the burden on Korea’s trading partners to first
identify the techniques used to block imports and then to come up with the solutions.

This is like the old arcade game of Wac-a-Mole — new regulations pop up each time we
whack one down. I would hope the United States Trade Representative has had enough
of that game, and will insist that the Korean government come up with solutions, remove
the obstacles to imports, and allow the Korean consumer the same, full range of choices
that the American consumer has. In short, the Koreans broke their market, and only they
know how to fix it.

Specifically we have proposed that Korea immediately eliminate its 8% auto tariff and
eliminate all of its NTB's. Furthermore, preferential tariff reductions into the US for
Korean vehicles would occur only after meaningful and sustained market access was
achieved in Korea. By tying US market preference to real market access into Korea, we
are creating the right incentives for Korea to eliminate, and then not reinstitute, new
NTBs.

Earlier this month a letter concerning the US-Korea FTA negotiations was sent to the
President by a bipartisan group of 15 members of the House and Senate. Ford Motor
Company believes that this letter contains an innovative and thoughtful approach to
dealing with the longstanding issue of lack of market access for our products in the
Korean market.

While press accounts suggest that automotive trade issues have been put off until the end
of this negotiation, the possibility of finding agreement on this vitally important issue
does not appear promising. Korean government representatives deny that any steps are
taken to impede imports — a statement that on its very face is ludicrous.
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Mr. Chairman, the United States automobile industry is in the midst of a difficult
restructuring. We have made painful decisions to shed jobs and idle plants in order to
become more competitive and restore profitability to our business in the face of tough
competition. Yet, you have not heard us ask for protectionist policies to close off
opportunity for importers in the US market. To the contrary, all we ask is the same level
of access to their markets.

The United States passenger car market is today the most free and open in the world —
and anyone can do business here. As a company that operates and competes in 200
markets globally Ford sees the real and tangible benefits of such policies. Free trade
lowers transaction costs, improves efficiency and enables us to more cost effectively
meet the demands of our customers here in the US and abroad. But free trade must truly
be free, not encumbered by the layers of restrictions that are set up only to protect
domestic industries. That is why we are hopeful that this negotiation, our last best
chance, will result in real and meaningful market access for our products into Korea. Ifit
does not, then it should not be approved.

Thank you
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Chairman LEVIN. Thank you very much.
Mr. Collins.

STATEMENT OF STEPHEN J. COLLINS, PRESIDENT,
AUTOMOTIVE TRADE POLICY COUNCIL

Mr. COLLINS. Thank you, Mr. Chairman. Mr. Chairman; Mr.
Herger, Ranking Member; Members of the Committee, I am Ste-
phen Collins, the president of the Automotive Trade Policy Council,
and I appreciate the time to talk this afternoon about the impor-
tance also of automotive trade issues during the U.S.-Korea FTA.

I am testifying today on behalf of our member companies, Gen-
eral Motors Corporation, Ford Motor Company, and
DaimlerChrysler, whose views I am representing here today. I
want to make a few general comments in opening.

Number one, U.S. auto companies have supported U.S. trade lib-
eralization initiatives by Republican and Democratic Administra-
tions for decades. This includes all the bilateral FTAs that have
been presented to this Congress and previous congresses since
2000. Association of Tin Producing Countries (ATPC) and our com-
panies hope to see the U.S. reach a strong, solid and credible agree-
ment with Korea that will eliminate all tariff and non-tariff bar-
riers and allow U.S. auto companies to fully participate in that
market.

Number two, as has been noted, and if you would look at the
chart there, it’s very clear. Auto trade is the huge factor in our
trade relationships. It’s 82 percent of the deficit with Korea. That’s
up from 35 percent 5 years ago. It’s $11 billion. It’s 30 percent of
Korea’s exports to the U.S. It is the biggest traded product. There-
fore, by itself, that defines a major degree of attention. It’s also now
become a huge problem that is unresolved, one with a week and
a half to go in this negotiation.

The Korean government however has created this problem, and
it is the Korean government that has the responsibility and is the
party that has to resolve this. The U.S. auto industry has earned
a seat at this table for this discussion. In simple numbers, U.S.-Ko-
rean auto trade is so lopsided that it cannot be seriously justified
by any credible, objective economic or market-based rationales.

I'd like to you look in your material there on chart number two.
Chart number two shows that this is not just a U.S. issue, that—
if you look at it, it will show—these are the sales—it’s in your
packet as well—of all foreign cars from Japan and Europe in Korea
and the U.S. in Korea last year. It shows that nobody is doing well
in Korea. There is no automaker that is selling in serious numbers
in Korea.

Korea unacceptably and unjustifiably restricts sales of foreign
automobiles across the board. Next, I want to say that U.S. auto
companies have worked together with USTR for a decade. We have
been at this for over 10 years to deal with this huge blot on our
country’s trade relationship, and we have not together been able to
succeed in opening the Korean market.

All past efforts including two bilateral U.S.-Korea auto agree-
ments in 1995 and 1998 have failed to open that market although
negotiated in good faith. So, we have to try something different. I'd
like to explain our position briefly.
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The position of ATPC is—well, first I'd like to say we understand
there have been some mischaracterizations both in Seoul and here
in Washington about what we are asking for and seeking in this
negotiation as a remedy to Korea’s closed market. Let me be very
clear. We are not seeking managed trade. We are not seeking guar-
anteed sales in Korea as some have suggested.

These are incorrect but quite quick and simple labels that have
been used to gloss over the serious efforts by many trade practi-
tioners to an innovative approach to deal with a unique and intrac-
table problem that we have faced. We believe that the standard
trade negotiating approach, which was reminiscent and which we
pursued together with USTR in the ’nineties through two bilateral
agreements, which is apparently being used now by U.S. nego-
tiators, will result in a one-way, one-sided agreement that benefits
only Korea.

ATPC has consistently recommended that opening the Korean
auto market will require the willingness to take new approaches.
Given Korea’s dismal past record, we have recommended that pref-
erential access to the U.S. auto market be provided when the Ad-
ministration and the Congress can reasonably be satisfied that all
trade barriers to auto imports have been removed and the Korean
market is seen to be fully open to the sale of the U.S. and other
imported cars.

Mr. Chairman, I have put in my statement a discussion of the
multiplicity of non-tariff trade barriers that have been used by
Korea for many years. You'll have a chart in your materials and
one here. They range from some years back outright bans on im-
ports of automobiles to the use of high tariffs, discriminatory tax-
ation, the use of tax audits on people who purchased imported cars,
a shifting maze of overlapping regulatory and endless regulatory
barriers that have effected imports more than any other factor.

This is—we try to capture this in one chart here, but just to give
you a sense of—there is a maze here of things that no one has been
able to cut through, and it is not accidental.

My time is up. I want to summarize with just 30 seconds of com-
ments on where we see the current status.

Where are we now 2 weeks before the deadline? ATPC, number
one, has offered on behalf of the industry a comprehensive proposal
for addressing the totality of the problem. The USTR appears not
to have accepted our recommendations. Number two, the Korean
government, to our knowledge has not, in a year, come forward
with a proposal that addresses the closed automotive market.

Number three, as has been mentioned, a bipartisan group of
Congress this month has offered a comprehensive auto proposal
which we believe has been very helpful and constructive, and we
commend those, including Chairman Levin, who have been instru-
mental in that. We appreciate the effort.

I want to just leave you with one thought, and then I'll stop. Last
week it came to our attention—and I can’t corroborate this person-
ally, but others can—that the Korean government has indicated
that its number one objective now from the United States in this
negotiation is the immediate removal of U.S. automobile tariffs, its
number one negotiating objective.
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I find that rather fascinating and amazing as a negotiating strat-
egy, but that’s where we are. After all of this where we feel all of
the impetuses on the Korean side, the Koreans are saying, our
number one objective is that you, the United States, give us imme-
diate access, preferential access to your market. We haven’t seen
anything offered back.

Thank you, Mr. Chairman.

[The prepared statement of Mr. Collins follows:]

Statement of Stephen J. Collins, President,
Automotive Trade Policy Council

I. Introduction

Mr. Chairman/Members of the Committee:

Thank you for the time to discuss the importance of automotive trade issues in
the ongoing U.S.-Korea FTA negotiations. I am testifying today on behalf of General
Motors Corporation, Ford Motor Company and DaimlerChrysler Corporation—who
are the members companies of the Automotive Trade Policy Council and whose
views I am presenting today.

I want to begin with several comments relating to the current situation:

1. The U.S. auto companies have supported U.S. trade liberalization initia-
tives by Republican and Democratic Administrations for decades. This in-
cludes all the bilateral FTAs presented to the Congress since 2000. We have also
offered extensive support to USTR in this Korean initiative from the beginning of
this negotiation. These three companies have spent many years trying to open the
Korean auto market. ATPC’s hope is to see the U.S. reach a strong, solid and cred-
ible agreement with Korea that will eliminate all tariff and non-tariff barriers and
allow U.S. auto companies to fully participate in that market.

2. Auto trade is a large portion of U.S.-Korea trade and has now become
a big problem in this negotiation. But the Korean government created this
problem and the Korean Government is the party that has to resolve it. The
auto industry has earned a seat at this table. The U.S. now has an $11 billion def-
icit in auto trade with Korea, which is 82% of the total deficit between our two coun-
ties. In simple numbers, U.S.-Korean auto trade is so lopsided that it cannot be seri-
ously justified by any credible economic or market—based rationales.

Last year, Korea exported about 700,000 cars, vans and SUVs to the United
States. Our market is open and Korean competitors have been welcomed and given
a fair shot a success here. On the other side, U.S. auto exports to Korea totaled just
over 4,000 last year. Amazingly, auto imports from the entire world represented just
3.6% of the Korean market. This is not a picture of a healthy, mature, and mutually
beneficial trading relationship

3. A Free Trade Agreement is primarily about trade. There have been
changes in investment patterns in the auto business, both here and in Korea. Re-
cently, Korea has opened up to foreign investment in its auto sector. In 2002, Gen-
eral Motors invested in Korea, acquiring certain assets of the bankrupt Daewoo Mo-
tors and creating a new company which produces cars there.

On the U.S. side, Hyundai/Kia has also made investments here, with one assem-
bly plant operating and another under construction. But auto investment is not the
topic of this FTA. It’s all about trade and market access.

4. Korea’s auto market is not just closed to the U.S. auto industry. Euro-
pean and Japanese automakers are doing no better in Korea and share the same
Vie{)vl—that Korea unacceptably and unjustifiably restricts sales of foreign auto-
mobiles.

5. The U.S. auto companies have worked together with USTR for over a
decade to deal with this serious and glaring blot on our countries’ trade re-
lationship and have not succeeded in opening the Korean auto market. How-
ever, all past efforts, including two bilateral auto trade (MOU) agreements nego-
tiated in good faith by USTR in 1995 and 1998 using the strongest U.S. trade policy
tools, have failed to open the Koran auto market. That is not the fault of past UTSR
efforts, or the efforts of U.S., European or Japanese companies to get access to that
market. The reason is the refusal of the Korean government to remedy and reverse
these blatantly unfair and self-serving policies.

II. The Position of ATPC on the U.S. Korea FTA

We understand that there has been some mischaracterization in Seoul and in
Washington about what we seek in this negotiation as a remedy to the closed Ko-
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rean auto market. Let me be very clear: We are not seeking ‘managed trade’ or
‘guaranteed sales in Korea’, as some have suggested. These are incorrect, yet quick
and simple labels that have been used to gloss over the serious efforts by many
tra(ll)(le practitioners to an innovative approach to deal with a unique and intractable
problem.

We believe that the standard trade approach, reminiscent of the old U.S.-Korea
MOUs of the 1990s, which is apparently being used by our U.S. negotiators, will re-
sult in a one—sided agreement that benefits only Korea. We believe that the U.S.-
Korea FTA is the absolutely last chance for USTR, in close consultation with the
Congress, to get this right. Otherwise one of the largest and most active auto mar-
kets in the world will remain closed to access by the U.S.

ATPC has consistently recommended opening the Korean auto market will require
the their willingness to take new approaches. Given Korea’s dismal past record, we
have recommended that preferential access to the U.S. auto market be provided
when the Administration and the Congress can be reasonably satisfied that all trade
barriers to imported autos have been removed and the Korean market is seen to
be fully open to the sale of U.S. and other imported cars.

II1. Why is the Korean Auto Market Closed?

Let me summarize the major facts about this case, and explain how Korea?s sys-
tem of tariffs, taxes, and particularly nontariff barriers that keep foreigners re-
stricted in the market.

Chart #1 shows the sales by all foreign automakers in Korea last year. In a coun-
try that produced 3.8 million cars, and had domestic sales of 1 million last year,
Korea imported a total of 40,000 cars and trucks from the rest of the world. I would
draw your attention in Chart #1 to the fact that this is a grand total of a 3.6 %
market share for all imported cars. In comparison, of the 30 OECD industrialized
countries where the average level of imports for autos is over 40%, Korea ranks
30th out of 30.

Chart #2 shows the breakdown of the sale of imports in Korea by automaker. As
you can see, no one is selling any respectable volume in Korea. The vast majority
of those imported car sales are in the highest-end luxury segment. While our compa-
nies’ sales in Korea were small, you will notice that high volume European auto-
makers sales were also minimal while the Toyota, and Nissan brand, which are the
number one and two automakers in Japan, did not sell a single car in Korea. This
is not a picture of a normal, healthy, competitive automotive market.

So what is the problem?

IV. What Specifically Causes the Problem of Selling Imported Cars in
Korea?

Chart #3 summarizes the story and the continuing problem. For a long time,
Korea has very effectively used a whole arsenal of trade tools, starting with outright
imports bans, high tariffs, discriminatory taxes and a stifling maze of overlapping
and never ending regulatory nontariff barriers to keep placing hurdles for imported
cars.

Bans on Imported Autos

Prior to 1995, as this chart shows, the Korean government was quite clear about
its policy:

e All imported cars were legally banned in Korea until 1989, while the country
was furiously building its own auto industry

e Japanese cars remained banned until 1999

e Very high tariffs (50%) were applied

Tax Audits on Purchasers of Imported Cars

After those outright bans were dropped, Korea switched to other NTBs that were
very effective. Korea employed one of the most effective tools when it directed that
all purchasers of imported cars would automatically have their taxes audited. After
the U.S. repeatedly complained, these automatic tax audits stopped, but the percep-
tion and a lingering fear remains

Just last year in a highly publicized move, Korean tax authorities ordered all of
the country’s import car dealers to report to their federal tax agency the names, ad-
dresses and relevant personal information of the purchasers of all foreign cars. Now
(Iiask, ;f you were thinking about buying a new car, wouldn’t you find that intimi-

ating?

High, Discriminatory Taxes on Imported Autos

Korea has also freely used its tax structure to make it far more expensive to pur-
chase an imported car. Korea has nine different layers of tariffs and taxes on autos.
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With an overall tax burden of over 70% for imports versus 56% for domestic autos,
the effects of cascading taxes on top of the tariff puts imports at a 14% percentage
point price disadvantage vis-&-vis domestic vehicles.

To make matters worse, many of the taxes are applied at a rate much higher for
imported cars, based on engine size, configuration or other artificial means. The end
resuflft is that much higher taxes are added to imported cars, on top of the 8% import
tariff.

The Web of Regulatory NTBs

When compared to other partners with whom the U.S. has engaged in Free Trade
Agreements, Korea is unique in the both the scope and intensity of its use of Non
Tariff Barriers to restrict imports. This pervasive use of NTBs in restricting trade
calls for different kinds of solutions than U.S. trade negotiators have faced before.

This is the most complex and most difficult issue to summarize for those outside
of the business. But all foreign automakers are in consensus that Korea pursues a
rolling series of regulatory NTBs that, de facto, severely restrict the ability to mar-
ket imported cars into Korea. These include regulations that are often trivial, im-
posed without warning and developed with no input from foreign automakers. They
have the effect of knocking out or severely limiting the ability of foreign automakers
to get cars to the market in Korea.

Every year, the issue is different—tinted windshields, frequencies for remote key-
less entry systems, bumper configurations, power window requirements, and license
plate sizes. Just last week, we were notified of a change in the auto insurance poli-
cies that arbitrarily placed imported vehicles are in the highest risk classification.
The result is owners of imported vehicles will pay the highest premium possible for
their auto insurance, (both Ford and DaimlerChrysler were placed in Class #1, the
most expensive), as well as a totally unacceptable process foreign companies must
use to certify compliance with these regulations.

The NTBs vary from one wave to another, but the result is the same: a revolving
set of costly hurdles placed in front of any foreign automaker trying to sell in Korea.

I want to share with you the conclusion of the European Auto Manufacturers As-
sociation (ACEA) in their statement to European Governments and the EU Commis-
sion describing the situation:

“Korea has a number of nontariff barriers in place which prevent market access
of European vehicles to the Korean market. In general, the import situation is char-
acterized by a lack of transparency, little or no lead-time and adoption of unique
standards and inadequate action of EU or U.S. standards in the fields of safety and
environment—As a result no foreign automakers—E.U., U.S. or Japan—has been
able to achieve a significant market share”.

Over the past nine years, following the 1998 U.S.-Korea bilateral auto MOU agree-
ment, Korea has introduced more than 15 new auto technical regulations that have
served as barrier to auto imports.

Here are three quick examples of a few of the past and current NTBs:

1. License Plate Size—The Korean government proposed a new regulation that
would change the size and shape of a car’s license plates, with little notice or oppor-
tunity to comment. License plates in Korea have traditionally been the same size
as found in the United States.

At first blush, this may appear to be a minor nuisance with little impact on U.S.
automakers. However, given the fact that the front and back bumpers of cars are
designed around the size and shape of a license plate, this type of requirement
would lead to almost a million dollars per model being spent to meet the new re-
quirement. Domestic automakers that are selling hundreds of thousands per vehicle
model can afford the cost spread over a large number of sales, but importers that
are lucky to sell a few hundred of a particular model would not be able to justify
the cost and would have necessitated pulling most U.S. models out of the Korean
auto market, or taking a heavy loss on every vehicle sold.

The Korean authorities were forging forward with this regulation, despite the dev-
astating impact it would have on imports, and that it would not have any societal
benefit. Fortunately efforts were made, including the intervention by USTR Zoellick,
to get the Korean government to drop the proposed regulation. Although successful,
the fact that a U.S. cabinet official had to personally intervene with the highest lev-
els of the Korean government to resolve a license plate issue demonstrates the level
of the NTB problem.

2. Self-Certification Investigation Change—After the current FTA negotia-
tions began, Korea proposed making a major change to its auto safety certification
process that would reverse commitments and progress made in past agreements
with the United States to “not take any new measures that directly or indirectly
adversely affect market access for foreign passenger vehicles”.
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The proposed change would:

e adversely impact import automakers, but have no impact on Korean auto-
makers;

o significantly increase the certification burden, with no societal benefit, and;

e withdraw commitments made under the two previous U.S.-Korea bilateral auto
agreements.

This is a transparent effort to further thwart import automakers to the benefit
of the Korean automakers, and should be permanently dropped as part of this FTA
3. Korea’s new auto emissions regulations (K-ULEV)—now effective 2009.

While this proposed new rule is based on California’s stringent emissions regula-
tions, Korea made some significant changes in its implementation that results in
a disproportionate burden being placed on importers, over domestic automakers.
This 1s what is called “cherry picking” from regulations. The immediate result is
while Korea’s emissions regulations offers no higher level of emissions containment,
some imported cars will be withdrawn from sale in the market and fewer new im-
port models will be exported.

The California and Korean regulations achieve the same emissions outcome, but
the Korean regulation does not provide the flexibility that was purposely designed
into the California program. U.S. automakers meet the California regs, but will not
be able to offer their vehicles for sale to consumers in Korea. The U.S. Government
has tried to help U.S. automakers with this barrier, but to no avail.

In advance of the launching of the U.S.-Korea FTA negotiation, Korea agreed to
delay full implementation of the K-ULEV regulation until 2009. Although some-
what helpful, the two-year delay only puts off the problem until a later date. It did
not the fix the problem. Korea’s K-ULEV regulations should be modified to allow
vehicles that meet California regulations to meet the Korean regulations.

The importance of eliminating the current auto NTBs cannot be overstated. Full
access will not be achieved unless this is accomplished. But equally important is
getting a commitment from Korea that will avoid the implementation of future auto
NTBs.

For more than a decade, the U.S. auto industry has worked with various USTRs
and their staff who have spent many months negotiating with the Koreans to elimi-
nate one after another unnecessary NTB. The persistence of USTR efforts to get rid
of a single NTB—as minor as license plate sizes—has succeeded, but at a high cost
in U.S. government resources, both politically and financially. Inevitably, within
weeks of the resolution of one ?show stopper’ NTB, another one pops up to replace
it.

Korea’s track record of using NTBs to protect its auto market is endless and has
no equal in any other OECD country. And its does not deserve to be glossed over
or tacitly accepted by the United States in formalizing an FTA with one of America’s
largest trading partners.

V. What has the U.S. done about this situation?

The seriousness of problems caused by Korea’s closed auto market is not new.
They were recognized as severe enough a decade ago that USTR filed a Section 301
unfair trade practices case against Korea’s auto policies, one of the rare uses of that
powerful tool in U.S. trade law. USTR then negotiated two specific auto trade MOU
agreements with Korea (in 1995 and 1998) in which Korea clearly and formally com-
mitted to eliminate anti—import policies, as well as tax and regulatory NTBs that
discriminated against U.S. auto products.

Chart #4 highlights just some of the still current goals and commitments of those
1995 and 1998 agreements that were not achieved. These were two solid, if tradi-
tional, trade agreements designed to reduce market barriers. They looked out-
standing on paper. But they did not work, because Korea countered with a new
strategy to implement a powerful mix of non-tariff barriers. The results: Despite two
tough negotiations and auto trade agreement with Korea in 1995 and 1998, exports
of U.S. autos to Korea barely moved from 4000 in 1995 to 4,500 in 2006. Imports
from all countries are also dismal.

ATPC believes that Korea’s obvious failure to meet its commitments and promises
to the U.S. in these two formal trade agreements is both a loud warning and a le-
gitimate basis for insisting that we not repeat the same mistake a third time. This
is why we have urged that any FTA with Korea must be creative, assertive and re-
flect the reality of auto trade with Korea. We have urged USTR to look beyond the
traditional negotiating strategy, not because our industry inherently deserves some-
thing better or special, but because there is such a clear, unquestionable trail of evi-
dence of the failure of Korea to live up to previous agreements with the USG.
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VI. The Current Status of the Negotiations

So where are we now, less than two weeks before the deadline for completing
these negotiations?

1. Immediately after the launch of these talks, ATPC offered a comprehensive pro-
posal to USTR for addressing the totality of barriers that have prevented access to
the Korean market and the failure of two prior U.S. trade auto agreements. This
proposal placed the responsibility fully on the Korean government to demonstrate
that commitment by results and not just promises. The USTR appears not to have
accepted this approach.

2. The Korean Government, to the best of our knowledge, has not come forward
with a proposal that fully addresses the closed market issue.

3. Earlier this month, a bipartisan group of members of the House and the Sen-
ate, including Chairman Rangel and Chairman Levin, sent a letter to the President
presenting a “Congressional Proposal to Open Korea Automotive Market”. The mem-
bers proposed “moving beyond previous negotiating strategies and embarking on a
new approach that addresses the United States’ legitimate concerns that Korea will
not obtain additional access to the U.S. market unless there is reciprocal opening
of the Korean auto market”. The Congressional proposal deals with both the respec-
tive countries’ automotive tariffs and a system for addressing both current and fu-
ture NTBs in Korea auto market, and other sectors as well”.

4. ATPC deeply appreciates this effort by Members to offer a constructive proposal
to secure a fair trade deal for the U.S. auto industry in an FTA with Korea. ATPC
said that this Congressional proposal “captured the industry’s frustration with Ko-
rea’s refusal to abide by past auto trade commitments by ensuring that the Korean
government will have to provide U.S. automakers with real and meaningful access
to Korea’s auto market if they are to be given preferential access to our market”.
We are not aware of whether U.S. negotiators have accepted any or all of the rec-
ommendations contained in this Congressional proposal to resolve the auto issue.

5. The latest information we have received concerning the negotiations is most
disturbing. It is now widely reported that the Korean Government has demanded
the immediate elimination of the U.S. auto tariffs as their number one priority in
this negotiation.

Finally, Mr. Chairman, ATPC does not know what will happen over the next two
Wgeks. But we do know with certainty the record of Korea over the past two dec-
ades.

I would like to leave you, and the U.S. negotiating team, with what President Roh
of Korea told his negotiators last week in his Cabinet meeting as they prepared for
the final stretch of these talks, as publicly reported in the Korea Times on March
15:

President Roh told his team:

“I will give you some instructions in principle: Please consider real economic bene-
fits—act just like merchants. And do not consider security or other non-economic
factors.”

Thank you
Chairman LEVIN. Thank you very much.
Mr. Reuther.

STATEMENT OF ALAN REUTHER, LEGISLATIVE DIRECTOR,
INTERNATIONAL UNION, UNITED AUTOMOBILE, AEROSPACE
AND AGRICULTURE IMPLEMENT WORKERS OF AMERICA

Mr. REUTHER. Mr. Chairman, my name is Alan Reuther. I am
the legislative director of the UAW. We appreciate this opportunity
to testify on the negotiations between the United States and Korea
on a free trade agreement.

Korea is the fifth largest producer and third largest exporter of
vehicles in the world. In 2006, the U.S. had an $11.6 billion auto-
motive trade deficit with Korea. U.S. exports of automotive prod-
ucts to Korea represented just 6 percent of Korean imports into the
U.S. of similar products. Historically, Korea has kept its market al-
most completely closed to U.S.-built automotive products. This has
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been accomplished through a combination of tariff and non-tariff
barriers. Despite previous agreements and memoranda of under-
standing with Korea to eliminate its barriers to imports of auto-
motive products, the Korean market remains essentially closed to
any significant import competition. Meanwhile, the U.S. auto-
motive trade deficit with Korea soared from $1.3 billion in 1994 to
$11.6 billion last year.

At the outset of the U.S.-Korea negotiations, U.S. producers
urged the Bush Administration to insist that Korea first meet con-
crete benchmarks for opening its auto market to imports before the
U.S. allows any further access to our market. Regrettably, USTR
flatly rejected this position.

Recently a broad bipartisan group of Members of Congress sent
a comprehensive proposal to President Bush on how any Korea free
trade deal should treat automotive trade between the two coun-
tries. This proposal contained incentives for Korea to open its mar-
ket to U.S. autos, a mechanism to dismantle Korea’s non-tariff bar-
riers and safeguards against a surge in automotive imports from
Korea. Most importantly, it stipulated that the U.S. tariff on im-
ported pickup trucks should be left for resolution to multilateral
WTO negotiations.

Unfortunately we understand USTR also has rejected this bipar-
tisan auto proposal. Instead, USTR appears to be pursuing an
agreement that would eliminate U.S. automotive tariffs, thereby
giving imports from Korea even greater access to our auto market.

At the same time, USTR seems to be content with an agreement
that would allow the Korean government once again to make
meaningless promises about eliminating its non-tariff barriers with
no guaranteed outcome. As a result, the agreement being nego-
tiated by USTR is likely to exacerbate our auto trade deficit with
Korea and jeopardize tens of thousands of additional automotive
jobs in the U.S.

Since Korea is already a major global producer and exporter of
automotive products, the elimination of our automotive tariffs could
quickly lead to a ramping up of production capacity by traditional
Korean companies for exports to our market. In addition, foreign
auto companies would be encouraged to locate production in Korea
to take advantage of the elimination of U.S. automotive tariffs.

Our fear of a surge in automotive imports from Korea is not alle-
viated by the fact that Korean companies will be sourcing some ve-
hicles from facilities located in the U.S. Korean auto companies
sold about 750,000 vehicles in the U.S. last year. 550,000 of these
vehicles were imported. The U.S. market share of the Korean com-
panies is expected to grow in the coming years. Thus notwith-
standing any expected investments by Korean automakers in the
U.S., most Korean vehicles will still be imported from Korea.

It is also important to recognize that vehicles assembled in the
U.S. by Korean auto companies still have very high levels of parts
imported from Korea. Production and employment at traditional,
U.S. auto parts suppliers is threatened by these Korean parts im-
ports.

The damage that would be done by a surge in Korean automotive
imports cannot be offset by toothless promises by the Korean gov-
ernment to address non-tariff barriers that keep U.S.-built auto-
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motive products out of their market. There is every reason to ex-
pect that Korea will continue to use a variety of measures to keep
its market closed to automotive imports notwithstanding any prom-
ises about the elimination of non-tariff barriers.

UAW believes the only way to ensure that this situation changes
is to insist on results oriented auto provisions in any trade deal
with Korea. Simply stated, we must insist that Korea make tan-
gible progress in opening its automotive market before the U.S. al-
lows additional access to our market.

For USTR to give away the economic benefit of access to our
market without requiring the Korean government to first imple-
ment concrete changes necessary to alter our automotive trade im-
balance is nothing more than continuing to conduct business as
usual and irrationally expecting different results.

In conclusion, the UAW continues to be deeply concerned that
the U.S.-Korea Free Trade Agreement being negotiated by USTR
could have an extremely negative impact on U.S. automotive pro-
duction and employment. We urge you and your colleagues in the
House to reject any trade deal that fails to include at least the re-
quirements in the bipartisan Congressional auto proposal. Thank
you.

[The prepared statement of Mr. Reuther follows:]
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Mr. Chairman and Members of the Subcommittee, my name is Alan Reuther. |
am the Legislative Director for International Union, United Automobile,
Aerospace and Agricultural Implement Workers of America (UAW). The UAW
appreciates this opportunity to testify before this Subcommittee on the
negotiations between the United States and South Korea on a free trade
agreement.

The UAW represents over one million active and retired workers, many of whom
are employed or receive retirement benefits from auto manufacturers and parts
companies in this country. Our testimony will focus on the likely impact of a U.S.-
Korea free trade deal on our nation's domestic automotive industry.

The UAW has repeatedly criticized the Bush administration's general approach to
trade negotiations. Specifically, we have criticized the administration's failure to
negotiate adequate protections for the rights of workers and the environment,
adequate safeguards against import surges, adequate responsibilities and
obligations for multinational corporations and investors, and adequate protections
for the right of governments to defend antidumping laws and other rational rules
of international trade and investment. The UAW fully supports efforts to
negotiate international trade agreements that promote global economic
development and establish fair and transparent rules of international trade.
American autoworkers are very concerned, however, that the Bush
administration lacks any real commitment to include such rules of fair trade in the
U.S.-Korea Free Trade Agreement that is currently being negotiated.

Korea is the ninth largest economy in the world. It is the United States’ seventh-
largest trading partner, accounting for over $78 billion of bilateral trade in 2006.
Overall, the U.S. had a $14 billion trade deficit with Korea last year.

Korea is also the fifth largest producer and third largest exporter of vehicles in the
world. In 2006, U.S. imports of Korean automotive products into the United
States were valued at $12.4 billion, while U.S. exports of similar products to
Korea amounted to just $751 million. The net result was an $11.6 billion U.S.
automotive trade deficit with Korea. U.S. exports of automotive products to
Korea represent just six percent of Korean imports into the U.S. of similar
products.

Historically, Korea has kept its market almost completely closed to U.S. built
automotive products. This has been accomplished through a combination of
tariff and non-tariff barriers. Despite previous agreements and memoranda of
understanding with Korea to eliminate its barriers to imports of automotive
products, the Korean market remains essentially closed to any significant import
competition. As this Subcommittee has recognized, "Korea's market [has] the
lowest level of import penetration of any major automotive producing economy in
the world."
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Despite reaching Memoranda of Understanding (MOUs) with Korea in 1995 and
1998 that were intended to eliminate Korea's barriers to competitive automotive
imports, the U.S. automotive trade deficit with Korea soared from $1.3 billion in
1994 to $11.6 billion in 2006. The deficit grew particularly quickly after the 1998
MOU, during a period of regular consultations with the Korean government
designed to make progress in opening the Korean market. U.S. exports of
automotive products in 2006 stood at $751 million, about half the level of U.S.
exports in 1996, while U.S. imports from Korea grew by more than 300 percent
during that same time period. The U.S. deficit in automotive trade now accounts
for more than 85 percent of the total bilateral deficit with Korea, compared with
less than one-third in 1998.

The UAW is deeply concerned that the current negotiations by the Bush
administration will produce a free trade deal that only serves to make this dismal
situation worse. Specifically, we are concerned that a free trade agreement will
increase access by Korean automotive producers to the U.S. market, while still
allowing Korea to keep its market closed to U.S. built vehicles and auto parts.
The net result will be a surge of automotive imports from Korea and the loss of
thousands of additional auto jobs in the U.S.

To prevent this from occurring, at the outset of the U.S.-Korea FTA negotiations
U.S. producers urged the Bush administration to insist that Korea first meet
concrete benchmarks for opening its auto market to imports, before the U.S.
allows any further access to our market. Regrettably, the United States Trade
Representative (USTR) flatly rejected this position.

More recently, the UAW was very pleased that a broad, bipartisan group of
Members of Congress sent a comprehensive proposal to President Bush on how
any Korean free trade deal should treat automotive trade between the two
countries. This proposal was submitted by Representatives Rangel, Levin,
Kildee, Upton, Dingell, Kind, Tauscher, Knollenberg, Candice Miller, Ehlers and
McCotter, along with Senators Levin, Voinovich, Stabenow and Bayh. The
proposal contained incentives for Korea to open its market to U.S. autos. It also
included a mechanism to dismantle Korea's non-tariff barriers, as well as
safeguards against a surge in automotive imports from Korea. Most importantly,
it stipulated that the U.S. tariff on imported pickup trucks should be left for
resolution through multilateral WTO negotiations.

The UAW commends this bipartisan group of Members for taking a firm,
constructive stand on automotive trade with Korea. In our judgment, this
proposal would help to ensure that Korea make concrete progress in opening its
automotive market, before it is granted further access to the U.S. market.

Unfortunately, we understand that USTR has also flatly rejected this proposal.
Instead, USTR appears to be pursuing an agreement that will eliminate U.S.
automotive tariffs, thereby giving imports from Korea even greater access to our
auto market. At the same time, USTR seems to be content with an agreement
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that would allow the Korean government, once again, to make meaningless
"promises" about eliminating its non-tariff barriers, with no guaranteed outcome.
As a result, the agreement being negotiated by USTR is likely to exacerbate our
auto trade deficit with Korea and jeopardize tens of thousands of additional
automotive jobs in the United States.

Some analysts have argued that elimination of the U.S. automotive tariffs - the
2.5% tariff on autos and auto parts and the 25% tariff on pickups - will not be
problematic because they have not had a major impact on the scope of Korean
imports. The UAW believes this view is based on neither logic nor empirical
evidence. Because Korea is already a major global producer and exporter of
automotive products, the elimination of our automotive tariffs could quickly lead
to a ramping up of production capacity by traditional Korean companies for
exports to our market. In addition, foreign auto companies would be encouraged
to locate production in Korea to take advantage of the elimination of U.S.
automotive tariffs. Indeed, the same companies that viewed the U.S.-Thailand
FTA negotiations as an opportunity to use facilities in Thailand as a platform to
export pickup trucks to the U.S. duty-free would have a similar incentive to
establish pickup truck production in Korea in order to gain duty-free access to the
U.S. market.

Our experience with NAFTA demonstrates that these concerns are not just idle
speculation. When NAFTA was implemented, U.S. tariffs on cars and most auto
parts were eliminated immediately and the tariff on pickup trucks initially fell from
25 to 10 percent, and was then phased out completely over a brief, five-year
period. As a result, auto companies dramatically increased their production of
vehicles and parts in Mexico, and U.S. imports of Mexican made automotive
products soared. The UAW is deeply concerned that this same destructive
scenario would occur if a Korean trade deal also eliminated U.S. automotive
tariffs.

Some analysts have also argued that there is no reason to fear a surge of
automotive imports from Korea because Korean companies will be sourcing their
vehicles from facilities located in the United States. In our judgment, this
argument is equally specious. The existence of the U.S. auto tariffs has created
an incentive for Korean companies to locate production facilities in this country.
If these tariffs are removed, we could very well see Korean companies
abandoning plans for future automotive investment in the U.S.

Furthermore, Korean automakers currently operate only one assembly plant in
the U.S., a Hyundai facility. Kia has announced plans to build another assembly
plant, but it will not be fully operational until 2010. Korean auto companies sold
about 750,000 vehicles in the U.S. in 2006, 554,000 of which were imported.
The U.S. market share of the Korean companies is expected to grow in the
coming years. Thus, it is abundantly clear that Korean companies will not be
able to source most of their sales in the U.S. from production facilities in this
country. Notwithstanding any expected investments by Korean automakers in

4
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the U.S., most Korean vehicles will still be imported from Korea. As a result, our
automotive deficit with Korea will continue to grow.

Our experience with Japan reinforces this conclusion. Japanese auto companies
have increased investment and production in U.S. facilities. But the U.S.
automotive trade deficit with Japan has grown, because imports from Japan have
also risen even as U.S. production by the Japanese automakers has grown. This
same scenario is the likely result from the type of Korean trade deal being
pursued by USTR.

It is also important to recognize that vehicles assembled in the U.S. by Korean
auto companies still have very high levels of parts imported from Korea. Indeed,
thirty percent of Korean automotive imports ($3.7 billion) came into this country
classified as “auto parts." Production and employment at traditional U.S. auto
parts suppliers is threatened by these Korean parts imports. Thus, the mere
presence of some Korean assembly operations in this country does not outweigh
the much greater negative production and employment consequences from
imports of Korean vehicles and auto parts.

The damage that would be done by a surge in Korean automotive imports cannot
be offset by toothless promises by the Korean government to address non-tariff
barriers that keep U.S. built automotive products out of their market. The fact is,
the U.S. automotive trade deficit with Korea has increased even though many of
the so-called "commitments" by the Korean government in past MOUs were at
least partially fulfilled. For example, as promised, the Korean government made
public statements that it would not discriminate against citizens and taxpayers
who purchased imported vehicles, made its motor vehicle registrations more
transparent, provided better access to regulatory decision-making for foreign
interests, and eased certification of imported vehicles and parts. Nevertheless,
the 2005 Annual Report of the President on the Trade Agreements Program
noted that the removal of some of Korea's barriers to imports of vehicles had no
impact on the share of imported vehicle sales in the Korean market. Korea
simply relied on other non-tariff barriers to continue to keep its market closed to
U.S. automotive products.

Thus, there is every reason to expect that Korea will continue to use a variety of
measures to keep its market closed to automotive imports, notwithstanding any
"promises” about the elimination of non-tariff barriers. In light of the variety of
past methods used by the Korean government to discourage its citizens from
purchasing imported vehicles - from the threat of tax audits, to accusations of not
being patriotic, to cascading tax penalties, to non-transparent procedures for
complying with Korean product standards - it is apparent that Korea will simply
find some new means of retaining a protected, closed market for Korean-made
vehicles and parts.

The UAW believes the only way to ensure that this situation changes is to insist
on results-oriented auto provisions in any trade deal with Korea. Simply stated,
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we must insist that Korea make tangible progress in opening its automotive
market before the U.S. allows additional access to our market. For USTR to
"give away" the economic benefit of access to our market without requiring the
Korean government to first implement concrete changes necessary to alter our
automotive trade imbalance is nothing more than continuing to conduct "business
as usual" and irrationally expecting different results.

Even if U.S. automotive exports to Korea were to grow modestly as a result of a
free trade deal with our country, it is the balance in automotive trade that will
determine whether U.S. production and employment would benefit. Our
experience with NAFTA shows that liberalizing trade with a country that has a
well-developed infrastructure for automotive production and a desire to expand i,
will lead to a rapidly expanding U.S. auto trade deficit. Given the number of
automotive companies already producing in Korea, and the potential for new
investments by those companies and others, the U.S. deficit in automotive trade
with Korea will almost certainly grow quickly. The adverse impact on U.S.
production and employment will be substantial.

Once a surge in automotive imports occurs and our overall auto trade balance
deteriorates even further, the existence of a free trade deal with Korea would
dramatically restrict the ability of the U.S. government to reverse or even alleviate
the impact on workers and communities in this country. The rapid increase in
imports from Korea in recent years demonstrates that re-imposition of current
tariffs is not likely to be an effective remedy. Instead, at a minimum we would
need the types of dispute settlement mechanisms and safeguards contained in
the bipartisan Congressional proposal that has been rejected by USTR.

The UAW also has serious concerns about other issues in the U.S.-Korea FTA
negotiations. Foremost among these concerns is the treatment of worker rights.
We remain opposed to any Korean trade deal that does not include the
internationally recognized set of core labor rights and parity of enforcement
between the labor provisions and the commercial provisions of the agreement.
The worker rights provisions should, at a minimum, conform to those included in
the Fundamental Principles and Rights at Work of the International Labor
Organization (ILO) and defined in its conventions. The status of labor rights must
be the same as other provisions in the trade agreement. Worker rights language
must be included in the core text of any U.S.-Korea trade agreement, prevent the
reduction of worker rights and standards as a means to advance trade or
investment interests, and be subject to the same dispute resolution procedures
as other provisions.

Last month USTR Susan Schwab told Congress that when countries negotiate
free trade deals with the U.S., “the situation on the ground for workers in these
countries is vastly improved.” Sadly, as was demonstrated by the article in the
March 16" edition of The Washington Post entitled “Labor Rights in Guatemala
Aided Little by Trade Deal,” the reality “on the ground” does not reflect the rosy
picture painted by the Bush administration. The fact is, by failing to insist on the
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inclusion of strong enforceable worker protections in trade agreements the
administration’s trade policies have helped to foster a race to the bottom that has
weakened the rights and standard of living of workers in other countries.

The worker rights situation in Korea is very problematic. Korean workers who
attempt to exercise core labor rights--freedom of association, freedom to
organize and bargain collectively, freedom from child labor, freedom from forced
or compulsory labor, and freedom from workplace discrimination -- are routinely
thwarted. The U.S. Department of State's Country Reports on Human Rights
Practices-2005 identified numerous areas of worker rights violations in Korea.
There are restrictions on the right to freedom of association for public sector
workers and other provisions in Korea's laws that limit the right to organize and
bargain collectively. Auto workers in Korea have faced serious barriers to
exercising the right to organize unions and bargain with employers without
government interference. The president of the Korean Metal Workers' Federation
(KMWF) was arrested last year for his participation in a protest against the
government’s effort to change Korea's labor laws to allow employers to use more
temporary and non-regular workers. Already, employers are hiring temporary
and non-regular workers, rather than permanent workers, as a way to stymie the
right of their workers to organize a union.

The UAW also is concerned about the investment and government procurement
provisions in any Korean trade deal. The investment provisions of recent
agreements have placed too much weight on protecting corporations from
legitimate actions by governments, and too little weight on the need for
governments to retain the authority to enact laws and implement regulations that
defend sustainable economic development, environmental protections, and
public health and safety. We oppose any provisions that would enable foreign
corporations to use an investor-state dispute resolution process to circumvent the
judicial process that national investors must use. When foreign investors choose
the investor-state process to resolve disputes with the government, they can
avoid the protection of U.S citizens' rights that our courts provide through respect
for due process and public access. This discrimination in favor of foreign
investors conflicts with the U.S. negotiating objective for investment issues that
was approved by Congress.

The UAW supports retaining the ability of governments to condition government
procurement, including the treatment of foreign investors, on meeting
democratically- determined criteria. This includes the right of governments to
impose sanctions such as those used against firms that invested in South Africa
during the apartheid regime, to implement “living wage” and other standards for
procurement, and to choose to provide public services themselves, rather than to
privatize these functions. When a mix of public and private providers is
responsible for supplying public services, the determination of the appropriate
mix by governments must not be undermined by a trade agreement that gives
new rights to private companies to expand their role. In addition, governments
must retain the right to determine how new services will be provided.
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The UAW believes that exchange rates, foreign debt and related issues also
should be addressed in any Korean trade deal, as well as measures to respond
to the adverse impact of financial instability. Capital markets and exchange rates
can play a major role in affecting international trade flows of goods and services.
Korea's economy and its workers were seriously affected by the 1997-1998
financial crisis that hit many Asian countries. Korea's currency, the won,
declined precipitously in value against the dollar, making U.S. goods more
expensive to Korean consumers. Excluding exchange rates and the host of
factors that contribute to determining them, such as the level of outstanding
foreign debt, leaves open the possibility that changes in tariffs and non-tariff
barriers will be overwhelmed by unanticipated shifts in the exchange rate in
determining the size and balance of U.S.-Korea trade.

While the won appreciated against the dollar over the final nine months of 2006,
it has depreciated during the first three months of 2007, possibly as a result of
concerns raised within the Korean government over the competitive
disadvantage created by the previous change in the value of its currency. In the
past, there have been pressures to lower the value of the won resulting in actions
by the Korean government. There is certainly the potential for similar actions in
the future. Measures to counteract any such currency manipulation must be
addressed in any U.S.-Korea free trade agreement.

In conclusion, the UAW continues to be deeply concerned about the negative
consequences the U.S.-Korea free trade agreement being negotiated by USTR
could have on U.S automotive production and employment. We urge you and
your colleagues in the House to reject any trade deal that fails to include at least
the requirements in the bipartisan Congressional auto proposal. We also urge
you to insist on the inclusion of meaningful worker rights protections, as well as
the other provisions discussed above.

The UAW appreciates this opportunity to present our views on the U.S.-Korea
Free Trade Agreement negotiations. Thank you.
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Chairman LEVIN. Thank you very much. All right. If you would
recess and the Ambassador will come forth, we have 55 minutes of
his time. That means that if each of us, including myself and the
Ambassador, if we take 5 minutes, we’ll all have a chance. So, let’s
do that.

Ambassador, welcome back. Thank you. As you said, and I said
the same, there are lots of issues that are going to be presented
to you. We wanted the automotive panel to have a crack at this be-
cause of its importance and their other important issues, but also
to try to have some meaningful back-and-forth and not kind of the
sometimes very segmented and not always productive discussion.

Let me just say preliminarily, if I might, because we’re going to
be talking not only about automobiles but these other issues, as I
heard you and listened to this panel and have gone over the mate-
rials, with only a week-and-a-half, we have 11 days before, if that’s
the decision, you would present to us a notification and an agree-
ment itself under the present Trading Partners Agreement (TPA).
It strikes me—1I just want to say this more generally -that if there’s
any chance of success there’s going to have to be a different ap-
proach than is usually employed, that there’s going to have to be
enough back and forth with this Congress as it’s now constituted
that there’s basic agreement before rather than after notification,
because otherwise, if there isn’t and the determination of the Ad-
ministration is to present something that it thinks that it knows
has some very considerable difference of opinion, hoping to play one
against another or to squeeze out a majority, I don’t think, under
present circumstances, as important as the U.S.-Korea FTA is, that
it will work.

So, I want to say to you, if I might, that I hope that there will
be a different approach than is usually employed. It means a much
more intense back and forth because we can now probe with you
each of these areas and try to get you publicly to commit to where
you're going. I don’t think that will work, but the question is
whether between the Congress and the U.S. government there can
be enough back and forth so that the content is not only well
known but essentially basically agreed to before notification be-
cause—look, you laid out on page four what a successful FTA
would be, what the elements are, and you talk about a strong Ag
Marx-Ex agreement, a strong industrial goods market agreement,
an enforceable commitment regarding automobiles, a strong invest-
ment chapter, a strong services chapter.

I don’t think your testimony would ever say we’re going to come
forth with a weak industrial market access or a weak investment
package or weak services, and so forth on Ag. So, essentially what
you've done is to leave out the gist of the agreement in each of
these critical areas, and here we are 10 days away.

So, let me just ask you, and I'll conclude—they didn’t run the
clock on me, but they should on the Chairman in this case anyway.
Was there anything said before by the auto panel or by Mr. Herger
or myself that you disagreed with?

Mr. BHATIA. Well, Mr. Chairman, there’s been a lot said in the
course of the various testimonies. Let me—maybe I could start out
just by touching on the point that you just made and then talk a
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little bit about some of the auto panel testimony, which I listened
to very carefully.

As you know, Mr. Chairman, we have been coordinating with the
Congress on the Korea FTA since its outset. The FTA was launched
here in a very bipartisan way with Members, both Republicans and
Democrats, lending their support to the launch—and have been in-
timately involved in briefings with staffers, and that has continued.

Indeed just last week, or I guess it was the week before, I had
the pleasure of coming and visiting with you. I’ve had the pleasure
of visiting with other members of this Committee on automotive
and other issues, and I will commit to you to continue to do that.

I think that is important. I think it is important that we bring
home an FTA that i1s a strong FTA that all the Members of this
Committee feel confident that we have negotiated as strong an
agreement as possible. Let me, if I may

Chairman LEVIN. Let me just ask you, will that mean—because
I think we have to do differently than has been true under this Ad-
ministration and sometimes previous. Are you going to show to us,
discuss with us what you’re tabling?

We have—there is a standard process, as you know, Mr. Chair-
man, whereby we show the Committee text before we table it and
we give the Committee Members an opportunity to respond back.
We have been doing that from the very beginning. I don’t see the
reason why that will change. Now there is a point here obviously
where at the end of the negotiation we’re going to have to figure
out a method of coordinating, but I have, as a matter of fact, with
the anticipation of negotiations potentially next week in Seoul, I
have already asked our staff to make sure that we have telephone
numbers for all of the key staff members on the Committee.

So, I don’t anticipate an end to that coordination. Indeed, I look
forward to it continuing. Perhaps, if I may spend a few moments
just on the automobile subject because this is one that has from the
very beginning, Mr. Chairman, been a singular focus of mine and
of ours at USTR. We have paid a great deal of attention to many
subjects in this FTA, but we've been aware from the very beginning
that the automobile area is going to be an important one.

I can tell you that I have spent a substantial amount of time
studying and researching both the Korean automotive market as
well as the U.S. automotive market and penetration into that mar-
ket. Let me, if I can, briefly describe what we’re seeing and then
why I believe the strategy that we are approaching makes sense.

On the Korean automotive market there is no question that you
have seen, going back from the ’70s and ’80s up until certainly the
beginning of the 2000 period, an array of problems for American
companies and for foreign manufacturers, foreign Open Ended
Markets (OEMs) generally accessing the Korean market.

You have seen that in terms of a number of factors. When we
have spoken—I've spoken with independent analysts; I've spoken
with investment bankers. I've spoken with management consult-
ants to try and get the clearest picture possible, as well as our in-
dustry, I should point out, to try and get the clearest picture pos-
sible of what are the key impediments.

I come up with four, generally four areas of impediments you
come up with. Indeed, these are reflected, I would note, in Steve
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Collins’s testimony and previous things that have been submitted
to us by the auto companies. You see tariffs. You see taxes. There
is a tax structure that applies to automobiles in Korea that
through its application has effectively penalized large engines,
large cars, which tend to be what we produce more. You have seen
non-tariff technical regulations serve to impede market access, and
last you've got sort of a catch-all that’s described as everything
from consumer preferences to anti-import preferences or biases.

So, that is the realm of things that we have seen, and we have
seen, notwithstanding recent growth, fairly substantial recent per-
centage growth in the import penetration into Korea, you have
seen it over a very low base. So, the total numbers remain low.

On the other side of the equation, in here into the United States,
you've seen substantial Korean car penetration going in the neigh-
borhood of 700,000 to 800,000 cars last year. An interesting feature
of this is that you have seen the manufacturing—is the change that
you are seeing take place in Korean sales in the United States.

So, right now, today, about 22 percent of Korean cars sold in the
United States are made in the United States, principally in a fac-
tory in Alabama. Three years from now you are going to see prob-
ably 60 to 70 percent of Korean cars sold in the United States man-
ufactured in the United States. So, we are seeing a strong shift in
Korean production into the United States, and this is consistent
with what we’re seeing Hyundai and Kia doing globally.

Chairman LEVIN. Mr. Ambassador, I promised everybody——

Mr. BHATIA. I apologize.

Chairman LEVIN. No, no. I just want to say then to you because
you mentioned that to me a week or so ago

Mr. BHATIA. Yes.

Chairman LEVIN. Number one, when you say that, essentially
you say that the problem is likely in part to solve itself.

Mr. BHATIA. No.

Chairman LEVIN. Also, I just want to tell you, those projections
are pure speculation. Number two, they assume a stagnant amount
of overall Korean production. As has been true of Japan, as it has
increased production here there has continued to be a major flow
of exports from there.

So, when you assume 60, 70 percent of the cars that Kia sells
will be made here, I challenge that.

Mr. BHATIA. Mr. Chairman, I'm just going by the numbers that
I'm seeing based on every independent survey that I've seen.

Chairman LEVIN. Well, talk to the U.S. auto industry.

Mr. BHATIA. Also, if I may, Mr. Chairman, if I could just sort
of summarize here. So, our strategy with respect to the Korean
automotive market has been to say, all those barriers and things
that have been keeping our cars out, the tariffs, the eight percent
tariffs, the tax differential, the non-tariff barriers and all of the
other anti-import and other things, those need to be addressed in
this FTA and those will be addressed in this FTA. We will have
those addressed.

What we have not adopted, and I will be clear about this, what
we have not adopted is an approach—and I use the term that Mr.
Reuther from the UAW used is an approach that seeks “a guaran-
teed outcome” because——
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Chairman LEVIN. Okay. Let me just interrupt so others—our
proposal that was done on a nonpartisan basis doesn’t include that.
So, don’t label a proposal for what it is not. It isn’t, so you—and
in these next 10 days we need to sit down—if you're going to have
a chance of passing it, I think, as to any of these products, to have
a much more active involvement of this Congress, otherwise I think
you're headed for failure.

Mr. Herger.

Mr. HERGER. Thank you, Mr. Chairman. Mr. Bhatia, I would
like to focus your attention on rice for a moment.

Mr. BHATIA. Yes.

Mr. HERGER. The U.S.-Korea FTA must be comprehensive and
its product coverage such that provisions on rice are included in
the agreement’s final terms. I believe this is critical not only as a
substantive issue but also from a procedural standpoint product ex-
clusion and FTAs make bad policy.

To this end, I'm troubled by reports that the Koreans continue
to be unwilling to engage with U.S. negotiators on rice issues. Do
I have your commitment not to exclude rice from this FTA?

Mr. BHATIA. Mr. Chairman, we have been dealing with the rice
issue from the very outset, and at the very launch of the negotia-
tions, we made clear to the Korean government that this deal must
be a comprehensive one and it must be comprehensive in the agri-
cultural area.

We have maintained that position up to this point, and I can as-
sure you that we are maintaining that position all the way to the
very end, that we are pushing them for this to be a comprehensive
agricultural deal.

Mr. HERGER. Thank you. I am also a strong supporter of the
investment provisions in our prior agreements, including the inves-
tor-state dispute settlement mechanisms because they give U.S. in-
vestors access to substantive and procedural rights they might not
otherwise have in the course of our trading partners.

Given the lack of transparency that pervades the Korean system,
I believe it is especially important in this FTA to maintain the
model provisions that we’ve used in prior agreements. I understand
that Korea wants to protect it’s ability to protect low income hous-
ing and real estate values, and I believe we can do so without loop-
holes and without undermining the core protections.

Mr. Bhatia, do I have your commitment to protect our investors
abroad by utilizing these comprehensive model provisions and not
straying from them?

Mr. BHATIA. Mr. Herger, this is another area where, from the
very outset, we have been clear with the Koreans that we believe
a principal benefit not only to the United States but also to Korea
is greater investment flows that will flow from the FTA. However,
those will only happen with very strong investment provisions, in-
cluding investor-state dispute rights.

We have been pushing that steadfastly with the Koreans, and I
can assure you that we are continuing to do so.

Mr. HERGER. Thank you. I also understand that you're using
this potential agreement as leverage to push Korea on a parallel
track on sanitary and phytosanitary issues such as beef.



45

As you know, Peru and Colombia, through a similar parallel
track recently lifted their restrictions to allow imports of U.S. bone-
in and boneless beef regardless of age and to recognize U.S. inspec-
tions as equivalent.

I would expect to see implementation of this international stand-
ard by Korea. Could you comment on whether there has been
progress in these negotiations?

Mr. BHATIA. The beef issue and ensuring that the Korean mar-
ket is open to beef consistent with international standards, OIE
standards has been a consistent message that we have delivered to
Korea.

We have made it very clear that we don’t believe this Congress
will approve any FTA that does not—in the event Korea were not
employing those practices, was not open to American beef con-
sistent with international standards. Thus far, I cannot tell you
that there has been a resolution to this issue, but I can tell you
our team, our Ag team is in Korea right now, as we speak, address-
ing this issue. It’s my hope that there will be a satisfactory resolu-
tion.

Mr. HERGER. Thank you very much. Thank you, Mr. Chairman.

Chairman LEVIN. Thank you. Mr. Tanner.

Mr. TANNER. Thank you very much, Mr. Chairman. Ambas-
sador, thank you for your time.

I guess I'm as big a believer in engagement and trade as anybody
on the panel, but it’s becoming harder to follow USTR’s regimen
with respect to some of the enforcement mechanisms as well as just
the negotiation itself.

The regulatory excesses that we hear about in the Korean gov-
ernment with respect to automobiles is very troubling, and it
makes it harder and harder for those of us who believe in trade to
sell these agreements. Also there’s, I'm told, an issue about tele-
communications and ownership—49 percent versus virtually unfet-
tered access here.

How close are you to resolving some of these so that we can truly
represent to the American people that we have, one, a fair deal to
America and second that it’s enforceable? Thank you.

Mr. BHATIA. Thank you, Congressman. We're not done with the
FTA yet, and one of the outstanding issues that remains to be re-
solved is this issue of foreign direct investment in telecommuni-
cations. We have been addressing with the Koreans this week, and
we've got negotiations ongoing right now, but I can’t—as of the be-
ginning of this hearing I can’t tell you that issue has been resolved,
but we have made very clear to Korea that all of our FTAs here
to date have contained liberalization, opening of the telecommuni-
cations sector. That’s our expectation in this agreement as well.

So, this is in the process of negotiation, but we are pushing very
hard. If I may make a point, just the point about regulator fairness
and openness, because believe me, this is a key area for us across
the board. It’s not just automobiles; it’s other areas as well. We rec-
ognize that there is concern about the transparency, about the fair-
ness of the Korean regulatory process. We have been at the fore-
front of that.

We have been negotiating with the Koreans for many years. Also,
the reason we believe in this FTA, Congressman, is we believe this
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offers us an opportunity through overriding commitments, commit-
ments to make sure that, for instance the Korean government
doesn’t treat Korean firms through regulatory or other processes
more favorably than foreign firms by making sure that there’s
transparency by setting up processes whereby there can’t be pri-
vate deals cut between the government and industry but rather
there has to be regulations published and opportunity for people to
comment, Committees for government and industry to work in a
transparent way.

Those possibilities coming from this FTA, I believe, could radi-
cally benefit, dramatically benefit both our industry but also Korea
as it’s trying to move on a path of reform. So, the question at the
end of the day is how do we move Korea and the bilateral U.S.-
Korea relationship to a more successful place to address these
kinds of regulatory issues?

I would submit to you that a strong FTA, a fair FTA, which is
what you were talking about—and that is the only kind of FTA we
will bring back—would be an FTA that did that and that ensured
that we had not only strong commitments but also strong dispute
settlements in the event that there was ever a problem.

Chairman LEVIN. Thank you very much. Mr. Lewis.

Mr. LEWIS. Thank you, Mr. Chairman. Mr. Ambassador, I've got
a small but it’s a very important issue for my state and my district
specifically.

As you know, Korea is a leading importer of bourbon, and we
have worked with USTR in the past to ensure that other FTAs in-
clude a provision recognizing bourbon as a distinctive product of
the United States. This has been an important anti-counterfeiting
tool. Do you anticipate in this FTA to include this provision?

Mr. BHATIA. Yes, Congressman, I do. We’re very familiar with
the issue. I think we’ve made clear to Korea that all of our FTAs
to date have addressed that issue satisfactorily. Although I don’t
believe we’re quite there yet, I'm optimistic that we will be.

Mr. LEWIS. Listen, I appreciate it. I yield back my time.

Mr. BHATIA. Thank you.

Chairman LEVIN. Thank you very much, Mr. Lewis.

Mr. Larson.

Mr. LARSON. Thank you, Mr. Chairman and thank you, Mr.
Chairman for setting up this panel in the manner that you have
to provide us with an opportunity to have our USTR respond to the
panelists. Let me cut right to the chase.

As part of the FTA that you'll bring back, will that include as
the—I believe the panelists were seeking and asking for—mini-
mally the bipartisan congressional auto proposal?

Mr. BHATIA. Mr. Congressman, we have reflected carefully upon
the bipartisan proposal that has been submitted and there are
some elements of the bipartisan proposal that

Mr. LARSON. Is that a “yes” or a “no”™?

Mr. BHATIA. Well, I think it depends what you mean. I think
there are some elements that we are pushing very hard for. For in-
stance there is clearly a strong focus on a strong dispute settlement
system. There is a strong focus on NTBs, but there are a couple
of features that I think both—that we do not believe is the most
effective way to address the problem of U.S. market access into
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Korea nor would they frankly be—they would be deal-killers with
Korea, I believe, nor at the end of the day do we believe they're
necessary to be able to address the problems that weve talked
about.

Mr. LARSON. Also, how about a deal-maker or-breaker with the
U.S. Congress?

Mr. BHATIA. Congressman, I believe, and I would ask you to be-
lieve, to hope, that we will bring home a deal, including a deal on
autos

Mr. LARSON [continuing]. What you had to say to Mr. Tanner
with respect to the FTA agreement, but then there seems to be a
lot of ambiguity. Let me ask a second question, then. With regard
to labor standards, where are we with respect to that, what kind
of FTA agreement are we going to get with this?

Mr. BHATIA. I think you will have a very strong FTA with re-
spect to labor standards with Korea, Congressman. Korea is per-
haps a little different from some of the other trading partners
we’ve negotiated FTAs with in that it is a developed or very close
to being developed economy. It has vigorous labor unions, vigorous
labor activity, strong industrial relations regime, strong labor laws.

Korean strikes and so forth are probably more commonplace in
Korea than they are in the United States. I don’t believe we have
the same set of concerns there, and I'm confident that we’ll bring
back a very strong chapter on labor.

Mr. LARSON. Well, as Chairman Rangel often points out, some-
times we’re taken aback in Congress because we think that the
USTR should really be out there progressively advocating on our
behalf. I don’t doubt your sincerity, but there seems to be a lot of
ambiguity in the negotiation process with respect to—especially as
it relates to automobiles.

Mr. BHATIA. Congressman, a couple of things. First of all we're
right in the midst of this negotiation. We have a lot still to go on.
We have a public audience here, so there are certain things that
I would probably not prefer get transferred to our negotiating part-
ners who are doubtless watching this. So, but I will say that there
is no ambiguity and there should be no ambiguity in terms of our
commitment to make sure that the deal that we bring back on
autos addresses what we believe are the key impediments that
have prohibited and barred thus far—let’s put it this way, that are
the reason that you see far lower foreign OEM penetration into
Korea than you do into other Organization for Economic Co-oper-
ation and Development economies.

Mr. LARSON. I just wanted you to know, as our representative,
that there’s no ambiguity up here either.

Mr. BHATIA. Thank you.

Chairman LEVIN. Thank you. Mr. Brady.

Mr. BRADY. Thank you, Mr. Chairman, Ambassador [con-
tinuing]. If you care about finding new customers for American
products and services, and especially customers who can afford to
buy our products and services, it’s easy to get excited about the
possibility of this agreement. The potential for a U.S.-Korean free
trade agreement, it has potential to a blockbuster agreement, both
from an economic standpoint because of the major market and from
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a strategic standpoint in our entry in competition in the Asian re-
gion.

I say potential, because clearly, 2 weeks from now I think if
Korea doesn’t come forward with strong positions in autos and rice
and beef, and just as importantly, in other services areas where we
are running a strong surplus today in Korea but we need regula-
tions, investments and lifting of restrictions to allow us to be in
there in telecommunications, for example. Clearly, this could be a
missed opportunity, which would be a shame.

In the area beyond auto and rice and beef, as we look at tele-
communications, which you addressed, in the area of biopharma-
ceuticals, where there’s been real concerns about the regulatory
process, not being able to really see the reimbursement and pricing
mechanisms that are so important to that, we can compete. We've
got the innovative health care or health products for Korea.

What is your approach, what is your plan to make sure we’ve got
not only more market access in biopharmaceuticals but real com-
mitment to transparency within the pricing and reimbursement
structure?

Mr. BHATIA. Thank you, Congressman. The pharmaceutical
area is one that, like automobiles, like some of the others, have
been flagged from the very beginning as being an area of, that’s
going to be a major focus in this FTA. We have had a number of
rounds of discussions with the Koreans now in the pharmaceuticals
area. The agreement is not concluded in the pharmaceuticals area.

We have been basically approaching this on a—there are several
core issues in the pharmaceuticals area. One is obviously the set
of intellectual property rights and protections that our pharma-
ceutical companies value highly and that we believe are important
not only for the U.S. to be able to compete effectively in those mar-
kets, but also for Korea to be able to step up with its own IPR re-
gimes. That’s an area that we have been pushing very hard on.

The second is an array of commitments that have to do with
making sure that Korea’s system for pricing and reimbursement is
transparent, is fair, that it appropriately values innovation, that
there is effectively a system that our companies feel confident in
doing business, so they feel confident in doing business there. So,
we have been pushing very hard on that leg as well.

At this point, I can’t tell you we've got it resolved, but I can tell
you that we have been pushing it very hard, and it’s my hope that
we’ll have a satisfactory resolution in that area.

Mr. BRADY. I wish you well in the negotiations these next 10
days, because, some of the criticisms we’ve heard in this Committee
has been that we need to pursue trade agreements in meaningful
markets.

Mr. BHATIA. Absolutely.

Mr. BRADY. We need to pursue them with countries that have
strong labor standards and enforcement. This agreement meets
both those criterias if—if, again, Korea comes to the table in a sub-
stantial way. So, I wish you the best of luck.

Mr. BHATIA. Absolutely. Thank you very much.

Chairman LEVIN. Thank you. Thank you. Mr. Blumenauer.

Mr. BLUMENAUER. Thank you, Mr. Chairman. I do appreciate
the special focus that has been made on the disparity in terms of
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treatment with the automobile industry. I look forward to some
positive result that comes from that. I also—I've got another hear-
ing I'm going to be slipping off to, so I'm not going to be able to
be forward with the agricultural testimony that’s coming, but I, too,
am interested in that.

Two observations. One, I don’t need an answer now, but just, the
U.S.-Australia agreement only included government-to-government
investor dispute resolution, not investor-state relations.

Mr. BHATIA. Yes.

Mr. BLUMENAUER. It seems, given that Korea is a functioning
democracy now with a more mature legal system, it’s much more
comparable to what the Australian model was versus one in Latin
America. I would hope that we are going to focus on the state-to-
state investor protections that are much less likely to undercut en-
vironmental protections. At some point if you have some feedback
there, I would be interested.

In addition, since my time is limited, I wanted to focus on one
area, somewhat narrow perhaps, but we've watched the United
States, your predecessors in the ’eighties in USTR be very aggres-
sive in dealing with opening up the cigarette market to American
tobacco products. There was a zeal in the Reagan Administration
to do that, and they were quite successful. Also, in that time, we've
seen an explosion in cancer-related deaths in South Korea. We've
seen I think it was in 1988, just 1 year, we watched smoking rates
of male teen Koreans increase more than 10 percent, and they
quadrupled for young female smokers. Now we’re looking at two-
thirds of the males in Korea who are smoking.

I'm curious if you can talk about what specifically is the tobacco
measures that are included here. Is this being pursued aggressively
to undermine the ability of the Korean government to provide some
protection to try and push back on what is their number one health
problem?

Mr. BHATIA. Congressman, I apologize. I may have to get back
to you with more specifics. My general understanding is that we
are not treating, we certainly have not treated tobacco differently
from other commodities in the agricultural negotiations. Also, if I
may, because I'm just not up to speed with where we are.

Mr. BLUMENAUER. Well, we were pretty aggressive, and it was
301 provisions that were pursued. Also, this is one area where I
think the world would suggest relax. Let’s not undermine their
ability to try and deal with something that is lethal, that with the
explosion of American product, imported tobacco into Korea over
the last 20 years, it has made a huge impact on the health of aver-
age Koreans and undermined their ability to perhaps be a little
protectionist, but protectionist in a way that saves Korean lives.
This is something that I would be keenly interested in. I think
hopefully this Congress we’ve even taken away the ashtrays in the
House of Representatives finally, so that the pages aren’t subjected
to second-hand smoke. Maybe we can cut the Koreans a little slack.

Mr. BHATIA. Again, if I may, perhaps I can get back to you——

Mr. BLUMENAUER. Great.

Mr. BHATIA [continuing]. On the subject of where we—what the
posture is on tobacco.

Mr. BLUMENAUER. Great. I would really appreciate it.



50

Mr. BHATIA. Good. Thank you.

Mr. BLUMENAUER. Thank you very much, sir.

Mr. BHATIA. Thank you.

Mr. BLUMENAUER. Thank you, Mr. Chairman.

Chairman LEVIN. Thank you. Mr. Pascrell.

Mr. PASCRELL. Thank you, Mr. Chairman. I don’t know really
where to start, Mr. Bhatia. I was waiting for an answer, still wait-
ing for an answer from the Chairman’s question to you. You know
what? I think it needs to be very clear, because we’ve gone through
this ritual many times since 1996 or 97, and we need to commit,
I think, ourselves to not finalizing one more job-killing trade agree-
ment.

You know what we’re doing? We're telling UAW workers—I want
to talk about telecommunications and pharmaceuticals, but I've got
to—I have to respond to this, if you don’t mind. We're telling them
that you’re going to be laid off because of specific imports, but you
will be rehired at a later time when we begin to manufacture those
same cars here in the United States which will lay off Korean
workers. You know, I feel like I'm in a dental chair, the dentist
chair. There’s Muzak in the background, beautiful music about
globalization, as the dentist prepares to work on me. We need to
come to the reality of what is happening.

No one is against trade, but no trade is free. It comes with a
price. We want it therefore to be fair. I hope you’ll eventually an-
swer the Chairman’s question sometime this century. Also, I want
to talk about two things. I want to talk about telecommunications,
and I want to talk about pharmaceuticals. Some real issues that
are outstanding before I can come even remotely close to lending
my support to the so-called Korea Free Trade Agreement.

From the Iron Curtain Korea has imposed on our automotive
market, to the gaps in certain basic international labor organiza-
tion standards that exist, there’s some real problems here. There
are many industries that feel that the USTR—Korea’s not the prob-
lem. You’re the problem. USTR is the problem. They haven’t really
taken our interests in mind, kept them in mind while we’re negoti-
ating.

Let’s take a look at the telecommunications sector. An important
objective of the Korea FTA should be to improve the market access
to the telecommunications sector. Korea currently restricts foreign
equity in that sector to 49 percent, open to—in contrast, the U.S.
telecommunications market is totally open to Korean carriers. To-
tally open to Korean—that’s got to matter for something. Korea’s
largest wire line carrier, Korea Telecom, already has an Federal
Communications Commission (FCC) license as a facilities-based
telecommunications carrier, as well as a capacity on the China-U.S.
undersea cable that it can use end-to-end.

Korea’s largest wireless carrier, SK, provides services in the
United States in conjunction with Earthlink. U.S. carriers should
have the same opportunities to provide their customers in Korea
with the full range of products and services as Korea companies
enjoy here in the United States. If this 49 percent equity restriction
has not yet been removed, how will USTR make clear to the Ko-
rean government representatives that addressing this concern is
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critically important? Would you give me two sentences, three sen-
tences in response to that very specific question?

Mr. BHATIA. We have done it. We have done it. I have met last
week with the U.S. industry on this question. I have raised this
issue directly at senior levels with the Korean government. We are
pushing them on it on an almost-constant basis.

Mr. PASCRELL. Mr. Bhatia, would you put that in writing to my
office this week?

Mr. BHATIA. Happy to do so.

Mr. PASCRELL. I would like to see it in writing. I want to get
to the pharmaceuticals now if I may, Mr. Chairman.

Chairman LEVIN. Okay. There isn’t much time because——

Mr. PASCRELL. I still have a few seconds left.

Chairman LEVIN. You do.

Mr. PASCRELL. According to the latest statistics from the
Health Institute in New Jersey, a lot of pharmaceuticals in New
Jersey. Sixty-five thousand people are employed. It’s important to
me. I should not have to ask whose ox is going to be gored next,
from textiles to whatever to widgets. I'm concerned about every-
body. I want to be concerned. You should be concerned. I would like
your assistance that youre giving the pharmaceutical industry the
same priority that is given to automobiles, cattle ranchers. Can you
assure me that USTR is going to do that also?

Mr. BHATIA. Congressman, we have been in contact with the
pharmaceutical industry from the outset of these negotiations. I
have conducted—I can’t count how many conference calls with sen-
ior executives from the pharmaceutical industry on this subject. I
have been involved in negotiations directly with the trade minister
on the subject of the pharmaceutical industry. I can assure you
that it remains a high priority for us and will remain a high pri-
ority for us——

Mr. PASCRELL. Would you also put that in writing——

Mr. BHATIA. Absolutely.

Mr. PASCRELL [continuing]. With an explanation to my office?

Mr. BHATIA. Absolutely.

Mr. PASCRELL. Mr. Chairman, before I bow out here, can I
have also from the representative today, sometime during this
week, and to the entire Committee, I want him to explain to us the
core labor rights that are being forwarded in this negotiation so
that we have a good handle before they make this quote/unquote
“deal.” I want him to explain to us and address the issue of where
it’s taking place within the negotiations.

Chairman LEVIN. You should prepare a question and we’ll send
it to him. So, now Mr. Meek and Mr. Weller, you each have 5 min-
utes. I guess under the rules, Mr. Meek, you're next, because you
were here.

Mr. MEEK. You can go to Mr. Weller.

Chairman LEVIN. Pardon?

Mr. MEEK. You can go to Mr. Weller if he wants.

Chairman LEVIN. Okay. Mr. Weller?

Mr. WELLER. Thank you, Mr. Chairman, and thank you, Mr.
Meek. Appreciate the opportunity, Ambassador. Thank you for
coming before the Committee today.

Mr. BHATIA. Thank you.
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Mr. WELLER. I represent a very trade-dependent district. Ex-
ports are the reason we're seeing growth in the economy, the Joliet
area that I'm representing. I would note that just this past year,
there was about $35 million worth of manufactured goods that left
my district were exported to Korea. We've seen in Illinois overall
exports to Korea go up about 16 percent.

So, Korea is a very important market for Illinois, and particular
for my district, in manufactured goods as well as agricultural
goods. The International Trade Commission projects that if you're
successful in negotiating a good, fair and balanced agreement, we
could see about a 37-percent increase in exports coming from Illi-
nois

Mr. BHATIA. Yes.

Mr. WELLER [continuing]. To Korea. So, I encourage you to con-
tinue moving forward. I share the concerns that several colleagues
have raised about telecommunications. Appreciate your working to
address that. You know, when I talk with my manufacturers that
serve the Korean market, they tell me that their chief competition
in Korea is China. We always had a lot of debate in this Committee
and in this Congress about whether or not there’s any merit in
having a free trade agreement with anyone.

We've seen with the, frankly, the failure of the Doha round of the
WTO to make progress and increased effort by our competition,
global competition, for various markets for bilateral agreements.
Can you tell us where the Chinese and also where the Europeans
are with—in the type of trade agreement, this framework that they
currently have and where they are with any future bilaterals?

Mr. BHATIA. Yes, Congressman. This actually is the subject of
some not insubstantial concern for us. I touched on this briefly in
my opening remarks. We are seeing a very aggressive effort by
China, increasing effort by the EU, increasing effort by Japan to
conclude preferential trade agreements with trading partners in
the region. Korea, for instance, has

Mr. WELLER. Of course, we’re seeing that here in Latin Amer-
ica

Mr. BHATIA. Absolutely. Absolutely. The danger, needless to
say, of this is that we will be late to the game or not in the game
at all, that the template will have been set by another trading part-
ner, or that we’ll never be able to get into that market because the
deal will have been struck between China and a trading partner
or Japan and a trading partner.

In today’s globalized world, needless to say, the competitive dy-
namic is so—it’s so strong that not having the ability to compete
in Korea on a level tariff basis or a level regulatory basis with a
trading partner from another major—from another country, is a
real, real disadvantage to our trading partners.

So, that’s the reason why I believe, and I believe, we, the U.S.
Trade Representative’s Office, believes we need to be active out
there. We need to have a major trading agreement with major—we
need to have major trading agreements with major trading part-
ners in Asia, because it is such a dynamic region. There are many
people who have told me similar stories about the importance of
Korea as an export market for their districts. It’s important that
we be able to secure that position in the future.
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Mr. WELLER. Korea represents for us the first major Asian FTA
for the United States in an Asian country. Is that correct?

Mr. BHATIA. Yes. We've concluded agreements with Singapore
and Australia, but this would be the first major industrial

Mr. WELLER. Economically, Korea is larger than Canada or
Mexico combined?

Mr. BHATIA. Yes. It’s larger than either Canada or Mexico in
terms of GDP. That’s right.

Mr. WELLER. Economically, it has huge potential. Just review
for me again. China, does it currently have a bilateral agreement
with Korea?

Mr. BHATIA. It’s in the process of negotiating.

Mr. WELLER. They’re negotiating one. Japan, do they have a bi-
lateral agreement?

Mr. BHATIA. Again, in the process of negotiating one. The EU
has indicated that they are about to.

Mr. WELLER. Have the Europeans begun, or they're

Mr. BHATIA. They're about to this spring. I think a lot of—in
Korea, there’s a sense that if this doesn’t come together, they would
probably turn their attention to some of those other FTAs.

Mr. WELLER. Well, thank you, Mr. Chairman. Ambassador, I
encourage you to continue pursuing this negotiation. It is very,
very important in my district and the manufacturers and the farm-
ers that——

Mr. BHATIA. Thank you very much, Congressman.

Mr. WELLER. Thank you.

Chairman LEVIN. Mr. Meek, thank you for your courtesy. You
have the last 5 minutes.

Mr. MEEK. Thank you, Mr. Chairman. We're very friendly from
Florida, so we're used to being nice to folks. Mr. Ambassador, it’s
a pleasure having you before the Committee, and as you know,
many of us here have a lot of unanswered questions. We don’t
know exactly what we’re going to get by the end of the month, but
we hope it is a product that we can hopefully endorse.

I have two questions. One is automotive, one is telecommuni-
cations. I'm just hoping that you could give the Committee some
sort of estimate on the potential of job creation and also economic
impact if we were to open Korea’s automotive market, what Korea’s
automotive market will have on the U.S. Can you give me a little
insight of how many jobs and how will it impact our economy?

Mr. BHATIA. Congressman, it’s difficult to do any predictions,
because there are a number of different variables. Also, let me—
maybe I could just point you to some examples from prior FTAs,
what we’ve seen happen in the automotive industry in previous
FTAs.

First of all, let me take the example of Chile, which was a part-
ner that had a tariff roughly comparable, I think it was 6 percent
rather than 8 percent. It also had taxes, a domestic tax structure
that our industry felt was a barrier to effective entry into the Chil-
ean market.

The FTA that we concluded in Chile came into effect in 2004.
From 2004 to ’06, exports have increased by more than 200 per-
cent, from 46 million to 139 million dollars. Jordan is another ex-
ample. Jordan-U.S. passenger car and truck exports have gone
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from really a de minimis amount, $4 million, to more than $100
million, $102 million since the FTA came into effect in ’01. Aus-
tralia has also been a positive example. Car and trucks exports
went up 47 percent.

So, I think there is a history of FTAs being successful in opening
markets. Now in this case, with Korea, we obviously have a more
complex situation and have come up with a much more or are pur-
suing a much more complex, detailed answer to that.

Mr. MEEK. Well, Mr. Ambassador, that’s the reason why I asked
the question, because here we have a number of new Members that
are Members of Congress, and they have to go back home, includ-
ing myself, and explain to their constituents how this agreement
will increase jobs. So, I guess a number of potential jobs that can
be created will be helpful for us.

I know that you’re in the middle of negotiating, but I think that
using the numbers or potential of what could happen in other ex-
amples, we need some hard numbers. Apparently, you're not there

yet.

Mr. BHATIA. Well, it just, in terms of increased exports, we
can—how those exports translate into jobs is a complex equation,
but we can work on that.

Mr. MEEK. Let me ask the second question. An important objec-
tive in the Korea FTA is improving market access for the tele-
communications sector. Korea currently restricts foreign equity in
that sector to 49 percent in contrast to the U.S. telecommunications
market that is totally open to Korean carriers.

In a free trade agreement, the U.S. carriers could have the same
opportunities that are provided to customers in Korea with a full
range of products and services as Korean companies enjoy in the
U.S. Again, dealing with the 49 percent issue I think is very, very
important. I've been talking with my staff a lot about this. It’s,
again, we have these free trade agreements. Who are we rep-
resenting? Are we representing Koreans, or are we representing
the great U.S. of A? Can you talk to me a little bit about that and
shed some light on it?

Mr. BHATIA. I can assure we are representing the great U.S. of
A and not only those sectors but others, including others that have
not gotten as much discussion today, but we are pursuing U.S. in-
terests——

Mr. MEEK. Where are we on the 49 percent?

Mr. BHATIA. Well, this I had mentioned—the issue had come up
with a few other questioners. We have been as clear as we can be
with the Koreans that the model of our FTA is that there is an
opening to allow for foreign, in this case U.S., ownership and con-
trol of telecommunication services, and we have made that point
very clear to the Koreans, and we are pushing on it very hard.

Mr. MEEK. Are we going to get what they will get from us?

Mr. BHATIA. That’s—the goal would be for—the same way the
U.S. market is open to Koreans today, and the hope is through the
FTA and the idea is through this FTA to be able to gain that same
access into Korea.

Mr. MEEK. So, we would look for parity versus?

Mr. BHATIA. Yeah. We would look for our companies to be able
to compete effectively in those markets through addressing the
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FTA restriction among other practices. There are other issues in
the telecommunications area.

Mr. MEEK. Thank you, Mr. Ambassador.

Mr. BHATIA. Thank you.

Mr. MEEK. Thank you, Mr. Chairman.

Chairman LEVIN. Well, Mr. Reynolds, I think you said you were
going to pass? All right. The ambassador—do you want to ask a
quick question? Please, go ahead.

Mr. REYNOLDS. Mr. Chairman, I'm just aware of the ambas-
sador’s time, and I just want to urge him that he just take into con-
sideration many of the challenges we’ve heard today on agriculture,
auto and some of the things that our Ranking Member has outlined
in the original opening remarks.

Chairman LEVIN. Thank you. Thank you so much for being
here. I think this has been important. As you leave, could I just
reinforce what I referred to earlier, Ambassador? When you talk
about bringing home an agreement, in part because of its impor-
tance, in part because of the time squeeze, though it’s conceivable
it could go beyond, and also because of the dynamic within this
Congress, let me suggest the notion of bringing home won’t work.
Since that kind of assumes a distance and you’re bringing it home
when we need a much more collaborative effort.

You said it’s to be—you warned the Koreans if there’s no real
breakthrough, which I think means no more restrictions—unless
there’s a clear health need, Congress won’t approve. I hope you'll
convey and feel the same thing is true in other areas. So, it isn’t
bringing home, and it’s not briefing staff, as important as that is.
It’s revising the relationship, because what was true perhaps in
previous years isn’t true anymore. I hope that’s clear.

We would like to see a successful negotiation. Congress needs to
be a much more active, meaningful partner. When it comes to the
crunch, if Congress isn’t part of the crunch, I think crunch will lead
to failure. So, let me leave it at that. I hope we convey that mes-
sage from people who believe in expanded trade but who believe it
has to have a shape and conditions that would allow this Congress
to approve it, and we’re far, far away.

Thank you very much.

Mr. BHATIA. Thank you very much, Mr. Chairman.

Chairman LEVIN. Now the other panel will join us. We'll see
how many questions there are. Thanks again, Mr. Ambassador.
Then is the next panel kind of revving up? It may not be very long.

Thank you for your patience, Mr. Biegun and Mr. Collins, Mr.
Reuther. I think it was useful to do it this way. All right. Who
would like to start? Mr. Larson? Mr. Tanner, do you want to start?
Okay. Mr. Larson, go ahead. Then Mr. Herger and then myself and
Mr. Meek and maybe I'll come last.

Mr. LARSON. Thank you very much, again, Mr. Chairman, and
let me concur that I like the format, because more often than not
when we have and conduct these hearings, there isn’t a chance to
have the panelists actually to respond themselves to what they just
heard.

I had a couple of specific questions as it related to the ambas-
sador. They had to deal with the bipartisan agreements, minimally
embracing those bipartisan agreements, and then also living up to
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and presenting us with an FTA that has labor standards. Did you
feel that the ambassador adequately answered those, and what’s
your sense of how the USTR is pursuing down those lines?

Chairman LEVIN. Mr. Biegun, do you want to?

Mr. BIEGUN. I'd be happy to speak to the bipartisan proposal
for resolving this. Though we’ve been in close communication with
USTR on what the industry wants, we’ve been passing each other
like ships in the night.

We don’t want guaranteed access to the Korean market. We want
to see the Korean market look like a normal market, and that, in
our view, will guarantee that we’ll be able to have access to it. This
is a subtle but important difference. We don’t seek to sell X number
of Fords or X number of U.S. cars, but it’s our view that if the Ko-
rean market is even half the level that’s the average import pene-
tration for all the rest of the automotive markets in the world, then
they won’t have the temptation or the ability to use the tricks
they’ve used to keep it closed.

You can’t use nontariff barriers when there’s a substantial im-
port presence in the market. We could make the changes. We can
afford to. We can shift with the domestic industry just as they do
here when National Traffic Safety Administration (NTSA) or the
Environmental Protection Agency (EPA) require new things in the
U.S. market. Once you get a critical mass, you're impervious to
these kind of maneuvers. So, we're not seeking guarantees. We're
looking for a test to show that the market is the same.

Mr. LARSON. The ambassador kept on referring to the fact that
they had—it’s transparent, their negotiations are more transparent
than ever, the regulations are more transparent. Has that been
your experience?

Mr. BIEGUN. In 1995, the United States had a comprehensive
agreement to eliminate all such measures. It failed. In 1998, the
United States had another comprehensive negotiation to eliminate
all such measures. It failed. We sell less cars today as an industry
in K(érea than we did in 1998 when the last agreement was nego-
tiated.

Mr. REUTHER. Just to reinforce that, I think it was quite clear
from the ambassador’s response that they have no intention of
meeting the minimum requirements that were set forth in the bi-
partisan Congressional proposal, and we deeply regret that. It
looks like they’re following the same path that they did in 1995
and 1998, and we think theyre going to get exactly the same re-
sult.

On the issue of worker rights, other than saying it’s going to be
a strong proposal, they indicated absolutely nothing. So, far on
Peru and Colombia, as well as Korea, it’s been our impression that
they’re absolutely opposed to including the internationally recog-
nized worker rights in the core text of the agreement, enforceable
just like commercial provisions. So, we again expect the agreement
to be totally inadequate in that area.

Mr. LARSON. Thank you.

Chairman LEVIN. All right. Thank you. Mr. Herger.

Mr. HERGER. Thank you, Mr. Chairman. It seems to me that
the real problem that’s faced by the auto industry is one that is en-
countered by many other U.S. interests seeking access to the Ko-
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rean market, namely the complete lack of transparency in Korea
for setting rules, regulations and standards.

The solution we employ must solve this problem not only for
autos but for these other sectors as well. Maybe starting with you,
Mr. Collins, what Office of Women’s Health do we find a solution
that addresses the unfair rulemaking process and the lack of trans-
parency that systematically slams the Korean market shut for U.S.
beef, rice, pharmaceuticals as well as autos, just to name a few?

Mr. COLLINS. A very good question, Mr. Herger, for many in-
dustries. We—and I'll speak with experience of the auto industry.
I think when you're dealing with a country that has decided to use
its regulatory system as a method of control, controlling trade, or
a method of protection and has gotten used to that as an active
governmental structure using multiple ministries, you start with
transparency. I think that is a start. However, that is just the
start. I think it gets you to the table. It gets you to at least a min-
imum of information. However, I think you have to go from there.

Based on our experience, because we've been going round and
round for 15 years with this problem, what we found was that, for
example, with Korea, we’d have a new, nontariff barrier that would
stop us cold. We have one now sitting on the table that would shut
out 40 percent of our cars in a year that happened to pop up this
year.

However, there’s one of these every year. Usually, without trans-
parency, it comes up suddenly, but then even when it becomes
transparent, it becomes raised—we have to go to USTR—it then
becomes, one issue becomes a bilateral issue that gets raised higher
and higher and higher till finally it’s up to the cabinet level on, in
our case, the placement of where you put a license plate. It has to
go to the cabinet to be resolved. It uses huge amount of political
capital and energy, and actually it’s good Korean strategy, because
it takes up a lot of our time and your time and the USTR’s time.
You finally get a resolution of it. You put that away, and six—
three months later, there’s another one, and you start the process
all over again. I'm sure other industries can report the same thing.

It’s more than—transparency is critically important, absolutely.
However, it’s the building blocks from which you say we’ve got to
get a system, got to get a handle on looking at what’s going on here
in our industry and other industries and how to deal with that if
we're having—talking about a mature, equal relationship, how we
deal with that as a trade, the biggest trade barriers that we face
in the country structurally and systemically, not just with what’s
up now, but what’s coming in the future.

Mr. HERGER. Anyone else want to comment? Yes?

Mr. BIEGUN. Mr. Herger, I think you also need to get the incen-
tive system right, and this is the part of the proposal which we as
an industry early on engaged with USTR on. We propose to go
ahead and support the tariff reductions but put them 15 years out,
and they can come forward if the Korean market begins to resem-
ble a normal market.

We cannot find every trick that they use to keep our products
out, nor can we in one agreement block every barrier that they
might propose the day the ink dries on that agreement. What we
suggest is you get the incentives right; that they have an incentive
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to stop using these tricks, and then we have confidence to invest
in the Korean market. The global industry, we can tell you first
hand, is competitive. It’s good. It’s tough.

They’ll get into the Korean market, and it will become a normal
market, not through managed trade, not through guaranteed op-
portunity, but by the routine access that global automotive makers
have in our own market where about 50 percent of the market will
be owned by nondomestic brands by the end of this year.

Mr. HERGER. Would you like to distinguish between the con-
trolled market and the other kind of market that you're?

Mr. BIEGUN. In what respect, sir?

Mr. HERGER. How you would do it. You know, we can say we're
going to say that you have to sell X thousand number of cars, but
that could be looked at as controlled market. How would you look
at opening this market without having it actually setting——

Mr. BIEGUN. You see, it’s not USTR’s job to open the Korean
market to Japanese cars. In addition, if the Koreans continue to
block Japanese cars, then the same tools will block our cars. If they
continue to block European cars, BMWs and Volkswagens and all
the rest, they’ll continue to block our cars.

We actually think that there does have to be an agreement, a
comprehensive agreement on the Korean side, to completely open
its market. Also, there has to be some sort of guarantee, some sort
of incentive that they don’t reinstitute those mechanisms the day
aftgr the agreement is signed. That’s what we experienced in ’95
and ’98.

It’s a little bit like Charlie Brown coming at Lucy while she’s
holding the football. We took a kick at it ’95, and we fell flat our
back. We took a kick at it in 98 and fell flat on our back. There’s
that football sitting out there on the field again, and Lucy’s holding
it, and we just don’t want to be Charlie Brown again.

Mr. HERGER. Very good [continuing]. Thank you.

Chairman LEVIN. All right. I was going to ask about the USTR’s
notion that the Korean production was going to shift dramatically
to the United States

There are other panelists waiting. I treated this in my opening
statement. I think it is an excuse. It is an excuse for essentially
ending up with nothing or a very weak agreement.

Mr. Biegun.

Mr. BIEGUN. I really did want to comment on that, Mr. Chair-
man. We do not want to stop them from manufacturing here. Do
not get me wrong. It does not make our business easier when they
manufacture here. We do not want to stop them.

We want access to their market. What possible bearing does
their investment here have on our access to their market? I do not
care if they make all their cars here. We still want to get in their
market. That is all we ask in this negotiation.

We do not want to limit that. We think that is just a distraction.

Mr. REUTHER. Mr. Chairman, as you indicated in your opening
statement, even with additional production facilities in this coun-
try, as the Korean share of the U.S. market rises, we are still likely
to see increased imports from Korea.

On the top of that, if the pick-up truck tariff is eliminated, we
will probably see foreign producers from other countries locating
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production capacity in Korea to take advantage of the duty free ac-
cess to pick-up trucks.

We think the trade balance will get even worse between our two
countries.

Chairman LEVIN. Mr. Collins, very briefly.

Mr. COLLINS. To follow on my two colleagues, yesterday in
Automotive News, which is dated March 19, “Hyundai Plans Lux-
ury Car for the United States in 2008.” Hyundai Motor says it will
launch a luxury car in the United States next year, built in Korea.

The point that you made in your statement and the others have
made that this is not a static situation, that the Korean auto mak-
ers are going to grow and build on it, probably much like the Japa-
nese model has verified by this.

Chairman LEVIN. We have urged that the 25 percent tariff
should not be determined bilaterally but through the discussions.

Thanks very much. We appreciate your comments.

Now, let’s have the next panel. Thank you all for your patience.
Thanks again.

Thank you so much. Mr. Herger and I just had a brief chat. We
are going to make sure that your testimony reaches everybody. The
second panels always bump into this. We are going to send a note
to all of the Members, not only of the Subcommittee, but the Full
Committee, with your testimony.

Furthermore, you are going to raise some very important issues,
we do not mean for a second these are secondary issues. We assure
you of that. We are going to have a very active back and forth with
USTR as to these issues, as well as the others.

When I commented about “bringing home,” I do not like that fig-
ure of speech. I think it does not involve Congress or yourselves ef-
fectively enough.

I guess we will go with Ms. Overby with the American Chamber
of Commerce in Korea, and Mr. Stallman, you are the President of
the American Farm Bureau Federation.

Mr. Vastine, you are with the Coalition of Service Industries. Mr.
Boyle, you are President and chief executive officer of the American
Meat Institute.

Ms. Ritter, you are Vice President of International Affairs for the
Pharmaceutical Research and Manufacturers of America. Mr. Steir,
Executive Vice President of Paramount Films.

Mr. STEIR. Farms.

Chairman LEVIN. What did I say?

Mr. STEIR. Films.

Chairman LEVIN. Paramount Farms. You wish you were head
of Paramount Films. It is Paramount Farms. That is pistachio’s, is
it not?

Mr. STEIR. Yes, sir.

Chairman LEVIN. We have a lot back in the room, by the way.
We like pistachio’s on this Committee.

Cal Cohen, we welcome you.

If each of you would take 5 minutes, and go forth. Thanks.
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STATEMENT OF TAMI OVERBY, PRESIDENT AND CHIEF EXEC-
UTIVE OFFICER, AMERICAN CHAMBER OF COMMERCE IN
KOREA, ON BEHALF OF THE U.S. CHAMBER OF COMMERCE,
THE U.S.-KOREA BUSINESS COUNCIL, AND THE U.S.-KOREA
FTA BUSINESS COALITION

Ms. OVERBY. Thank you. Good afternoon. My name is Tami
Overby. I am speaking on behalf of the U.S. Chamber of Com-
merce, the U.S.-Korea Business Council, the American Chamber of
Commerce in Korea, and the U.S.-Korea Free Trade Association
Business Coalition.

Due to of the shortness of time, we are submitting our more de-
tailed FTA papers for the record.

Chairman LEVIN. It will be so introduced and the same will be
true for all of you. Thank you.

Ms. OVERBY. Thank you. Our organization strongly support an
FTA with Korea that is comprehensive in scope and fully consistent
with the WTO’s framework for liberalized trade.

We urge negotiators to ensure that the agreement eliminates tar-
iffl') ialnd non-tariff barriers in the Korean market as rapidly as pos-
sible.

We also call for an FTA that provides for transparent and pre-
dictable regulatory and rulemaking procedures across all sectors in
the Korean economy.

We are now at a critical moment in the FTA negotiations with
Korea. We call on leaders of both countries to make completion of
these negotiations a top priority. A gold standard FTA with Korea
would serve as a new model for future FTAs in the important Asia
Pacific region, and would bring substantial and tangible benefits in
a number of ways, create new access in a dynamic market.

Korea is already our seventh largest two way trading partner,
our second largest market for U.S. services in Asia, our seventh
largest market for U.S. agriculture goods, our ninth largest des-
tination for U.S. Information and Communications Technology
(ICT) exports.

Studies by several leading United States and Korean experts
have indicated that a comprehensive FTA will stimulate U.S. ex-
ports to Korea to the benefit of U.S. businesses, farmers, and work-
ers, and will create new opportunities for U.S. goods and services.

Enhancing regulatory transparency. The FTA provides a land-
mark opportunity to enhance regulatory transparency in Korea,
one of the most significant market access barriers affecting U.S.
companies in Korea in virtually all sectors.

Leveling the playingfield. There are numerous non-tariff barriers
affecting U.S. companies across all sectors.

This FTA is an opportunity to obtain strong commitments by
Korea to address these barriers in a meaningful way.

Promoting liberalization and regional trade leadership. A com-
prehensive FTA with Korea will be the United States’ first FTA
with the Northeast Asian economy. This deal gives the United
States a preferential position with the world’s tenth largest econ-
omy, one in which the United States has been losing market share
to China and the EU in recent years, and would also provide an
opportunity for the United States to shape the future trade agenda
in Asia.
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Outstanding FTA negotiation priorities. While progress has been
made, a number of priority issues for our organizations remain to
be fully addressed.

In the area of agriculture, an agreement must be comprehensive,
and the Korean market must be fully re-opened to U.S. beef im-
ports.

Automobiles. Korea remains the most closed auto market in the
industrialized world, and our organizations have called for an FTA
that addresses in a comprehensive manner the longstanding tariff
and non-tariff barriers that have been effective in keeping the Ko-
rean auto market closed, and that includes special measures to en-
sure real and meaningful import market access.

Pharmaceuticals. Our organizations continue to view the FTA as
an ideal means to address longstanding issues and to enhance the
access of Korean patients to leading U.S. medical products, to fur-
ther improve the transparency and accountability of Korea’s na-
tional health insurance system, and to secure better and lasting
recognition of the value of innovative U.S. biomedical discoveries.

Investment. We believe that an FTA with Korea must include
strong investment protections and investor state dispute settlement
procedures.

Further, the agreement should guard against investment caps
and limitations on majority ownership by U.S. companies.

If an FTA with Korea is not concluded, not only would these and
other critical issues remain, but resolving them could become even
more challenging.

Moreover, if we miss this opportunity to complete an FTA with
Korea, American manufacturers and farmers would lose the chance
to gain new access in the Korean market, and also could lose mar-
ket share as Korea concludes other bilateral trade agreements with
other countries.

Korea is already negotiating FTAs with Japan and Canada,
among others, and has announced its intention to launch negotia-
tions with the EU in May, and is studying possible FTA talks with
China.

In conclusion, while issues remain, we are optimistic that a com-
mercially meaningful agreement can be concluded in time for Con-
gress to consider it under the current TPA.

An agreement would bring real benefits for the U.S. and Korean
workers and businesses, and will reinforce our two countries’ eco-
nomic leadership in the region.

Our organizations are firmly committed to working with Con-
gress and the Administration to secure a successful U.S.-Korea free
trade agreement.

Thank you very much for the opportunity to testify today.

[The prepared statement of Ms. Overby follows:]
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On behalf of the U.S. Chamber of Commerce, the U.5.-Korea Business Council, the
American Chamber of Commerce in Korea (AMCHAM Korea), and the U.S.-Korea FTA Business
Coalition, it is an honor for me to appear before the Trade Subcommittee of the U.S. House of
Representatives Committee on Ways and Means to set out the views of our organizations on a
potential U.S.-Korea Free Trade Agreement (FTA).

The U.S. Chamber of Commerce is the world’s largest business federation, representing over
three million businesses and organizations of every size, sector, and region. The U.S.-Korea
Business Council and AMCHAM Korea are the premier broad-based organizations promoting the
bilateral U.S.-Korea economic and commercial relationship. The launch of U.S.-Korea FTA
negotiations was a long-standing priority for the Chamber, the Council, and AMCHAM Korea, and
our organizations actively led efforts in both Washington and Seoul to promote the resolution of
outstanding trade issues that were major barriers to moving forward with these negotiations. The
Council is leading the U.S.-Korea FTA Business Coalition, a group of over 200 U.S. businesses,
trade associations, and business organizations that support the negotiation of a comprehensive and
commercially meaningful free trade agreement between the United States and Korea, AMCHAM
Korea, as a key coalition steering committee member, is leading Coalition acrivities and outreach to
the Korean government and business community in Korea.

Our organizations strongly support an FTA with Korea that is comprehensive in scope and
fully consistent with the World Trade Organization’s framework for liberalized trade. We urge that
an agreement eliminate tariff and non-tariff barriers in the Korean market as rapidly as possible. We
also call for an FTA that provides for transparent and predictable regulatory and rulemaking
procedures across all sectors in the Korean economy and that contains specific commitments to
address long-standing issues for U.S. companies in the agriculture, automotive, and pharmaceuticals
SeCtors,

We are now at a eritical moment in the FTA negotiations with Korea. We call on the leaders
of both countries to make the near-term completion of these negotiations a top priority. We also
urge negotiators to consider creative approaches and solutions to addressing the outstanding issues
remaining in these talks.

Last week, U.S. and Korean negotiators concluded the eighth round of FTA negotiations.
We understand that significant progress was made in these discussions. Press reports indicate that
agreements were reached by negotiators in the areas of competition policy, government
procurement, and customs and that negotiators are close to final agreements in several other
chapters. A number of important issues within these negotiations remain to be resolved, particularly
in agriculture, automobiles, pharmaceuticals, textiles, and investment. Negotators are meeting this
week both in Washington and Seoul to address these serious issues.

Our organizations remain focused on the broad benefits that a comprehensive agreement
with Korea could have for U.S, workers, consumers, and businesses, including manufacturers,
service providers, and farmers. A “gold standard” FTA with Korea that eliminates tariff and non-
tariff market access barriers would serve as a new model for future FTAs around the world and
would bring substantial and tangible benefits in the following ways.

Create New Access in a Dynamic Market: A comprehensive FTA will stimulate U.S. exports to
Korea to the benefit of U.S. businesses and workers, and will create new opportunities for U.S.
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goods and services to compete in one of the world’s largest and most dynamic economies. Korea is
our seventh-largest trading partner in terms of two-way trade and investment. Two-way trade in
goods reached §78 billion last year, with U.S. exports to Korea totaling $32.4 billion, an increase of
17 percent from 2005, Korea is the second-largest market for U.S. services in Asia, and the most
significant marker for the U.S. banking, insurance, and securities industries among recent US. FTA
partners. Korea was the ninth-largest destination for U.S. information and communications
technology (ICT) exports and is considered an important potential growth market for this sector. It
is important to note that U.S. small and medium enterprises play a significant role in bilateral trade
with Korea, comprising over 88 percent of all U.S. companies exporting to Korea in 2004 and
accounting for over 32 percent of rotal U.S. exports to Korea that year. The United States is also
Korea’s largest source of foreign direct investment.

A U.S.-Korea FTA would generate economic benefits for both countries. Studies by several
leading U.S. and Korean experts have indicated that a comprehensive bilateral FTA would lead to
greater economic growth and net welfare gains in both countries through increased trade and
investment. A 2001 study by the Institute for International Economics (I1IE) on the potential
benefits of a U.S.-Korea FTA estimated that, under an agreement, U.S. exports to Korea could rise
by 49 percent and U.S. imports from Korea could increase by 30 percent over the medium term. A
2001 study by the U.S. International Trade Commission forecast an increase of U.S. exports to
Korea by up to 54 percent and of U.S. imports from Korea by 21 percent. Subsequent studies by
the I1E and others have pointed to similar net gains for both the United States and Korea under an
FTA, indicating that an agreement is cleatly in both countries’ interests.

A Key Opportunity for Agriculture: A comprehensive agreement with Korea promises important
new access to the Korean market for U.S. farmers. U.S. agricultural exports to Korea reached $2.2
billion in 2005, making Korea the seventh-largest market for U.S. agricultural goods. Major U.S.
agricultural exports to Korea include fruits and vegetables, soybeans, wheat, corn, mear and hides,
and consumer-ready products. Although the United States has long been Korea’s chief source of
agricultural goods, competitors such as China, Australia, and the European Union have rapidly
increased their market shares in this sector in recent years. An FTA that quickly reduces Korea’s
average applied tariff of 52 percent on U.S. farm goods, along with the full reopening of the Korean
market to U.S. beef, will give U.S. farmers and food producers new export opportunities and ensure
they can compete aggressively with other major exporters in the Korean market.

Improving Competitiveness of U.S. Goods and Services: A principal benefit of an FTA will be
the elimination of Korean tariffs on U.S. goods and services. Korea’s average applied tariff on
imports is 11.2 percent, while the U.S. average applied tariff is 3.7 percent. Korea’s average applied
tariff on agricultural products is more than four times as high as the U.S. average of 12 percent.
Through eight rounds of FTA ralks, U.S. negotiators have succeeded in obtaining commitments by
their Korean counterparts to reduce tariffs on U.S. agricultural and industrial goods, which will
enable U.S. manufacturers, farmers, and services providers to more competitively offer their
products to Korean consumers. Our organizatons urge a final FTA that includes the earliest
possible elimination of tariffs on goods and services across all sectors.

Enhancing Regulatory Transparency: A comprehensive FTA with Korea would eliminare
significant and long-standing non-tariff barriers in the Korean market to U.S. goods and services.
The lack of transparency in and lack of equal access to the regulatory process are arguably the most
significant marker access barriers affecting U.S. companies in Korea. Examples of these include
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Korea’s failure to seek public comment for new regulations; the inconsistent application of
regulations by Korean supervisory bodies; the delegation of regulatory authority to non-
governmental organizations in ways that creates possibilities for conflicts of interest; and concerns
that Korean regulations disproportionately target outside investors over Korean companies. The
current FTA negotiations are a landmark opportunity to enhance regulatory transparency in Korea
The Korean government has made progress in regulatory reform in recent years, including througk
promoting reforms in the financial services sector to streamline regulations and consolidating
separate laws into a single law providing overarching regulation for the securities area. An FTA wi
strong provisions on transparency would build additional momentum for this process across all
business sectors in Korea.

Leveling the Playing Field: Other non-tariff barriers in Korea affect U.S. companies. Limitation
on foreign investment in telecommunications, broadcasting, and in other key sectors can discourag
foreign investment in these areas, undermining economic growth and competitive opportunities for
Korea. Standards-setting, testing, and certification procedures that are unique ro Korea, that do nc
follow the principle of “technology neutrality,” and that are not science-based or in line with
internationally accepted norms pose significant barriers to U.S. manufacturers, service providers, as
agricultural producers in the Korean market. Additional barriers that present challenges U.S.
business in Korea include inadequate protection for intellectual property rights and enforcement,
and customs classification and clearance procedures. These are outlined in detail in the FT.A Positii
Paper released last June by the Council and the AMCHAM Korea.

Our organizations have urged U.S. negotiators to obtain strong commitments by Korea to
address these non-tariff barriers in a2 meaningful way in an FTA. Accomplishing this would lead ta
high-quality agreement establishing important new precedents for future trade deals, both bilateral
and muldlateral. We understand that U.S. negotiators have made important progress on
transparency issues and in tackling many of these non-rtariff barriers.

Promoting Liberalization and Regional Trade Leadership: A\ comprehensive FTA with Kore
is an important opportunity for the United States to shape the future trade agenda in Asia. It woul
give the United States a preferential position in the world’s tenth largest economy and improve the
ability of U.S. workers, farmers, and companies to compete in the dynamic Northeast Asia region.
This agreement would be the largest bilateral trade agreement the United States has entered into
since the North American Free Trade Agreement (NAFTA). It would also be the first U.S.
agreement with a Northeast Asian economy, one in which the United States has been losing marke
share to China and the European Union in recent years. By eliminating tariffs on U.S. exports and
removing non-tariff barriers in Korea’s lucrative market, an FTA will give U.S. exporters an
important edge vis-a-vis our global competitors. The FT'A under negotiation with Korea addresse:
the full range of challenges U.S. businesses face in foreign markets. A strong FTA will offer a goos
example for other bilateral and multilateral agreements.

Strengthen a Critical Regional Partnership: An FTA with Korea will reinforce our two
countries’ important political and security partnership. Korea is a long-standing and close ally of tt
United States, and one of our strongest allies in advancing global security. The Korean people sha:
our commitment to democracy and to promoting peace and prosperity in the Asia-Pacific region.
The successful conclusion and ratification of an FTA between our two countries will bring our twe
countries even closer together as partners and as leaders in the dynamic Northeast Asia region.
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Outstanding FTA Negotiation Priorities: While there has been significant progress towards the
completion of a comprehensive and commercially meaningful FTA with Korea, a number of priority
issues for our organizatons remain to be fully addressed in the negotiations. In agriculture, an
agreement must be comprehensive and the Korean marker must be fully reopened to U.S. beef
imports.

Automobiles: An FTA with Korea has significant implications for the U.S. auto industry. Korea
remains the most closed auto market in the industrialized world, and past bilateral auto agreements
have been unsuccessful in opening the Korean auto market to international competition. For this
reason, our organizations have called for an FTA that addresses in a comprehensive manner the
long-standing tariff and non-tariff barriers that have been effective in keeping the Korean auto
market closed to auto imports, and that includes special measures to ensure real and meaningful
import market access into Korea.

Pharmaceuticals: Korea’s operating environment has long presented U.S. pharmaceutical companies
with numerous challenges, which an FTA provides an ideal means to address. Moreover, in May
2006 the Korean Ministry of Health and Welfare announced the introduction of a radically new
pharmaceutical reimbursement scheme which contained numerous elements of concern to U.S.
industry, The U.S. government and U.S. industry submitted concrete suggestions on ways Korea
could improve this new system to ensure that it does nor discriminate against foreign companies,
that it encourages innovation, and that it facilitates patient access to new, life-saving medicines.
However, the Korean government implemented the new system at the end of 2006 without
incorporating any of these suggestions. Our organizations continue to view the FTA as an
important opportunity to enhance the access of Korean patients to leading U.S. medical products, to
further improve the transparency and accountability of Korea’s National Health Insurance system,
and to secure better and lasting recognition of the value of innovative U.S. biomedical discoveties.

Investment: An FTA with Korea must include strong investment protections and investor-state
dispute sertlement procedures following the model U.S, bilateral investment treaty (BIT), which is
the basis for the investment chapters in other recent U.S. FTAs. Our members value the protection
from discriminatory, arbitrary, direct and indirect expropriatory actions by governments, the market
access, and the investor-state dispute settlement provisions that strong FTA investment chapters
afford American investors overseas. An agreement that includes these provisions would further
promote Korea as an attractive destination for U.S. investors. Further, the agreement should guard
against investment caps and any limitations on majority ownership by U.S. companies.

If an FTA with Korea is not concluded, these and other critical issues would remain and
resolving them could become even more challenging, Moreover, Korea is rapidly working to engage
other leading economies in FTA negotations. Korea has announced its intention to launch FTA
talks with the European Union in May 2007 and is currently conducting a study on possible FTA
talks with China. If we miss the current opportunity to complete an FTA with Korea, U.S.
manufacturers and farmers would not only lose the chance to gain new access in the Korean marker,
bur also could lose market share as Korea concludes other bilateral trade agreements with other
countries. Moreover, the failure to conclude an agreement almost inevitably would affect the
strategic partnership between our countries, which is important to ensuring stability and security in
Northeast Asia.
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On a separate issue, our organizations are pleased that there is support in Congress for
reforms to the U.S. Visa Waiver Program thar, while enhancing border security, would also enable
Korea to qualify for inclusion in the Program. Although U.S. visa policy falls outside the scope of a
bilateral FTA negotiation, we highlight the importance of a visa waiver for Korean travelers to the
United States to our bilateral economic and political relationship. Korea plays an important role in
sending visitors to the United States for business, tourism, and academic study, and in fact Korea
was the largest source of foreign students studying in the United States last year. In 20006 the
number of Korean travelers to the United States grew by six percent, and this total is forecast to
increase by 26 percent over the next five years. Together with a free trade agreement, Korea's
inclusion in the U.S. Visa Waiver Program will further promote flows of people and trade berween
our two countries.

Conclusion

Mr. Chairman, Mr. Ranking Member, members of the committee, we greatly appreciate this
opportunity to testify before the Trade Subcommittee on the U.S.-Korea FTA negotiations. While
many critical issues remain to be resolved in these negotiations, we are optimistic that a
commercially meaningful agreement FTA can be successfully concluded in time for Congress to
consider it under the current Trade Promotion Authority. An agreement would bring real benefits
for U.S. and Korean workers and businesses, and will reinforce our two countries’ economic
leadership in the region by demonstrating that we are ready and willing to embrace new
opportunities in an increasingly competitive global market environment. Our organizations are
firmly committed to working with Congress and the Administration to secure a successful U.S.-
Korea FTA. Thank you very much.
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Chairman LEVIN. I want to thank you very much.
Mr. Stallman.

STATEMENT OF BOB STALLMAN, PRESIDENT,
AMERICAN FARM BUREAU FEDERATION

Mr. STALLMAN. Mr. Chairman, Ranking Member Herger, Mem-
bers of the Committee, I certainly appreciate the opportunity to ad-
dress the U.S.-Korea negotiations today.

My name is Bob Stallman. I am a rice and beef producer from
Texas and President of the American Farm Bureau Federation.

Overall, trade is important to U.S. farmers and ranchers. U.S.
agriculture is dependant on trade for several reasons.

First, roughly 25 percent of total market cash receipts for agri-
culture comes from exports. In addition, 96 percent of our current
or potential customers live outside the borders of the United
States, and last, agricultural productivity is increasing nearly twice
as fast as domestic demand for agricultural products.

It is critical for U.S. agriculture that industry, Congress and the
Administration work together to further open and develop world
markets.

USDA estimates that in 2007, the U.S. ag trade surplus will rise
to $8 billion, but we will not be able to maintain this surplus un-
less action is taken to ensure our international competitiveness.

We believe South Korea is an important component of the cur-
rent trade agenda this Congress will have to address. Other impor-
tant components this Committee and Congress should support and
vote on as soon as possible are the Peru, Columbian and Panama
trade agreements.

We have estimated that these three agreements represent more
than an additional $1.5 billion per year in U.S. agricultural exports
after full implementation. We cannot let this opportunity slip away.

In addition, we urge you to support extension of trade promotion
authority. Without this, our government will be locked out of any
further trade negotiations allowing our competitors ample time and
opportunity to increase their competitive advantage in markets
that are important to us.

When USTR announced its intent to negotiate a bilateral free
trade agreement with South Korea, we understood that the nego-
tiations would not be easy, but we also recognized the potential for
growth in this market.

Korea is a major global market for agricultural products and the
United States is one of the key suppliers of that market.

South Korea was the fifth largest export market for agricultural
products in 2004. Of the $10.5 billion in agricultural goods that
South Korea imported, $2.5 billion of that came from the United
States. In 2004, the United States had an agricultural trade sur-
plus with South Korea of $2.3 billion.

Reflecting on the diversity of Korea’s import demands, the
United States supplied a wide range of agricultural products in
2004, including corn, soybeans, wheat, processed foods, cotton,
fresh citrus, nuts, and fruit juices. In prior years, Korea was a
major market for U.S. beef. U.S. exporters supplied nearly $790
million in beef and beef staples as recently as 2003.
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While the United States is a significant supplier of the South Ko-
rean food and fiber market, our market share is decreasing. The
United States’ market share of South Korea’s agricultural imports
has fallen from nearly 45 percent in 1996 to less than 30 percent
in 2004, a 30 plus percent drop.

Other countries are moving in and increasing their share of the
South Korean agricultural market. Those are Australia, New Zea-
land, Canada, the EU, and China.

Korea maintains high import tariffs on many products ranging
from just over 1 percent to nearly 500 percent, depending on the
commodity.

An agreement will give U.S. exporters expanded access by remov-
ing restrictions due to Korea’s tariffs, as well as providing a com-
petitive advantage over other suppliers.

Eliminating or even significantly reducing these high tariff rates
through this agreement could be extremely beneficial to the United
States’ agricultural sector.

Mr. Chairman, we understand there is not much time left in
order to conclude these negotiations. We remain committed and
hopeful that USTR and Korean negotiators can successfully com-
plete negotiations under the terms and existing time line of TPA.

We commend USTR for their dedication to this agreement, and
appreciate their diligence in working with us and others in the ag
community.

There are some very significant issues that have not yet been re-
solved. Currently, Ambassador Crowder and the agriculture negoti-
ating team are in Seoul to try to resolve these issues.

Farm Bureau representatives and others from the U.S. ag com-
munity are there also to convey the importance of these negotia-
tions.

I am sure you are aware of some of the sensitive issues, includ-
ing rice, citrus and beef. We must secure additional market access
for all commodities, including rice and citrus.

The issue for beef is a little larger. While it does include market
access, it also involves SPS issues.

We remain optimistic that with the recent preliminary OIE an-
nouncement that the United States is a controlled risk for BSE.
The Koreans should begin to fully open their beef market to the
United States.

Let me be clear. The Farm Bureau will not support passage of
a Korea FTA without resolution of the beef issue.

In conclusion, assuming a successful end of the negotiations and
resolution of the beef issue, the opportunity for U.S. agriculture
under a U.S.-Korea trade agreement could prove as great as or
greater than our previous bilateral or regional trade agreements.

Thank you. I look forward to your questions.

[The prepared statement of Mr. Stallman follows:]
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My name is Bob Stallman. Tam a rice and cattle producer and the president of the American
Farm Bureau Federation.

Trade is important to U.S. farmers and ranchers. U.S. agriculture is dependent on trade for
several reasons. Roughly 25 percent of total cash receipts for agriculture come from exports. In
addition 96 percent of our current or potential customers live outside the borders of the U.S. or to
put it another way, for every 25 consumers of food and agricultural products only one of them
lives in the U.S. And lastly, agricultural productivity is increasing nearly twice as fast as
domestic demand for agricultural products.

It is critical for U.S. agriculture that industry, Congress and the administration work together to
further open and develop world markets. USDA estimates that in 2007 the U.S. agricultural
trade surplus will rise to $8 billion, but we will not maintain this surplus unless action is taken to
ensure our international competitiveness.

We also encourage you to make Korea an important part of Congress’ Trade Agenda. On Feb. 2,
2006, the Office of the United States Trade Representative (USTR) announced its intent to
negotiate a bilateral free trade agreement with South Korea, also known as the Republic of
Korea. The American agricultural sector faces potential gains and challenges from a preferential
trade agreement with South Korea. Some of these opportunities and concerns are addressed in
this report. This committee and Congress should support and vote on the Peru, Colombia and
Panama trade agreements. We have estimated that these three agreements represent more than
an additional $1.5 billion per year in U.S. agricultural exports after full implementation. In
addition we urge you to support extension of Trade Promotion Authority. Without Trade
Promotion Authority the U.S. will be locked out of any further trade negotiations allowing our
competitors an opportunity to increase their competitive advantage in markets that are important
to us.
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General Information
South Korea is a relatively small country, with a size only slightly larger than that of Indiana,
with about 17 percent of that arable land. South Korea has a population of about 48 million

people.

While still self-designated as a developing economy by the World Trade Organization (WTO),
South Korea is actually the 10" largest economy in the world.! Four decades ago, its gross
domestic product (GDP) per capita was comparable with levels in the poorer countries of Africa
and Asia. High levels of economic growth during the 1980s and 1990s plunged to a negative 6.9
percent in 1998 due to the Asian financial crisis of 1997-1999. However, the South Korean
economy then increased 9.5 percent in 1999 and 8.5 percent in 2000. 2

South Korea has now fully recovered from the Asian financial crisis. In fact, in 2004, South
Korea joined the trillion dollar club of world economies. Today, the South Korean GDP per
capita is 14 times that of North Korea and is equal to the lesser economies of the European
Union. “Moderate inflation, low unemployment, an export surplus, and fairly equal distribution
of income characterize this solid economy,” is how the CIA’s World Factbook describes South
Korea.

Growth Trends in South Korea

There are several growth trends that can be examined in an attempt to estimate what the South
Korean market could represent in the future. These growth trends include the gross domestic
product (GDP) growth rate, the population growth rate and the increase in per capita income.
Each of these trends is shown in the graph below, which includes actual trends from 1990 to the
present and future forecasts from the present to 2014.

Growth Trends in South Korea
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! Office of the United States Trade Representative. Trade Facts, “FTA: United States and Republic of Korea
Economic and Strategic Benefits.” February 2, 2006. .

2 Central Intelligence Agency. The World Factbook. Washington, DC, February 2006,

? United States Department of Agriculture. “International Macroeconomic Data Set.” Economic Research Service,
Washington, DC, February 2006.
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‘While the GDP in South Korea experienced a significant drop from 1997 to 1998, the country is
now experiencing strong economic growth. This growth is forecasted to continue at about 5
percent per year to 2014,

The population growth rate for South Korea has been relatively stable at roughly 1 percent per
year. However, that growth rate is expected to decline to less than 0.5 percent per year by 2014.
This stagnating population could create challenges in the South Korean economy as labor
sources decrease and the population ages.

As mentioned previously, South Korea is very advanced for a “developing” country. This point
is only further illustrated by examining the country’s per capita income and per capita income
growth trends. The per capita income in South Korea is expected to grow significantly in the
future. From a real per capita income (in 2000 dollars) of roughly $12,000 today, it is forecasted
to grow to nearly $22,000 by 2016.

General Trade with South Korea

South Korea is the seventh largest trading partner of the United States.” Total trade between the
United States and South Korea was $72.6 billion in 2004, up roughly 15 percent from the
previous year and breaking the two-way trade record of $68.1 billion set in 2000. The export of
American goods totaled $26.4 billion, an increase of roughly 9 percent since 2003. United States
imports from South Korea totaled $46.2 billion, up $8.9 billion from 2003. The United States
currently has a total trade deficit with South Korea of $19.8 billion.* The United States is one of
the leading foreign investors in Korea. The stock of U.S. foreign direct investment in South
Korea in 2003 (the latest year data is available) was $13.3 billion.®

Agricultural Information

At the start of the economic boom in 1963, the majority of South Koreans were farmers, and 63
percent of the population lived in rural areas. Over the next several decades, however, South
Korea grew from a predominantly rural, agricultural nation into an urban, newly industrialized
country and the agricultural workforce shrank to account for only 8 percent of the total
workforce in 2004.

South Korea's agriculture has many inherent problems. South Korea is a mountainous country
with only 17 percent arable land and less rainfall than most other neighboring rice-growing
countries. In addition, the enormous growth of urban areas has led to a rapid decrease of
available farmland, while at the same time population increases and bigger incomes mean that
the demand for food has greatly outstripped supply. The result of these developments was that by
the late 1980s, roughly half of South Korea's food and fiber needs, mainly wheat and animal
feed, were imported.”

* Office of the United States Trade Representative. Trade Facts, “FTA: United States and Republic of Korea
Economic and Strategic Benefits.” February 2, 2006.

% United States Census Bureau. “Trade in Goods (Imports, Exports and Trade Balance with Korea, South.” Foreign
Trade Statistics. Washington, DC, January 2006.

® Office of the United States Trade Rep ive. 2005 National Trade Esti) Report on Foreign Trade
Barriers. March 2005.

7 United States Department of Agriculture. “Briefing Room — South Korea.” Economic Research Service.
Washington, DC, June 2005.
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Rice dominates crop production in South Korea and has long been the staple in the country.
Other important cash crops include barley, millet, cotton, hemp, sesame, tobacco and ginseng.
While production of fruits, vegetables and livestock has grown over the last three decades, South
Korea has turned increasingly to food imports to satisfy consumers’ demands.

Current agricultural and food consumption in South Korea are focused on the consumption of
fruit and vegetable products, rather than meat products. This is best illustrated in the food
balance sheet attached to this report as Appendix A. Most of the food consumption in South
Korea is rice. As South Korean consumers continue to experience increased income and
undergo the generational transformation, they will diversify their consumption to include more
meats. This could provide a great opportunity for American agricultural exports.

Agricultural Trade Information

South Korea was the 5™ largest export market for U.S. agricultural products in 2004, Of the
$10.5 billion in agricultural goods South Korea imported in 2004, $2.5 billion came from the
United States. Unlike the general economy, the United States has a trade surplus with South
Korea in agricultural products. As the figure below shows, in 2004 the United States had an
agricultural trade surplus with South Korea of $2.3 billion.*

United States - South Korean Agricultural
Trade
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Agricultural Exports

The United States supplies a range of products, with corn, beef, hides, soybeans, milling wheat
and cotton the major items. From 2000 through 2004, the United States exported an average of
$2.6 billion per year of agricultural products to South Korea. The majority of products being
sent to South Korea were bulk commodities, such as corn, wheat and soybeans. The high-value
products include cattle hides, fruits and vegetables. The table below shows the top ten exports,
by value, sent to South Korea from the United States during 2000-2004.

¥ All trade data - United States Department of Agriculture. U.S. Trade Data. Foreign Agricultural Service,
Washington, DC, February 2006.
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Top 10 U.S. Exports to South Korea

{Values in $1,000)
Commodity 2000 2001 2002 2003 2004 5YrAvg
Whole Cattle Hides 398,502 474,074 381441 365440 329,264 389,744
Soybeans 265,805 219,205 247,150 282430 284,594 259,837
Comn 202,718 276,292 79,251 42,128 542,034 228,485
‘Wheat 180,559 172,978 187,244 205363 230,919 195413
Cotton 123,516 103,562 149,778 155,163 174,523 141,308
Feed, Ingredients & Fodder 85,257 84,841 98,217 122,875 114,791 101,196
Miscellanous Horticultural Products 67,889 88,287 103,576 101,138 100,088 92,196
Fresh Fruits, Citrus 51,295 53,876 76,642 88,715 97,79 73,665
Vegetables, Prep or Pres 57,939 36,668 41,885 37,990 43,253 43,547
Pork 25,453 17,962 26,187 69,998 43,344 36,589

While the United States is a significant supplier of the South Korean food and fiber market, that

market share is decreasing. The United States market share of South Korea's agricultural
imports has fallen from nearly 45 percent in 1996 to less than 30 percent in 2004. Other
countries are moving into and taking increased shares of the South Korean agricultural market.
Examples of these other suppliers expanding in the South Korean market include Australia for
wheat, beef, mutton, wool and sugar; Malaysia for rubber and palm oil; New Zealand for beef,
kiwifruit and dairy products; Canada for feed grains and oilseeds; the European Union for pork.
feed grains and processed meat; and China for a variety of agricultural products.

Agricultural Imports
From 2000 through 2004, the United States imported an average of $156 million per year of

agricultural products from South Korea. The table below shows the top 10 imports, by value,

sent to the United States from South Korea during 2000-2004. Most of these agricultural imports

do not compete directly with domestically produced commodities (for example, off-season
deciduous fruits) or processed products, such as miscellaneous grain and feed (which is mostly
pasta) and prepared vegetables.

Top 10 U.S. Imports from South Korea
(Values in $1,000)

Commodity 2000 2001 2002 2003 20045 Yr Avg
Grain and Feed, Miscellaneous 26,528 31,051 36,741 42,541 50,111 37,394
Miscell ws Horticultural Products 24,835 25,787 34,279 37,370 43,815 33,217
Fresh Fruits, Deciduous 9,861 13,390 15,091 12,166 14,668 13,035
‘Wheat Products 10,847 12,798 13,512 10,688 13,553 12,280
Other Meat Products 579 248 123 409 57,267 11,725
Vegetables, Dried and Dehydrated 5,127 6,351 5,007 5424 5410 5464
Sugar & Related Products 5,005 3,927 4,526 3416 4,530 4,281
Miscellaneous Dairy Quota 1,828 2,514 3,770 5,027 5,855 3,799
Vegetables, Prep or Pres 3,478 3,789 3,712 4,122 3,661 3,752
Miscellaneous, Industrial Use 1,815 2,428 2,709 3,457 3,973 2,876
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Agricultural Tariff Rates

South Korea is known around the world for its high tariff rates. Several trade disputes in the
WTO also reflect the country’s strong tendencies toward protectionism. Under the WTO’s
Urnguay Round Agreement on Agriculture (URAA), South Korea has lowered the tariffs on
more than 30 agricultural products of primary interest to the United States. These products
include bulk, intermediate- and high-value items, such as mixed feeds, feed corn, wheat,
vegetable oils and meals, fruits, nuts, popcorn, processed potatoes, frozen French fries and
breakfast cereals. However, duties are still very high on many other high-value agricultural and
fishery products. Korea imposes tariffs above 40 percent on many products of interest to U.S.
exporters, including shelled walnuts, table grapes, beef, canned peaches and fruit cocktail,
distilled spirits, apples, pears and a variety of citrus fruits.” The table below shows both the
bound and applied tariff rates for some select agricultural commodities, both in the United States
and in South Korea.

Tariff Rate Information
(Values in Percent)
South Korea United States
Commodity Bound  Applied Bound  Applied
Barley 359.1 359.1 0.7 0.0
Beef 40.0 40.0 264 53
Butter 89.0 67.6 80.9 6.7
Cheese 36.0 36.0 364 9.8
Comn 403.5 403.5 0.6 0.0
Cotton 2.8 22 259 259
Milk 176.0 176.0 40.0 0.0
Skimmed Milk Powder 176.0 176.0 40,0 0.0
Pork 225 225 0.2 0.0
Poultry 19.5 19.5 17.4 69
Rice* 5.0 50 6.8 6.8
Sorghum 394.2 394.2 1.4 0.0
Soybeans 487.0 487.0 0.0 0.0
Soybean Meal 1.8 1.8 25 25
Soybean Oil 12.6 8.0 19.1 19.1
Sugar 18.0 13.5 195.0 195.0
Wheat 42 30 26 0.0
Aggregate Fruils 450 450 3.7 37
Aggregate Vegetables 45.0 45.0 6.8 6.8
Processed Products 51.5 51.5 11.4 11.4

*Represents in-quota tariff, only; see TRQ text below

As the table illustrates, agricultural tariff rates in South Korea range from just over 1 percent to
nearly 500 percent, depending on the commodity. Eliminating, or even significantly reducing,
these tariff rates through free trade agreement negotiations could be extremely beneficial to the

? Office of the United States Trade Rep ive. 2005 National Trade Estimate Report on Foreign Trade
Barriers. March 2005,
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United States agricultural sector. The lower tariff rate on United States products will make us
more competitive with Australia, China, Japan and other agricultural suppliers.

Other Concerns

In addition to tariff barriers South Korea also imposes several non-tariff barriers that must be
strongly addressed in a trade agreement. These barriers range from internal supports,
quantitative restrictions and sanitary and phytosanitary barriers.

Internal Supports

While generally not part of FTA negotiations, domestic agricultural support programs are a
concern with South Korea. As part of the WTO's Uruguay Round Agreement on Agriculture,
South Korea agreed to reduce its domestic support for agricultural products by 13 percent by
2004. However, the Korean government actually increased the level of domestic support it
provided to the cattle industry during 1997 and 1998. The United States challenged South
Korea's domestic support “reductions” through WTO dispute settlement proceedings in 1999,
and the final ruling was in favor of the United States. However, the United States must continue
to monitor South Korea’s notification of domestic support spending on agriculture to ensure
conformity with that country’s WTO commitments.

u on
A tariff rate quota (TRQ) is a two-level tariff, where the tariff rate charged on imports depends
on the volume or quantity of imports. A lower tariff, an in-quota tariff, is charged on imports
that fall within the quota volume. These tariffs are generally low and not very trade-distorting.
A higher tariff, an over-quota tariff, is imposed on imports in excess of the quota volume.

South Korea utilizes TRQs in a manner that slows or halts agricultural trade. For example, the
South Korean government exercises full control over the purchase, distribution and end-use of all
imported rice. The tariff rate table indicates that rice entering the South Korean market faces a 5
percent duty. This is true for in-quota rice, only. In 2005, South Korea should import 225,575
metric tons of rice, 50,076 metric tons of that from the United States, which will face the 5
percent duty. South Korea does not have an over-quota tariff on rice because it has never
imported more than its required quota since the signing of the URAA.

In addition to the rice TRQ, the South Korean government has delegated the administration of a
citrus TRQ to the Cheju Citrus Cooperative, which is a South Korean producer group. Allowing
a producer group to administer a TRQ raises questions about whether it is being administered in
a non-discriminatory manner. In the past, the United States has raised concerns about South
Korea’s administration of quotas, specifically regarding beef, rice, citrus and soybean and corn
products.

i itary Concerns
Sanitary and phytosanitary (SPS) standards are a major concern for the agricultural sector. SPS
standards for certain agricultural products in South Korea are applied arbitrarily and without
prior notification. U.S. citrus exports were halted due to an alleged detection of the fungal
infection septoria citri. '
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South Korea also closed its border to American beef in December 2003 after it was announced
that BSE was found for the first time in the United States. Prior to the beef ban, South Korea
was the third largest market for U.S. beef exports, with annual exports averaging more than $1
billion per year. We remain optimistic that with the recent preliminary OIE announcement that
the United States is “controlled risk” for BSE the Koreans will begin to fully open their beef
market to the United States. The final OIE ruling is expected in May.

‘While some SPS issues have been addressed, other SPS concerns are arising. For example,
South Korea recently ratified the Biosafety Protocol (BSP). As part of their proposed regulations
to implement the Protocol, South Korea has gone far beyond the scope of the BSP requirements.
This may result in a barrier to U.S. commodities derived from biotechnology. A free trade
agreement could provide the United States with an opportunity to address unjustified sanitary
and phytosanitary measures and to ensure that South Korea’s SPS measures are based on science
and developed in a transparent manner.

Conclusions

Currently, South Korea is a large market for United States agricultural exports, even with
prohibitively high tariff rates. However, the United States has been losing market share in the
South Korean market over the last decade. The United States market share of South Korea's
agricultural imports has fallen from nearly 45 percent in 1996 to less than 30 percent in 2004, as
China, Australia and the Association of Southeast Asian Nations have all increased their market
shares. Eliminating or lowering South Korea’s tariffs would put the United States at an
advantage when competing with other suppliers in this large and growing food and agriculture
market.

We understand that there is not much time left in order to conclude these negotiations. We
remain committed and hopeful that USTR and Korean negotiators can successfully complete
negotiations under the terms and existing timeline of TPA. We commend USTR for its
dedication to this agreement and appreciate the diligence shown in working with us and others in
the U.S. agriculture community.

Ambassador Crowder and the agriculture negotiating team are in Seoul. In addition Farm
Bureau and others from the U.S. agriculture community are also there to convey the importance
of these negotiations.

The opportunities are significant for U.S. agriculture under a U.S.-Korea trade agreement.
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Chairman LEVIN. Thank you very much.
Mr. Vastine.

STATEMENT OF ROBERT VASTINE, PRESIDENT,
COALITION OF SERVICE INDUSTRIES

Mr. VASTINE. Thank you very much, Mr. Chairman, and Mem-
bers of the Subcommittee, for this opportunity to testify on the
U.S.-Korea FTA on behalf of U.S. services companies.

Services represent 80 percent of U.S. employment or 92 million
American jobs, and 77 percent of economic output, and the United
States is the world’s largest services trader with a surplus of $73
billion last year, its 35th consecutive year of surplus.

In spite of this record of success, our service sector is restricted
by a host of barriers that block our growth in foreign markets. That
is why efforts to open up key markets such as Korea are so very
important, and why CSI and its member companies very enthu-
siastically support this agreement.

Success for services in this FTA means that Korea will make it
much easier for our firms to conduct cross border trade, and to es-
tablish their commercial presence there. That is, to invest in Korea.

On cross border trade, the United States exported $10 billion of
U.S. services to Korea in 2005, a surplus of $4 billion over imports.

Separately, sales of services of U.S. affiliates operating in Korea
were $4.3 billion, more than any other FTA partner except the
North American Free Trade Agreement (NAFTA).

We also seek national treatment and domestic regulation. We
seek the right for our firms to be treated the same as Korean firms
in that market. Very considerable progress seems to have been
made in this difficult negotiation to date.

On financial services other than insurance, Korea is expected to
bind its already substantially open market so that U.S. firms can
establish in Korea a direct home office branches or in any other
legal form suitable to their operations there.

We believe Korea will commit to greater regulatory transparency,
including the right to notice and comment, a right which we accept
as almost proforma here in the United States, but which of course
is not available to us in Korea.

We expect Korea to allow U.S. securities and fund management
companies to perform basic managerial functions at their home of-
fices, rather than be required to perform them in Korea at much
greater expense, and we expect that foreign portfolio managers will
be allowed to do their jobs from home or regional offices, not be re-
quired to do them in Korea.

On insurance, the FTA is expected to permit foreign firms to op-
erate much more freely, to increase substantially their foreign cur-
rency reserves, to allow banks to distribute insurance products, to
adopt a new approach to regulation that will allow firms to offer
products in Korea unless explicitly prevented from doing so.

U.S. firms hope this FTA will go beyond other FTAs by embrac-
ing reforms that Japan and the United States bilaterally agreed to
in the nineties. Those reforms resulted in quadrupling U.S. insur-
ance firms’ share of business in Japan.

There is at least one remaining issue here, however, and that is
rules ensuring a level playingfield between Korea Post and private
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insurance companies have yet to be agreed. Also, of interest to all
financial services providers are indications that Korea will lift its
very onerous restrictions on cross border data flows, making it
much easier for foreign firms to do business from Seoul with the
rest of the world.

On express delivery, we expect the FTA to clarify that the Ko-
rean Postal Service Act, which could severely impair U.S. compa-
nies’ operations, will ensure a level playingfield for our companies,
FedEx and UPS, and their 600,000 U.S. employees.

On telecommunications, of course, a major unresolved issue is
Korea’s 49 percent limit on ownership by foreign telecom providers.
Much has been said about that. It would be extremely unfortunate
if the Koreans do not see their way to lifting that limit, and we
hope and expect that can be accomplished.

On E-commerce, we expect this FTA to apply the same high
standards set in other FTAs, to enable our very efficient and com-
petitive E-commerce practitioners’ businesses to continue to do
business.

On audio-visual services, Korea applies many restrictions on U.S.
suppliers of A/V services, but as a signal of its intent at the outset,
Korea cut in half, to 73 days, its requirement that its movie thea-
ters devote 146 days a year to showing Korean films. Much more
ne?iis to be accomplished here, and we hope that can be done as
well.

To conclude, services negotiations seem to have made very con-
siderable progress. More remains to be done. We hope and expect
that the remaining issues will be resolved. Also, like the Farm Bu-
reau, we support the implementation of the Peru, Columbia and
Panama agreements, as well as passage of TPA.

Thank you very much, Mr. Chairman.

[The prepared statement of Mr. Vastine follows:]

Statement of Robert Vastine, President, Coalition of Service Industries

Mr. Chairman, I would like to thank you for the opportunity to testify before the
Trade Subcommittee of the House Committee on Ways and Means on the U.S.-
Korea Free Trade Agreement. My name is Bob Vastine, and I am the President of
the Coalition of Service Industries (CSI). CSI is the leading business organization
dedicated to the reduction of global barriers to U.S. services exports. Our overriding
objective is to obtain commercially significant trade and investment liberalization in
all forums for services trade: financial and payments services, express delivery and
logistics, telecommunications, energy services, computer and related services, travel
and tourism, audio-visual services, accounting, legal, and other professional services.
We believe such liberalization is a vital U.S. national interest and will also con-
tribute to economic modernization and growth in emerging markets and the devel-
oping world.

The services sector represents the largest part of U.S. employment and economic
output, and the U.S. is the world’s largest and most competitive services trader.
However, the service sector is also the most restricted, with a host of market access
barriers and other restrictions that hinder this dynamic sector’s growth in foreign
markets. That is why efforts to open up key markets such as Korea are so important
to our sector.

Korea is a very important market for U.S. services, and CSI and its member com-
panies enthusiastically support this negotiation. The size and potential of the Ko-
rean market, combined with the prevalence of barriers to U.S. services companies
in that market, make this negotiation the most commercially significant of all recent
FTAs. And in those FTAs, USTR has taken a comprehensive approach to market
access, which gives us the opportunity to achieve new liberalization and lock in ex-
isting liberal practice across a wide range of service sectors in which U.S. companies
are world leaders.
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Korea has a population of more than 48 million, with a 2004 GDP of $680 billion.
The services sector makes up about 55% of Korea’s GDP, compared with 41% for
industry, and 4% for agriculture.! Korea’s total services exports worldwide were
$41.42 billion in 2004, with total services imports reaching $50.1 billion the same
year.

U.S. crossborder exports of services to Korea were $10.2 billion in 2005, while im-
ports were $6.3 billion, netting a U.S. services trade surplus of almost $4 billion.
Leading U.S. crossborder services exports include travel and other transportation
services, education, financial services, and a broad range of business, professional,
and technical services, among others. Separately, sales of services by U.S. affiliates
with a presence in the Korean market in 2004 were $4.3 billion.3 U.S. services trade
with Korea is well in excess of that with any other recent FTA partner, including
Australia and Singapore, and is second in Asia only to Japan.

This has been a difficult and complex negotiation, and while much progress has
been made, there are a number of issues yet to be resolved. In particular, invest-
ment restrictions in telecommunications, restrictions in the audiovisual sector, the
discriminatory treatment of U.S. insurance providers vis-a-vis Korea Post, and other
issues must be addressed. However, we are optimistic that they can be resolved suc-
cessfully, and we support the continued efforts of our negotiators to do so. Successful
resolution of the key outstanding issues will ensure very broad and active support
from the service sector for the passage of this agreement by the Congress.

KEY SERVICE SECTORS

The following is a brief summation of objectives in this agreement for several
major service industries.

Financial services (except insurance). We are encouraged by progress that has
been made to date in the financial services portion of the negotiation. Due to Korea’s
strong desire to become a regional hub for financial services, we expect most U.S.
negotiating objectives to be achieved and anticipate that certain areas of this agree-
ment will go beyond previous model FTAs, thereby assuring U.S. financial services
providers access to this important and growing market. We expect that existing lib-
eral practices—such as the right of foreign banks to establish as branches or sub-
sidiaries, will be bound in the agreement.

We anticipate that Korea will address the financial services industry’s need for
regulatory transparency, particularly with regard to having administrative guidance
in writing and providing more than 20 days to comment upon proposed regulations,
as is the case now. We expect that onerous restrictions on cross-border data flows
will be lifted. Moreover, we are optimistic that restrictions prohibiting the perform-
ance of certain functions, such as legal, accounting, human resource, and other ac-
tivities, by the U.S. parents of Korean subsidiaries will be lifted. In addition, we ex-
pect that portfolio managers will be permitted to manage their portfolios from their
regional or head offices outside of Korea.

While remaining hopeful that the financial services chapter will be concluded in
a timely manner, it is important to note that Korea has yet to indicate its willing-
ness to accept the standard concept of most favored nation (MFN), whereby both
trading partners agree that if either of them liberalizes further in the context of an-
other FTA, then that liberalization is offered automatically to the other trading
partner. We believe Korea should also accept the “Ratchet Clause,” which means
that if in the future it unilaterally liberalizes a measure which it had listed as an
exception, then that liberalization automatically becomes bound in the Agreement;
the benefit of that liberalization can never be taken away from the U.S.

Insurance. The life insurance sector is key to the economies of both South Korea
and the United States, and a substantial outcome for life insurance sector in the
FTA will be very beneficial for both economies. South Korea is the world’s eighth
largest insurance market with total premium volume of more than $65 billion. The
South Korean insurance and retirement security market would be by far the largest
insurance market to be included in a FTA with the United States. The financial sec-
tor reforms that South Korea would undertake as a result of the FTA would con-
tribute to a stronger and more resilient economy and help it to deepen capital mar-
kets and investment for the long term.

There has been good progress on insurance issues to date. If concluded, the FTA
will set a new standard for addressing regulatory and market access barriers. We
are encouraged by progress on issues of importance to the insurance sector such as
an increase in the allowance of foreign currency reserves, bancassurance reform,

1World Bank, World Development Indicators Database.
2OECD Indicators 2006.
3U.S. Bureau of Economic Analysis, Survey of Current Business, October 2006.
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and adoption of a negative list approach to financial sector regulation. We are hope-
ful that the issues of importance to U.S. insurers that remain unresolved, including
levelling the playing field between private insurance companies and the govern-
ment-owned Korea Post, will be settled satisfactorily in the coming days.

Express delivery. We expect the U.S.-Korea FTA negotiations to result in improved
conditions for U.S. express delivery companies operating in Korea. Currently, U.S.
express delivery companies are subject to the Korean Postal Service Act, which, if
implemented, could severely impair their market access in Korea. The agreement
should clarify existing law and ensure a level playing field for U.S. express pro-
viders. UPS and FedEx, who together employ over 600,000 Americans, will continue
to create U.S. jobs through the increased trade that liberalization of the Korean
market will facilitate.

Telecom. A major outstanding issue in the negotiation is the onerous barrier to
entry to its market that Korea imposes by limiting foreign direct investment (FDI)
in facilities-based telecommunications service providers to 49%. U.S. free trade
agreements with other countries do not have a similar restriction, nor do Korean
companies face such a restriction in the United States. Failure to resolve this issue
would enshrine Korea companies’ ability to operate in the United States while main-
taining an unacceptable barrier to entry for U.S. companies in Korea. A telecom
chapter will be meaningful only if the FDI limit is lifted.

Korea is one of the world’s most important markets for international tele-
communications services. An FTA with a meaningful telecommunications chapter
will increase investment and trade opportunities and will provide substantial bene-
fits to both the United States and Korea. We support the continued efforts of our
trade negotiators to eliminate this barrier.

E-Commerce. We anticipate that the E-Commerce language in the FTA will main-
tain the high standards set in previous agreements. In particular, we expect the
agreement to ensure that duties on digital products delivered on physical media will
be assessed on the basis of the value of the carrier medium, and that products deliv-
ered electronically will not be subject to customs duty. More broadly, we expect the
agreement to ensure that no significant reservations will be taken that will impede
the growth of Internet-delivered services.

Audiovisual services. The U.S. is a world leader in entertainment and audiovisual
services, yet in many markets around the world, this industry is subject to excessive
restrictions. Korea 1s no exception, and it is important that the FTA address the
myni{ad restrictions that now hamper the industry’s ability to compete in the Korean
market.

An important step in this direction was taken prior to the formal launch of the
negotiations, when Korea announced that its screen quota, which protected its do-
mestic film industry by mandating that movie theaters devote 146 days per year to
showing domestic films, would be halved. However, we continue to encourage USTR
to address the many other barriers in the Korean market, including foreign equity
limitations in pay TV and in related cable and satellite television infrastructure.
Korea also imposes a variety of restrictions on foreign content in cable and satellite
television broadcasting. In addition, Korea continues to impose quotas in free-over-
the-air broadcasting, restrictions on language dubbing of foreign content, and adver-
tising restrictions.

Korea too stands to gain tremendously from additional liberalization in the audio-
visual sector; combined with its exceptionally high broadband penetration rates, fur-
ther liberalization will support and complement Korea’s emphasis on the develop-
ment of its information technology sector.

In short, to date there has been substantial progress in the services provisions of
the Korea-U.S. FTA. We look forward to further progress on the issues outlined
above in order that we can fully support and advocate Congressional passage of this
agreement. I would be pleased to answer any questions you might have.

———

Chairman LEVIN. Thank you.
Mr. Boyle.

STATEMENT OF J. PATRICK BOYLE, PRESIDENT AND CHIEF
EXECUTIVE OFFICER, AMERICAN MEAT INSTITUTE

Mr. BOYLE. Good afternoon, Mr. Chairman, Ranking Member
Herger, Congressman Larson and Brady. Thank you for the chance
to appear before you today.
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The American Meat Institute represents 250 of the Nation’s most
well known meat and poultry companies. Collectively, they produce
90 percent of our beef, pork, lamb and veal, and 70 percent of our
turkey products in the United States. They employ 500,000 work-
ers and contribute $100 billion to our Nation’s economy.

From the U.S.-Israel free trade agreement, through NAFTA and
Central American Free Trade Agreement (CAFTA), the U.S. meat
and poultry industry has consistently supported FTAs, and has
benefited from the resulting market access to new international
customers.

Nearly 20 percent of our U.S. chicken production is exported; 17
percent of our pork, and prior to December 2003, more than 12 per-
cent of our beef.

As the Committee knows, December 2003 was the time that we
diagnosed our first case, of BSE the first of three, in the U.S. cattle
herd. We found it in Washington State in an older cow imported
from Canada. We immediately lost about 85 percent of our beef ex-
ports valued at about $7 billion, as trading partners such as Korea,
banned U.S. beef.

Prior to the ban on beef trade, Korea was the beef industry’s
third largest market, with 2003 sales in excess of $750 million.

Beginning as long ago as 1989, the U.S. had implemented mul-
tiple controls and testing programs to minimize the introduction of
BSE and to prevent its spread amongst the U.S. cattle herd. Ac-
cording to the World Organization for Animal Health data, the U.S.
has the lowest rate of BSE per 100,000 head of cattle of any nation
that has ever diagnosed BSE in its domestic herd.

Today we can say with great confidence that our cattle herd is
healthy and our beef is safe. In fact, since December 2003, while
countries such as Korea continue to prohibit U.S. beef imports,
ﬁmfeiricans have happily consumed 60 billion pounds of American

eef.

Earlier this month, the World Organization for Animal Health’s
expert panel recommended a preliminary designation for the
United States as a controlled risk country for BSE. This designa-
tion affirms the effectiveness of our BSE prevention and control
programs. Under such a designation, U.S. cattle and all beef prod-
ucts can be safely traded in accordance with international guide-
lines, guidelines endorsed by countries such as the United States
and Korea, and guidelines which are enforceable under the WTO
dispute settlement process.

For the past 3 years, the U.S. government has been attempting
to convince Korea to re-open its market to U.S. beef imports, and
as a condition of commencing FTA negotiations a year ago, a pre-
liminary agreement was reached with Korea in January of last
year.

Specifically, the Koreans agreed to allow resumption of U.S. beef
imports in a two phrased approach, first re-opening the market to
boneless beef from animals less than 30 months of age, and second,
permitting full restoration of trade for all beef and beef products
from animals of all ages upon conclusion of these FTA negotiations.

This second condition is consistent with recently negotiated FTAs
with Panama, Columbia and Peru, as well as with Russia, as part
of its WTO accession talks.
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U.S. beef has earned the trust of the international community,
and we deserve the same response from Korea through these FTA
negotiations.

Unfortunately, with Korea, 14 months later, the initial opening
for boneless beef has yet to occur, because the Koreans refuse to
accept commonly used commercial definitions for boneless product.
Instead, they subject our imported shipments to x-ray screening
searching for cartilage the size of my little pinky’s fingernail.

Late last year, three relatively small initial shipments of beef
from three different U.S. suppliers were x-rayed and rejected by
the Koreans. The tenderloins that I buy at the local grocery store
and thoroughly and confidently enjoy with my family, could not
pass these extreme Korean inspection requirements.

Reports this week from our agricultural trade negotiations in
Seoul are not particularly encouraging.

Mr. Chairman, the prolonged trade ban that Korea persists in
maintaining on U.S. beef imports is both frustrating and unaccept-
able. Despite the overwhelming scientific evidence supporting the
safety of U.S. beef, more than 17 years of domestic BSE controls
and animal surveillance, an international expert panel’s designa-
tion of the health of our herd and the safety of our beef, and a year
old agreement with the Koreans to restore trade at least partially,
the ban on all U.S. beef exports to Korea persists.

Regrettably, American Meat Institute (AMI) will not be able to
support an FTA with a trading partner unwilling to abide by its
bilateral commitments and permit trade under science based inter-
national guidelines.

For these reasons, we appreciate the support of this Committee,
and would encourage you to communicate and continue to commu-
nicate to the Korean government that the resumption of full beef
access, pursuant to international standards, must occur prior to the
conclusion of these important negotiations.

Should this ban be resolved and full market access restored, AMI
stands ready to be a strong supporter of the U.S.-Korean FTA, as
we always have been in the past.

Thank you very much.

[The prepared statement of Mr. Boyle follows:]

Statement of J. Patrick Boyle, President and Chief Executive Officer,
American Meat Institute

Good afternoon Mr. Chairman, Ranking Member, and Members of the Committee.
Thank you for allowing me the opportunity to appear before this Subcommittee. My
name is Patrick Boyle and I am president of the American Meat Institute (AMI).
For more than 100 years, AMI has provided service to the nation’s meat and poultry
industry—an industry that employs nearly 800,000 individuals and contributes ap-
proximately $100 billion to the nation’s economy.

AMI members include 250 of the nation’s most well-known meat and poultry
packers and processors. Collectively, they produce 90 percent of the beef, pork, veal
and lamb food products and 75 percent of the turkey food products in the U.S.
Among AMI’s member companies, 60 percent are small, family-owned businesses
employing fewer than 100 individuals and some are publicly traded and employ tens
of thousands. These companies operate, compete, sometimes struggle and mostly
thrive in what has become one of the toughest, most competitive and certainly the
most scrutinized sectors of our economy: meat and poultry packing and processing.

The members of AMI have supported and benefited greatly from the existing free
trade agreements (FTA). The economic well-being of meat and poultry packers and
producers is closely tied to our competitiveness in accessing global markets. From
the Israel FTA to CAFTA and NAFTA, the U.S. meat and poultry community has
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consistently benefited from the market access to new, international consumers. In
fact, Mexico and Canada are currently two of the largest export destinations for beef
and beef variety meats, accounting for more than 2/3 of all beef trade and more than
$1 billion in sales. AMI pork packing members have also benefited from trade. Near-
ly 17 percent of U.S. pork production is exported and the value of pork exports has
increased by more than 350 percent since NAFTA’s passage. Korea is currently the
fourth largest market for U.S. pork products. AMI is fully prepared to be a strong
and vocal supporter of this agreement should this ban on beef end and full market
access for beef is restored.

Prior to the ban on beef trade, South Korea was the beef industry’s third largest
market, with 2003 sales in excess of $750 million. Additionally, it was an attractive
market because Korean consumers purchased a broad spectrum of products, from
high value cuts to variety meats that tend to do better in international markets—
thereby, increasing the overall return for packers and producers of beef. Particularly
important was the fact that 40 percent of exports to the Korean market were what
thk? industry calls “bone-in” product. In Korea’s case, it was predominately short
ribs.

The trade ban followed the December 2003 diagnosis of a single case of BSE in
an imported Washington state cow born before feed restrictions were implemented.

The case was detected through the U.S.” routine and aggressive surveillance pro-
gram, which began shortly after the UK’s BSE crisis and long before BSE was ever
diagnosed in the U.S. In fact, the United States was the first BSE-free nation ever
to launch a surveillance program for the disease.

It was just one part of our nation’s extraordinary, focused, and disciplined steps
designed to prevent a disease that ravaged Europe. These measures also included
import controls and careful feed restrictions.

After we detected the first of three total cases in the U.S., we enhanced our inter-
locking system of firewalls even further and today, we can say with great confidence
that our herd is healthy and our beef is safe. According to World Organization for
Animal Health (OIE) data, the U.S. has the lowest rate of BSE per 100,000 head
of any nation that has ever had BSE in its herd. This is testament to the effective-
ness of our preventive measures.

During the past two and half years, the U.S. and Korean governments had a num-
ber of negotiating sessions to resolve this ban. Very early in these negotiations, the
beef industry conveyed to USDA and USTR that unless beef trade is normalized,
the beef industry will not support and would actively oppose Congressional passage
of a potential FTA. A preliminary agreement was reached in January 2006. As a
condition of commencing FTA negotiations, the Koreans agreed to allow resumption
of U.S. beef imports in a two phased approach: first, immediately allowing boneless
beef from animals less than 30 months, and second, allow beef and beef products
from animals of all ages upon conclusion of the FTA negotiations.

The slow opening of markets was accepted under the expectations that meaning-
ful amounts of product would begin to move and government officials could resolve
remaining sanitary and phytosanitary issues on the basis of internationally accepted
scientific principles.

For the ensuing nine months, the U.S. and Korea were simultaneously negotiating
the FTA and the technical terms and conditions relating to permitting boneless U.S.
beef exports. In early September 2006, the two governments announced the reopen-
ing of trade under the first phase. However, the omission of a very common commer-
cial bone tolerance has effectively precluded any meaningful resumption of trade
and resulted in Korea rejecting three shipments of beef.

In December, three separate shipments from three different companies were re-
jected because bone fragments were found by the Korean government. Two of the
three companies had performed their own x-ray testing to identify bones chips be-
fore shipping, and none were found.

On January 4, 2007, the beef industry informed USTR Ambassador Crowder that
Korea needs to engage now—before progress is made in the FTA negotiations—on
how the Korean government will fully restore beef trade. The industry is willing to
have a Korean two-step process similar to the WT'O Accession agreement with Rus-
sia, but Korea has refused to enter into theses discussions at this point in time. The
current Korean import requirements for U.S. beef do not come close to a first stage
of reopening trade. The beef industry is united and has informed USTR and USDA
that they will not support an FTA with Korea if U.S. beef exports are not normal-
ized.

On March 12, 2007, a World Organization for Animal Health (OIE) expert panel
recommended a preliminary designation for the U.S. of a “Controlled Risk” country
for BSE. This designation affirms the U.S.” proactive and effective commitment to
preventing BSE and controlling it should it did occur. Under such a designation,
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U.S. cattle and products from cattle of all ages can be safely traded in accordance
with international guidelines, due to our interlocking safeguards.

The facts are indisputable. No nation acted with as much forethought as the U.S.
to prevent a disease, detect it if it existed and control and destroy it if it occurred.
Using a surveillance system that far exceeds international guidelines, we have de-
tected only three cases in a 100 million head herd. More importantly, no BSE-re-
lated human illness has even been associated with eating U.S. beef.

We have earned the right to trade in the international arena under international
guidelines.

Mr. Chairman and Members of the Committee, our industry, workers and pro-
ducers that supply us livestock have been significant beneficiaries of free trade
agreements. Every billion dollars in meat exports adds 13,000 U.S. food manufac-
turing jobs. The USDA has reported that the income multiplier from meat exports
is 54 percent greater than the income multiplier from bulk grain exports. Tallying
in hides and related beef products, the U.S. is estimated to export $4 billion in 2007.

The prolonged trade ban Korea maintains on U.S. beef imports is frustrating to
many of our members and cattle producers. For our members, it means fewer sales,
less jobs, and a negative impact on the communities where we operate. For pro-
ducers, the impacts are similar with less destinations and consumers to demand
their product. Despite the overwhelming scientific evidence supporting the safety of
U.S. beef, more than 17 years of controls, a preliminary expert panel designation,
and an agreement to restore trade, the ban persists. Therefore, we urge you and
your colleagues to communicate to the South Korean government that the resump-
tion of full beef access must occur prior to the conclusion of the FTA negotiations.
Should this ban be resolved and full market access restored, we stand ready to be
strong, vocal supporters of this agreement and its Congressional passage.

Thank you for the opportunity to present these views before you today.

———

Chairman LEVIN. Thank you.
Ms. Ritter.

STATEMENT OF GERALYN S. RITTER, SENIOR VICE PRESI-
DENT OF INTERNATIONAL AFFAIRS, PHARMACEUTICAL RE-
SEARCH AND MANUFACTURERS OF AMERICA

Ms. RITTER. On behalf of the Pharmaceutical Research and
Manufacturers of America, I would like to thank you, Chairman
Levin, Ranking Member Herger, and Subcommittee Members for
holding today’s hearing.

We appreciate the opportunity to address the most economically
significant FTA in recent years. PhRMA views the U.S.-Korea FTA
as an important opportunity to do three things, enhance the access
of Korean patients to innovative medicines, improve the trans-
parency and predictability of Korea’s national health insurance sys-
tem, and secure better recognition of the value of innovative Amer-
ican biomedical discoveries.

To put my testimony in a bit of context, I would like to start by
giving you some quick background on the Korean system.

Korea has a single payer system, so access to the government
health care system is access to the Korean market. There is no real
private market outside the government system. The government
system is it.

Innovative pharmaceutical products are mainly imported into
Korea from United States and other international companies. For-
eign producers only gained access to Korea’s market at all in 1999,
and then only after intense pressure from the U.S. government.

Korea’s policies have long favored its domestic industry, which
still holds a disproportionately large share of the market.
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Adding to these longstanding concerns, on May 3, 2006, 1 week
before the first round of the U.S.-Korea FTA negotiations started,
the Korean government announced an entirely new reimbursement
system for pharmaceuticals.

This was a major setback. The new system is very complicated.
There is huge scope for bureaucratic manipulation in it, and it is
much more restrictive toward patients’ access to medicines. Worse,
the infrastructure does not exist in Korea to implement the new
system effectively.

I should also note that local generic producers are to be grand-
fathered into the new system, at least in the near term.

The end result is massive business uncertainty for U.S. compa-
nies, and reduced access to medicines for Korean patients.

Our industry is worse off today in Korea than before these FTA
talks began. I am sorry to say that.

You basically have a black box. If you want to bring a new prod-
uct to market in Korea, you have to reach into the black box and
hope that you pull out a set of reasonable conditions for market ac-
cess. That is what the core of this FTA is about for us, opening that
black box.

We need some sunshine, but more than just transparency, we
need real disciplines on what happens in that black box. We need
rules that matter. So, far, unfortunately, and despite some strong
efforics from USTR, Korea is resisting a very reasonable set of pro-
posals.

There are two chapters in the agreement that are critical to our
industry, the chapter on pharmaceuticals trade, of course, and the
intellectual property rights chapter.

Within the pharmaceuticals chapter, we are extremely concerned
about provisions regarding government reimbursement regulations.
These regulations need to be developed and applied in a way that
recognize the value of innovation. They should provide innovative
products with some measure of predictability and guard against
bureaucratic arbitrariness.

We are also concerned, as I mentioned, about the lack of trans-
parency and accountability in Korea’s reimbursement and listing
decisions.

This has been a difficult issue for years in Korea, but it is par-
ticularly bad now under this new system. In order to ensure fair-
ness and due process, the new system should include an inde-
pendent appeals mechanism to serve as a check on what happens
in that black box. That kind of appellate body has to have some
teeth. It should have the authority to overturn reimbursement and
listing decisions where appropriate.

The final issue I want to mention is intellectual property. The IP
chapter of the FTA needs to contain strong commitments to protect
confidential pharmaceutical test data.

The agreement also needs to require that Korea adopt a patent
linkage system. A patent linkage system just ensures that the right
hand of the Korean government knows what the left hand is doing.
You cannot have a patent authority on the one hand giving you a
patent with the exclusive right to market a product and the regu-
latory authority on the other approving infringing products for
marketing. There has to be a coordination mechanism there.
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In conclusion, I just want to reiterate the importance of this
agreement to the American pharmaceutical industry. We know res-
olution of these issues will not be easy, but the U.S. positions are
reasonable and they are achievable.

We are committed to working with USTR in the final days of
these negotiations. We want to support the agreement, but it is
going to be tough. We are pretty far from the finish line right now,
and time is short.

Thank you.

[The prepared statement of Ms. Ritter follows:]

Statement of Geralyn S. Ritter, Vice President of International Affairs,
Pharmaceutical Researchers and Manufacturers of America

On behalf of the Pharmaceutical Research and Manufacturers of America
(PhRMA), I would like to thank Chairman Levin and the Subcommittee members
for organizing today’s hearing and for providing PhRMA the opportunity to speak
on one of the most economically significant FTAs in recent years. Over the years,
the Chairman and members of this committee have been very helpful in addressing
pharmaceutical market access issues in Korea and other countries. PhRMA has
viewed the U.S.-Korea FTA as a significant opportunity to enhance access of Korean
patients to leading U.S. biomedical products; further improve the transparency and
accountability of the National Health Insurance system; and secure better and last-
ing recognition of the value of innovative American biomedical discoveries for better
healthcare outcomes. As the FTA negotiations head into the final stages, PhRMA
believes it is critically important that any final agreement meaningfully address the
pharmaceutical sector for it to be a success.

Impediments to Market Access: The operating environment in Korea has for
many years presented numerous challenges for PhnRMA’s member companies. Inno-
vative products, which are mainly imported into Korea by U.S. and other multi-
national producers, only gained access to Korea’s national healthcare system in late
1999, after intense pressure from the U.S. Government. Given that Korea has a sin-
gle payer system, access to the national healthcare system is critical to have any
meaningful right to participate in the Korean market. Since 1999, U.S. and other
multinationals have continued to face a range of market access impediments, includ-
ing shifting standards of review for having new innovative products listed on the
national reimbursement list and lax enforcement of intellectual property rights. In-
deed, Korea’s policies have long favored the domestic industry, which has dispropor-
tionately large share of the Korean market. While favoring domestic producers,
Korea has maintained policies that disadvantage U.S. and other innovative compa-
nies, an approach that places Korean patients at a serious disadvantage as com-
pared to their OECD counterparts. As an OECD member economy, Korea should in-
stead establish policies that encourage research and development of innovative prod-
ucts which would lead to new cures that benefit patients worldwide.

While the U.S. Government has attempted to address these market access bar-
riers through various bilateral agreements and ongoing consultations over the years,
these efforts have yielded very few positive, concrete results. The FTA, therefore,
provides an unparalleled opportunity to obtain government-level commitments from
K(()irea that substantively address key issues of concern to the U.S. pharmaceutical
industry.

Korea’s New Reimbursement System: Adding to the existing market access
issues, on May 3rd, 2006, the week before the first round of negotiations, the Ko-
rean Government proposed an entirely new reimbursement system for pharma-
ceuticals. This was a major setback for PhRMA’s members. The new system will fur-
ther discriminate against U.S. research-based pharmaceutical companies and in-
crease market access barriers. Perhaps most significantly, innovative drugs will no
longer be available under Korea’s national healthcare system unless they can meet
a number of complicated new requirements. These requirements have not been
spelled out clearly, and the infrastructure is not in place to effectively administer
the new system. At the same time, local generic products will be grandfathered into
the new system, at least in the near term. Further, the new system will overturn
longstanding commitments previously reached between the U.S. and Korea on how
market access decisions would be made for innovative products. As a result, the new
system will restrict U.S. pharmaceutical manufacturers’ access to the Korean mar-
ket and in turn Korean patients’ access to new, innovative medicines. While the new
system lowers the reimbursement level of generic producers—a step that has local
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producers up in arms—it does not go nearly far enough to address the imbalance
in treatment between foreign innovative companies and local generic producers.

Over the strong objections of the U.S. Government and the innovative pharma-
ceutical industry, regulations implementing the new system were finalized on De-
cember 29, 2006. Despite a detailed submission made by the innovative industry
and extensive comments from the U.S. Government, the Ministry of Health and
Welfare (MOHW) did not address any industry or U.S. Government concerns in
these final regulations.

PhRMA is committed to working with the U.S. Government through the remain-
ing weeks of the FTA negotiations to address problems we have identified related
to the Korean market and the new reimbursement system and to ensure that the
outcome does not further restrict market access for U.S research-based pharma-
ceutical companies. However, we are concerned that to date, there has been very
little movement by Korea on the priority issues that U.S. negotiators have put for-
ward.

Pharmaceuticals Chapter: With regard to the pharmaceuticals chapter in the
FTA, PhRMA member companies have three key priorities: (1) that Korea adopt an
appropriate approach to reimbursement procedures so that U.S. research-based
pharmaceutical manufacturers have fair and timely access to the market and Ko-
rean patients have timely access to life saving medicines; (2) that an independent
appeals mechanism be put in place to resolve any disputes on reimbursement deci-
sions; and (3) that the FTA address longstanding concerns regarding fair business
practices in the Korean market.

1. Government Reimbursement Regulations: Government reimbursement regula-
tions should be developed and applied in a way that adequately recognizes the value
of innovation and provides predictability. The Government’s reimbursement deci-
sions should be based on published, clear and objective criteria which all stake-
holders have participated in developing, as well as transparent processes and appro-
priate deadlines.

Through the new system, the Korean reimbursement authorities are also empow-
ered to make decisions as to which drugs will be reimbursed under the national
healthcare system based on cost-effectiveness analysis without adequate regard to
medical need. Experience in other countries that have tried such an analysis shows
that these methods can significantly limit patients’ access to life saving medicines.
Further, lessons learned from other countries show that without an adequate phase-
in period, to allow for the development of adequate procedures, guidelines, data and
administrative resources, patients have been inappropriately denied access to ad-
vanced medical treatments.

2. Independent Appeals Mechanism and Transparency: Lack of transparency in
Korea’s reimbursement and listing decisions has been a difficult long-standing issue
U.S. pharmaceutical companies have had to face in Korea. In order to ensure fair-
ness and due process, PhARMA believes that the new system should include an inde-
pendent appeals process that would have the authority to overturn reimbursement
and listing decisions. Ideally, this independent appeals process would include a
panel of experts that would review reimbursement and listing decisions to deter-
mine if the decision is in line with the regulations and guidelines for the system.
To be effective, this appeals mechanism will also require improved transparency
throughout the reimbursement and listing process.

3. Fair Business Practices: Certain business practices in Korea also continue to
impede market access for PhnRMA member companies. A major Korean Government
report released in 2005 identified a number of private sector practices currently
seen in the Korean market that must be effectively resolved, including payment to
hospitals by companies for formulary access and to physicians for prescribing medi-
cines. PhRMA and its member companies fully support the Korean Government’s
ongoing efforts to ensure appropriate practices and believe that this issue should be
addressed in the context of the FTA. Korea should take concrete steps to ensure fair
business practices in the private market and to provide the opportunity to monitor
and address the development of these efforts.

Intelectual Property Rights Chapter: As in previous FTAs with developed
countries, the intellectual property rights chapter of the FTA should require that:
(1) Korea agree to implement at least 5 years of data exclusivity; and (2) Korea
adopt a patent linkage system.

1. Data Exclusivity: The U.S. research-based pharmaceutical industry remains
hopeful that through the FTA negotiations Korea will agree to implement at least
5 years of data exclusivity.
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2. Patent Linkage: Unlike the United States, Korea does not currently have a pat-
ent linkage system and the FTA should require Korea to enact one. In the absence
of a linkage system, PARMA member companies have encountered instances of ge-
neric products being registered and brought to market while patents are in force.
An effective patent linkage system prevents the registration of a generic form of a
patented medicine while a patent is still in force, thereby preventing unnecessary
litigation and confusion.

Conclusion: In conclusion, we realize that substantive resolution of our priority,
long-standing issues in Korea will not be easy. However, the purpose of entering
into a Free Trade Agreement is to lower barriers and create a better operating envi-
ronment for companies operating in the partner country. As such, what PhRMA
seeks from this FTA is to address long-standing barriers to U.S. pharmaceutical
companies in a commercially meaningful way—in other words, we seek to ensure
that with Korea’s implementation of its new system that we do not end up worse
off than before the FTA negotiations began. Our priority asks are reasonable and
achievable, and we remain committed to working with the U.S. Government to re-
solve these critical areas in the FTA.

———

Chairman LEVIN. Thank you very much.
Mr. Steir.

STATEMENT OF BERTON STEIR, EXECUTIVE VICE PRESIDENT,
PARAMOUNT FARMS, LOS ANGELES, CALIFORNIA

Mr. STEIR. Chairman Levin, Ranking Member Herger, Con-
gressman Brady, Congressman Larson, I am pleased to testify
today on behalf of Paramount Farms, and many U.S. pistachios
growers.

Paramount Farms is America’s largest producer of pistachios.
The pistachio industry farming operations are located throughout
the State of California. Pistachios are also grown in New Mexico,
Nevada, Arizona, and plantings are now taking place in Texas.

The United States is the second largest producer and exporter of
pistachios in the world, the world’s largest is Iran. By contrast,
South Korea does not grow any pistachios and has no domestic pis-
tachio industry to protect.

However, the South Korean market represents tens of millions of
dollars annually for U.S. pistachio growers. That is, of course, con-
tingent on the elimination of South Korea’s tariff on U.S. pis-
tachios.

The latest information on the negotiations that are going on is
that pistachios are bundled together with various other tree nuts,
for which the U.S. Trade Representative is trying to negotiate an
across the board reduction of tariffs.

Pistachios are not a controversial line item in these talks, and
deserves to be separated out for immediate duty free treatment.
That is why the pistachio industry is closely monitoring the Korea
tr‘:llde agreements and negotiations, and that is why I am here
today.

The U.S. industry produces an average of 250 million pounds of
pistachios a year, and employs thousands of people. The industry
has grown more than three times in value in the past ten years to
over $500 million in annual sales. We expect the industry will grow
to over $1 billion in the years to come.

Exports are fundamental to this growth, and we see South Korea
as a huge market. Unfortunately, South Korea applies a 30 percent
tariff on raw pistachios and a 45 percent tariff on packaged pis-
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tachios. This is in comparison to only 8 percent for almonds and
hazelnuts. This limits our exports seriously and severely.

The U.S. pistachio industry’s experience in Europe provides a
model, the type of model we envision for South Korea. Actually,
Europe does grow some pistachios. However, nevertheless, it has
created an entire industry in roasting, packaging and marketing
imported U.S. pistachios.

The value added by this industry is considerable. In 2005, Eu-
rope sold approximately $1 billion worth. It imported pistachios at
a cost of $500 million creating an additional $500 million in domes-
tic value added business.

Several European brands proudly promote their products as
being pistachios from California U.S.A. and America. It is impor-
tant to note that low tariffs made all this possible.

The current duties in the European Union are 1.6 percent for
raw pistachios, compared to 30 percent in South Korea. This is 20
times higher.

South Korea could, like the EU, have the potential to create a
domestic pistachio industry using U.S. pistachios, by importing not
only for its domestic market, but also for value added resale in
neighboring countries. This will not only benefit South Korean
roasters and packages, but also South Korean retailers and export-
ers.

At current prices, South Korea could expect to sell as much as
$100 million worth at retail. However, the current tariffs severely
limits U.S. pistachio imports and prohibits this market from being
realized.

Pistachios are not a controversial line item in the Korean-U.S.
free trade agreement talks, because South Korea does not grow any
pistachios and has no pistachio industry. As a result, U.S. pis-
tachios do not compete with any domestic South Korean product,
and do not pose a threat to the South Korean market.

I submit to you that in this case, pistachios are a definition of
a line item that deserves immediate duty free treatment. This is
why the U.S. pistachio industry has been pressing for the imme-
diate duty free treatment for pistachios in the Korea-U.S. free
trade agreement.

This position is strongly endorsed by many of your colleagues in
the California Congregation Congressional Delegation.

I have attached a testimony of a November 2006 letter signed by
17 members of the California Delegation, including both U.S. Sen-
ators.

In closing, California pistachio growers, as well as those in New
Mexico, Nevada, Arizona and Texas, need your help. There is abso-
lutely no justification for any import duty to apply to U.S. pistachio
imports to South Korea.

On behalf of the U.S. pistachio industry, I ask you to encourage
our negotiators not to settle for anything less than immediate duty
free treatment so U.S. pistachio growers can increase their exports
and also provide South Korea with a new domestic and export in-
dustry.

This is a win-win situation for both sides.

I thank you, and thank you, Mr. Herger, for complimenting me,
and hope you will be able to have some influence.
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[The prepared statement of Mr. Steir follows:]

Statement of Berton Steir, Executive Vice President, Paramount Farms,
Los Angeles, California

Mr. Chairman and Members of the Committee:

I am pleased to testify today on behalf of Paramount Farms and the U.S. pis-
tachio industry. Paramount Farms is America’s largest producer of pistachio nuts.
The pistachio industry’s farming operations are located throughout the State of Cali-
fornia. Pistachios are also grown in New Mexico, Nevada, Arizona, and Texas.

The U.S. is the second largest producer and exporter of pistachios in the world;
the world’s largest producer is Iran. By contrast, South Korea does not grow any
pistachios and has no domestic pistachio industry. Nevertheless, the potential South
Korea market represents tens of millions of dollars annually for the California pis-
tachio industry. However, this is contingent on the elimination of South Korea’s tar-
iffs on U.S. pistachios.

Our latest information is that pistachios are bundled together with various other
tree nuts for which USTR is trying to negotiate an across-the-board reduction in tar-
iffs. Pistachios are not a controversial line item in these talks and deserve to be sep-
arated out for immediate duty free treatment. That is why the pistachio industry is
closely monitoring the Korea-U.S. Free Trade Agreement (KORUS FTA) negotia-
tions and that is why I sit before you today.

The U.S. Pistachio Industry and the South Korean Market

California is home to approximately 98 percent of U.S. pistachio production. The
industry produces an average of 250 million pounds of pistachios a year and em-
ploys thousands of Californians. The industry has grown more than three times in
value in the past ten years to over $500 million in annual sales today. We expect
industry sales will grow to over $1 billion in the coming years. Exports are funda-
mental to this growth, and we see South Korea as a huge market.

Unfortunately, South Korea applies a 30 percent tariff on raw pistachios and 45
percent tariff on packaged pistachios, compared to 8 percent for raw almonds and
hazelnuts. This limits our exports severely. Iranian exports can also be found in
South Korea. We understand the Iranians have a history of not playing by the rules
in order to avoid tariffs and saturate various markets with their product. The U.S.
pistachio industry cannot—and will not—compete under such conditions. We prefer
to compete in a free trade environment where our product can thrive.

Value to South Korea

The U.S. pistachio industry’s experience in the European pistachio market pro-
vides a model for what we envision in South Korea. Europe grows modest amounts
of pistachios but has created an entire industry in roasting, packaging, and mar-
keting nuts including pistachios from the U.S. The value-added generated by this
industry in considerable. In 2005, Europe sold approximately $1 billion in imported
pistachios at an import cost of $500 million, creating $500 million in domestic value-
added business. Several domestic European brands have even been established
which market their products as featuring pistachios from “California, U.S.A.” It is
important to note that low tariffs made this market possible: Current duties in the
European Union (EU) are 1.6 percent for raw pistachios.

Like the EU, South Korea has the potential to create a domestic pistachio indus-
try using U.S. pistachios. This will not only benefit South Korean roasters and pack-
agers, but South Korean retailers as well. At current prices, South Korea can expect
to sell as much as $100 million at retail, resulting in $50 million in domestic value-
added business. However, the current tariff severely limits U.S. pistachio exports
and prohibits this market from being realized.

A Superior, Cost-Competitive U.S. Product

Where there is a level playing field, the differentiators between the U.S. and Iran
become the product itself, and cost. U.S. pistachios are higher quality and healthier
than pistachios from Iran, and in markets where free trade is permitted, U.S. pis-
tachio producers out-compete Iranian producers.

Iranian pistachios are frequently contaminated with high levels of aflatoxin, a
naturally occurring carcinogen. Their pistachios are also lower quality and are treat-
ed with bleach to mask imperfections. [HOLD UP BAG OF IRANIAN PIS-
TACHIOS.] These are Iranian pistachios. You can tell they are Iranian pistachios
because they are unnaturally white due to the bleaching process. [HOLD UP BAG
OF U.S. PISTACHIOS.] These are U.S. pistachios. They are naturally clean. Be-
cause of our highly technical processing we do not need to bleach our pistachios, and
I assure you they taste much better.
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The U.S. pistachio industry has made significant investments to incorporate
aflatoxin preventative measures into its farming and processing operations. The re-
sults of these safeguards are considerable: Shipments of Iranian pistachios to the
EU are frequently rejected due to high aflatoxin levels. This is reflected in Iran’s
share of the EU market. In 2003, Iranian producers commanded a 73.8 percent
share of the EU’s pistachio market. In 2005, the Iranian share had shrunk to 43.5
percent, while the U.S. increased its market share to 56.5 percent.

The bottom line? Where free trade is permitted, the U.S. simply out-competes its
Iranian counterparts by providing a healthier, cost competitive product. If tariffs are
eliminated, we expect the same results in South Korea.

No Threat to the South Korean Market

Pistachios are not a controversial line item in the KORUS FTA talks because
South Korea does not grow any pistachios and has no pistachio industry. As a re-
sult, U.S. pistachios do not compete with any domestic South Korean product and
do not pose a threat to the Korean market.

It is understandable that some tariffs—tariffs on U.S. products that compete with
same or similar South Korean products—must to be phased out over 3, 5 or even
10 years to allow the domestic market time to adjust to increased foreign imports.
However, where no domestic market exists— such as for pistachios—there is no jus-
tification for any tariff to apply to a product for any period of time.

In fact, I submit to you that in the immediate case, pistachios are the definition
of a line item that deserves immediate duty free treatment. This is why the U.S. pis-
tachio industry has been pressing for immediate duty free treatment for pistachios
in the KORUS FTA. This position is strongly endorsed by many of your colleagues
in the California Congressional Delegation. I have attached to my testimony a No-
vember 2006 letter signed by 17 Members of the California Delegation including
both Senators.

Closing

In closing, California pistachio growers—as well as those in New Mexico, Nevada,
Arizona, and Texas—need your help. There is absolutely no justification for any im-
port duty to apply to U.S. pistachio imports to South Korea. On behalf of the U.S.
pistachio industry, I ask you to encourage our negotiators not to settle for anything
less than immediate duty free treatment so that U.S. pistachio growers can increase
tﬁeir exlféorts and provide South Korea with U.S. pistachios, the best pistachios in
the world.

Mr. Chairman, I thank you for the opportunity to testify before you today. I am
happy to answer any questions you may have.

——

Chairman LEVIN. I thank you very much.
Mr. Cohen.

STATEMENT OF CALMAN J. COHEN, PRESIDENT,
EMERGENCY COMMITTEE FOR AMERICA TRADE

Ms. COHEN. Thank you, Mr. Chairman, Ranking Member
Herger, and Congressman Brady, for the opportunity to appear be-
fore the Subcommittee this afternoon.

I am testifying today on behalf of Emergency Committee For
American Trade (ECAT) an association of chief executive officers of
leading U.S. business enterprises with global operations that was
founded some four decades ago to promote economic growth
through expansionary trade and investment policies.

As a cross-sectoral group, ECAT strongly supports the conclusion
of a comprehensive, high standard, and commercially meaningful
FTA with Korea that creates concrete new trade and investment
i)pportunities for U.S. companies, farmers, workers, and their fami-
ies.

Given the detailed testimony provided today by my colleagues in
many sectors, I will focus my oral testimony today on the very im-
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portant and cross cutting investment issues that are critical to the
successful conclusion of these negotiations.

Foreign investment by U.S. companies, supported by core invest-
ment access and protections, is a key driver of U.S. economic
growth, productivity, and exports. Indeed, the largest market for
U.S. exports is foreign based subsidiaries of U.S. companies. More
broadly, U.S. investment abroad is important for broader national
U.S. interests, such as developing stable sources of energy supplies,
continuing U.S. leadership in creating new and advanced tech-
nologies, and promoting stability, economic development, and the
rule of law.

Three primary issues are being discussed by U.S. and Korean ne-
gotiators: access for investment, commitments to core investment
protections, and investor-state—dispute settlement.

First, investment access. ECAT members seek the reduction and
binding elimination of foreign equity limitations in all major sec-
tors, from telecommunications and broadcasting operations to dis-
tribution of agricultural and manufactured goods. Such access, I
emphasize, is critical to ensure that the market access commit-
ments that we receive from Korea in other chapters are actually
meaningful.

Second, investment protections. The objective of the investment
negotiations is to ensure that U.S. investors in Korea have the
same levels of protection for their investments that Korean inves-
tors already have in the United States, including protections re-
lated to national treatment, most favored nation treatment, expro-
priation, fair and equitable treatment, full coverage of investment
agreements, and the free transfer of capital.

It is critical, therefore, to U.S. competitiveness that the United
States in the negotiations reject proposals to limit investment pro-
tections against discriminatory, arbitrary or expropriatory govern-
ment activity; restrict the transfer of capital; or create exceptions
from the key protections. Such diminutions to the high standard
model U.S. text would deny U.S. investors precisely the protections
that are needed to address the barriers that have long pervaded
the Korean economy.

In short, not to have these protections would provide a safe har-
bor to Korean regulators to block U.S. participation in the Korean
economy.

It also would put U.S. investors at a competitive disadvantage,
since Korea already has provided strong investment protections to
competitors in the United Kingdom, Germany, the Netherlands, as
well as others.

For financial institution investors, in particular, the expropria-
tion protections are absolutely vital, since the United States has
not sought to ensure rights of such investors to bring claims with
respect to discrimination.

Third, investor-state dispute settlement. Investor state provisions
are in thousands of international instruments, including the invest-
ment treaties and free trade agreements that Korea has concluded
with other governments.

Investor-state dispute settlement is vital for all U.S. industries
to be able to address barriers and government actions that would
deny effective access to the Korean economy. The ability to bring
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such cases must apply fully to investors in each of these sectors
and for all breaches of the FTA, as well as breaches of a special
type of investment agreements that govern much of U.S. invest-
ment abroad in natural resources, infrastructure, and other major
areas.

Several issues remain outstanding. We understand the Korean
negotiators are pushing back on core protections, are seeking major
exceptions, and are continuing to resist opening their investment
market in key areas. ECAT urges U.S. negotiators to reject the
weakening of investment protections and the denial of investment
access.

In sum, ECAT urges U.S. negotiators to continue to work to con-
clude a comprehensive and commercially meaningful FTA that pro-
tects and promotes investment.

Such an outcome will receive ECAT’s strong support. Thank you
for the opportunity to testify.

[The prepared statement of Mr. Cohen follows:]
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CALMAN J. COHEN, PRESIDENT,
EMERGENCY COMMITTEE FOR AMERICAN TRADE

ON THE U.S.-KOREA FREE TRADE AGREEMENT NEGOTIATIONS
BEFORE

THE SUBCOMMITEE ON TRADE
OF THE COMMITTEE ON WAYS AND MEANS

March 20, 2007

Thank you for the opportunity to testify at today’s hearing on the progress of the Korean-
U.S. (KORUS) free trade agreement (FTA) negotiations. 1 am testifying today on behalf of the
Emergency Committee for American Trade — ECAT — an association of the chief executives of
leading U.S. business enterprises with global operations. ECAT was founded four decades ago to
promote economic growth through expansionary trade and investment policies. Today, ECAT's
members represent all the principal sectors of the U.S. economy — agriculture, financial, high
technology, manufacturing, merchandising, processing, publishing and services. The combined
exports of ECAT companies run into the tens of billions of dollars. The jobs they provide for
American men and women - including the jobs accounted for by suppliers, dealers, and
subcontractors — are located in every state and cover skills of all levels. Their collective annual
worldwide sales total $2 trillion, and they employ approximately five and one-half million persons.
ECAT companies are strong supporters of negotiations to eliminate tariffs, remove non-tariff
barriers and promote trade liberalization and investment worldwide.

ECAT strongly supports the conclusion of a comprehensive, high-standard and commercially
meaningful KORUS FTA that creates concrete new trade and investment opportunities for U.S.
companies, farmers, workers and their families. Such an agreement should promote liberalization
throughout all key economic sectors, including through the elimination of tariff, regulatory and other
barriers; high-standard protections for investment and intellectual property rights; broad
transparency obligations; efficient dispute resolution procedures; and effective implementation.

The importance of concluding a comprehensive and commercially meaningful KORUS FTA
is amplified by the strength of the existing trade and investment relationship. Korea is the United
States” seventh largest trading partner, with two-way goods trade in 2006 of $88.3 billion. U.S.
goods exports to Korea totaled $32.5 billion in 2006, with significant exports in machinery,
agricultural produets, aircraft and chemicals. U.S. goods imports from Korea totaled $45.8 billion in
2006, with significant imports of automobiles, telecommunications and electrical equipment and
machinery. U.S. cross-border services exports to Korea totaled $10.3 billion, and U.S. imports of
services from Korea totaled $6.3 billion in 2005. U.S. foreign direct investment in Korea in 2005
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reached approximately $18.6 billion, and Korean investment in the United States equaled $6.2
billion.

KEY ISSUES IN THE NEGOTIATIONS

Investment. Foreign investment by U.S. companies, supported by the core investment
access and protections discussed below, is a critically important driver of economic growth and
productivity and strongly supports broader U.S. national interests.

Economically, U.S. foreign direct investment spurs U.S. productivity, economic growth and
U.S. exports. Indeed, the largest market for U.S. exports is foreign-based subsidiaries of U.S.
companies. As examined in depth in ECAT’s Global Investments, American Returns (GIAR) (1998)
and the 1999 Update, as well as other major studies, foreign direct investment of American
companies has complemented, rather than substituted for, economic activity in the United States in
areas determinative of productivity, such as research and development and capital investments. In
addition, over 70 percent of the total income earned by the foreign affiliates of U.S. firms is
repatriated. In short, U.S. foreign investment complements U.S. business activity, supporting higher
paying U.S. jobs, greater productivity, a higher standard of living and economic growth in the
United States.

More broadly, U.S. investment abroad is critical not only for the competitiveness of U.S.
companies, but for broader national U.S. interests, such as developing stable sources of energy
supplies, continuing the United States’ leadership in creating new and advanced technologies and
promoting stability, economic development and the rule of law.

Investment, therefore, has figured prominently in U.S. trade agreement negotiating objectives
from 1984 onward and investment is one of the primary negotiating groups in the KORUS FTA
negotiations. Three primary issues are being discussed by U.S. and Korean negotiators: access for
investment (such as foreign equity limits), commitments to core investment protections that are
based on protections already found in the United States, and the provision of investor-state dispute
settlement.

Investment Access. As in the services negotiations, the KORUS investment negotiations are
taking place on a so-called negative list basis where full access to investment is the norm, and
exceptions are taken.

ECAT continues to support the reduction and binding elimination of foreign equity
limitations in all major sectors, from telecommunications and broadcasting operations to distribution
of agricultural and manufactured goods. Given the strong relationship between U.S. exports and
U.S. investment abroad, ensuring strong and sustained access is critical for consumer and industrial
goods and agricultural products. Access for U.S. investment in distribution services, including
brokerage and wholesaling for agricultural and manufactured goods, must be a minimum. For
services, some of the primary restrictions are in the investment area and their substantial reduction
and elimination will determine whether U.S. companies can compete on a level playing field in key
services sectors.

Investment Protections. The investment protections contained in U.S. bilateral investment
treaties (BITs) and FTA investment chapters are critical to ensure that U.S. investors abroad are
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treated equally with foreign and domestic investors in the United States, who benefit from a strong
set of core protections, based on the U.S. constitution, federal and state laws and common law.
Following the guidance on investment protections provided in the Trade Act of 2002, the U.S. model
investment text contains very detailed rules on core issues, derived directly from U.S. jurisprudence.

The objective of the KORUS investment negotiations is to ensure that U.S. investors in
Korea have the same levels of protection for their investments that are already available for U.S. and
Korean investors in the United States, including protections related to national treatment and most-
favored-nation treatment, expropriation, fair and equitable treatment, full coverage of investment
agreements, full protection and security, the free transfer of capital, and no performance
requirements.

Negotiations on these issues have intensified in recent weeks, although we understand
several issues remain outstanding. In this regard, it is critical to U.S. competitiveness that the United
States reject proposals to limit protections against discriminatory, arbitrary or expropriatory
government activity, to permit restrictions on the transfer of capital, or to create exceptions from the
key protections. Such diminutions to the high-standard model U.S. text would deny U.S. investors
precisely the type of protections that are needed to address the barriers that have long pervaded the
Korean economy, undermining the ability of U.S. companies to compete on a level playing field
across all major sectors. For financial institution investors, in particular, the expropriation
protections are absolutely vital since the United States has not sought to ensure rights of such
investors to bring claims with respect to discrimination, which are available to every other major
sector. [t is perplexing that at the same time the United States seeks to take steps to increase the
competitiveness of its capital markets and financial service firms, our understanding is that some
provisions in the agreement would do exactly the opposite. Similarly, the type of capital control
provisions incorporated in the Singapore FTA are simply not appropriate in the Korean context and
could undermine the very investment access provisions being negotiated.

It is notable that many of the United States” major competitors in the Korean market already
have broad investment protections through their own bilateral agreements with Korea. If U.S.
negotiators do not insist on protections equal to those provided by Korea to the United Kingdom, the
Netherlands, and Germany, to name just a few, U.S. companies and workers will be the losers.
Lower protections will mean that U.S. investors would be put at a competitive disadvantage with
many of their major competitors and will lose significant economic opportunities. Indeed, a
diminution of investment protections would essentially provide Korean investors in the United States
with greater rights than U.S. investors would have in Korea. The final outcome of these
negotiations, therefore, must be to put U.S. companies and their workers on a level playing field with
high-standard protections across the board.

Investor-State Dispute Settlement. Investor-state dispute settlement is critical to ensure that
U.S. investors have access to the same type of objective, rules-based and fulsome review of
complaints that U.S. and foreign investors already have in the United States. These investor-state
provisions are in thousands of international instruments, including the investment treaties and free
trade agreements that Korea has concluded with other major trading partners.

Investor-state dispute settlement is required for all U.S. industries, from agriculture to
manufacturing to services, to be able to address barriers and government actions that would deny
effective access in the Korean economy. The ability to bring such cases must apply fully to
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investors in each of these sectors and for all breaches of the FTA, as well as breaches of investment
authorizations and of the special type of investment agreements that govern much of U.S. investment
abroad in natural resources, infrastructure and other major areas. Proposals to limit such rights must
be rejected.

As noted above, given the strong protections and investor-state rights provided by Korea to
many of the United States’ major economic competitors, any diminution in rights for U.S. investors
would put the United States at a competitive disadvantage.

Several issues, with both respect to the text of the investment chapter and the levels of access
for particular sectors, remain outstanding in the KORUS FTA negotiations. ECAT urges U.S.
negotiators to reject the weakening of investment protections and the denial of investment access.
Rather, it is essential for U.S. negotiators to secure market access and strong protections for U.S.
investors and to ensure that U.S. investors are not accorded lesser rights than investors from Korea's
major trading partners. An investment chapter that ensures significant access and high-standard
protections and investor-state dispute settlement will receive ECAT’s strong support.

Services. Services represent a vital portion of the U.S. economy, representing the largest
portion of U.S. employment and output. U.S. service providers in a wide range of areas are among
the most competitive in the world, providing services through cross-border activity and investment
activity abroad. There is a very strong interest in the successful completion of the KORUS FTA by
U.S. services companies that see very important new market opportunities as barriers are eliminated.

As noted with investment, the KORUS FTA negotiations are proceeding on a negative list
basis, with services presumed open, except where an explicit exception is taken. While Korea has
made important strides in opening its services market, there are several major sectors that remain
restricted.  Dismantling barriers in such areas will have positive economic effects on the U.S.
services sector, helping to stimulate growth in one of our most vibrant sectors and enhancing U.S.
competitiveness and opportunities for U.S. companies and their workers.

Negotiations in many services areas are progressing well, but several service access issues
remain outstanding. Key ECAT objectives of these negotiations include:

* Increased transparency;

= Development of a more positive and pro-competitive regulatory environment;

* Elimination of barriers to all key sectors, including audio-visual, financial services,
broadcasting, distribution, information technology and telecommunications.

Market Access for Consumer and Industrial Goods. The KORUS FTA should eliminate
all tariff and non-tariff barriers that impede access of U.S. consumer and industrial goods into the
Korean market that are very important for the U.S. manufacturing sector. A comprehensive
elimination of tariffs would set an important example for future FTA partners, as well as the global
Doha Development Agenda negotiations. Progress on tariff elimination has been made, and like the
other major negotiating groups, this chapter too must be completed.

Of equal or even greater importance is the need to eliminate non-tariff barriers to trade in the
Korean economy, which can take many forms, including monopolies, licenses, labeling and
certification requirements, lack of regulatory harmonization and consistency, anti-competitive

-
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pricing and reimbursement policies, costly customs valuation policies and cumbersome customs
procedures -- all of which can limit full participation in Korea's economy. Such barriers distort
efficient trade flows of goods to the detriment of the United States. Their elimination would help
spur U.S. exports and increase efficiency and rationality in the global marketplace. Sectoral
frameworks, particularly in the automotive and the pharmaceutical sectors, are extremely important
to address comprehensively the barriers these industries face in Korea. At present, it is clear that
more work needs to be done to address these barriers.

With respect to automotive trade it is important to recognize that automotive trade alone
accounts for 80 percent of the U.S. trade deficit with Korea. Given the closed nature of the Korean
auto market, with foreign imports from the world representing just 3.6 percent of the market, there
needs to be a comprehensive dismantling of Korea’s automotive tariff and non-tariff measures. The
United States should utilize all means possible to achieve real and meaningful access to the Korean
auto market. Given that this FTA is likely the last opportunity that the United States will have in
leveling the auto trade playing field with Korea, the United States must obtain commitments that
provide commercial value for America's automakers and workers.

On pharmaceutical issues, Korea’s price reimbursement scheme has long represented a
barrier to innovative pharmaceutical products from the United States. On March 3, 2006, before
starting the KORUS FTA negotiations last year, Korea proposed a new pharmaceutical price
reimbursement scheme which would result in further discrimination against U.S. pharmaceutical
products. It is important for the innovative U.S. pharmaceutical sector that Korea adopt a more
appropriate reimbursement model that recognizes the value of innovative pharmaceutical products
and an independent appeals mechanism to resolve any disputes on reimbursement decisions, while
also addressing longstanding concerns regarding fair business practices in the Korean market.

Agricultural Market Access. Access for U.S. agricultural products in foreign markets is
very important to U.S. farmers and the broader agricultural and food processing industry in the
United States.

Korea maintains significant barriers, from tariffs to import restrictions such as quotas and
tariff rate quotas, as well as existing and potential investment restrictions that could impede the
distribution of U.S. agricultural products. The final KORUS FTA should, therefore, eliminate such
barriers and provide concrete and continuing market access for U.S. agricultural and food products,
such as beef, pork, grains and others. Sanitary and phytosanitary issues must be fully resolved and
investment access and distribution rights provided for U.S. agricultural products.

We understand that there are significant issues still to resolve regarding agricultural market
access and investment and distribution rights in this sector and look forward to working with U.S.
negotiators in support of a strong final agreement.

Competition. Another area in which non-tariff barriers threaten to frustrate fair access to the
Korean market by U.S. suppliers is competition law. While Korea’s competition law is not
discriminatory on its face, it is at times interpreted and enforced in a non-transparent manner and in
ways that effectively act as a trade barrier to U.S. products. ECAT has strongly, therefore, urged
U.S. negotiators to include a robust competition chapter that improves transparency and prevents
trade-distorting uses of competition law. Building upon the competition commitments set forth in
recent FTAs (e.g., with Australia), the Korea FTA should strengthen obligations for national
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authorities not to apply competition rules in a manner that unnecessarily distorts trade or that
nullifies the benefits otherwise accruing to exporters under other provisions of the FTA.

We understand that U.S. and Korean negotiators concluded the competition chapter during
the eighth round of negotiations, and we look forward to reviewing the language when it becomes
available.

Intellectual Property Rights. ECAT strongly supports the negotiation, implementation and
enforcement of strong protections for intellectual property rights (IPRs) to build upon and strengthen
existing protections and commitments. Such provisions are critical in order to promote innovation
and new research in the information technology, pharmaceutical and chemical sectors, to name just a
few, and to stimulate a rich and diverse marketplace for the development and publishing of business
information and literary, musical and other artistic and creative works. Strong intellectual property
rules and effective enforcement are critical to eliminate pirating, counterfeiting and other activities
that undermine U.S. research and development, and artistic and other activities.

In particular, the KORUS FTA should provide for intellectual-property protections similar to
those found in U.S. law and recent U.S. FTAs, as directed by the Trade Act of 2002, and to ensure
conformity with global standards, including the WTO Agreement on Trade-Related Aspects of
Intellectual Property Rights (TRIPS), the WIPO Copyright Treaty (WCT), the WIPO Performances
and Phonograms Treaty (WPPT) and the Berne Convention. The KORUS FTA should also ensure
transparent and consistent intellectual-property enforcement procedures.

While negotiators appear to have resolved several issues in this area, is very important that
the following issues be addressed in the final agreement:

= (Concrete commitments to address high levels of counterfeiting and copyright piracy, due in
part to non-deterrent penalties and lack of sufficient enforcement; and Korea's failure to
comply with the 1996 WIPO Internet Treaties standard.

= Korea should eliminate its pre-registration regime for new products and ingredients, which
currently undermines IPR protection.

=  Korea should reform its Customs procedures, which require the disclosure of sensitive
intellectual property in key areas. Korean customs authorities currently require very
extensive product descriptions on imported ingredients for beverage production, which force
companies to report the specific ingredient components thereby revealing sensitive
intellectual property.

= Korea should commit to patent linkage to prevent the approval of generic forms of patented
pharmaceutical products while the patent is still in force. Korea should commit to reform its
patent specification requirements, which provide an unnecessarily restrictive burden on
patentees.

Electronic_Commerce/Information _Technology. Electronic commerce (e-commerce) is an
increasingly important venue for international trade that is now used in all sectors of the economy
and will become increasingly important in the next decade. As a result, it is important to ensure that
trade and investment rules promote and do not inhibit the growth of e-commerce and information
technology products and services. We understand that U.S. and Korean negotiators were able to
conclude this chapter, and we look forward to reviewing the details when the chapter is available.
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Trade Facilitation and Customs Procedures. Furthermore, for all U.S. exporters, transparent and
predictable Customs processes and procedures are important. U.S. negotiators have sought a strong
chapter on Customs Administration and Trade Facilitation similar to that included in other FTAs.
As we had indicated to U.S. negotiators at the outset of the negotiations, the KORUS FTA should
also address longstanding problems in the operation of the Korean Customs Authority, including
misclassifications.

We understand that negotiators were able to conclude that chapter during the eighth round
and we look forward to reviewing the details when they are available.

CONCLUSION

ECAT urges U.S. negotiators to continue to work to conclude a comprehensive and
commercially meaningful KORUS FTA that protects and promotes investment, intellectual property
rights and digital trade and information technology, while eliminating tariffs and non-tariff barriers
and liberalizing trade in agricultural and manufactured goods and services. Such an outcome will
receive ECAT’s strong support.
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Chairman LEVIN. I want to thank you and to all of you. This
has really been an informative panel.

Let me just ask a few questions and turn it over to Mr. Herger
and to Kevin. Mr. Boyle, you at the end of your testimony, and you
repeated it or said it here, “We urge you and your colleagues to
communicate to the South Korean government that the resumption
of full beef access must occur prior to the conclusion of the FTA ne-
gotiations.”

I think that is a good idea.

Mr. BOYLE. I appreciate that, Mr. Chairman.

Chairman LEVIN. It is interesting. I would simply ask my col-
leagues that we think about that. Also, ask all of us to ask our-
selves do we not need something, if not identical, comparable in
other fields.

The problem is that if we say kind of over time reduce your regu-
lations, or in this case, abide by some decent standards, it may or
may not happen. That is one of the dilemmas we have with a regu-
latory system that is so opaque, and that has truly been used in
many cases to shelter a local market.

I have to think that was true of beef. Essentially, what you are
saying is tear down that wall before, and to the extent we can do
that, I think we should.

Let me just say a few words to you, Ms. Ritter, and then my col-
leagues will take over and maybe have questions of others.

What I said about beef is a bit of a puzzle as to pharmaceuticals,
because with this new system, it is really hard to see how we set
up a structure so there is any assurance, not only they grand-
fathered in certain entities, I do not quite know what is meant by
an independent appeals system, so how do we approach this FTA
with any assurance that there will be a major relaxation and in the
end, not only diminution but end of a regulatory structure that es-
sentially has a very un-level playing field for American pharma-
ceuticals?

As you know, it is no surprise. We at times have leaned on the
pharmaceutical industry in FTA negotiations thinking that some of
the provisions were perhaps too stringent in terms of access to
medicines where they are really needed.

Here, we are dealing with essentially an industrialized society
with a substantial pharmaceutical industry; right?

How do we frame this so that we really have any assurance? I
do not quite see even with your recommendations how we are sure
over a reasonable period of time we get there.

Ms. RITTER. This is a very complex and complicated set of
issues in Korea. Our approach, and we have worked closely with
USTR, and I think the approach the USTR has been advocating
with Korea, is to tackle it on several levels.

Transparency is important. Transparency does matter. I think it
can make a difference here, and an appeals mechanism is part of
that, that regulatory decisions need to be subject to some kind of
independent review, and you need to know the basis on which
those decisions were made.

Transparency alone is not enough. You really have to get to the
core of how these reimbursement and listing decisions are made,
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and we need to have some assurances as to what the rules are
going to be, and some level of predictability.

We have worked, I think USTR has worked, to engage Korea on
the regulations that they have put in place around this new sys-
tem, and to date, Korea has taken into account not a single one of
the recommendations either that the industry has made or that the
U.S. Government has made to make those rules clearer, more pre-
dictable, so that business knows what to expect when it reaches
into the black box.

Chairman LEVIN. Send us whatever you would like to. How we
handle this challenge has some relevance, I think, to how we han-
dle others.

With beef, essentially you are saying change before. That is, par-
don the pun, clear cut; right? A good cut of beef.

Ms. RITTER. Right.

Chairman LEVIN. I do not quite see—there seems to me there
is a lot of work to do with there being assurance that the tangle
of regulation does not end up more or less where we are today.

Ms. RITTER. I think that is right. We would be happy to follow
up and provide more of the technical details.

Chairman LEVIN. Do that.

Ms. RITTER. That is one of the reasons it is also important that
this FTA put in place ongoing mechanisms to review and continue
the consultations to ensure that real market access opening hap-
pens.

Chairman LEVIN. Mr. Herger?

Mr. HERGER. Thank you, Mr. Chairman. I want to thank each
of our members on this panel.

Mr. Stallman, back to rice again. I am not naive. I am very much
aware of the very sensitive and tough issue that rice is to the Kore-
ans. That said, U.S. rice farmers do not get anything close to a fair
shake when it comes to selling into the Korean market. I am aware
of tariffs, quotas, and use restrictions that require U.S. rice to be
processed instead of sold in the retail stores where Korean con-
sumers shop.

Can you elaborate on the various mechanisms that Korea main-
tains to block U.S. rice from competing in the Korean market, and
are there others that I have not mentioned?

Mr. STALLMAN. I am not aware of all. You have to look at what
we have access to now. They have a 5 percent in quota tariff. They
do not even have an over quota tariff because they do not import
any rice over the quota, and the quota was established in the Uru-
guay Round agricultural agreement. That was a demand, that they
had to have some opening of their market, which at least indicates
they are willing to do that, if they are pushed.

There are quota’s of about 225,000 metric tons in the Uruguay
round agreement. The United States has about 50,000 tons of that.

As you said, once the rice gets into Korea, then their consumers
do not have the opportunity to see if they even like it or not be-
cause they use mechanisms, and frankly, Japan has been guilty of
some of the same thing, used mechanisms to keep it out of the con-
sumer market.
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Once again, we knew rice was going to be a very sensitive issue
in these negotiations. We recognized that. It is going to be one of
those 11th hour issues that are resolved at the very end.

Our policy is very clear, that trade agreements need to be com-
prehensive and there should be no exclusions, and we expect the
Koreans, if they want an agreement that U.S. agriculture can sup-
port, to do something in terms of granting more access into their
rice market through this FTA.

Mr. HERGER. Thank you. Again, as a point of precedence, we
certainly cannot allow this one area to be out and others in.

Mr. Cohen, we have heard today that Korea has in the past used
domestic regulations, non-transparency, to favor domestic concerns
and inhibit trade.

Given this history, is it not important that USTR continue to
press its model investment chapter, which is written carefully, for
the purpose of protecting countries’ legitimate regulatory actions
while at the same time allowing foreign investors the right to ob-
tain arbitration in cases of illegitimate takings by the host country?

Ms. COHEN. Absolutely. I think that it is critical that the Ad-
ministration continue to press in this area. Indeed, the argument
that American business is making with regard to investment is for
the key investment protections to be available to U.S. investors,
just as they are available to investors from other countries around
the world.

As I mentioned, Korea has agreements with countries such as
Germany and the United Kingdom which provide for just such pro-
tections.

Failure to provide our investors with similar protections would
put them at a competitive disadvantage. Right now, Korean inves-
tors in the United States have access to fair, non-discriminatory
dispute settlement arise. All we are asking for is similar treatment
in Korea.

Mr. HERGER. Thank you. Ms. Overby, would you want to com-
ment on that?

Ms. OVERBY. Yes. I would also like to make one additional
point, that there are two very clearly different groups of officials
operating in the Korean government today—those who genuinely
want and embrace the change in real competition that an open
market will bring and those that are still clinging to the past pro-
tective practices.

We cannot miss this key opportunity to strengthen the hand of
the reformers in Korea. If we let the closed market team gain the
upper hand, the United States is going to lose out on our best
chance to resolve a very large number of market access problems
that we have in Korea, and put in place binding disciplines and on-
going consultations that will help us address issues that we are un-
able to address in the context of this agreement.

Perhaps even more importantly, if this deal falls apart, we be-
lieve the United States will lose its ability to lead in shaping the
trade agenda in Asia, possibly for decades. Our competitors are not
standing idly by while we debate how or where we want to assert
our economic presence in Asia.
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Rather, Korea and the EU are going to launch their FTA negotia-
tions in May. Japan has asked the Koreans to re-start their stalled
FTA. Korea has already launched a study group with China.

If we miss this chance, we run the risk that others are going to
decide the rules for the future while we are left out on the side
lines.

Mr. HERGER. Thank you.

Chairman LEVIN. Mr. Brady?

Mr. BRADY. Thank you, Mr. Chairman. This has been a great
panel, although I find myself suddenly craving cheeseburgers with
rice and pistachio ice cream. I think as a show of bipartisanship,
if you would order that in for everyone in the room, Mr. Chairman,
that would be very helpful, I think.

Let me continue on a serious note.

Chairman LEVIN. I agree with that, by the way.

Mr. BRADY. I hope the Korean negotiators are listening care-
fully to this panel because the positions you have outlined on mar-
ket access, regulatory reforms, are just critical to this agreement.
It has tremendous potential because of its size and strategic inter-
est, but these issues have to be addressed.

They are real deal killers at this panel right now. I hope the Ko-
rean negotiators are listening carefully, because it reflects the opin-
ion of much of us in Congress today.

Let me ask you this. Each of you represents members in export
oriented industries that can both improve our trade deficit, create
jobs. We are not just buying America here at home. We are selling
America around the world.

As you look at Korea and you look at the growing Asia market
for customers, if this is a good solid trade agreement we can all
support, do you see this as a model or a foot hold for new cus-
tomers in that growing region?

I will leave it to you to comment.

Ms. OVERBY. Absolutely. I represent 1,100 American companies
living and working in Korea every day. I will tell you that this deal
is a wonderful chance for us to expand that market and grow that
market into China. Absolutely, without a doubt.

Mr. BRADY. Thank you.

Mr. STALLMAN. Absolutely, too. We always said that we need
to focus on those markets for agriculture that hold some real prom-
ise, given the economic status of South Korea, even though they
designate themselves as a developing country, they have a high per
capita income. They have very little arable land relative to their
population. They are an outstanding market given those two facts
for U.S. agricultural products.

We need to break down the barriers to get our products in there.
This is a real opportunity and probably the first one really under
free trade agreements or bilateral agreements where we believe we
have the opportunity to get into a real high value market.

Mr. BRADY. Thank you.

Mr. VASTINE. Congressman, we feel, of course, the same way.
The Korean market is an extremely important one. We are doing
well there. We could do very much better.

The irony of this is that the people who will do best are the Kore-
ans by embracing the most modern types of infrastructure services,
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like telecommunications and financial services, and the other serv-
ices we mentioned.

The Koreans will put themselves in a position of being a much
more dynamic successful economy.

It is a known disadvantage that they resist modernizing and
opening up their telecommunications market. They will benefit
much more than we actually from that.

Mr. BRADY. Thank you, sir.

Mr. BOYLE. Congressman, to the extent there are lower tariffs
that translate into greater market access for our poultry and pork
processors within the American Meat Institute, that will be a po-
tential growth opportunity for them.

The beef issue is somewhat distinct. We are not asking for a
precedent setting breakthrough in market access. We want a res-
toration of the status quo ante. We lost that almost $800 million
a year market overnight. We obviously have not got it back over-
night. We think the decision day is coming closely.

Just like my colleague here who says that the Koreans will be
the beneficiary of the restoration of our beef export opportunities,
it is evident when one goes grocery shopping in Korea.

I was in Seoul two or three weeks ago. I am going back this com-
ing week. The price of beef in Korea, while already high before the
U.S. product was banned, is double what it was back then.

In 2003, a pound of ground chuck beef cost $16 in Korea. Could
you imagine that? Today, it is $35 for ground chuck. That is an ex-
pensive cheeseburger to go with your pistachio ice cream, Congress-
man.

The Koreans will benefit. It is not going to adversely affect to a
significant extent the Korean beef industry. We coexisted with
them as we grew that market over the last 20 years. They are en-
joying what I may characterize as windfall profits near term, but
the restoration of the status quo is what the beef industry seeks.

Mr. BRADY. You bet. Great point.

Ms. RITTER. Absolutely. Korea is an extremely important mar-
ket for the American pharmaceutical industry. I think a good
strong agreement here very much could potentially do a lot to
strengthen that market, not only for the U.S. industry but also for
Koreans themselves.

Mr. BRADY. You bet.

Mr. STEIR. The EU, European Union, had a small domestic in-
dustry to protect, and when they dropped the tariff to 1.5 percent,
which is practically no tariff at all, the market exploded. The do-
mestic industry thrived and benefited from that.

Ms. COHEN. Congressman Brady, for the members of ECAT, the
Korean market is extremely important. We recognize that Korea is
the seventh-largest trading partner of the United States, with tre-
mendous additional economic potential.

We want to see the investment provisions in the FTA done right,
and we recognize, as has been corroborated many times in many
studies, that U.S. exports follow U.S. investment overseas.

If the investment provisions are written in the right way in the
U.S.: Korea FTA to be non-discriminatory and, there by, support
U.S. investment, you will see much further U.S. investment, and
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as a result, significant additional exports of U.S. services and prod-
ucts to Korea.

We see a good, solid, trade agreement as my colleagues have just
suggested, as a potential win-win, a win for the United States and
a win for Korea, for opening markets in Korea. Thank you.

Mr. BRADY. Right. Thank you, sir. I thank the Chairman.

Chairman LEVIN. Thank you, Mr. Brady.

This has been an excellent panel, an excellent hearing. I have a
letter from the Governors of the State of Michigan and the State
of Ohio, and without objection, I would like to enter them into the
record. So, ordered.

[The information referred to follows:]

STATE OF MICHIGAN STATE OF OHIO

March 19, 2007

The Honorable Sander M. Levin
Chairman

House Ways and Means Committee
Subcommittee on Trade

U.S. House of Representatives
Washington, DC 20515

Dear Mr. Chairman:

As you conduct a hearing on the efforts of the United States Trade
Representative (USTR) to complete a free trade agreement (FTA) with the Republic
of Korea, we write to express our deep concern that America’s national economic
and security interests would be damaged if the agreement weakens the competitive
position of our domestic automotive manufacturing sector.

The expiration of the President’s existing trade promotion authority this
summer has greatly accelerated bilateral FTA negotiations. We are aware of the
potential benefits a US-Korea FTA could provide American workers and consumers,
but only if that agreement levels the competitive playing field and eliminates
Korea’s persistent tariff and non-tariff barriers to our domestic automobile
exporters, which are among the most aggressive barriers of any developed nation.

During the winter meeting of the National Governors Association (NGA)
Ambassador Susan Schwab stated emphatically to us, “It is a prerequisite for
having that deal close, that the automotive sector be open.” Our trading history
with Korea has not exhibited openness or transparency, and so we urge you and



111

The Honorable Sander M. Levin
Page 2

your Congressional colleagues to insist that our negotiators' actions match their
words. It is imperative that the Bush Administration stand up for our auto workers
and manufacturers by opening Korea’s auto markets in any new FTA, and not
bargain away our auto sector and hundreds of thousands of good-paying
manufacturing jobs. If the Bush Administration cannot successfully open Korea’s
markets to all American goods and services, Congress must say no.

Any meaningful FTA must recognize that the auto sector accounts for 82
percent of Korea's trade surplus with the U.S., and address the reality of Korea’s
poor compliance with previous automotive trade commitments. Amazingly, Korea
continues erecting barriers to American auto sales even as it seeks immediate
elimination of U.S. tariffs on Korean auto imports. It would be unfortunate if our
senior trade officials sought to gain overall agreement at the expense of challenging
Korea’s anti-competitive acts. Simply put, any FTA must guarantee American
manufacturers the opportunity to truly compete in an open market, and require
measurable progress to greatly narrow the current auto sales gap favoring Korea by
nearly 200 to 1.

Ambassador Schwab personally assured us that she will not close a trade
agreement with Korea without making sure the automotive playing field is level.
We appreciated hearing her assurance, but remain concerned by Korea’s continued
refusal to offer any tariff or non-tariff reforms, its continued anti-competitive
behavior, and USTR's failure to call for meaningful measurable commitments to pry
open the Korean marketplace to our automotive products.

America's trade negotiators must be our representatives who stand up for
our businesses and workers. They have the responsibility to search for innovative
and enforceable solutions to address persistent and harmful problems. These
negotiations must move beyond the rhetoric of the past to