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AGRICULTURE NEGOTIATIONS IN TILE WTO
AFTER SEATTLE

TUESDAY, MARCH 7, 2000

U.S. SENATE,
SUBCOMMITTEE ON INTERNATIONAL TRADE,

COMMITTEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice, at 10:06 a.m., in
room SD-215, Dirkeen Senate Office Building, Hon. Charles E.
Grassley (chairman of the subcommittee) presiding.

Also present: Senators Lott, Baucus, and Breaux.

OPENING STATEMENT OF CHARLES E. GRASSLEY, A U.S. SEN-
ATOR FROM IOWA, CHAIRMAN, SUBCOMMITTEE ON INTER-
NATIONAL TRADE
Senator GRASSLEY. Thank you all very much for coming. More

importantly, thank you for being patient while I got here 5 minutes
late. Particularly, thank you to our busy administration personnel
who are with us to discuss this very important issue with us.

In a few days, the WTO negotiations on agriculture will get
under way in eneva, and that is mandated by Article XX of the
Uruguay Round. These negotiations will begin, despite failure of
the WTO ministerial conference in Seattle, to agreeing on an agen-
da that would have launched the ninth round of the multilateral
trade negotiations that have been going on periodically since 1947.

On the eve of these talks, members of the subcommittee would
like to know from our witnesses for the administration what spe-
cific negotiating proposals are still on the table, if any, after Se-
attle; what specifically we are hoping to achieve in Geneva; how do
plan to move agriculture negotiations forward without a more com-
prehensive negotiating agenda?

I have many concerns about our agricultural negotiations. My
biggest concern, is that the scope of the proposed talks happen to
be too narrow. As the failure in Seattle made clear, we cannot play
just within the 20-yard line when everyone else is playing all over
the rest of the football field.

We went through this same debate about the scope of global
trade negotiations right here in this subcommittee. In May of 1986,
I had a chance to go back over some of what was going on at that
time on the work -of this committee. It seems to me that, at that
time in the middle of the Uruguay Round negotiations, the stakes
were very big then as well.

Up until that point, we had never had any success on having
global trade negotiations in agriculture, largely because of the foot-



dragging that we confront too often with the European community.
Many people realized back then that we had to have broad negotia-
tions to make any progress on agriculture.

In fact, the United States was the one insisting on the need then
for a very broad round. Clayton Yeutter, our trade representative
in 1986, told this subcommittee, "We should have a very broad ne-
gotiating agenda because otherwise it makes it increasingly dif-
ficult to achieve a meaningful result at the end."

I happened to be here in the room when Ambassador Yeutter
made that comment, and I happened to agree with him at that par-
ticular time. History proved that that was the right course. The
Uruguay Round was very difficult; it was long, but it accomplished
something big and something very important.

For the first time in 50 years we were able to agree that, because
of its extremely high cost and dubious benefits, we ought to dis-
mantle protection for agriculture, we ought to have rules and dis-
ciplines governing agricultural trade like other sectors. Peter Suth-
erland, the first Director General, was right when he said the con-
clusion of the Uruguay Round was "a defining moment in modern
history."

So here we are 14 years later having this same debate about the
scope of the new round, only this time we are the ones insisting,
seemingly, on a narrower scope of talks. I have to say that this is
discouraging, in fact, very discouraging, because I think we got it
right in 1986. 1 do not know how we can get a successful round and
get a good deal for agriculture without real comprehensive agen-
das.

Now, Article XX of the Uruguay Round Agreement requires us
to start these agriculture negotiations this year in Geneva under
the so-called built-in agenda. But I do not want us to just go
through the motions in Geneva because the Uruguay Agreement
says that we have to, nor do I want to see us begin these talks with
the idea that we can get serious later when the political outlook is
better.

Frankly, we should not care about the political outlook. What I
do about this whole issue is the outlook on the farm, whether it is
in my home town of New Hartford, IA, or in Nebraska or South
Dakota, all across the farm belt.

Right now, the economics of that is not very good; we are near
record-low prices. A big reason for this, is that our agricultural ex-
ports are declining. In my State of Iowa, for example, I should say
that the decline has seemed to turn around somewhat and there
are some brighter outlooks for exports, but for a long period of
time, our low prices are related to the decline of those exports.

For pork, that was down 10 percent for my State of Iowa; for soy-
beans, it fell 52 percent; for corn, it fell 16 percent. This hardship,
though, is reflected on the national level as well. Today, we have
the smallest agricultural trade surplus since 1987, and it is only
$11 billion.

It is no mystery why farmers are so badly hurt economically now.
Because America's farmers are the most efficient in the world, they
produce far more than we can consume in this country. Exporting
is what it takes for profitability.



If we had a broader market access for agricultural products, I
think our firms would be much better off, and particularly we
would be insulated when trouble hits in other parts of the world,
as it did with the Southeast Asia financial crisis, we would have
more alternatives, our farmers would have more opportunities to
sell their products, our farm economy would be more resilient.

There are other critically important reasons why we must move
ahead aggressively with the plan to start a new round of global ag-
ricultural talks. About 400 million people in the world still struggle
to get enough food just to live.

-Trade restrictions on food and agricultural products leave people
malnourished. It is one of the ways that we can help meet the hu-
manitarian needs that we figure is the responsibility of our foreign
policy.

I know that the United States will not discuss the scope of multi-
lateral negotiations at the agricultural talks coming up in Geneva,
because the Seattle ministerial was the place to do that.

That is why I am calling on the administration to work with our
trading partners to begin a new ministerial conference. Start the
required negotiations in Geneva, take care of the nuts-and-bolts
issues that we haicve to deal with, and that we can deal with.

But we need to keep our eyes on the big picture, and that big
picture is to go back to the negotiating table and work to get a new
round under way with more comprehensive scope, resulting in
more open markets and more markets for our farmers.

.I would just like to say, in closing, politics is a lot like farming,
and I have done both in my years. The one thing that I have
learned from farming is how to deal with setbacks. You have to be
prepared for them, because they happen all the time for reasons
that we might never expect. That is also true of politics, and maybe
that was one of the surprises of Seattle.

But if you have the will and the faith to go forward in the face
of adversity, we can come out all right in the end. So if the admin-
istration has a will to go forward now, even after big setbacks, we
can still come out all right. We can still get what we need for our
farmers and, in the end, the good that it brings to the entire econ-
omy of the United States.

We get, also, more open markets. That is good for our own econ-
omy, that is good for the world economy, that is good for the hu-
manitarian goals that we have to meet, and it is also good for pro-
moting peace around the world, as it seems like commerce is able
to contribute more towards that than sometimes we political lead-
ers and diplomats can do.

It also results in fewer protectionist tariffs and nontariff barriers,
higher and more stable prices, a better way of life, and everything
that goes with it.

Now, I am going to immediately go to our witnesses. Since they
are Cabinet people, I am not going to bother to introduce them.

I am going to stop if anybody from the Democratic side of the
aisle comes to give them an opportunity to make opening state-
ments if they want to. I mean, one of the members.

I understand that Secretary Glickman is on a very tight sched-
tile, and if it does not bother protocol, I will start with you, then.



STATEMENT OF HON. DAN GLICKMAN9 SECRETARY OF AGRI-.
CULTURE, ACCOMPANIED BY DR. IS SIDDIQUI1 TRADE ADVI-.
SOR TO THE SECRETARY OF AGRICULTURE
Secretary GLICmAN. Thank you. First of all, thank you, Senator

Grassle y, for having us. I have known you for a long time, as a
member of the House Agriculture Committee, and you have done
an outstanding job in both farm, trade, and finance issues. You are
a credit to your State.

Actually, you probably will be more interested in hearing what
Ambassador Barshefsky says because she has been the leader of ef-
forts to try to bring a new round of trade negotiations, working
tirelessly in Seattle.

In fact, I was there, as you were, and I think she went about 72
hours straight without any sleep, trying to, I would not use the
word browbeat, but trying to persuade the world to go along with
the sensible round. ' r e Ro m del n wih s u si vlvI remember her in thisGreRomdelnwihsusivl-
ing Japan and Korea, and dealing with issues of multifunctionality
and what the language should be. I thought, if there was a Sol-
omon alive in this world, it was Charlene Barshefeky. Unfortu-
nately, there were not enough sensible people to work together to
try to accomplish these results.

Senator GRAssLEY. For people who come to these hearings on-a
regular basis, they have heard this committee compliment her on
her outstanding work as a negotiator. There is not any blame
placed on her because these things have not been accomplished,
but somewhere in our political system there is responsibility.

Secretary GLICKM4AN. We all share it. Now the expression "today
is the first day of the rest of our lives," we have got to move for-
ward, as you said, dealing with setbacks and trying to make the
best out of them, making lemonade out of lemons, and that is what
we are trying to do.

We did make a lot of progress in Seattle. I think we increased
the understanding on the need to continue to press for funda-
mental reform that began in the Uruguay Round by increasing
market access, improving disciplines governing domestic support,
addressing non-trade concerns such as supporting rural sectors in
ways that do not distort trade.

The critical issue of eliminating export subsidies over time was
not agreed at the conference-this was a major bone of conten-
tion-and there were several other topics. But on the issue of ex-
port subsidies, I think we have isolated the European Union in the
world as the one-ywho is the largest culprit in continuing this prac-
tice.

We may not pick up exactly where we left off in Seattle, but at
some point we will inevitably confront those issues again before the
next round can conclude.

Equally clear is the urgent need to continue the path of reform
laid out during the Uruguay Round. The pressures facing agri-
culture worldwide require that we act to increase opportunities for
producers everywhere to market their crops. The tick of the clock
counting down on the expiration of the peace clause at the end of
the year 2003 is making inaction inconceivable.



The majority of U.S. farmers and ranchers know that there is;
'--Only one direction to go, and that is forward. Twenty-five percent

of U.S. agricultural sales are for export. Ninety-six percent of the
world's consumers live outside of the United States. Agricultural
exports account for nearly 750,000 jobs here at home, both on and
off the farm.

While there is some domestic growth for consumption of agricul-
tural products, it is not enough domestically with U.S. consumers
to pick up the slack. We must export this product in order to give
farmers a chance to take advantage of this incomiee .4

We export 12 times as much wheat as we import, 21 times as
much corn and feed grains we export as we import, 5 times as
much rice, twice as much tobacco, 9 times as much cotton.

In the case of soybeans, we exported $4.7 billion worth last year
and imported virtually none. It is clear, agriculture's prosperity it
dependent on opening markets, not closing them.

For these reasons, our objectives for agriculture remain firm.
They are: (1) eliminating export subsidies, largely a European phe-
nomenon; (2) reforming state trading enterprises; (3) improving
market access by reducing tariffs and increasing market access op-
portunities for producers subject to tariff rate quotas; (4) tightening
rules on trade-distorting domestic support; (5) preserve the sani-
tary and phytosanitary agreement; (6) facilitate trade in new tech-
nologies, such as biotechnology.

The Seattle ministerial laid bare some problems with the WTO
system itself. It has outgrown some of the procedures that were ap-
propriate 50 years ago when there were 30 or so members, today
there are 135 members. That was one of the problems we saw in
Seattle.

Member countries generally agree that a more conclusive and
transparent process needs to be established to accommodate a larg-
er and more diverse membership.

The United States, President Clinton, Ambassador Barshefsky,
worked very, very hard to make this process more open, and some
of our allies actually resisted that effort towards transparency.

For this reason, we have continued to consult with developing
countries to ensure consensus is reached in the negotiating process.
In fact, the WTO Director General more recently concluded that
the WTO must work closely with least-developed and developing
countries to provide more transparent means to ensure full partici-
pation in WTO negotiations and to widen access to global markets.

Among ways to improve the transparency in WTO operations
would be to make public the briefs submitted under WTO dispute
settlement procedures, as the U.S. does, or to open dispute settle-
ment hearings to public observation. I have mentioned other things
in my statement that would try to go down this road to improve
transparency and inclusiveness.

Earlier this month, we were heartened by the Director General's
decision to begin the mandated negotiations in agriculture and
services. That was part of the General Council.

Agricultural negotiations will be conducted in the Committee on
Agriculture meeting in special sessions. The first of those is the
end of this month in Geneva.



The Start of these negotiatioiis, under the built-in agenda, is a
positive development. It allows for preliminary work to be accom-
plished, min us hopeful that this year will be productive.

Because expandn access to foreign markets is critical to U.S.
agvulture, we are very excited about the U.S.-China bilateral

-W0agreement. China's WTO accession will strengthen the global
tradng system, slash barriers to U.S. agriculture.
And Mr. Chairman, I have provided these little blue cards. I call

them kind of ag cheat sheets. But they are not cheat, they are
showing how agriculture will benefit by the U.S.-China agreement.
It puts all the tariff cuts on one piece of paper, and I think it is
useful to have for members as they go out into their districts.

Senator GRASSLEY. I still remember the statement you made last
week on win, win, win.

Secretary GLICKMAN. Win, win, win. Yes.
Senator GRAkSSLEY. Keep making that. I have repeated that sev-

eral times since I heard you say that.
Secretary GLICKMAN. But China's WTO accession is a win-win for

American agriculture. We give up nothing.
It reminds me, if I might digress for a minute, I was out at one

of the conventions of farm organizations and somebody stood up
and said, well, China may be all right, but we suffered because of
NAFTA, we suffered because of the Canadian Free Trade Agree-
ment, and they gave a lot of things. I said, well, I think those
agreements were good for this country, do not get me wrong. But
this is not NAFTA.

This is an agreement by which we get market access into another
country. We give up nothing, because they already have complete
market access in the United States. That is, what this agreement
is, is it opens their market to us, not the reverse.

-This has nothing to do with prior trade agreements. And I am
not trying to disparage those agreements, I am just saying that
this is one that is critically one-sided in our favor. We have got to
give China permanent NTR in order to do that.

We have made this a top priority. As I said, we give up nothing
to grant China permanent NTR. The U.S. did not provide any con-
cession in agriculture to China. In fact, the concessions we got from
China under Ambassador Barshefsky's leadership are extraor-
dinary.

But if we deny their status, I guarantee you that the EU, Aus-
tralia, Canada, Argentina will er't our lunch. They will come in and
take those markets permanently from us, and that will cost a lot
of farmersI companies, and workers jobs and benefits, being de-
prived Of the full benefit of China's WTO accession.

We estimate that this could mean as much as between $1.5-$2
billion annually to U.S. exports of agricultural products by the year
2005, and I have more of that in my statement.

I would note that China did purchase 50,000 metric tons of
wheat from the Pacific Northwest last week. That was an encour-
aging sign, but it is just an encouraging first sign. We hope to see
many more purchases in the future.

I would talk a little more about the China NTR, and I am sure
Ambassador Barshefaky will mention that. I would like to tell you



that, while in the House, I was chairman of the House Intelligence
Committee, served on that committee for 7 years.

I can tell you, from a national security perspective, if we isolate
ourselves from a nation with as much ability to tilt the global bal-
ance of power in the world, it will hold very negative long-term
consequences for the United States of America.

It will remove from us our ability to deal with human rights,
dealing with labor problems, dealing with environmental problems,
and dealing with Taiwan as well. I think it would be bad for our
country in order not to do that. Again, the only winners would be
our competitors.

I want to close with one other statement before I end, and that
is this. The WTO is critical, China is critical, but they are not en-
tire substitute for an adequate domestic farm safety net as well.
That is, you cannot put all of your eggs in the trade basket.

It is a critical part of the safety net for farmers, but it is not -the
only part of the safety net for farmers. That is one of the reason iins
why the administration, working with Congress, hopefully, will be
able to strengthen the farm safety net, which needs repair as a re-
sult of some of the loopholes contained in the 1996 Freedom to
Farm Act.

Thank you very much, Mr. Chairman.
[The prepared statement of Secretary Glickman appears in the

appendix.]
Senator G.RASSLEY. Before Ambassador Barshefsky goes, I just

wondered if the Leader, since he is always on a short table, did you
have anything that you wanted to say?

Senator Lo'rr. Mr. Chairman, have we heard from Ambassador
Barshefsky yet?

Senator GRASSLEY. No.
Senator Lowr. Actually, I do not have anything to say. I will have

a couple of questions later.
Senator GRASSLEY. Ambassador Barshefsky?
[The prepared statement of Secretary Glickman appears in the

appendix.]

STATEMENT OF HON. CHARLENE BARSHEFSKY, U.S. TRADE
REPRESENTATIVE

-. Ambassador BARSHEFSKY. Thank you very much, Mr. Chairman,
Mr. Leader, Senator Breaux. It is a pleasure to appear before the
subcommittee on our agenda for agriculture at the WTO over the
coming year.

I am also pleased to be here with Secretary Glickman, with
whom we have worked so closely to open markets aroundd the
world. I want to pay special tribute to his leadership, as well as
to his outstanding staff, in all of those efforts.

Agriculture has been at the center of American trade policy
under President Clinton. The American farmers and ranchers are
the most competitive and technically advanced in the world. We
produce far more than we can ever eat and, therefore, depend on
open markets worldwide to raise farm incomes and provide food
and fiber for the world.

This has been our goal since the beginning of the administration.
We have sought to reduce tariffs and other barriers to trade, en-



sure that sanitary and phytosanitary standards are based on
science, promote fair trade by reducing foreign export subsidies and
trade-distorting domestic supports, ensure greater transparency
and fairness in State trading, and help guarantee that farmers and
ranchers can use new technologies, such as biotechnology, when
proven safe through fair, transparent, and science-based regulation
without fear of trade discrimination.

The results have been substantial. The NAFTA won us pref-
erential access to our immediate neighbors, helping our agricul-
tural exports to Mexico and Canada grow by nearly $4 billion, and
we have negotiated a series of agreements to open markets for
American producers worldwide: beef in Korea, apples and cherries
in China, tomatoes and apples in Japan, almonds in Israel, citrus
and other fr-uits in Brazil , Chile, Mexico, and other countries, a vet-

eiayequivalents agreement with the EU, broad agricultural
maktaccess with Canada, and last year's agricultural coopera-

tion agreement with China.
All of these initiatives, which are important in themselves, also

help us to set precedents and build the international consensus
necessary for fundamental reform of agricultural trade through the
trading system.

With the completion of the Uruguay Round in 1993, we began to
bring agricultural trade under fair and internationally accepted
rules. As passed by the Finance Committee 5 years ago, the Uru-
guay Round abolished quotas, cut and bound tariffs, and subjected
export subsidies and trade-distorting domestic support to dis-
cipline.

It committed the 135 members of the 'WTO to also use science-
based sanitary and phytosanitary standards to protect human, ani-
mal, and plant health rather than to bar imports.

It also created strong dispute settlement mechanisms we use to
hold trading partners to their commitments. We have filed 13'sepa-
rate agricultural cases, ranging from fruit to Japan to pork in the
Philippines, dairy in Canada, bananas and beef in the EU.

These latter two cases are of special importance, not only for
their concrete economic value, but because they are the only
cases-let me reemphasize, the only cases-in which a WTO mem-
ber has not complied with its obligations after an adverse panel
ruling, the only cases in agriculture, or anywhere else for that mat-
ter.

We expect full implementation of each panel decision and we are
taking measures to ensure it, beginning with WTO-authorized re-
taliation against the European Union for failure to comply with the
bananas and beef rulings.

The Uruguay Round also included a commitment to begin a sec-
ok.s.4 set of negotiations on agriculture and services in the year
2000. Fulfillment of this commitment is essential to the credibility
of the WTO, as well as on the merits. While we have made sub-
stantial progress in agriculture, much work remains to be done. So,
we are very pleased with the WTO General Council decision to for-
mally open these negotiations. The first meeting will be held on
March 23.

While no deadline for the conclusion of talks has yet been estab-
lished, the expiration of the peace clause at the end of 2003, the



rewrite of our own farm bill, and the accession of Poland to the Eu-
ropean Union should encourage all countries to proceed expedi-
tiously with the work.

In p reparation for more detailed proposals, we will extensively
consult -with the committee, other members of Congress, stake-
holders, and work in tandem with the Congress in the drafting of
a new farm bill.

But in these WTO talks, our fundamental principles are clear: (1)
elimination of agricultural export subsidies; (2) lower tariff rates,
and to bind them, which would include reduction and elimination
of tariffs, elimination of tariff disparities, and simplification of tar-
iff policies; (3) substantially reduce trade-distorting domestic sup-
ports and strengthen rules ithat ensure all production-related sup-

o rt is subject to discipline, while preserving criteria-based green
ox policies; (4) improve access for U.S. exports under tariff rate

quotas, increasing the quantities eligible for low-duty treatment,
-reducing high out-of-quota duties, and improving disciplines on ad-
ministration of TRQs to ensure that they. offer real market access;
(5) strengthen the disciplines on the operate ion of State trading en-
terises; (6) address disciplines to ensure trade in agricultural bio-
technology is based on transparent, predictable, and timely ap-
proval processes.

At the same time, Mr. Chairman, I agree absolutely with the
comments you made on the necessity for broadening out these
built-in agenda discussions to encompass a new round.

Let me assure you and members of the committee that the Presi-
dent and the administration remain committed to the launch of a
new round and committed to workftqg toward the consensus nec-
essary to launch a new round.I

Of course, to build international consensus will not be easy, but
the outlines for it can be drawn if WTO members-all members-
prove willing to rethink their negotiating positions, focus more fully
on the shared benefits of the trading system, and find the balance
that allows us to move ahead.

As the President has said, we will keep working toward con-
sensus. We are willing to be -flexible, but success will only come if
our trading partners are flexible as well.

As we prepare for current negotiations in the WTO, whether fo-
cused only on agriculture and services or in the broader context of
a formal round, we continue to proceed with regional and bilateral
initiatives, which offer concrete benefits and set precedents for
later multilateral achievement.

These include regional initiatives such as the Free Trade Area of
the Americas, and the Asia Pacific Economic Cooperation forum,
and of fundamental importance in all future work, the accession of
new members to the WTO.

China's accession is a case in point. Overall, it represents a com-
prehensive, one-way series of market openng trade commitments.
As Secretary Glickman emphasized, tis is a one-way series of
irr'rket opening trade commitments; we do not reciprocate in any
i wipect.

It covers agriculture, manufacturing and services industries,
strengthens our guarantees of fair trade as well. With respect to
agriculture, it wil open China's market for all commodities of sig-



nificant export interest to us, and addr-ess-a range of broader policy
issues of concern to American producers.

China will cut agricultural tariffs by more than half on U.S. pri-
ority products, it will end discriminatory licensing anid import bans
for bulk commodities, it will create market access opportunities by
establishn a WTO- consistent tariff rate quota regime for wheat,
corn, cotton, rice, soybean oil, and others. It will grant expanded
trading rights and liberalize distribution.

It will eliminate export subsidies and cap and reduce domestic
supports, and it-- will require that China base sanitary and
p hytosanitary decisions on sound science. Pursuant to that, China
has already agreed to remove longstanding and scientifically un-

justified restrictions on imports of U.S. wheat, citrus, and meat.
Chinese inspection teams have already visited citrus orchards in

Arizona, Florida, Texas, and California, and for the first time in lit-
erally decades, China has made purchases of wheat from the Pa-
cific Northwest. We appreciate the purchases made. They are not
enough, and we expect China also to begin purchasing citrus and
U.S. meats shortly.

The bilateral WTO agreement with China will also strengthen
our guarantees of fair trade, recognizing our right to continue to
use non-market economy dumping methodologies for 15 years after
accession, and creating a strong, product-specific safeguard that al-
lows the U.S., for 12 years after accession, to restrain surges of im-
ports from China that cause or threaten market disruption.

Thus, our bilateral agreement addresses a full web of trade bar------
riers in China, barriers at the border, unfair restrictions on mar-
keting within China, and unscientific inspection standards.

As it goes into effect, a fifth of the world's population, now large-
ly restrained in their purchases of our agricultural goods, will be-
come a new market for U.S. farmers, ranchers, and food companies.
We will also develop a series of high-quality precedents for the
world's largest nation for future multilateral use.

By contrast, as I noted at the recent Finance Committee hearing,
as China enters the WTO we make no changes whatsoever in mar-
ket access policies toward China, and I want to re-emphasize that.
We niake no changes whatsoever in our market access policies to-
ward China. Indeed, in a national security emergency we- can with-
draw market access from China.

We change none of our laws controlling the export of sensitive
technology, we amend none of our trade laws. We have only one ob-
ligation, and that is to provide China, on a permanent basis, the
trade status we have given China in every year since 1979, when
diplomatic relations were normalized.

Permanent NTR is no real change in our policy toward China,-
but the legislative grant of permanent NTR is critical because,
without it, we run the substantial risk that U.S. farmers and pro-
ducers will be left behind as the rest of the world reaps the benefit
of the market opening initiative we negotiated with China.

Mr. Chairman and members of the subcommittee, Mr. Leader,
we have made important progress toward a more open and fair
world market for America's farm and ranch families in the past 7
years, but there is much, much work that remains ahead.
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We are- pleased that the WTO has agreed to begin negotiations
on agriculture this year, but we will continue to work closely with
the committee to ensure that the agenda pursued reflects the full
goals and priorities of America's agricultural communities.

Thank you very much.
[The prepared statement of Ambassador Barshefsky appears in

the appendix.]
Senator GRAsSLEY. Because of his tight schedule, I will defer to

our Leader at this point to ask questions or make comments.
Senator LowT. Thank you, Mr. Chairman, for your generosity.

Also, let me make note of how much we appreciate and are im-
pressed by the fact that Senator Breaux is here at this moment,
today, during Mardi Gras in Louisiana. [Laughter.] But I knew he
woul d come prepared, if anybody hollered, "Hey, give me somne-
thing, Mister!"

Mr. Secretary, I was looking at your list here, and I do not see
catfish on there anywhere.

Secretary GLICKMAN. We will get it on there, Mr. Leader, I prom-
ise.

Senator Lowr. All right. Good. [Laughter.]
Ambassador Barshefisky, I have said publicly and privately, I ap-

p reciate the work you have done. I think you have been an excel-
lent USTR. I know that you would have done a lot more if it were
not for some of the other people in the administration, which is
typical of what happens in every administration. The USTR has to
do battle with State, Commerce, Defense, and everybody else. I
know you have worked hard to do a good job.

But let me ask you a couple of general questions, and then get
to some- specifics. Is the President and this administration serious,
really serious, about China being admitted to WTO and about per-
manent trade status for China? Because if you are, you have got
to do a lot more than you are doing now. Everybody is sort of look-
ing to the Senate, oh, great, just go ahead and do it; whether we
have the protocols or not, the Senate will come through.

We are not interested in a feckless exercise that produces no re-
sult, and enough is not being done. And I am not going to stick my
neck out and take the time up in the Senate if you all are not going
to get into a war-room status and go all out..

Seattle was an unmitigated, inexplicable disaster. You may say,
oh, yes, we are really going. Well, if you are, I do not feel it. And
if I do not feel it, I do not believe it is happening.

Would you all respond to that?
Ambassador BARSHEFSKY. Mr. Leader, let me tell you, first of all,

I would disagree with your characterization that the administra-
tion is not going all out for this. We do have a war room that has
been created. The President has given, already, a number of major
policy addresses on this issue, and he will be giving another one
tomorrow.

The administration will shortly, as I think you know, be sending
up legislation with respect to PNTR status for China. The Presi-
dent has personally met already with over 60 or 70 members.
There are meetings with various Senators, including yourself,
scheduled in the White House residence -for this week with the
President.



I think that he has done more than any other single person I can
think of, or I know of, on this issue already. There is no leader in
the Congress, there is no leader in the business community that
has done a fraction of what the President has already personally
done with respect to PNTR for China and with respect to China's
entry in the WTO.

Yes, this administration is firmly committed to this exercise. It
is of vital importance, not only for economic reasons, but vital to
our National security, our broader interests in human rights and
reform in China, that China accede to the WTO and that PNTR
status be forthcoming from the Congress.

Senator Io'=. Now, specific, questions with regard to WTO. As
you know, I have been very disappointed in the ability of the WTO
to get its decisions enforced. The European Union has been particu-
larly uncooperative with regard to bananas and beef.

I view this recent decision as just trying to deflect attention, the
FSC decision. I think it was to try to distract attention from what
they had not done in bananas and beef. I think it is very important
that we not allow in any way these two decisions to be linked.

My problem with admitting China to the WTO is, first, are they
going to meet the'requirements that are necessary for that? Then,
second, if WTO is going to continue to function- the way they have
or be ignored by the European Union, what good is it?

I know you are going to say, we have got to have it, it is going
to be good, we are pressing them, and all that. But the record, and
particularly with regard to the EU, has been outrageous. I hope
that you are continuing to express our great concern about their
conduct.

Ambassador BARSHEFSKY. Let me say, first of all, that non-com-
pliance by the EU with adverse panel rulings in bananas and beef
are the only examples, and there have been well over 100 cases
now in the WTO, of noni-compliance by any trading partner.

That includes, for example,* sensitive issues in Japan on agri-
culture, Korea on agriculture. We have had no problem with any
other trading partner. That does not excuse thel difficulty we have
had with Europe, but simply to say that European actions are the
exception, not a rule.

Second of all, we certainly would not in any way-in any way-
link bananas, beef, and the FSC decision. These are separate mat-
ters, they need to be handled separately.-

I do agree with you, Mr. Leader. I think the FSC decision, apart
from being incorrectly decided, we feel, by the panel in the appel-
late body, was largely put forward by the EU as something of a
frolic and detour, not because of genuine concerns, but is merely a
means to try to even the litigation scorecard. It was irresponsible
in that regard. Nonetheless, we will work with the Congress, work
with the EU with respect to our obligations under that decision.

Last, let me just say that, with respect to Chinese compliance,
we have done everything that we can to maximize the 'ability to
fully enforce the WTO agreement, not only through dispute settle-
ment, but the full range of our trade laws, special anti-import
surge protections, special rules on antidumping, and there will be
created in the WTO a special review mechanism so that there is



multilateral oversight over Chinese compliance with its commit-
ments.

Senator LOTT. For the sake of time, let me ask two questions in
one, but if you would, I am sure you would want to respond sepa-
rately.

First -of all, I am a strong proponenit-of the so-called carousel ap-
-proach because you know, in the case of bananas, for instance, the
sanctions have not worked. Things that could have really squeezed
Britain and Europe were not on the list, and I think for the future
we need some sort of orderly, but definite changing of sanctions
until we get compliance.

Then the second question is, I am real nervous about the admin-
istration beginning to move toward sending up agreements this
week which have not been completed, and the China protocol of ac-
cession has still not been negotiated. I am not sure that the Fi-
nance Committee or the Congress is going to want to go forward
without knowing exactly what we are doing here.-

Some suggestion is maybe that some of this is still being held
back, or it is still a secret, and maybe there are reasons for that.
But you cannot expect the Senate to proceed on something that we
have not had a chance to take a look at.

Ambassador BARSHEFSKY. Let me, if I could, respond to both. We,
as you know, have not favored carousel legislation because we
think it would provide some comfort to those being retaliated
against that retaliation would be -rotated, and therefore individual
companies may view retaliation as rather a temporary phe-
nomenon, and that might discourage compliance. We think it would
also create additional uncertainty for U.S. importers of products in
question.

However, we are very concerned at European nion-compliance in
the bananas and beef cases. I had my office convene an interagency
team to look at the situation and provide me with recommenda-
tions on the question of whether changing the list would more ef-
fectively yield compliance by Europe with its obligations, and if so,
what would those changes be?

I have not yet gotten a report back from the interagency group.
My sense is that their work is winding up, and I would be pleased
to come in and chat with you a little bit about that as we move-
forward.

With respect to the China agreement, we believe that Congress
has before it all that is necessary to adequately provide China with
permanent NTR. That is, on the basis of the agreement we nego-
tiated, which is comprehensive with respect to market access and-
in which we have already negotiated special protocol rules that
were of principal concern to many, many members of Congress.

Having said that, certainly we would want to ensure that PNTR
is granted in a manner that preserves the benefits fully of the
agreement we negotiated, regardless of-what other countries might
negotiate. That is to say, any improvements over our agreement,
we will get automatically under WTO rules.

The only issue, from our point of view, with respect to Congress
is to ensure that the agreements we negotiated are not in any way
diminished by what any other trading partner does or by any of the
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-protocol rules, and we think we can provide adequate safeguards
with respect to that issue in the legislation itself.

Senator Loamr One last comment and question, Mr. Chairman. I
thank you for the consideration of my %enate colleagues while I
take more than the allotted time.

But the key to this whole area, China WTO accession-and perma-
nent NTR, is agriculture. If agriculture is on board, you have got
a chance. If agriculture is; not on board, you can kiss it goodbye.
So, these hearings are very important.

.We have got to make sure we understand what is going to be the
impact on agriculture, and let me just cite one example as the kind
of thing that can be the thread that unravels this whole ball of
yarn, no pun intended there, talking about yarn.

China backed out of its fundamental commitment on access to its
fertilizer market, as you well know, at- the last moment. This is a
very huge concern to a number of American companies that involve
a number of American employees. So what is being done in this
area, and do our Chinese counterparts understand how really im-
portant and sensitive this issue is?

Ambassador BARSHEFSKY. I believe they do, Mr. Leader. As you
know, we will have reduced tariffs on agriculture, quotas will be
eliminated, and distribution rights will be provided on a phased-in
basis. But you are quite right that China has not agreed to provide
for trading rights in fertilizer. This is extremely disturbing.

It was a last-minute issue, but one clearly that was high on the
minds of the Chinese leadership because this was an issue that
was brought up by Zhu Rongji, rather than even at the trade min-
ister level. He and I agreed that we would work together to satis-
factorily resolve this issue.

We have provided, along with consulting with your office, other
concerned members, Senator Breaux and others, as well as with
the industry, a proposal to the Chinese on this issue as a means
of resolving it.

They are, as we understand it, still undertaking internal delib-
eration on it. I have spoken to the Chinese ambassador on the
issue several times, and we will work tirelessly to resolve the issue.

Senator Lor., Thank you, Mr. Chairman, Ambassador, Sec-
retary.

Secretary GLICKMAN. Thank you.
Senator G1&ASSLEY. I will continue to defer, if Senator Breaux

wants to go, then Senator Baucus goes, then I will ask my ques-
tions.

Senator BREAUX. All right. Thank you very much, Mr. Chairman.
Thank you for convening these two distinguished witnesses.

I would follow up on Leader Lott's point on fertilizer. We have
talked about it, Charlene, a number of times. It is critically impor-
tant.

I think that the Chinese have to be made to understand that
there are a number of members in the Senate who think that this
is an extremely important item that ought to be part of any kind
of agreement with them. To exclude it does not make any sense,
and I think there is no basis for it.

If we can get all these advantages and all of these other agricul-
tural products that we have, it does not seem to make any sense



to exclude fertilizer, and I hope they understand that. I mean, it
is very important to send them that message, that we think it is
critical to an kind of a WTO being ado pted by the Congress.

I was walig down the streets of New Orleans this weekend,
and literally, a man comes running across the street to talk to me
about chicory, which I understand is on the retaliatory list from the
European Union.

I guess, when you select those items to be used to put tariffs on
them, you would try to do it in a way that minimizes the adverse
impact to our country. I was just wondering, on this one item of
chicory added to coffee, it is important certainly to my State, but

take it only comes from, is it, Belgium? I think there is only one
country that exports it.

Ambassador BARSHEFSKY. Two European countries, I think,
France and-

Senator BREAUX. When we only have one source, it seems like it
is something that may be reconsidered from the standpoint of im-
posing a tariff which affects our consumers if there was an alter-
native where we could go somewhere else to buy the same product.
I think it makes a great deal more sense. I would just ask if you
could take a look at that, because it is particularly and parochially
important to me.

I take it Mardi Gras beads are not on the list for tariffs. [Laugh-
ter.]

Ambassador BARSHEFSKY. I sure hope not.
Senator BREAUX. I think Russell Long addressed that many,

mnany years ago and took care of that little problem.
Let us talk about the genetically modified products. I think all

of us are particularly concerned that the European Union is really
responding to political pressure from their producers over there,
and it is very disturbing when their scientific reviews basically find
no reason to exclude these products, it seems like that never gets
into the pipeline to get a decision to allow our products to go over.

Is there any idea how many products in, say, the last 2 years
that have been approved by their scientific review process that they
still have not been able to gain approval?

Secretary GLICKMAN. None. None in the last two years.
Senator BREAUX. None. So there is a real disconnect over there,

I take it, that their scientific community which looks at it says,
look, no problem, but then their political decision makers do not
follow through with that. Is that basically correct?

Secretary GLICKMAN. Basically. There are actually 15 products
pending approval right now.

Senator BREAUX. Have any of them been approved by their sci-
entific committee yet? I thought some of them have.

Secretary GLICKMAN. Why do you not come up? Dr. Siddiqul is
with USDA.

Senator BREAUX. I am just trying to get a feel for the fact that
some of them apparently have been approved, but not politically
approved.

Dr. SIDDIQUI. Yes, Senator. It is correct that fodder wheat which
is approved, and there are two other varieties which have been ap-
proved by the scientific committee but not approved by the rest of
the process, so they are still pending.



Senator BMIAUX. What is policy now with the administration,
Mr. Secretary, of trying to say, all right, you have approved it sci-
entifically, there is no other basis for not allowing us to trade in
these products? What do we do?

Secretary GLICKMN Well, we are trying to move on several
venues. Wen the president of the European Commission met with
President Clinton, they agreed on a high-level process to deal with
this issue of genetically engineered products.

One of the problems that we have, you see, Europe does not have
a central food safety agency like we do. Because of their scares on
mad cow disease, dioxin, and other kinds of things, these issues
take on hysterical consequences where they do not in our country
where, by and large, there is a generally positive public confidence
in the food safety system.

I am going to London on Wednesday. The British have estab-
ished a new food safety system like the FDA to try to deal with
this issue. But quite honestly, we are working on it on several
venues, scientific as well as political. But, as of today, we are not
any closer to any immediacy.

There is a high-level U.S.-EU dialogue going on right Low. The
OECD in Europe has got a group working on this as a result of the
last G-7 meeting. And there is this group, Codex Alimentarius,
which is an international food safety standards agency, part of the
United Nations, which is currently trying to develop standards in
the area. But, in terms of actually getting product in, we are no
closer than we were a couple, 3 years ago.
*Senator BREAux. Would the WTO have rules addressing this?
Secretary GLIcKMAN. Both the Codex and the WTO are working

on rules in this regard. The issue gets involved with labeling, how
one labels, what are the thresholds for labeling. All I can tell you,
is that our goal is to try to get these decisions based on sound
science, not on the hysteria of politics.

That is one of the reasons, when President Clinton met with
President Prodi, he basically encouraged them to develop and inter-
national food safety agency, something like the FDA, in order to
give people the confidence that their system is working well.

Senator BREAux. I think any kind of help we can give them on
helping to establish this is absolutely critical. You all have been
around this city a long time, and you know that the politicians use
these types of scares to scare the people to death and just use a
false reason for not engaging in free trade.

We have got to make sure that their scientific community is on
par with ours, and-anything we can do in helping them set those
things up is critically important, and I know you are going to con-
tinue in that area. I think it is very important. Thank you. Thank
both of you.

Senator GRASSLEY. Thank you.
Senator Baucus?
Senator BAUCUS. Thank you, Mr. Chairman.
Madam Ambassador, how are we going to get any further with

agriculture this time around? This is the big question we have been
facing. Some suggest that we broaden the number of topics on the
table so we have more leverage, we know the Europeans want



more. At least, that was apparent in Seattle because they did not
want progress.

I do not know how, even with the built-in agenda, which begins
later on this month, whether this are going to be any different.
The Europeans are still. going to dig in. So Iask you how are we

gigto get from here to there?
Ambassador BARsHEFSKY. I think there are a couple of factors.

On the built-in agenda, first off, it is, of course, critical that, in
fact, bepin on time. That -goes to the credibility of the Uruguay
Round Agreement, so we are pleased that* that is going to get off
the ground.

The first year of any negotiation in this area is going to be a lot
of clearing of underbrush, and we think that that clearing can be
done, even in the context of the built-in agenda. These are not high
politics involved, it is a lot of technical work that needs to be done
which would have had to have been done had we launched a round.

So I think, at least initially, we will see about the same level of
progress in the built-in agenda as we would had we launched a
new round.

Now, then the question arises, well, what are the pressures that
might expand upon that progress? There really are three. One, of
course, is that we will be rewriting onr own farm bill, and that will
these im lcations in the minds of many countries with respect to

Second of all, you have enlargement of the European Union. Po-
land is slated to join the European Union at the end of 2002. That
impacts, very dramatically, European farm policy.

Third, of course, we are going to continue to try and build con-
sensus, in any event, for a broader round. In that connection, of
course, perhaps the most critical factor that might lead to progress
is the expiration of the peace clause which is, as you know, in 2003,
which will put tremendous pressure, particularly on Europe which
is the most vulnerable under the peace clause because of the range
of their export subsidies, to action absent some other conclusion to
negotiations.

So we think that there will be pressure on the process. I still
think the best way to go about this, ultimately, will be the launch
of a broader round.Iagreed with Chairman Grassley on this point,
and we are still working to build consensus toward a round.

I have met with my European counterpart, I have met also with
one of my Japanese counterparts, and we are certainly in active
discussions about how that might be able to be accomplished.

Senator BAucus. The U.S. taking up the farm bill cuts two ways.
,Ambassador BARSHEFSKY. It could cut two ways. I agree with

that.
Senator BAUCUS. And probably does. There is a lot of support

here for providing for a safety net, changing Freedom to Farm, a
direction which I support. I take it from your testimony-I regret
I was not here-that you both indicated something along the same
lines. The Freedom to Farm debate will certainly make it more dif-
ficult to convince the Europeans to back down on their domestic
subsidies.

On the other hand, I understand the point you made about en-
larging the EU. That is going to place pressure on the Europeans.



Next, what are your thoughts about GATT triggers? I have legis-
lation, and others do too, which basically say, if the Europeans do
not reduce their export subsidies by a certain percent by a certain
date then EEP payments are mandated by a cet tain amount.

What is your reaction to legislation like that?
Ambassador BARsHEFsKY. Perhaps Secretary Glickman would be

better able to respond. You know I am always looking for leverage,
so I always have my eye on ways in which we can get to where
we want to go.

With respect to agriculture, of course, elimination of European
export subsidies is absolutely a critical goal. But I think, Secretary
Glickman would be better able to respond.

Senator BAUCUS. Secretary, do you have any comment on that?
Secretary GLICKMAN. Again, in this job you always like the flexi-

bility of using one of a variety of tools rather than just EEP. It may
be that, at that point in time, using EEP may tend to bring in
much more Canadian grain in this country to take advantage of
lower worldwide prices. You may want to use enhanced GSM pro-
grams mandating that We do that in stead. So, I think we need
some flexibility to move among our exports tools.

Senator BAUCUS. Does that mean you would look kindly on some-
thing in that direction? If it gives you more flexibility.

Secretary GLICKMAN .Well, whatever you do, I would ask that
you give enough flexibility within the variety of financing tools to
use f-or a lot of commodities. For example, the EEP program may
not be useful for, let us say, cotton or rice, but may be more useful
for wheat and feed grains. I would want to have enough flexibility
there.

Senator BAUCUS. I applaud you very much, the administration,
for the agreement you reached with China. I mean, it is a, huge
victory for you and for the administration. I do not think you are
complimented enough, both you and the administration, for that
agreement.

Before my time actually expires, I would like your thoughts
again on how we are going to get PNTR up a,-nd passed. I am firmly
in favor of it. I think the President said it best- It is a no-brainet.
I agree with him, it is a no-brainer. I cannot for the life of me -an-
derstand why anybody would not vote for PNTR. It just makes emi-
nent sense.

I also applaud the Chinese for their purchase of 50,000 tons of
Pacific Northwest wheat. That shows good faith.

Finally do you have any other thoughts about how we can get
PNTR passed? I agree with those who think it should be sent up
early. I suggest maybe some kind of a condition to help Senators
and House members who are afraid of buying a pig in a poke, that
is, voting for something and not knowing what else might transpire
before China accedes to the WTO.

I am also a little concerned about the non-availability of the -text
to the agreements to the American public. We represent our people
back home. It is a little difficult to vote for an agreement that, al-
though we in the Senate can see it, that they cannot. We argue for
transparency worldwide, we push for transparency. That is one of
our mantras. Why can we not be more transparent and allow the
public to view the WTO agreement?
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Ambassador BARSHEFSKY. Certainly, without question, the full
document needs to be made publicly' available. The only issue that
we have wrestled with, is this. We have found in other accession
negotiations that, to the extent the negotiations are ongoing, which
they are with China and some of its other trading partners, most
notably Europe, we would not want our agreement to act as a ceil-
ing on what Europe or other countries may also be able to nego-
tiate with China.

Because we will get the benefit of any other additional elements
to our agreement negotiated by any other country, we do not want
to disadvantage other countries from pursuing objectives beyond
our agreement because those will be directly to our benefit.

Our concern has been, and this is a traditional concern through-
out the system, that if the full scope of our text were released, that
would effectively cap whatever other countries could get.

Senator BAucus. I hear what you are saying, but sometimes we
cannot let perfection be the enemy of the good.

Ambassador BARSHEFSKY. Right. And having said that, to simply
explain the rationale, let me say that with the delay in the Euro-
pean talks, we obviously are going to have to rethink this position,
even if it may act as a cap. I think we are moving toward the view
that public availability will be important, and we will work with
you and members of the committee as we move in that direction.

Senator BAUCUS. I appreciate that. I think the delay by the Eu-
ropean Union is a major factor.

Ambassador BARSHEFSKY. Yes.
Senator BAUCUS. I do not know how many favors the have done

us, the European Union, frankly. I understand the cei ling issue is
because MFN would inure to our benefit as well.

Ambassador BARSHEFSKY. Right.
Senator BAUCUS. But my-guess is that Europe has separate pro-

visions or separate thoughts anid interests with respect to China
that can trade off one against the other.

Ambassador BARSHEFSKY. Right.
Senator BAUCUS. Europe is not the United States. So the ceiling,

although I understand it theoretically, may not be as valid and con-
crete in negotiations between the EU and China. Besides, we have
got to get going here. I do think that the unavailability to the pub-
lic is going to be a major impediment.

Secretary GLICKMAN. Senator Baucus, let me just make one addi-
tional comment about the wheat purchase. That was encouraging,
and I-think it as much has to do with your persistence as anything
that they bought that 50,000 tons.

But we have told the Chinese, and I have told the Ambassador,
I know Charlene has as well, that an agriculture cooperation agree-
ment basically demands on them that they honor their commit-
ments on -citrus and on meats, both pork and beef, particularly. We
really are looking for some additional good faith in those areas, as
well as additional wheat purchases.

But they also need to ensure that they notify their ports and
their infrastructure that the meats can come in, that they have
reached agreement with us on food safety and compliance with our
food safety inspection service so they do not really render kind of
useless and valueless the agreements that they negotiated with us,



and that is being looked at. I hear that all over the country, and
that is really important for the Chinese government.

Senator BAUCUS. Well, I know my time is up. I will stop here,
Mr. Chairman.

But in talking to President Zhou of COFCO, I think he under-
stands that point. He certainly understands that any agreements
to the United States to purchase citrus, meat, and wheat are on a
commercial basis, that is, price, quality, and terms. He made that
point over, and over, and over again when he was in Montana 1
week ago, 2 weeks ago, just prior to the announcement. To me, that
is profoundly good news. That is, he is saying, as a business per-
son, that they want to compete on a commercial basis, not political.
But that means we have got to co mpete. We have got to provide
the meat, the wheat, and the citrus on competitive terms.

Ambassador BARtSHEFSKY. Right.
Senator BAUCUS. It is very interesting, the degree to which he

emphasized that COFCO wants to deal very much on a commercial
basis, and I think that is basically accurate.

Thank you.
Senator GRAsSLEY. Senator Baucus, on your point about trans-

parency, it is so important, and it is to me as well, because we do
not want to have happen in the case of the agreement with China
what was brought forth by you and Senator Conrad in regard to
wheat under the Canadian Free Trade Agreement. We do not want
those surprises to happen again.

Senator BAxibUS. Thank you.
Senator GRASSLEY. I made a point during my opening remarks,

Secretary Glickmian, that we need a more comprehensive round,
and we did not get that at Seattle. I gave as some reference how
we negotiated prior to the Uruguay Round in hearings before this
committee in 1986.

I would like to refer to a hearing about that same period of time
before the Senate Agriculture Committee, when Daniel Amistead
was Uiider Secretary of Agriculture. This was at about the time of
the Punta de Estes meeting.

.He said, "We went seeking to begin a multilateral trade round
that would permit comprehensive negotiations on agriculture, and
we obtained it. We also might add, because it does have a bearing
on agriculture, we went seeking the same in the area of services,
investment, and intellectual property rights."

I see that the environment we are in now, and particularly at Se.:
attle, quite different from that approach. Do you really believe that
we can achieve real progress for agriculture in new negotiations
without more comprehensive negotiations?

Secretary GLICKMAN. I would defer to Charlene to answer the
question more broadly. I think several things can be accomplished
in agriculture without a broader mandate and can get a jump start
on the negotiations.

One, is you can establish rules of procedure, which I think is crit-
-ical. You can agree on time tables for modalities, negotiating pro-
posals. You give us additi-onal time for the U.S. and other members
to elaborate on positions that were put forward in Seattle.



21

So I think you can do some things to get this process started
without a broader negotiating mandate, but I think at some point
you have to, down the line, answer the more fundamental question.

Ambassador BARSHEFSKY. I think, Mr. Chairman, that the U.S.
was looking for a broad-based round. Where we differed with Eu-
rope, was that Europe insisted-and in Seattle its demands esca-
lated-that as a sina qua non for moving forward on agriculture-
bearing in mind that the agriculture text was not accepted by Eu-
rope, Japan, or Korea-the WTO members would have to agree to
"full negotiations" on competition policy and investment.

There were no countries in the world that believed full negotia-
tions in those areas were even possible, because no ground work
had been laid for comprehensive negotiations in either of those
areas..

The only country to provide any defense of Europe's position, and
it was only a tepid defense, was Japan. No other country agreed
to that.

Now, that does not mean that investment competition, arranged
trade facilitation, a range of other issues, should not be included
as some level, and we argue they should be included at some level
to broaden out the agenda.

But Europe was looking for an agenda of such comprehensive-
ness, no other countries would agree to go along. They viewed,
largely, the European agenda as one designed to delay agriculture
reform because there was no way full negotiations on competition
policy and investment would ever end in 3 years, let alone 30.

So from our point of view, a broad agenda is critical. And I agree
with Dan Amistead's comment, you have got to broaden out the
agenda. We felt we put forward a program to do it.

It was a program that was much more user friendly than Eu-
rope's. That is to say, we had broad support from, particularlyN de-
veloping countries in the way in which we approached this. But,
having said that, I do think that this kind of broader approach is
very much to the benefit of agriculture and will need to be pursued.

We will start the built-in talks this month. I think Dan has
pointed out some areas in which we can move forward, and I think
there may be additional areas. But, ultimately, we will want to see
a new round launched.

Senator GRAsSLEY. Taking off from what you just said, but also
in a discussion you had with Senator Baucus, and I hope this is
not semantics, differentiating between process that you are talking
about, a process to build a consensus and what you have heard me
talk about in previous meetings, and also I am going to bring up
now, a plan.

I have in front of me your report on the-2000 trade policy agenda
and the 1999 a nnual report.

Ambassador BARSHEFsKY. Yes.
Senator GRAsSLEY. I look on page 6, where it talks about getting

ready for a new round. I read, 'Thus, while there are a number of
different options for proceeding with trade liberalization beyond ag-
riculture and services, we are working to build consensus for a new
round." That is what you have said here. But, again, no plan for,
what are the ideas, what are the plans for accomplishing that?
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On page 37, it talks about the WTO ministerial and where you
are trying to work ahead for overcoming what failed at Seattle,- no-
ideas on it. Then on page 67, we have got the work of the Com-
mittee on Agriculture, and no plan.

I hope that, when we have a report like this, or what you are
saying to us today, regardless of your sincerity -of having to have
broader agenda, we just do not see the ideas or what it involves
to get there.

We do not question your desire to get there, and the process by
which you are doing it. You are a good negotiator, so nobody is
questioning your ability in regard to that. But if we do not have
a plan to get there, how do we really get there?

Ambassador BARSHEFSKY. I think, Mr. Chairman, we do have a
plan, and it is not a complicated one. That is to say, I think the
first step necessarily will be some baseline quad understanding of
what the elements of the negotiating agenda should be and what
the bounds of those elements are. By quad, I mean, of course, the
U.S., Europe, Japan, and Canada.

If the major trading partners cannot sort out their differences,
there will not be another round. Seattle exposed a variety of dif-
ferences which could not be overcome, despite the pressure of a
deadline, despite the fact that I think all of us went into Seattle
in good faith, with some sense of where each of us would com-
promise, nonetheless, I think Seattle exposed a variety of areas in
which that compromise was simply not possible.

So quad is the first step. Whether it will be possible in the com-
ing months to achieve some baseline quad understanding, I think,
is a very open question. Europe, so far, has not -shown any move-
ment, Japan has shown very little movement.

Nonetheless, we are in active consultations with our quad part-
ners to see if it is possible to develop some notion of a round, more
in keeping with a sensible agenda, but onc, nonetheless, that is far
broader than simply agriculture and services.

Those talks have been ongoing for about a month. They will con-
tinue. At a minimum-at a minimum-I think we will build great-
er understanding with our quad partners, and that will ultimately
inure to the benefit of a broad launch at the appropriate time.

Senator GRAssLEY. I do not think that we wanted to fal-I know
we did not want to fail-in Seattle. I think, though, that there was
a failure at the political leadership level. So you kind of get to the
point that we did not want to succeed badly enough.

I do not think we intended to fail, but I do not think not intend-
ing to fail is something that you can call political leadership. So I
am going to leave that at this point, but probably will not give up
emphasizing that I do not know that we have seen enough specifics
at this point.

Secretary Glickman, given that U.S. tariffs on agriculture goods
are already significantly lower than those of most other WTO mem-
bers, U.S. agricultural producers are at a competitive disadvantage,
thus, delays in reaching agreement on further liberalization dis-
proportionately hurts U.S. farmers, how soon can we expect sub-
stantive progress on the building agenda for-agriculture in Geneva,
and what specific progress do you hope to achieve this year?
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Secretary GLICKMAN. I would answer that question in a little
-way as Charlene answered the question. I went to Geneva a few
months ago, met with the Director General, talked about the crit-
ical nature of getting this thing moving on agriculture, because we
are the most export-sensitive part of the U.S. economy.

You are correct, the tariffs are disproportionately high, and not
in our favor. So the Director General announced in his General
Council of beginning a process to deal with these issues.

I would say, and I do not have anything specific to give you on
this now, except that agriculture is pushing to move the WTO proc-
ess, and that is why we are beginning some of the specific discus-
sion on a variety of things that I mentioned to you before.

But the China agreement is so critical, because there is one in
which we negotiated significant, specific reductions in tariffs with
respect to one particular country; both in terms of tariffs and
TRQs, you have got them on your card. It will bring China well
below what a lot of the Europeans charge us right now.

If we really wanted to send a signal to the rest of the world, even
before a formal negotiating process on a new round takes place, it
would be to approve the PNTR because, to the rest of the world,
we would be reducing tariffs on meats, on wheat, on soybean prod-
ucts, on all the products, plus on a lot of specialty products to dra-'
matically low levels, both the tariffs and TRQs.

That is why I am not pushing China at the expense of WTO, but
I think it will have that effect, to let the rest of the world know
that we have got an agreement to actually get these tariffs down.

Senator GRAsSLEY. Ambassador Barshefsky, my next question is
in regard to kind of what you might describe as the starting point
as we resume negotiations in the committee on agriculture.

In my talks with agricultural leaders during and after Seattle, I
have learned that most of the agricultural community was im-
pressed with the progress that was being made in the Green Room
negotiations. It appears that of all of the working groups in Seattle,
that the most progress was made in the agricultural working
group. I hope that that effort is not wasted. So, several questions.

Can you tell me exactly where things will start from? For exam-
ple, will you talk with the European Community about export sub-

- sidies? If so, where will -we start from, what point in talking about
export subsidies?

Ambassador BARSHEFSKY. The talks in Geneva will be pursued
on the basis of Article XX, not on the basis of the Seattle text, be-
cause there was no agreement on the Seattle text.

After a painstaking, 6-hour, word-by-word negotiation in the
Green Room, at the moment we are about to gavel the text, Eu-
rope, Japan, and Korea, in seriatim, reserved on the text, said they
could not accept it.

Senator GRASSLEY. From the standpoint of your statement then,
the impression by our agricultural leaders of our own agricultural
community was then wrong on that assumption?

Ambassador BARSHEFSKY. We had made good progress, but the
text was not accepted by Japan, Europe, or Korea. There was no
agreement on the text.

Senator GRASSLEY. So you cannot really start from there in Ge-
neva now.
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Ambassador BARSHEFSKY. No.
Senator GRASSLEY. Even informally?
Ambassador BAiREFSKY. Here is what we will do. Article XX

does not constrain what countries can put on the table in an~ re-
spect, and we continue to work with a coalition of countries wCho
as you know, is very large.

It encompasses most countries in the WTO, except for four or
five. It does not constrain us at all from putting forward together
proposals, particularly with respect to agrcultural export subsidies.
We will be working on that with our WTO trading partners, as well
as with the committee.

Indeed, we and USDA will shortly put out a Federal Register no-
tice asking for broad public comment on the specifics of what we
ought to try and accomplish in these talks, and certainly agricul-
tural export subsidy elimination will be high among them.

So wve can use the progress achieved in Seattle as a baseline with
our other trading partners with respect to greater coordination in
what our requests are that we put on the table as negotiating posi-
tions, but the text itself was never accepted.

Secretary GLICKMAN. May I make just one additional comment?
I hate to keep cmn up with this drum beat on China, but China
has agreed to elmnte export subsidies as part of their bilateral
agreement with us.

You talk about something that would send a tremendous mes-
sage to the European Union. The largest country in the world, the
largest agricultural producing country in the world, has agreed to
eliminate export subsidies.

Senator GRAsSLEY. I suppose, Ambassador Barshefsky, at the
point where you left off, we can conclude, though, without a com-
prehensive round, you cannot get trade-offs, which means that you
really cannot make much progress.

Ambassador BARSHEFSKY. Well, I think we should not prejudge
this situation because, of course, in the Uruguay Round you did not
have the specter of European enlargement in the way in which Eu-
rope is now pursuing it. You did not have at that time a potentially
massive rewrite of our farm bill. You did not have the expiration
of the peace clause. So, I think there are factors now that were not
apparent in 1986. That, it seems to me, argues in favor of perhaps
additional progress being made.

On the other hand, I do believe that, at the end of the day,
progress will be more limited than we would like and a broader-
based round will be necessary in order to successfully conclude the
agricultural negotiations.

It is one of the reasons we still are pursuing a consensus toward
a new round. We think it is vitally important that, as soon as pos-
sible, a new round be launched.

Senator GRASSLEY. I am going to ask one more question, and
then I have got one that is kind of separate from this that I am
going to submit to you for answer in writing, Ambassador
Barshefsky, and it deals with the biosafety protocol, Montreal.

Ambassador BAMsfEFsK,. All right.
[The information appears in the appendix.]
Senator GRASSLEY. The last one refers to something Pascal

Lamy, the European Union Trade Commissioner, proposed in Janu-
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ary, a plan to bridge differences that might help relaunch a new
round of trade negotiations.

One idea he proposed was obviously an idea that can only come
out of Europe, the creation of an eminent peer group. That is very
elitist, more elitist than I would want America to be associated-
with. But to seek out ways to go forward and areas of compromise.

What do you think of that?
Ambassador BARSHEFSKY. He made that proposal in connection

with procedural reform in the WTO, not in connection with sub-
stantive decision making by the WTO or the trading partners. Cer-
tainly, procedural reform in the WTO is going to be critical, par-
ticulaly with regard to transparency, both internal to the WTO
and external.

We are happy to look at a variety of means to help' achieve that,
a variety of mechanisms by which to advise the Director General
on how best to conduct discussions on those issues. But Mr. Lamy's
comments did not go to the question of how to achieve consensus
for a roundvwith respect to substantive differences among the trad-
ing partners.

Senator GR.AsSLEY. Did we meet your schedule, Secretary Glick-
man?

Secretary GLICKMAN. Yes.
Senator GRASSLEY. I thank you all very much for coming and

being so- loyal to this subcommittee. Thank you very much for your
participation.

Ambassador BARISHEFSKY. Thank you.
Secretary GLICKMAN. Thank you.
Senator GRASSLEY. I would ask our next panel, would you please

come? We just have one person that is testifyr, Associate Director
of the U.S. General Accounting Office, Susan Westin. She will be
accompanied by Juan Gobel, a Senior Evaluator of the U.S. Gen-
eral Accounting Office, and by Elizabeth Sirois, Assistant Director
of the U.S. General Accounting Office.

Since I had such a short introduction of you, if you have got any-
thing else that you want to tell the committee about yourself, we
will be glad to receive-that information.

STATEMENT OF SUSAN WESTIN, ASSOCIATE DIRECTOR, U.S.
GENERAL ACCOUNTING OFFICE, ACCOMPANIED BY ELIZA-
BETH SIROIS, ASSISTANT DIRECTOR, AND JUAN GOBEL,
SENIOR EVALUATOR
Ms. WESTIN. Thank you, Mr. Chairman. I think I would like to

take your offer to just tell you why Elizabeth Sirois and Juan Gobel
are here at the table with me. Beth Sirois has long led many jobs
in the trade area within GAO, and Juan Gobel has been following
agricultural issues before Seattle, and since Seattle. So that is why
they are accompanying me today.

Senator GRASSLEY. All right.
Ms. WESTIN.- I am pleased to be here today to provide some ob-

servations about the negotiations on agricultural trade being con-
ducted by the World Trade Organization.

In my remarks, I will summarize what the U.S. objectives were
going into the Seattle ministerial last December, what progress
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was made in Seattle, and what we can expect in the negotiations
this year.

The main point of my testimony, is that progress in liberalizing
agricultural trade is likely to be slow this year. The failure to
launch a new round of trade negotiations in Seattle will make it
difficult for negotiators to build on the progress achieved there, and
the lack of a comprehensive round is likely to impede progress as
well.

Let me turn, first, to what the United States hoped to achieve
in Seattle regarding the agricultural negotiating agenda. Along
with'several other agricultural exporting countries, the United
States wanted elimination of export subsidies, reduction in trade-
distorting domestic agricultural support programs, and an increase
in market access for agricultural products in member countries.

The European Union and Japan, on the other hand, had reserva-
tions regarding -some of these issues and were more interested in
making sure that certain non-trade concerns, such as food safety,
food security, and the economic viability of rural areas, were ad-
dressed in the negotiations. Moreover, the EU and Japan called for
a broad framework of negotiations to include many new areas, such
as in investment and competition policy.

As to progress in Seattle, there is general agreement by partici-
pants that negotiations on agriculture made the most progress of
any areas. Countries were close to reaching consensus on the issues
to be addressed and on the time frames -for completing agricultural
negotiations in a new round.

The draft agriculture text included many provisions favored by
the United States. For example, it called for substantial reductions
in subsidies in the direction of progressive elimination of all forms
of export subsidization.

However, WTO members did not reach consensus on this draft
text, with several European officials noting that they simply could
not support language calling for the elimination of all export sub-
sidies as the starting point of negotiations.

The progress in the agricultural area was essentially lost when
the ministerial ended without a final declaration to set the agenda
for a new round of trade negotiations.

Finally, what can we expect in agricultural trade negotiations
this year? Negotiations will resume this month in Geneva. How-
ever, it is unlikely that these talks will meet U.S. objectives for lib-
eralizing agricultural trade any time soon, for several reasons.

First, the failure to issue a ministerial declaration will make it
more difficult for negotiators to build on the progress made in Se-
attle. The draft Seattle text, which included provisions favored by
the U.S. and a deadline for negotiations in. late 2002, will not be
used a s the starting point for renewed negotiations. Rather, Article
XX of the Uruguay Round Agreement on agriculture will be the
basis for negotiations. Article XX is less definitive than the draft
Seattle text regarding issues on the negotiating agenda and it does
not set a final deadline.

Second, countries may not be willing to make concessions in agri-
culture without obtaining trade-offs in other areas, as would have
been the case in a round with a broader negotiating agenda.



One EU trade minister recently stated that-the negotiations are
unlikely to move forward in the absence of a comprehensive new
trade round.

Third, many decisions about how to proceed have yet to be made,
sv;h as agreeing on a work program and setting a deadline for
WTO members to submit proposals as to what should be on the ne-
gotiating agenda.

Mr. Chairman, this concludes my prepared remarks. I would be
happy to respond to any questions you have.

[The prepared statement of Ms. Westin appears in the appendix.]
Senator Grassley. I will direct my questions to you, but if you want
your associates to either answer or help you answer, that is appro-
piate, as far as I am concerned.

-____Now, the first question deals with something you alluded to
when you were talking about the progress being made in Seattle.
It seems that, despite a late start on these agriculture negotiations
there in the first week of December, we came very close to an
agreement on agriculture on the last day of the conference, but
that things really started to fall apart rather quickly.

I would like to have an explanation from you and from your per-
spective, or your colleagues, what happened. Explain what hap-
pened, and why.

MS. WESTIN. I will answer that first, then maybe Beth will add
something on the working groups.

As you know, there were working groups set up in Seattle to try
to be more inclusive, to include more members. These -were set up
before the traditional Green Room process.

In those 2 days of working group meetings, the agriculture work-
ing group was regarded as having the most proficient chairman. He
worked outside the meetings to meet with small groups of trade
ministers to try to move closer towards consensus.

As we understand it, there was a long session between the U.S.
and the EU Thursday night, running to about 4:00 Friday morning.
As we understand it, from the U.S. perspective, they thought they
had reached consensus on many of the words that would go into
the text.

The Green Room negotiations lasted about 6 hours on Friday,
from about 8:00 a.m. to about 2:00 p.m. I read you some of the lan-
guage that was in that draft text, calling for the direction of pro-
gressive elimination of all forms of export subsidization.

There were interim benchmarks in there. For example, countries
would have to submit their comprehensive offer lists of what they
were really offering to negotiate no later than January 31, 2002,
and a final deadline for completion of the negotiations. But the
word elimination seems to be the single thing that derailed the
ability of the countries to come to consensus.

And as I stated in my remarks, the European Union, several offi-
cials simply could not accept the words "elimination of export sub-
sidies" in this draft text, even the way it was couched, as moving
in the direction of progressive elimination. They just could not ac-
cept that phrase to be start of the negotiations.

From our talking to various people, that is when the process
really broke down in Seattle. They moved on to another Green



Room negotiation, but they did not have consensus on the agri-
culture text.

Senator GIRAssLEY. All right. So, basically, the European Union
was the fly in the ointment.

Ms. WESTIN. And, as I understand, Korea and Japan had some
difficulties with it. I think Ambassador Barshefsky just testified
that neither Japan nor Korea would agree to consensus as well.

Beth, did you want to add Something?
Ms. SnRis. Yes. Japan and Korea were not as much concerned

about the words "elimination of export Subsidies" as they were
about wording in the draft text that would preclude any exemp-
tions in tariff reductions. They were most concerned, for example,
about rice tariffs having to be reduced.

Senator GASsLEY. What impact will the lack of trade-offs with-
out a comprehensive round have on agricultural negotiations in Ge-
neva?

MS. WESTIN. I think that our work has shown that this is par-
ticularly important, that in order to have real negotiations, both
sides, or all sides, need something to trade off.

We have seen that agriculture, for a number of years, has been
the major sticking point in trade negotiations. It would be much
easier, if progress is going to be made, for countries that do not
want progress, particularly in reducing export subsidies, to have
something else to trade off. So, I think that it is really important.

The end of the peace clause may have some impact, although one
European official has stated recently that he does not think that
is going to have such an impact. It may be that the lack of the
round means that not too much will happen on agricultural nego-
tiations in Geneva this year, and that may be a spur to saying we
have to have a broader round for anything to get done in agri-
culture.

Senator GRASSLEY. The end of the peace clause, from the Euro-
pean point of view and their comment that you just gave, means
that maybe they are willing to live in a regime that would dupli-
cate other agricultural products, the same as what happened to
them in bananas and beef hormones, and they would just pay the
penalty?.

MS. WESTIN. I did not see an additional explanation of that, but
that is the conclusion that I would draw, that they may just decide
that, the end of the peace clause, countries can start bringing dis-
pute settlement cases on export subsidies and certain domestic pro-
grams, and they are willing to live with that.

Senator GRASSLEY. The next question might be impossible for
you to answer, but what progress would you kind of be able to pre-
dict or expect on a built-in agenda over the next year, or over even
the next 2 years?

MS. WESTIN. Well, as I stated, Mr. Chairman, we do not expect
to see a whole lot of progress this year. One of the clues, actually,
was reports that we read of the first services negotiations meeting
that they had in Geneva last year, and that did not seem to make
-very much progress for a first meeting.

There are several things that have to happen before we can even
get to the process of negotiations. First, the chairman has to be
named. There has not been agreement- on that yet. We heard that



they are hoping to name a chairman before the special session
starts towards late March, but one has not been named yet.

They have to decide on a work program. That turned out to be
fairly contentious in the first meeting of services, which has not
been such a contentious area of negotiations as agriculture.

There is a lot of technical work to be done. Now, granted, the
technical work that has to be done would have to be done anyway,
but the feeling was that, if we had come out with a more definitive
negotiating agenda from Seattle, that the technical work and lay-
ing the proposals on the table could have gone along side by side.
We do not really expect that is going to happen now.

One WTO official told us that it may not be until late fall or even
early next year that countries will have to lay their proposals for
what is going to be on the agenda on the table in Geneva.

Senator GRAsSLEY. If you have given this any thought prior to
coming here and having me ask you about it and making you think
on it, I would like your comment whether or not you agree with
Secretary Glickman, as you heard him speak in the previous panel,
on the extent to which the Congress' giving China permanent nor-
mal trade relations and in a sense sending a signal to the Euro-
pean Community that, -if China can, through this bilateral agree-
ment with us, do away with or dramatically reduce their tariff and
non-tariff trade barriers, it ought to help us in negotiations with
Europe.

Ms. WESTIN. I actually have not given that too much thought. We
have a report coming out that will be a public report addressed
both to the Senate Finance Committee and to House Ways and
Means Committee. It is coming out next week on China's possible
accession to the WTO, what are the remaining steps to go through,
what are some of the options for Congress in terms of granting
PNTI4, and as much as has been made publicly available, we dis-
cuss the bilateral agreement between the U.S. and China. Of
course, that bilateral agreement is unlikely to have any benefit if
China does not become a member of the WTO.

Senator GRASSLEY. Sure.
Do either one of your associates have any thoughts on what I

have just asked?
[No response.]
Senator GRASSLEY. All right. Then you should not respond.
This is my last question. What progress made in Seattle has

been lost due to the collapse of talks, and can any of this progress
be -regained in the negotiations in the built-in agenda?

Ms. WESTIN. Well, as .1 stated, I think that the progress was es-
sentially lost. I think that, as Ambassador Barshefsky has stated,
at least now they have heard the real positions of countries in a
negotiating situation, and they have a better sense of how much
compromise countries mightjbe willing to give.

Of course, the positions of the countries were pretty well known
going into Seattle. I think that, from what we understand and as
I described about negotiations in the Green Room, I believe that
most countries in the room thought that they had reached con-
sensus on the text after that long negotiation and that it was some-
what of a shock that the countries then did not reach consensus on
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the text, that the EU, Korea, and Japan just could not agree to
that language*

Juan, did you want to add any more?
Mr. GOBEL. No. I think that tat is pretty accurate.
MS. WESTIN. All right.
Senator GRASSLEY. All right. That is the last question. Thank

you very much.
Let me remind you, and I did not tell the previous panel, but also

for the third panel that is coming up, there may be members that
could not come, or members who were even here today, that may
have questions to submit in writing. So we are going to keep the
record open, I think, through Friday, for 5 days for that purpose.

MS. WESTIN. We will certainly respond to any such questions.
Senator GRASSLEY. Yes. I guess that is 5 days for getting the

questions to us. We would not expect answers within 5 days.
Thank you.

I will call the final panel. These folks will testifyr on what these
agreements and negotiations have to do with a picture.

1, first, call a member of a family I have known for about 25
years from my State of Iowa. Glen Keppy is from Davenport, 1A
and is a family farmer, is a major pork producer, but in the sense
of a family farm pork producer that Iowa is so famous for. I wel-
come Glen. I believe Gen has his son with him. I would like to
have you make yourself known.

Mr. KEPPY. Neal Keppy.
Senator GRAsSLEY. Thank you very much.
Then we have Mr. Craig Thorn of the Powell, Goldstein, Frazer

& Murphy firm. Then we have Delores Darden, who is president
of the Virginia Small Grains Association. Then we have Donald Ru-
dolph, president of the Upstate Farms Cooperative, Darien Center,
NY.

Now, if any of you have any other biographical information you
want us to have, feel-free-to give it. We will give you time to say
whatever you want to say.

Mr. Keppy? In other words, we will do it in the order that I intro-
duced you. Thank you.

STATEMENT OF GLEN KEPPYj, DAVENPORT, IM ACCOMPANIED
BY NEAL KEPPY, DAVENPORT, 1A

Mr. KiEPPY. Mr. Chairman, thank you for inviting me. I am Glen
Keppy, a third generation, independent family pork producer from
Davenport, IA. I also grow corn and soybeans on my farm.

I am past president of the National Pork Producers Council. I
have two sons who just completed college in December. My son
Chad is home doing chores today, and my son Neal is along. Thank
you for recognizing him.

There will be a fourth generation family in my farming oper-
ation, and I strongly believe that the future of the pork industry
and the future livelihood of my sons and I will be impacted by the
World Trade Organization negotiations.

The agenda for the negotiations should be comprehensive. It is
well-established that agriculture is one of the more sensitive areas
in international trade. Some of our most important negotiating
partners, such as the EU, Japan, and South Korea, will be reluc-



tant participants when it comes to agriculture. Only in the context
of a large package of agreements and concessions will they be able
to accept an ambitious outcome on farm trade.

While a sectoral approach may have worked in the Information
Technology Agreement, this type of approach will not work in agri-
culture. Thus, while we are pleased that the agriculture negotia-
tions will commence the week of March 20 in Geneva, pursuant to
the built-in agenda of the Uruguay Round, we are skeptical about
whether any real progress can be made on agriculture until a more
comprehensive round can be launched.

U.S. pork producers are proposing that the United States adopt
as a primary negotiating objective the total elimination, in the
shortest time possible, on all tariffs and export subsidies and-all
trade-distorting domestic subsidies for pork and pork products
worldwide.

In late 1999, Mr. Chairman, you and Senator Baucus initiated a
letter to U.S. Trade Ambassador Charlene Barshefaky endorsing
this initiative that was signed by 25 other Senators, including
members of this subcommittee.

The U.S. pork industry is ready to compete in a free and open
environment. We believe that pork producers in a number of other
countries are willing to do the sa-me. Indeed, the Canadian pork in-
dustry has also asked its government to pursue a zero-for-zero ini-
tiative on pork and pork products.

The Umted States should use its negotiating leverage to push
this objective with our more reluctant trading partners in order to
ensure that we are afforded the opportunity to take advantage of
our natural competitiveness.

Fundamentally, liberalization in the pork industry can be most
easily achieved in the context of an ambitious overall agreement.
The National Pork Producers support an aggressive approach to
this trade round. Among other things, NPPC advocates the fol-
lowing points as general U.S. negotiation objectives for agriculture.

Tariff reduction must be accelerated. Notwithstanding the
progress that was made during the Uruguay Round, tariffs on agri-
cultural products remain very high. A date needs to be set by
which all tariffs will be reduced to zero. The best way to achieve
some comprehensive liberalization, is though the use of a tariff cut-
ting formula that is applied to every product, without exception.
There are many different types of formulas that could be devised
to cut tariffs.

The formulas selected will depend on the results desired. NPPC
prefers an approach like the Swiss formula used in the Tokyo
Round negotiations, which resulted in substantially larger cuts of
higher tariffs and had the effect of dramatically reducing the dis-
parities in levels of protection.

In addition, countries should engage in request/offer negotiations
to achieve deeper-than-formula reductions for specific products.
This segment of the negotiation would provide the opportunity to
pursue the zero-for-zero initiative in the pork sector.

In most instances, creating a tariff rate quota satisfies the min-
imum access commitment for tariffs on agricultural products in the
Uruguay Round. Unfortunately, in some cases the administration
of TRQs has been used as an instrument to thwart imports. In the
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upcoming trade negotiations, rules on TRQ administration must be
Clearly delineated. In addition, ceilings much be established for

over-quota levels.
Export subsidies and trade-distorting domestic support should be

eliminated. Data compiled by the USDA shows that, during GATT
year 1998 and 1999, the EU subsidized more than 750,000 metric
tons of pork, a subsidized tonnage that exceeds are entire amount
of exports. NPPC supports the complete elimination of all export
subsidies and the complete elimination of all trade-distorting do-
mes tic support.

The SPC agreement should not be reopened. I think sound
science is working in that area. The U.S. must be a reliable sup-
plier of agricultural products. Trade liberalization is not a one-way
street.

If we expect food importing countries to open their markets to
U.S. exports and rely more on world markets to provide the food
they need, we should do the same by committing to being a reliable
supplier.

Current WTO rules permit countries to tax exports whenever
they choose and to prohibit or otherwise restrict exports to relieve
domestic shortages.

These provisions should be eliminated in connection with the
phasing out of import barriers. Such a move would not affect the
ability of the United States to impose trade sanctions for reason of
national security. That riiht wouldbe preserved under GATT Arti-
cle XXI.

Thank you, Mr. Chairman, for allowing me to make these com-
ments. I would be happy, at the proper time, to answer any ques-
tions that you may have.

Senator GRASSLEY. Thank you, Glen.
[The prepared statement of Mr. Keppy appears in the appendix.]
Senator GRASSLEY. Mr. Thorn?

STATEMENT OF CRAIG THORN, POWELL, GOLDSTEIN, FRAZER
& MURPHY

Mr. THORN. Thank you, Mr. Chairman. My name is Craig Thorn.
I am a senior policy advisor at Powell, Goldstein, Frazer & Mur-
phy. Our firm represents a number of agricultural companies and
trade associations, but I am here today in a personal capacity to
discuss the importance of the new round of WTO negotiations to
the future of U.S. agriculture and the prospects for a successful ne-
gotiation.

The views I will be sharing with the committee are based on 15
years of trade policy experience in the Department of Agriculture.

Mr. Chairman, American farmers and agri-businesses have long
recognized that international trade is vital to the economic health
of their industry. Government has understood this as well, and
both the public and private sectors have dedicated significant re-
sources to various programs designed to improve U.S. export pros-
pects.

However, I believe that no program and no policy has a greater
potential to effect positively the long-term prospects for agricultural
exports than the new round of multilateral trade negotiations
under the WTO.
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While many factors affect export markets, it is the production
and import policies of foreign governments that establish the limits
to market potential. Trade distorting subsidies and import barriers,
where they exist, make it difficult for U.S. producers to exploit
their natural competitive advantage in export markets.

The most effective means of di-sciplining the use of trade-dis-
torting practices by foreign governments is the development and
implementation of rules for international trade under the WTO.

The United States made significant progress toward strength-
ening rules and opening markets in the Uruguay Round. However,
at the end of that round, U.S. negotiators were forced to accept a
compromise that, in effect, postponed the achievement of many of
the most substantial gains. -

In order to bring the negotiations to a conclusion, they accepted
an agreement that fundamentally reformed the rules of agricul-
tural trade, but required only modest cuts in subsidies and import
protection.

However, they demanded and got a continuation clause, the Arti-
cle XX that we have heard so much about today, which commits
WTO members to another round of negotiations beginning 1 year
before the end of the Uruguay Round implementation period.

Because the Uruguay Round Agreements laid the groundwork for
a healthy multilateral trading system in the agricultural sector, the
U.S. willrbe able to concentrate in the new round on achieving sub-
stantial reductions in trade-distorting subsidies and import bar-
riers. The stage is, therefore, set for significant gains for U.S. farm
exports.

Therefore, the failure of the ministerial conference in Seattle is
especially disappointing for U.S. agriculture. Rather than launch-
ing a new round of trade negotiations, the ministerial exposed seri-
ous political and institutional problems and led some to wonder
whether there could be a new negotiation under the present cir-
cumstances.

Fortunately for all of us, the WTO has shown considerable resil-
ience in the succeeding weeks; trade diplomats from WTO member
countries have been busy in Geneva putting the pieces back to-
gether and preparing to move forward.

The focus has been on the so-called built-in agenda, the negotia-
tions on agriculture and services that were mandated in the Uru-
guay Round Agreements.

Despite continued disagreements over certain unresolved issues,
member countries were able to work out a means of beginning the
negotiations in those two sectors using the existing committee
structure.

Given sufficient political will and appropriate U.S. leadership,
the coming year can be a productive one for the agriculture talks.
The first year of any multilateral negotiation is mainly pre-
paratory: countries prepare and p resent their initial negotiating
proposals, and there is an inevitable process of debate and coalition
forming. This can take place, despite the absence of a full-fledged,
new round.

At the same time, I want to stress the critical importance of the
eventual launching of a comprehensive round. While the agricul-
tural negotiations can begin on their own, it is highly unlikely that



they can ever be concluded on their own. I will return to this issue
in a moment.

Since the agriculture negotiations are about to begin, the U.S. is
in the process of developing its negotiating agenda. As I indicated,
most of the elements of that agenda should be self-evident. The pri-
mary focus should be on achieving the elimination of export sub-
sidies and substantial reductions in trade-distorting domestic sub-
sidies and market access barriers.

We should also use the opportunity provided by the new round
to address crucial issues such as trade in products of biotechnology.
In my written testimony, I discussed each of -the major subject
areas of the negotiations, but here I would just like to reiterate one
point. The U.S. will be in an excellent position in this negotiation
to make major progress toward meaningful liberalization.

The ground work has been laid. The rules for subsidies have
been established and non-tariff import barriers have been con-
verted to tariffs. What is left, is mainly a numbers negotiation and
the numbers can only go down.

There are reasons to be optimistic about our chances for achiev-
ing a good agreement in an acceptable time frame. We have the ad-
vantage of the deadline imposed by the expiration of the so-called
peace clause, and we have heard about that from other people
today.

The peace clause, Article XIII of the Agriculture Agreement, sus-
pends, until January 1, 2004, the application of certain WTO rules,
most notably Articles III, V, and VI of the Subsidies Agreement. Its
expiration could have serious consequences for the EU and other
countries with high levels of subsidization.

These policies would then be subject to the much more stringent
disciplines of the subsidies agreement. Used properly, the peace
clause could be a powerful incentive for conCluding an agreement.

However, achieving an agreement is certainly not a foregone con-
clusion. As indicated previously, -success in the agriculture negotia-
tion is dependent on. the conclusion of a substantially broader pack-
age of agreements that contains something for all participants.

The U.S. understood this fact in the Uruguay Round when we
pushed for an ambitious negotiating agenda and a single under-
taking approach, which meant that nothing in the final package
was agreed until all elements were agreed.

Unfortunately, this was not the approach of the U.S. in the run-
up to the Seattle ministerial. Rather, U.S. negotiators stressed lim-
iting the scope of the negotiations and allowing for early harvest
in sectors where it might be possible to reach a quick agreement.

At times, the U.S. seemed more intent on keep issues off the new
round agenda than in putting them on. It is difficult to lead from
such a defensive posture. I believe the U.S. needs to reexamine this
position, otherwise we will lose historic opportunity for American
agriculture.

Thank you, Mr. Chairman.
Senator GRAsSLEY. Thank you, Mr. Thorn.
[The prepared statement of Mr. Thorn appears in the appendix.]
Senator GASLEY. Now, Ms. Darden.
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STATEMENT OF DELORES DARDEN, PRESIDENT, VIRGINIA
SMALL GRAINS ASSOCIATION, SMITHFIELD, VA

Ms. DARDEN. Thank you, and good morning. Let me begin by
asking that my prepared testimony be made part of the record.

My name is Dee Dee Darden. My husband and I operate a diver-
sified family farm, where we raise peanuts, cotton, soybeans, and
wheat, just outside Smithfield, VA.

I am extremely pleased to appear before you today on behalf of
the unified U.S. wheat industry by representing the National Asso-
ciation of Wheat Growers, the Wheat Export Trade Education Com-
mittee, and the U.S. Wheat Associates.

By speaking for a unified industry, I hope to impress upon you
how important U.S. membership in the WTO is not only to me, but
to the hundreds and thousands of wheat producers that I rep-
resent.

Like most farmers, we producers were very disappointed over the
lack of progress made at the recent WTO meetings in Seattle. How-
ever, we are pleased that the WTO negotiations, after a short
delay, are now back on track.

It is important to note that the Seattle ministerial did not break
down over agriculture. Instead, talks were interrupted when mem-
ber countries failed to reach agreement on issues surrounding labor
and environmental standards, and how they fit into the existing
WTO framework.

Despite this setback, wheat producers cannot support those
members of Congress who have called for disengaging from the
WTO process. We call upon you and your colleagues in the Senate
and the Congress to reject House Joint Resolution 89, which would
remove the U.S. from the WTO.

Maintaining the WTO and the market opening rules it provides
are essential to the health of U.S. agriculture and the future eco-
nomic stability of our entire economy. Overall, U.S. farms export
over 30 percent of everything they produce. That figure climbs to
over 50 percent for wheat farmers who sell their products in over
130 foreign countries.

Passage of H.J. Res 89 would destroy market gains we have
worked hard to cultivate over the years. Wheat producers believe
that progress was made on the agricultural trade agenda in Se-
attle, despite the lack of a ministerial declaration to begin the next
round.

For example, U.S. negotiators were successful in isolating the
European Union on the issue of export subsidies. While the U.S.
and others support a comprehensive approach to eliminating these
barriers, the EU's objective in Seattle was to stop progress on these
import reforms. They were not successful.

It is in our best interests to keep pressure on Europe and move
the built-in agricultural trade agenda forward. To hesitate or delay
rewards Europe and risks squandering the gains made by the U.S.
in Seattle.

Accordingly, we recommend that the U.S. push aggressively on
the built-in agenda laid out in Article XX of the Uruguay Round
Agreement on agriculture, which calls for the continuation of the
reform process begun in the Uruguay Round. We have been in-
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formed informally that USTR sees no difference between Article XX
and the text on agriculture that was almost agreed to in Seattle.

Beyond the, bui'lt-in agenda, there are two additional areas that
I want to bring to your attention. TV first, is that we must insist
on moving the agricultural negotia.,ns forward as part of a broad,
comprehensive agenda.

It is the long-standing position of the wheat industry that we
must take advantage of the built-in agenda to move the negotia-
tions forward, while keeping all other sectors of the economy at the
negotiation table with us.

The second, deals with Article XIII, which is known as the peace
clause, which protects WTO member countries from being made
subject to certain disciplines in the agreement on subsidies and
countervailing measures.

The European Union has insisted on removing the peace clause
because it has continued to subsidize its farmers wel beyond ac-
cepted WTO limits.

I urge you to work with us in eliminating this escape hatch. and
holding Europe to the same international standards the rest of the
world is expected to meet. As the Seattle ministerial approached,
farmers were warned to moderate their expectations. We were told
repeatedly that Seattle was the beginning of a negotiation, not an
end. Accordingly, suspension of the talks in Seattle represents to
us a delay, not a failure.

On a personal note, I would like to say this morning that I kind
of liked your analogy when you talked about the WTO as a football
field and a playing ground. As a farmer, I am tired of being on the
losing football team, and I think that the V/TO and the PNTR can
put us on a winning team.

I like Secretary Glickman's remarks, as our coach, when he
talked about a win-win situation. If pork, wheat, dairy, and other
commodities here are our first string, I think we also need to look
at the second string. We- need to look at peanuts, we need to look
at cotton, we need to look at other commodities. I think what all
of us want here is fair rules, fair trade, and all play on the same
playing field, as you alluded to this morning.

We very much appreciate the opportunity to share our thoughts
on this important subject with you. U.S. farmers are dependent on
trade and are committed to making this round of WTO negotiations
a success.

Thank you again for your attention, and I would be happy to an-
swer any questions at the appropriate time. Thank you.

Senator GRASSLEY. Thank you, Ms. Darden. Maybe what we need
is a new athletic director. [Laughter.]

[The prepared statement of Ms. Darden appears in the appen-
dix.]

Senator GRASSLEY. Mr. Rudolph?

STATEMENT OF DONALD RUDOLPH, PRESIDENT, UPSTATE
FARMS COOPERATE, DARIEN CENTER, NY

Mr. RuDoLPH. Thank you, Mr. Chairman, members of the sub-
committee. I am Donald Rudolph, and I am very pleased to appear
before you today to testify on the topic of agricultural negotiations
in the World Trade Organization after Seattle.
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I am an active dairy farmer. I milk about 40 cows on a farm that
has been in my family for four generations. For many years, I have
been honored to serve as the president of the Upstate Farms Coop-
erative. Upstate is a dairy cooperative located in western New York
which markets over a billion pounds of milk each year and sup-
ports over 400 dairy farm family members.

Upstate owns a number of dairy plants, including a joint venture
with Dairy Lee and Niagara Cooperatives that market a full line
of dairy products such as fluid milk, cottage cheese, yogurt, ice
cream mix, evaporated milk, butter, and powder.

Upstate is a member of the National Milk Producers Federation,
a national farm commodity organization representing dairy farm-
ers. In the area of trade policy, Upstate works especially closely
with National Milk and the U.S. Dairy Export Council.

Since Upstate is located next to the Canadian border, market ac-
cess to Canada would be immensely helpful to us. We, therefore,
strongly support opening the Canadian market to U.S. dairy prod-
ucts, especially fluid milk. The need for strong action against Cana-
dian trade barriers and export subsidies is detailed in my written
testimony.

Upstate also produces many canned and bottled dairy products
that can be exported to Mexico, Latin America, and the rest of thel
world, therefore, we can benefit from fair dairy agreements with
other nations by continuing negotiations at the World Trade Orga-
nization.

Our greatest worry about free trade is that current world prices
for dairy commodities such as butter and powder are too low for
dairy farmers in the United States to survive, much less to prosper.,
Therefore, we strongly support an end to all dairy export subsidies
within no more than a few years.

In addition to explaining in detail why Canadian dairy policy is
unfair and why dairy export subsidies must be eliminated, my writ-
ten testimony covers a number of other important matters.

One, world dairy trade is still highly distortive by export sub-
sidies, tariffs, and other trade barriers. Two, the upcoming meeting
in the World Trade Organization headquarters in Geneva must en-
sure that the World Trade Organization provides the basis for con-
tinuing- the agricultural negotiations in an agreed time line for ini-
tial proposals.

Three, EEP must be kept as an effective tool for U.S. dairy ex-
port, unless and until all countries eliminate export subsidies.
Four, tariff inequities must be addressed prior to making any fur-
ther multilateral tariff reductions or other market access liberaliza-
tion.

Five, the World Trade Organization agreement on the application
of sanitary and phytosanitary measures should be maintained in-
tact so that disputes between the U.S. and the EU over matters
such as beef hormones and biotechnology will be based solely on
sound science.

Six, the negotiations should be structured as a single under-
taking involving both agricultural and non-agricultural sectors of
the economy in order to increase the incentives for other countries
to make concessions about agricultural matters.
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If dairy export subsidies end so that world export prices reach
levels at which United States dairy farmers can survive and pros-
per, we support pursuing World Trade Organization negotiations to
reach fair agreements- with the rest of the world, but we cannot
stay in business producing milk at the current level of world prices.

Such prices are artificially low due to unfair trade practices of
other countries. We welcome this subcommittee's interest in these
vital matters. Thank you for this chance to testify.

I would be happy to answer any questions. 1, too, would like to
thank you that there are people here in our legislative world trying
to get a better price for our farmers. We certainly need it. Thank
you.

Senator GRASSLEY. Amen.
[The prepared statement of Mr. Rudolph appears in the appen-

dix.]
Senator GRASSLEY. I am going to direct questions at certain ones

of you, but if, at the conclusion of that person answering the ques-
tions, any of you want to make any comments in regard to that
question, I would be happy to receive that orally right now.

First of all, Mr. Keppy, I would thank you for the positive state-
ment that you made about the family farm that was probably ex-
pressed without your intending to express it, in the sense that your
fourth generation in the Keppy farm will continue to operate. That
is an expression of confidence.

I think it is probably, knowing where you have come from ideo-
logically, it probably is expressed in the assumption that we are
going to have free and open markets for the family farm to prosper.

So let us assume for a minute, and I hope this assumption is
wrong, that we can agree on the scope of the new round of the
WTO trade talks before next year, and we have to live with the sta-
tus quo for a few years, what will this mean for Iowa, and for our
farm economy, in general, from your point of view?

Mr. KEPPY. Thank you, Mr. Chairman. I, too, want to add, as the
rest of the panel did, my appreciation for you and other members
of this committee for your dedicated, hard, tireless work to try to
improve agriculture, and I appreciate the win-win scenario. As I
have played some athletic events, I know how important it is to
have teamwork.

I hope that your scenario and your comment that you brought up
are not the case, because with the technology, with the improve-
ments, and the adoption of all of the events that are happening in
agriculture, we in America are going to produce too much food. We
need world trade. So, I sincerely hope that negotiations are suc-
cessful.

I would like to point out, and I hope I have a little bit of freedom
here, that I think there are some existing programs, and Senator,
you have worked very hard on some of the bilateral agricultural co-
operative agreements with China, and there are other areas.

It is not the end of the world if we do not get the WTO, but I
think that we have got to work towards that. But there are some
things on the table that I think we can continue to work at, and
we will have to become creative on how to get our product out of
this country.
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American producers are the most efficient producers in the
world, and we truly would like to be world traders. It would abso-
lutely be the simplest if we could have free and open trade. If that
is not going to be the case, we will work with legislators or work
with whoever and become creative and find a way to market our
products overseas.

Senator GRASSLEY. Mr. Thorn, I have expressed, and we have all
expressed here to some extent, our disappointment with the col-
lapse of what was supposed to be a Seattle ministerial and with
some accomplishments there.

One of the sad things about it, is once you lose momentum in
trade liberalization, whether it be bilateral, multilateral, but par-
ticularly on a global basis where -consensus is so important, it is
very hard to gyain back that momentum.

For example, one of the things that we are seeing now is that
the European Union is very actively pursuing a lot of bilateral
agreements. That may help their farmers, but it does not do any-
thing for us or our farmers. In fact, it can harm us, I suppose.

As long as the United States, the -European Union, Japan, and
other nations do not see the need to give anything to each other,
we simply go our own ways. That is what the European Union is
doing, and it is not very good for our agricultural producers here
in America because we still have an average world agriculture tar-
iff of about 45 percent.

What, in your view, are the things that the United States can do
to help regain the momentum of multinational organizations or ne-
gotiations?

Mr. THORN. I certainly would agree, Mr. Chairman, as I said in
my testimony, that the failure at Seattle was a negative de"%;eiop-
ment for U.S. agriculture, because I really do feel strongly that we
are on the urge of making very significant progress.

So I think the Uruguay Round Agreement was a very significant
agreement, and really did change the international marketplace for
the United States. I believe, though, that we are on the verge of
even more significant gains. It is sitting there waiting for us, we
just need to set up the proper framework so that we can Accom-
plish our goals.

So, I was very disappointed by the outcome in Seattle. I do not
think, though, that all is lost. I do believe that it should be pos-
sible, with proper American leadership, to make some progress this
year, but it will take American leadership.

There are people in' Geneva, there are negotiators from other
-countries, who question that leadership, who wonder whether or
not the United States is going to be dedicated enough, whether we
care enough about getting a new round of trade negotiations and
whether we are going to exercise the leadership necessary to bring
that together, because even though I do believe it will be possible
for us to make some progress this year, I do not believe under any
circumstances that w e will be able to get a final agreement without
a broader package.

Just in conclusion, I would like to differ a little bit from the pre-
vious set of -witnesses from the GAO. I do not believe that it is
fair-and I am not in the habit of defending the Europeans or Eu-
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ropean trade policy-to say that we had a consensus on agriculture
that was broken by the Europeans or the Japanese at Seattle.

I believe we had an agreement that was on the table, but it was
a conditional agreement. What was necessary in~ order to have that
text be adopted, was the emergence of a consensus on a broader
round. That sounds like a technical point, but I think it is an im-
portant point, because that is the way these negotiations work.
Thank you.

Senator GRASSLEY. Let me drawn, Mr. Thorn, on some of the ex-
perience you had at Geneva and Brussels working on agricultural
issues. As you know, whether we discuss biotechnology in the
WTO, and how we do it, is very controversial.

Some fear that if we raise biotechnology issues in the WTO, this
is going to permit the European Union and other trading partners
to raise so-called other legitimate factors in considering food safety
or particular measures.

Did we do the right thing in Seattle regarding biotechnology, and
what is the best way to advance U.S. interests?

Mr. THORN. Thank you for the question, Mr. Chairman. This is
an issue that I am very much concerned about.

There are always risks -in a negotiation whenever you open up
an issue to discussion, and various people have pointed out the
risks of discussing biotechnology in the WVTO. There is no question
that the Europeans have a different agenda from the United States
on that issue, and on other related food safety issues.

But I believe strongly that we need to have that discussion in
Geneva, for various reasons. One of the most immediate reasons,
and something that is very much on the mind of people in the last
few weeks, is that we just recently saw the conclusion of the nego-
tiations on a biosafety protocol.

Now, there are a lot of people around the world who believe that
that biosafety protocol now constitutes international law pertaiing-
to trade in biotech products. Now, we cannot let that perception
persist because the biosafety protocol has a lot of problems, frankly.

I believe that our negotiators succeeded in weeding out some of
the worst problems in earlier drafts of the protocol, but we cer-
tainly do not want that protocol displacing WTO rules.

I believe strongly that we need to reiterate that countries have
obligations under the WTO that pertain to trade and biotech prod-
ucts, and we can only do that through a discussion in Geneva.

I believe the administration was headed in the right direction on
biotechnology and they put in a lot of effort on that issue, espe-
cially in Seattle. I believe they got a late start, but now we are see-
ing a pretty good level of dedication to trying to work out some-
thing on biotechnology.

I think, though, now that the broader agricultural negotiations
have started, we need to begin to look aggressively for ways of
opening up discussions on biotechnology.

Senator GRAsSLEY. Mrs. Darden, one comment, and then a ques-
tion. First of all, I agree with your concern about the fact that we
want to make sure that the United States does not renegotiate an
extension of the peace clause; letting that ride is a very important
tool to accomplishing our goals.
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1 understand that many of the agriculture groups in Seattle were

somewhat satisfied with the progress we made in including lan-
guage in the draft declaration dealing with export subsidies. The
European Union, as we have heard before, argued for progessively
reducing export subsidies, whereas, ours was for the elimination of
those.

We did not get exactly what we wanted, but there is some evi-
dence that some progress was made. The details are important, but
I would like to have your view on the work that was done in Se-
attle on the export subsidy issue, particularly with Europe.

Ms. DARDEN. I think t elimination is the goal we are trying
to achieve. Again, we go back to the fair rules. When we have been
dealing with Canada and the European Union, we have been deal-
ing with two different sets of rules, so we feel like the elimination
is the approach that we need to take.

Senator GRAsSLEY. Mr. Rudolph, at some point I am sure that
we will-get to the issue of domestic support in the WTO negotia-
tions. Although the Uruguay Round on agriculture established the
principle that domestic policies can be trade distorting and ought
to be curbed, the agreement had little actual impact on either the
United States or thie European Union's domestic support.

Right now, the European Union is alone in linking farm income
support to participation and production programs. In addition, the
EU's Agenda 2000 policy reforms are very limited.

How big of a role should the issue of domestic support for agri-
culture play in WTO negotiations, and what would this mean for
dairy farmers? I might give you my impression before you answer,
that there is a somewhat different view on a lot of these issues by
dairy than there would be in other segments of the U.S. agri-
culture.

Mr. RUDOLPH. Right. If I understand your question right, in the
European Union, if they wanted to subsidize their farmers, that is
fine, but not attach it to the exports.

Senator GRASSLEY. Y es. Take the question from that point of
view. We are talking about the elimination of the export subsidy.
As you presumed, the elimination of the export subsidy, the extent
to which that support for agriculture, what role that ought to play
in the WTO negotiations.

I am particularly looking at it from the standpoint of the dairy
farmer. Let me pinpoint it to that extent.

Mr. RUDOLPH. All right. Personally, if our government wanted to
increase my income but not attach it to export, personally, I would
have no problem with that.

Senator GRASSLEY. And then the same for the European farmers,
is that what you are saying?

Mr. RuDOLPH. Right. If they do not attach it to exports.
Senator GRASSLEY. All right. Thank you very much.
This is the end of my questioning. Does anybody have one last

thing that they would like to say?
Mr. RUDOLPH. Yes. The point we are trying to make, it has been

made here two or three times today. We have the most efficient
farmers in the world. We just want a level playing field, and we
will do our part.

Senator GRAssLEY. Thank you. Mr. Keppy?



Mr. KEPPY. I guess the other thing that has been said at all
three panels, is biotechnology. Sometimes I wish that we would
have originally started talking about this in another fashion, such
as enhanced crop production and enhanced pork production. As a
producer of grain, I use a lot less herbicide, insecticide, fungicide,
because of that, less tillage, and because of that, a cleaner environ-
ment.

On the pork side, there are some biotechnology programs that
are coming that are going to reduce the water that a pig excretes.
Again, very favorable to the environment.

So I know you believe in this, but I just wanted to reinforce your
thoughts, that we have got to move forward and get the technology
that is out there implemented into agriculture and not be a point
of contention.

Senator GRAsSLEY. Ms. Darden?
Ms. DARDEN. On the biotechnology, our fuel costs on our farm

have almost tripled since this time last year, and the biotechnology
enables us to farm with BTs and round-up ready at reduced cost.
So any time we can eliminate a trip across the field, we are saving
some money and making the bottom line a little bit better.

Senator GRASSLEY. Yes. What we have to do, both in agriculture
and in policy on this issue from the education of the public stand-
point, is one of two things. Either educate all the people in this
town who for years have been saying that we have got to do more
to clean up the environment, we have got to do more to save en-
ergy, and also groups in this town that are very much in the lead,
and legitimately so, in humanitarian responsibilities of our country
and our people around the world because we are productive, and
there are a lot of people around the world that are not so produc-
tive, that are not suffering from malnutrition, and we can help
meet those needs.

We have either got to educate those people about biotechnology
and how it helps all the things they have been crying about for dec-
ades, or else we have got to point out to them in an effective way
how intellectually dishonest they have been, or are, on this issue.

We are responding to what they have been complaining about,
advocating for the last two decades, and just somehow they do not
get it, or if they do not want to get it, then they are intellectually
dishonest.

Somehow this has all of us involved in this, agriculture or other-
wise, not doing a very good job of this, because there are a lot of
groups, as demonstrated in Seattle or demonstrated in the lobby
here in Washington, are actually working against some of the very
things they have been preaching at least since the 1960's.

Yes, Mr. Thorn?
Mr. THoRN. Yes. One more quick point, Mr. Chairman. I could

not agree more with your last point. Just to bring the issue, once
again, back to WTO context, the WTO is exactly the forum where
we want to discuss this issue internationally because we can make
reference to the rules that already exist under the agreement on
sanitary and phytosanitary measures.

Basically, what the WTO says is that, with respect to regulation
in areas like approvals of biotech products, that countries must be



able to justifyr their decisions on the basis of sufficient science, and
that they need to do a science-based iisk assessment.

That is a point that we need to drive home. I think that in that
context, with that rules backdrop, we can bring multilateral pres-
sure to bear on the Eurkopeans. That, after all, is the source of our
trade problems and the source of problems with consumers that we
are seeing in a lot of other places around the world.

Senator GRAsSLEY. Mr. Rudolph?
Mr.--RuDOLPH. One last comment. The comment I made about

subsidizing farmers within our own country or European countries,
not just tied to export subsidies, but attached to any trade-dis-
torting practices.

Senator GRAsSLEY. All right. We would have assumed that in
your question, but we accept that.

Mr. RuDOLPH. I just wanted to make it clear.
Senator GRAsSLEY. We accept that. By the way, I happen to

agree with what you just cl1arified.
Mr. RuDoLPH. If my government wants to make a millionaire out

of me, why, that is fine. [Laughter.]
Senator GRAssLEY. Thank you very much for your participation.
The hearing is adjourned.
[Whereupon, at 12:31 p.m., the hearing was concluded.]





APPENDIX

ADDITIONAL MATERIAL SUBMITTED FOR THE RECORD

PREPARED STATEMENT OF AMBASSADOR CHARLENE BARSHEFSKY

Chairman Grassley, Senator Moynihan, Members of the Subcommittee:
Thank you very much for this opportunity to testify before the Subcommittee on

our agenda for agriculture at the World Trade Organization over the coming year.
I look forward to working closely with you as we move ahead through the launch
of agriculture negotiations in Geneva, and completion of WTO accession for China
and other prospective WTO members.

INTRODUCTION

To begin with, Mr. Chairman, agriculture has been at the center of American
trade policy under President Clinton.

American farmers- and ranchers are the most competitive and technically ad-
vanced in the world. We produce far more than we cun ever eat; and we therefore
must have the ability to export to the 96% of humanity that lives beyond our bor-
ders if American farm families are to prosper. American producers lead the world
in commodities products ranging from grains to oilseeds, meat, dairy, fruits and
vegetables, and forest products. Our farmers and ranchers therefore depend on open
markets worldwide. This is clear in the record, with one in three American farm
acres producing for foreign markets, with U.S. export sales close to $50 billion last
year, despite a drop from the record levels of 1996 and 1997 due to the effects of
the Asian financial crisis and record harvests in several countries.

Open world agricultural markets are in the long-term interest of our trading part-
ners as well, as experience shows us that an open, fair-trading system for agri-
cultui6 is among the world's strongest defenses against hunger. Countries which are
open to agricultural trade diversify their sources of supply-ensuring that con-
sumers will have reliable access to food at market prices, and helping to guarantee
that natural disasters or other interruptions of supply from any one source of food
will not mean famine.

AGRICULTURAL TRADE POLICY GOALS

When the Administration took office, however, agriculture was a sector in which
trade was more restricted and distorted than almost any other.

Non-tariff measures such as quotas, import bans and uncapped variable levies ef-
fectively insulated inefficient producers-from world markets and could be used to
'stop all imports. Our trading partners had no constraints on their ability to use ex-
port subsidies to dump surplus production in world markets. American exporters

ad no effective recourse to challenge import restrictions that were disguised protec-
tionist barriers. No limits existed on production subsidies in agriculture. And we
had no effective forum in which to resolve our disputes on these issues.

Thus, throughout the Administration, we have pursued a strategic program, with
our major tadin partners, in our regional trade initiatives, and in the trading Sys-
tem, to reform and open agricultural trade. We have given additional resources to
agricultural issues, including the first ever appointment of an Ambassador-level
Special Trade Negotiator for Agriculture. And we have pursued a systematic effort
to:

-reduce tariffs and other barriers to trade;
--ensure that sanitary and phytosanitary standards are based on science;
-promote fair trade by reducing foreign export subsidies and trade-distorting do-

mestic supports;
--ensure -greater transparency and fairness in state trading; and

(45)
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-help guarantee that farmers and ranchers can use new technologies such as bio-
technology, when evaluated through a fair, transparent and science-based ap-
proach, to regulation, without fear of trade discrimination.

At thesame time, our colleagues at the FDA and the Department of Agriculture
are intensifying food inspection at the border, to not only maintain but improve our
food safety standards. This is especially important as imports have risen in recent
years, to ensure that the American public will have the world's safest food supply
as we get the benefits of open trade.

ADMINISTRATION AGRICULTURAL TRADE RECORD

The results of this work are substantial.
Opening World Markets

With the passage of the North American Free Trade Agreement in 1993, we won
preferential access to our immediate neighbors. As a rest our agricultural exports
to Mexico and Canada have grown by nearly $4 billion since 1993. Together, these
two countries-with a total population of 120 million-now buy over a quarter of
our agricultural exports and provide American farmers with at least a partial shield
against overseas economic crisis.

Bilateral agreements worldwide have also opened up new opportunities in a very
large range of commodities. Examples include:

-Beef in Korea;
-Apples and cherries in China;

-Toatesand applies in Japan;
-Almonds in Israe;
-Citrus and other fruits in Brazil, Chile, Mexico and other countries;
-A veteran equivalence agreement with the European Union addressing sani-

tary issus locking US live animal and animal products.
Our December 1998 agrcultural agreement with Canada shows how much prac-

tical, real-world value these initiatives can yield for our farm communities. This
agreement addressed a range of market access barriers, discriminatory regulator
policies and sanitary and phytsanitary issues; and since its conclusion, our agricul-
tural trade relationship has fundamentally changed.

-Feeder cattle are moving into Canada in record numbers. Before the agreement,
Canada took virtually no American feeder cattle. So far this marketing year,
over 170,000 head of feeder cattle, including 114,000 from Montana alone, were
shipped to Canada.

-We have also Echieved real market -access for hogs. Canada has eliminated bur-
densome regulations and now allows hogs from states free of pseudorabies to
move easily into Carnada for slaughter.

-Wheat sales have dramatically increased, with shipments from Montana, North
Dakota and Minnesota farmers rising from virtually nothing in the 1997-1998
marketing year, to 303,000 tons in 1998-1999.

-Under the In-Transit Program for Grains, the U.S. shipped over 720,000 tons
of North Dakota, Montana, and Minnesota wheat and barley on the Canadian
rail system since January 1,1999.

-We are making progress on a number of regulatory initiatives as well, dealing
with Canadian phytosanitary requirements for wheat, includiiig changes to reg-
ulations on cereal screenings, karnal bunt, the elimination of Canada's barley
quota, extension to more states of the ability to ship wheat more on the Cain-
dian rail system, and streamlining complex requirements to export U.S. wheat
through Vancouver.

Uruguay Round
All of these initiatives, furthermore, help us to set precedents and build the inter-

national consensus necessary for fundamental reform of agricultural trade through
the trading system.

This is now underway. With the completion of Uruguay Round in 1995, after
florty-seven years of developing the trade system, we began to brng agricultural
trade under fair and internationally accepted rules, in each area crucial to American
agriculture:-First, through the Agreement on Agriculture, the Uruguay Round abolished

quotas, ensuring that countries use only tariffs to restrict imports; and goinp
on to reduce and bind these tariffs. It subjected export subsidies and trade-dis'tortin domestice support measures to specific limits, and reduced them as well.

--Secon , through the Agreement on Sanitary and Phytosanitary Measures, the
135 members of the WTO agreed to use science-based sanitary and
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phytosanitary standards to protect human, animal and plant life and health
rather than to bar imports.

-Third, the Uruguay Round created an effective, impartial dispute settlement
mechanism to address trade disputes._

-And fourth, all participants in the WTO agreed to a "built-in agenda" man-
dating further negotiations in agriculture, as well as services, beginning this
year.

Enforcement
With the Uruguay Round complete, we set up a special monitoring unit to enaiure

full implementation of-these commitments, and we have spent considerable time
over the past five years monitoring nd enforcing compliance. When we have en-
countered reluctance to comply wit commitments, we have not hesitated to assert
our rights through dispute settlement.

In most cases, our trading partners have met their obligations. However, for those
cases in which they have not, the U.S. has used the strong WTO dispute settlement
mechanism to ensure that WTO members meet their commitments or suffer a pen-
alty for failure. To be specific, we have used the dispute settlement mechanism in
the past four years to enforce the Agriculture and SPS Agreements in thirteen sepa-
rate cases from fruit sales~ to Japan, to pork in the Philippines, dairy in Canada,
and of course the-still unresolved banana and beef cases with the European Union.

The banana and beef cases are important not only for their concrete economic im-
portance to American agriculture, but because they concern fundamentally impor-
tant principles and precedents. Most notably, these are the only cases in which a
WTO member has not complied with its obligations after an adverse panel ruling-
in agriculture or anywhere else in the system. We expect full implementation of
each decision and are taking measures to ensure it, beginning with WTO-authorized
retaliation against the EU in the banana and beef cases.

NEXT STEPS

The Uruguay Round also included a commitment by all members to begin a sec-
ond set of negotiations on agriculture and services in the year 2000. We have seen
fulfillment of this commitment as fundamental to the credibility of the WTO as a
whole, in addition to the essential part these negotiations will play in the reform
and opening of world agricultural trade.

Despite the progress made in the Uruguay Round and elsewhere, agricultural
trade remains substantially restricted and distorted. Tariffs average 50% worldwide'
for agricultural products. Tariff-rate quotas have created access for imports, but
often subject to restrictive conditions. The European Union continues to use export
subsidies intensively, displacing more competitive producers from cash markets,
harming the interests of American farmers and ranchers and imposing a special
burden on agricultural producers in the poorest countries. Trade distorting subsidies
continue to encourage over-production in some key countries, lowering prices for all
other producers. State trading enterprises control a large share of world trade in
certain commodities. And the developing application of biotechnology techniques to
agriculture raises new challenges for trade policy.

BUILT-IN AGENDA

Over the course of 1999, we presented formal proposals in Geneva on the range
of issues raised by these policies, reflecting the advice and goals we received in a
range of consultations with Congress, agricultural producer groups throughout the
nation, and other interested parties. The WTO did not, of course, launch a Round
last year. But we are very pleased by the decision its General Council took last
month to formally open the agriculture and services negotiations to which WTO
members committed themselves in the Uruguay Round. This is essential not only
to the interests of American agriculture, but to the credibility of the WTO itself.

The General Council's decision calls for the first meeting of the agricultural nego-
tiations to be held on March 23rd. At this meeting, in addition to addressing proce-
dural issues, including discussions about chair, time-frames and the structure of
proposals, we will continue our work with other countries to find common ground
on reform objectives. While no deadline for the conclusion of negotiations has yet
been established, the expiration of the peace clause at the end of 2003 should en-
courage countries to proceed expeditiously.

While the work has just begun, our fundamental principles for agricultural trade
reform in these talks are clear:
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-Eliminate Agricultural Export Subsidies-A principal goal of the U.S. will be to
completely eliminate, anct'prohibit for the future, all agricultural export sub-
sidies.

-Lower tariff rates and bind them-this should include reduction and elimination
of tariffs, elimination of tariff disparities, and simplification of tariff policies, for
example in cases where WTO members use "compound" tariffs that include both
ad valorem and cent-per-ki1ogam tariffs.

-Substantially reduce trade-distorting domestic -supports and strengthen rules
that ensure all production-related support is subject to discipline, while pre-
serving critei-based "green box" policies. In addition, all trade-distorting sup-
prts should be more tightly disciplined.

-Iprove access for U.S. exports under tariff-rate-quotas-by increasing qun-tities eligible for low-duty treatment, reducing high out-of-quota duties, and im-
piloving disciplines on administration of TRQs to ensure that they offer real
market access.
-Stenghendisciplines on the operation of state trading enterprises-While state

trading enterprises are subject to WTO limits on subsidized exports, there are
a number of concerns about their operations, and in particular those of monop-
oly exporters. These include the possibility of disguised circumvention of export
subsidy commitments, and anti-competitive practices such as predatory pricing.

-Address disciplines to ensure trade in agricultural biotechnology products, is
based on transparent, predictable and timely processes. While WTO rules cover
trade measures affecting biotechnoloqy products, we are concerned about the
utter collapse of the European Unions approval process for biotechnology. We
continue to work with our industry, Congress and other interested groups in de-
veloping the best approach for dealing with this subject bilaterally and in WTO
negotiations.

In preparation for more detailed proposals, we will extensively consult with stake-
holders and Congress, and work in tandem with the drafting of a new Farm Bill.
We are now continuing our work with American p reducer groups and other inter-
ested parties to identify priorities and assessing different approaches for cutting tar-
iffs, expanding access for products subject to TRQs, reducing trade.;distorting domes-
tic support, eliminating export subsidies, and disciplining state trading enterprises.
WVe also are reviewing approaches for dealing with biotechnology. And we are pub-
lishing a Federal Register notice this month soliciting formal comments from the
American public at large.
*At the same time, we continue our support for the launch of a more broadly-based

new Round. Beyond agriculture and services, we have pressing needs to address
market access concerns in industrial products, electronic commerce, trade facilita-
tion, and other topics. To build international consensus for such a Round will not

'be a simple task. However, the outlines can be drawn, if WTO members prove will-
ing to rethink their negotiating positions, focus more fully on the shared benefits
of the trading system in creating new sources of growth and opportunity and the
shared responsibilities of reaching these goals, and find the balance that allows us
to move ahead. As the President has said, we will keep working toward consensus;
we are willing to be flexible, and expect our trading partners to do the same.

REGIONAL INITIATIVES

As we prepare for the negotiations, whether focused on agriculture and services
or in the broader context of a new Round, we will proceed with initiatives which
offer concrete benefits to producers and set precedents for later multilateral achieve-
ment.-

In our regional trade initiatives, for example, we have already achieved consensus
on issues of great importance to agricultura roducers. The Free Trade Area of the
Americas talks, which began the drafting of a formal agreement last month, have
already achieved a consensus throughout the hemisphere on elimination of export
subsidies. Likewise, the Asia-Pacific Economic Cooperation forum, linking 23 Pacific
nations, has called for elimination of tariffs on forest products and for elimination
of export subsidies.

/CHINA WTO ACCESSION

Of fundamental importance in all future WTO work is the accession of new mem-
bers. Thirty economies have applied to join; and each offers us the potential to set
precedents and develop support for our multilateral goals.

China's WTO accession is a case in point. Overall, it. rpeents a comprehensive
and one-way series of trade commitments. It covers agrcul ture, manufacturing, and
services industries such as telecommunications, finance, the professions and others.
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it includes a 12-year product-specific safeguard in the event of import surges into
our markets, an agreement to continue using "non-market economy' dumping meth-
odologies for fifteen years, addresses Chinese practices intended to draw jobs and
technology to China, and much more.

In every case the commitments are specific and enforceable; will be implemeted
rapidly; and hod China to the same standards we expect of WTO members. With
respect to agriculture in particular, we will open Chnas market for all commodities
of significant export interest, to us, and address a range of brodider policy issues of
concern to American producers. To review the results briefly:

-China will cut agricultural tariffs by more than half on U.S. priority p rod ucts.
In the commodities of top concern to the United State verhing frm beef
and pork to citrus, processed foods, wine and dairy-tariffs will fall from an av-
erage of 31% to 14%.

-China will end its system of discriminatory licensing~ and import bans for bulk
commodities, and will create market access opportunities by establishing a WTO-
consistent Tariff-Rate Quota (PRQ) system. China will establish significant and
growing TRQs for state-traded commodities such as wheat, corn, cotton, rice
and soybean oil. China has also committed to low, within-quota tariffs of 1-3%,
which will help American farmers take full advantage of the TRQs. And China
committed to allow a share of the TRQs for each commodity to be imported by
entities other than state-trading entities, and agreed to specific rules for the ad-
ministration of these TRQs. The introduction of private trade--combined with
increased transparency in the process--will ensure increased opportunities for
American agricultural exports.

--China wuill grant expanded trading rights-Currently, only companies that re-
ceive specific authorization from the Chinese government are allowed to import
into China. Under the bilateral agreement on WTO accession, China ha com-
mitted Woallow any entity to import most products into any part of the country
within three years of accession. A select list of products will be partially exempt
fr-om this rule and some trade will be channeled through China's state-trading
enterprises (including wheat, corn, rice and cotton; state trading will be phased
out for soybean oil .) However, specific commitments to end monopoly import sta-
tus have also been established. Additionally, China has committed to liberalize
distribution services for all agricultural products, except tobacco, allowing U.S.
companies to distribute and market their products in China.

-China, will eliminate export subsidies. China has committed not to use export
subsidies for agricultural products when it joins the WTO. This commitment
will level the p lain field in third-country markets for U.S. exports of corn, rice
and cotton, which in the past have been displaced by unfairly traded Chinese
exports.

-China will cap and then reduce domestic support. China will first cap and then
reduce trade-distorting domestic subsidies. The specific levels will be deter-
mined through multilateral negotiations iGeneva on the Protocolilid Working
Party report. China also committed to provide greater transparency to make its
domestic support measures more predictable.

--China will eliminate scientifically unjustified restrictions on U.S. agiultural
products. Chinia has committed to fully abide by the terms of the MT Agree-
ment on Sanitary and Phytosanitary M4easures, which requires that all animal,
plant and human health import requirements be based on sound science-not
on political agendas or protectionist, concerns.
-Bilateral Agritultural Cooperation Agreement-Additionally, last year China

and the United States agreed bilaterally on the terms for removal of long-
standing and scientifically unjustified restrictions on imports of U.S. wheat,
citrus and meat. Under this agreement, Chinese pre-program initiation in-
spection teams have visited citrus orchards in Arizona, Florida, Texas and
California; and most recently, for the first time in the modern era, China has
made a significant purchase of wheat from the Pacific Northwest.

-Strong Provisions Against Unfair Trade and Import Surges. The Agreement ex-
plicitly permits th U.S. to continue using "non-market economy" anti-dumping
methodology for 15 years after China's accession to-the WTO. China has also
committed to a strong product-specific safeguard that allows the United States
for 12 years after accession to restrain increasing imports from China that
cause or threaten market disruption. After that, current U.S. safeguard provi-
sions-ection 201-will remain available to address increasing imports.

Thus our bilateral agreement addresses the full web of trade barriers in the
China market: barriers at the border, unfair restrictions on marketing within China,
and unscientific inspection standards. As it goes into effect, a fifth of-the world pop-
ulation-now largely blocked from buying our agricultural goods--will become a new
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market for farmers, ranchers and food companies all over the United States; and
we will develop a series of high-quality precedents in the world's largest nation for
future multilateral talks.

PERMANENT NORMAL TRADE RELATIONS

As China enters the WTO, we have very few obligations. We make no changes
whatsoever in our market access policies; in a national security emergency, in fact,
we can withdraw market access China now has. We change none of our laws con-
trolling the export of sensitive technology. And we amend none of our fair trade
laws.

But we have one obligation: we must grant China permanent NTR or risk losing
the full benefits of the agreement we negotiated, including broad market access, spe-cial import protections, and rights to enforce China's commitments through WTO
dispte settlement.

Permanent NTR, in terms of our policy toward China, is no real change. NTR is
simply the tariff status we have given China since the Carter Administration; and
which every Administration and every Congress over the intervening 20 years has
reviewed and found, even at the periods of greatest strain in our relationship, to
be in our fundamental national interest.Thspermanent NTR represents little real changei rcie u h eiltv
grant of permanent NTR is; critical. All WTO members, including ourselves, pledge
to gv ne another permanent NTR to enjoy the benefits available in one another's
makes If Congress were to refuse to grant permanent NTR our Asian, Latin
American, Canada and European competitors will reap these benefits but Amner-
ican farmers, factory workers and service providers might well be left behind.

CONCLUSION

In conclusion Mr. Chairman and Members of the Subcommittee, we have made
_ e sbstantiai progress towards an open and fair world market for America's farm

an branch families in the past seven years.
And as we look to the future, we have an ambitious agenda that will open the

world's largest nation to our exports, make further progress on our key trade rela-
tionships, and address the major issues now before us through broad and ambitious
negotiations. I look forward to working closely with each of you as this work pro-
ceeds.

Thank you very much.

RESPONSES TO QUESTIONS SUBMITED BY SENATOR GRASSLEY

Question: The United States recently attended a meeting in Montreal where work
was completed on a new environmental treaty, the Biosafety Protocol, covering trade
in genetically modified seeds. I have several concerns about this agreement, but for
the purposes of this hearing, I would ask you this:

Are you at all concerned about negotiating treaties dealing with risk assessment
of agricultural commodities outside the WTO?

I am concerned that now we might have reached the point where the pre-
cautionary principle will now be viewed as a customary principle of international
law, and thus undermine the SPS Agreament's rules regarding uncertain science.
I believe that it would be a great mistake to undermine the WTO's role in this area.
What is your view?

Answer: It is the Administration's assessment that the Biosafety Protocol does not
undercut our WTO rights in any way. More generally, the Administration would ex-
amine any proposal to negotiate agrements outside the WTO that deal with risk
assessment of agricultural commodities with great caution and on a case-by-case
basis. We believe that trade negotiations for agricultural commodities are properly
conducted within the WTO. Under the provisions of the WTO Agreement on Sani-
tary and Phytosanitary (SPS) Measures, science-based risk assessments are used by
Members as the basis national regulations for human health and plant and

animal life or health. Risk assessments are sound and important tools to ensure
that precautionary measures are not used a guise for protectionist measures.

The Codex Alimentarius Commission, the International Office of Epizootics and
the International Plant Protection Commission make use of risk analyses in the de-
velopment, of international standards. These organizations are afforded special sta-
tus under the SPS Agreement and -the US has contributed to and supported the
work of these international standard setting bodies.

While a precautionary approach has been adopted as an element of various inter-
national agreements, including the SPS Agreement, we do not believe that there is



a "precautionary prnile"l or that such a principle exists as a customary principle
of international law. 16lwever, we do believe that a precautionary approach is em-
bodied in Article 5, Section 7 of the SPS agreement and that ,no changes to the SPS
agreement should be made.

PREPARED STATEMENT OF DELORES DARDEN

Good morning Chairman Grassley, Senator Moynihan, Senator Baucus, Senator
Robb and members of the Subcommittee. My name is Dee Dee Darden. I am a

whea prducr frm Sithiel, Vigina. am xtrmel plasedto e ivitd to
spek tdayon ehaf o a nifed nitd Sate what ndut~ y rpreentngthe
Natona Asocatin f WeatGrwer, te hea Exor Trde duatin om-
mitte, nd .S.Whet Asocate. B spekin fo a nifed ndutry I opeto
imprss ponyou igh atthe eginin ho imprtat US. mmbeshi inthe

World Trade Organization is not oniy to me personally but to the entire U.S. wheat
industry.

In Washington, D.C. and other political capitals, the last few months have been
spent trying to decide who was to blame for the disappointing outcome of the Seattle
Ministerial. By January of 2000, attendees at the World Economic Forum in Davos,
Switzerland spotlighted the events in Seattle and the need to overcome what British
Prime Minister Tony Blair called "the first real crisis to confront globalization since
the fall of Communism." We are extremely heartened that world leaders appear to
be moving beyond the finger pointing and are beginning to chart the next course
to re-engage the World Trade Organization (WTO) negotiations.

It is notable that the official U.S. Government's view is that the Seattle Ministe-
rial did not break down over agriculture. Instead it stalled over what the broader
trade agenda would be. Specifically, whether or not labor and environmental stand-
ards could be incorporated into the existing WTO framework. Member countries did
not come prepared to reach consensus on these points, nor was there enough com-
mitment to launch general negotiations with a common agenda. In the end, member
countries agreed to walk away from the table resulting in the current suspension
of the WTO talks.

Let me say right now that although we did -not achieve what we wanted in Seattle
the actions last week of Congressman Paul and others calling for the withdrawal
from the World Trade Organization is unconscionable. Even though our trade ex-
perts warned us that this action was expected, it is hard to understand how an
elected leader can fail to see the benefits we have gained from opening markets, not
only for agriculture, but for the American economy as a whole.

According to USTR, opening markets by lowering trade barriers contributed as
much as 36 percent increase to U.S. exports between 1994 and 1999 despite the
Asian crisis which has been very hard on American agriculture. The number of U.S.
jobs supported by exports increased by 1.4 million from 1994 to an estimated 11.7
million in 1998 (the last year available). Jobs supported by goods exported from the
United States 'are estimated to pay between 13 percent to 16 percent more than the
U.S. national average wage.

Anyone serious about the economic stability of American agriculture knows that
we export over 30 percent of what we produce. As a wheat grower my fellow pro-
ducers and I depend on access to foreign markets for the sales of over one half of
what we produce.

The approval of this legislation would deal a devastating blow to the WTO and
the current i-ties-based world trading system we depend upon. It would be an af-
front to the promotion of free and fair trade. This action would precipitate a return
to an era of obscene tariffs, outrageous non-tariff barriers to trade and massive
trade distorting subsidization. Choices for American consumers and open markets
for our producers provide the backdrop for U.S. progress and innovation. The high
and consistent- growth of the U.S. economy necessitates an active role for the U.S.
in promoting global trade.

Let me stress that the World Trade Organization and the market opening rules
it provides are essential to the health of U.S. agriculture and the future economic
stability of our entire economy. I call on you and your colleagues to quickly put an
end to the resolution to take the U.S. out of the WTO.

If you do not commit yourselves to this, what we say here today will have no
value. You will have ended the United States leadership role in guiding world trade
and development and destroyed the economic future of the agriculture industry.

I trust you will do the right thing.



NEGOTIATING STRATEGIES

We believe that progress was made on the agricultural trade agenda in Seattle
despite the lack of a Ministerial Declaration to begin the next round. To the extent
that there was a hang-up in the farm trade area it was getting the European Union
to take much needed steps toward seriously committing to future reform. We believe
that the EU was isolated especially on the issue of export subsidies.

Prior to leaving for Seattle, U.S. Trade Representative Charlene Barshefsky re-
stated U.S. objectives for the Seattle meeting, "At the heart of our agenda is aggres-
sive reform of agricultural trade." It was extremely gratifying for agriculture to be
recognized in this way.

Specifically, Ambassador Barshefsky listed the elimination of agricultural export
subsidies, the reduction of tariffs and other trade barriers, reforming state trading
policies, and the further reduction of trade-distorting domestic supports. Later Am-
bassador Barshefsky expanded on these points, adding: "With respect to agriculture,

of course, key goals revolve around the issue of export subsidies, trade-distorting do-
mestic supports, lowering of tariffs, disciplining state trading enterprises which tend
to have a monopoly on purchases or sales of agriultural commodities to our great
disadvantage, and the issue of biotechnology, wVhich will need to be looked at, I
think, quite carefully."

In contrast to the comprehensive approach outlined by the United States (which
was mostly supported by the Cairns Group), the European Union's objective in Se-
attle was to halt further progress on reform of agricultural trade. It is ultimately
in our interest to keep pressure on Europe and to push our leaders to be fully en-
gaged in moving the built-in agricultural trade agenda forward. To hesitate or delay
risks, squandering the hard work and any gain the U.S. made in Seattle. Wheat
growers in the United States can only measure the success of the WTO talks by
their outcome. It is well past time for these negotiations to move forward toward
meaningful reform.

THE IMPACT OF THE FAILURE ON WHEAT GROWERS

In the past couple of years, an unfortunate series of unpredictable events, the
Asian financial crisis, natural disasters here at home and a surge in world produc-
tion have conspired to severely depress the U.S. farm economy. Although our trad-
ing partners in Asia and other parts of the world have experienced extreme eco-
nomic upheavals, their commitments to market opening agreements have permitted
their markets to remain open. While we have real stress going on in our rural com-
munities and we see no end in sight in the short term we know that any future
market growth lies in our ability to export to the world.

Trade is a big part of our eventual recovery. For many farmers, trade and trade
policy is an abstract concept, but for wheat farmers it is a very necessary element
in our businesses. Wheat is an export-dependent commodity. In most years, at least
fifty percent of U.S. wheat produced is exported to--consumers in over 130 foreign
countries.

The U.S. is a mature market; we can not expect much increase in domestic con-
sumption. With 96 percent of the world's consumers outside of our borders we can-
not delay negotiations to open world markets. For the wheat industry there is no
option but to push forward as rapidly as possible with the WTO negotiations to fur-
ther open world markets.

THE BUILT-IN-AGENDA

The WTO held a-General Council Meeting on February 7, 2000 in Geneva, Swit-
zerland. The purpose of this meeting was to deterimile how to move forward. We
were encouraged when this meeting cemented the advancement of the built-in agen-
da and established the week of March 20 to begin discussions and negotiations in
agriculture.

We recommend that the United States push aggressively on the built-in agenda
laid out in Article 20 of the Uruguay Round Agreement on Agriculture (URAA). Ar-
ticle 20, calls for the continuation of the reform process begun in the URAA. It
reads, "Recognizing that the long-term objective of substantial progressive reduc-
tions in support and protection resulting in fundamental reform is an ongoing proc-
ess, Members agree that negotiations for continuing the process will be initiated one
year before the end of the implementation period, taking into account:

" the experience to that date from implementing the reduction commitments;
" the effects of the reduction commitments on world trade in agriculture;
" non-trade concerns, special and differential treatment to developing country

Members, and the objective to establish a fair and market-oriented agricultural
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trading system, and the other objectives and concerns mentioned in thd- pre-
amble to this agreement; and

*what further commitments are necessary to achieve the above mentioned long-
term objectives."

We have been informed, informally, that the Office of the USTR basically sees no
difference between Article 20 and the "Text on Agriculture" that was almost agreed
to in Seattle on December 3, 1999.

There are two critical portions of the text that we would like to call to your atten-
tion. First, the opening statement which reads, "The negotiations shall continue the
process of fundamental reform of trade in agriculture t hrugh substantial progres-
sive reductions in agricultural support and protection sustained over an agreed pe-
riod of time, resulting in correcting and preventing restrictions and distortions in
world agrcutural markets, and the progressive establishment of a fair and market
oriented agricultural trading system in conformity with WTO rules and disciplines.
This shall be done based on Article 20 and the preamble to the Agreement on Agri-
culture."

The second portion is, the provision in the text that calls for the participants to
meet specific deadlines, in particular a conclusion of the negotiations by December
15, 2002 is now in question.

Unquestionably, the general statement in the Seattle, December 3, 1999 text on
the continuation of fuindaqental reform of trade in agriculture falls well short of the
specific negotiating objectives asserted by the U.S. wheat industry last year. A copy
of these objectives is attacheol.

But it does not count us out on our key issues, nor does it foreclose any negotia-
tions in any area of farm trade. The text drafted in Seattle incorporates the spirit
of Article 20, and provides a realistic starting point for agricultural trade negotia-
tions to begin. Although it will ~e replaced by the built-in agenda the framework
of issues has been made clear.

Beyond the built-in agenda the \are two other areas that I want to bring to your
attention.

The first is the very difficult problem of moving the European Union off of its very
recalcitrant rt position. There is one arti fe in the WTO agreement that the EU is very
concerned about and would like. to see renewed before its expiration date of 2003.
This is Article 13, which is known as the "Peace Clause." The Peace Clause protects
WTO member countries' from being challenged and becoming subject to certain dis-
ciplines in the Agreement on Subsidies and Countervailing Measures.

It is obvious why the EU wants to renew Article 3 they so openly abuse the
threshold level of subsidies that they would and should be a target for the subsidies
agreement disciplines. There are many that know much more about this provision
than I do. However, I urge you to work with us and help encourage the administra-
tion to use this leverage in getting the EU to move to eliminate export subsidies
and cooperate in the negotiations.

The second concern is that of moving the agricultural negotiations forward on the
built-in agenda without a broad comprehensive agenda. We must take advantage of
having the built-in agendL and begin moving the negotiations forward. But it has
been the long-standing position of the wheat industry that we must have other sec-
tors at the negotiating table with us.

The United States has already opened its market to agriculture and we have little
to give in negotiations. We must have other sectors at the table if we are going to
be able to negotiate any major changes. This means a comprehensive round needs
to be jump started as soon as possible.

CONCLUSION

As the Seattle Ministerial approached, the industry was consistently warned to
moderate its expectations. We were told repeatedly that Seattle was a beginning of
a negotiation not an end. Suspension of the talks in Seattle represents a delay in
getting started on a negotiating process that is not only inevitable but critically im-
portant. There is only one direction for the United States to pursue at this point
we must move forward.

We very much appreciate the opportunity to present our views about the outcome
of the WTO Ministerial in Seattle. At this stage, we feel that an investigation and
analysis of what happened in Seattle should be completed expeditiously and that
we move forward quickly. U.S. farmers are hurting now and it is unrealistic to wait
fbi: conditions in the world market to improve on their own. The President and Con-
gress can greatly assist in this effort by working together to pass legislation approv-
ing Permanent Normal Trade Relations for China and fast-track trade negotiating
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authority, and rejecting House Joint Resolution 89 which would remove the U.S.
from the WTO.

Thank you again for your attention to our comments and recommendations. I will
be happy to answer any questions you may have at the appropriate time.

PREPARED STATEMENT OF HON. SAN GJJicKmAN

Mr. Chairman, members of the Committee, it is a pleasure to appear before you
with Ambassador Barshefsky to discuss the World Trade Organization (V/TO) and
the prospect for progress this year to begin a new round of trade negotiations.-

Athough we were disappointed that a new round of multilateral trade negotia-tions was not launched at th'e December Seattle Ministerial as we had hoped, the
Administration is not deterred in its resolve to see progress made this year to begin
a new round. The fact is we made much progress in Seattle, especially in agri-
culture. For example, we increased understanding on the need to continue the proc-
ess of fundamental reform begun during the Uruguay Round by increasing market
access, improving disciplines governing domestic support, and addressing non -trade
concerns, such as supporting rural sectors in ways that do not distort trade.

The critical issue of eliminating export subsidies over time was not agreed at the
Conference, along with several other topics, but, on that point, the European Union
was clearly isolated. We may not pick up exactly where we left off in Seattle, but
at some pont we will inevitably confront those issues again before the next round
can concludle.

Equally clear is the urgent need to continue the path of reform laid out during
the Uruguay Round. The pressures facing agriculture world-wide require that we
act to increase opportunities for producers everywhere to market their crops-the
tick of the clock counting down on the expiration of the Peace Clause at the end
of 2003, making inaction inconceivable. (The Peace Clause basically states that as
long as the subsidizing country is meeting its reduction commitments or other cri-
teria agreed to in the Uruguay Round, it is exempt from certain V/TO challenges.)

The vast majority of US farmers and ranchers know there is only one direction
to go forward. Twenty-five percent of US agricultural sales are for export, 96 percent
of the world's consumers live outside of the United States, and agricultural exports
account for nearly 750,000 jobs here at home, both on and off the farm. Perhaps
more to the point, we export 12 times as much wheat as we import, 21 times as
much feed grains, over 5 times as much rice, twice as much tobacco, nearly 9 times
as much cotton; and in the case of soybeans, we exported $4.7 billion worth last year
and imported virtually none.

It is clear agriculture's prosperity is dependent on opening markets, not closing
them. .-

For these reasons, our objectives for agriculture remain firm. They are:
1. Eliminate export subsidies;
2. Reform state trading enterprises;
3. Improve market access by reducing tariffs and increasing market access op-

portunities for products subject to tariff rate quotas;
4.- Tighten rules on trade distorting domestic support;
5. Preserve the Sanitary and Phytosanitary Agreement; and
6. Facilitate trade in new technologies, such as biotechnology.

The Seattle Ministerial laid bare some problems with the V/TO system itself. The
WTO has outgrown some of the procedures that were appropriate 50 years ago when
there were 30 or so WTO members, not the 135 memb ers we have today. Member
countries generally agree that a more inclusive and transparent process needs to be
established to accommodate a larger and more diverse membership.

For that reason, we have continued to consult with developing countries to ensure
a consensus is reached in the negotiating process. In fact, V/TO Director-General
Mike Moore recently concluded that the WTO must work closely with least devel-
oped and developing countries to provide more transparent means to ensure full
participation in V/TO negotiations and to widen access to global markets.

Among the ways to improve transparency in WTO operations would be to make
public the briefs submitted under V/TO dispute settlement procedures, as the
United States does, or to open dispute settlement hearings to public *observation.
The United States supports these and other ways to open the V/TO to the public,
and we hope the EU will come to accept that point of view. We will continue to work
closely with Director-General Moore to improve the transparency and inclusiveness
of the V/TO decision-making process.

Earlier this month we were heartened by the WTO General -Council's decision to
begin the mandated negotiations in agriculture and services. Agriculture negotia-
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tions will be conducted in the Committee on Agriculture, meeting in special ses-
sions. The first special session is scheduled back-to-back with the next regular meet-
ing of the Agriculture Committee on March 23-24 in Geneva.

The start of agricultural negotiations under the built-in agenda is a positive devel-
opment. It allows for preliminary work to be accomplished, making us hopeful that
this year will be productive whatever happens this year. Working with our col-
leagues at USTR and in the Congress, we hope to ensure the best outcome for the
agricultural negotiations.

Because expanding access to foreign markets is critical to US agriculture, we are
very excited about the US-China bilateral WTO agreement. This agreement dem-
onstrates the promise of trade liberalization in today's global economy.

China's WTO accession will strengthen the global trading system, slash barriers
to US agriculture, give US farmers and agribusinesses stronger protection against

- unfair trade practices and import surges, and create a more level and consistent
playing field in this market.

But before US farmers can realize the full market-opening benefits of China's
entry into the WTO, the US Congress must grant China permanent Normal Trade
Relations (NTR) status. Doing so is necessary to guarantee the full market-opening
benefits of the agreement we negotiated with China; otherwise we remain at a dis-
advantage wihour competitors.

This Administration has made permanent NTR status a top priority. We give up
nothing to grant China permanent NTR-the United States did not provide any con-
cessions in agriculture to China. However, we lose a lot if we deny permanent NTR
status to China. American farmers, companies, and workers would be deprived of

the full benefit of China's WTO concessions, and our competitors would gain a huge
trade advantage over us.

We estimate that the US-China WTO accession agreement could add an estimated
$1.6 billion annually to US exports of grains, oilseeds and products, and cotton by
2005. US export gains could approach $2 billion as the Chinese reduce their tariffs
on other products, such as poultry, pork, beef, citrus and other fruits, vegetables,
tree nuts, and forest and fish products. Growth in China's economy, increased in-
vestment, and market development should make the gains even greater. All these
gains will mean higher prices for farmers, and ultimately, higher US farm income.

However, China does need to do its part. We need China's leaders to show they
are serious about increasing imports. Their decision to buy 50,000 metric tons of
wheat from the Pacific Northwest was an encouraging sign, especially when you
consider that the TCK dispute -had kept wheat grown in the Pacific Northwest out
of the Chinese market for two decades. But that purchase was just an encouraging
first sign. We hope to see many more purchases in the future.

We cannot afford not to give China permanent NTR status. China is the world's
largest country, home to 1 out of every 5 people on the planet. Its economy, which
is one of the fastest growing at 7 percent annually, will make China a key market
for agricultural commodities in the future. Moreover, it is in our long-term interests
for China to develop a market-based economy.

-Yes, we have disagreements with China on human rights, labor issues, Taiwan.

But we must separate the political from the economic provisions of the U.S.-China-
relationship. In addition, we can best reconcile those differences and influence their
behavior by engaging them, by bringing them into a rules-based global community.

Also, remember that China is a major nuclear power, which holds the key to
peace and stability on the entire Asian continent. I served as Chairman of the
House Intelligence Committee, so I can tell you, from a national securjiy perspec-
tive, we simply cannot-afford to isolate ourselves from a nation with this much abil-
ity to tilt the global balance of power.

As I have said, we have nothing to gain and a great deal to lose by walking away
from our agreement with China. The only winners would be our competitors, who
are aggressively pursuing new trade deals and would welcome the chance to pick
up business that would otherwise now go to US farmers and ranchers.

Mr. Chairman, that completes my statement. I would be happy to answer any
questions.
Attachment.



U.S.-China World Trade Organization (WTO)
Accession Agreement

't...Our mtarkets are already open to China; this agreenw~t
wil open China'Is market to us. "-President Clinton In his

January 27,2000, State of the Union Address.

Benefits for U.S. Agriculture
1.With 1.3 billion people or one-fifth of the world's

population, China's accession to the WTO will give U.S.
agriculture access to one of the world's largest and fastest
growing economies.

2. China's gross domestic product is projected to grow 7
percent annually, creating significant opportunities for
expanding U.S. agricultural, fish, and forestry exports
beyond the fiscal 1999 level ot'$1. I billion.

3. USDA estimates that by 2005 this agreement could add
$1.6 billion annually to U.S. exports of grains, oilseeds and
products, and cotton, some of which will be governed by a
tariff-rate quota system. U.S. exports could grow further to
nearly $2 billion annually by 2005 due to tariff reductions

- in other products, such as poultry, pork, beef, citrus, other
fruits, vegetables, tree nuts, and forest and fish products.
Growth in China' s economy, increased investment, and
market. development should make the gains even greater.

4. China's WTO accession will strengthen the global trading
system, slash-barriers to U.S. agriculture, give U.S. farmers
and agribusinesses stronger protection against unfair trade
practices and import surges, and- create a more level and
consistent playing field in this market.
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Key Provisions for U.S. Agriculture
Under its WTO accession agreement with the United States,
China will:
1: Eliminate export subsidies;
2. Improve market access by significantly cutting tariffs and

establishing a tariff-rate quota system for imports of bulk
commodities;

3. Provide the right to import and distribute products without
going through state-trading enterprises;

4. Eliminate sanitary and phytosanitary barriers not based on
sound science; and

5.' Cap and reduce trade-distorting domestic supports.

For additional detailed information on China's WTO accession,
visit USDA's Foreign Agricultural Service home page at
http://www.fas.usda.g~ov
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PREPARED STAEMENTr OF GLEN KEPPY

- Mr. Chairman and Members of the Subcommittee:
I am Glen Keppy, a third generation, independent, family pork producer from

Davenport, Iowa. I also grow corn and soybeans on my farm. I am a past President
of the National Pork Producers Council (NPPC). I have two sons who completed col-
lege in December. My son Chad is home doing work on the farm today. My son Neil
is here with me today. They will be the forth generation in my family to farm. I
strongly believe that the future of the pork indstr, and the future livelihood of
my sons and me, will be impacted by the World Trade Organization negotiations.
I very much appreciate the opportunity to appear here on behalf of U.S. pork pro-
ducers to express our views on these negotiations.

The National Pork Producers Council is a national association representing 44 af-
filiated states that annually generate approximately $11 billion in farm gate sales.
According to a recent Iowa State study conducted by Otto and Lawrnce, the U.S.

Sork industry supports an estimated 600,000 domestic jobs and generates more than
64 billion annually in total economic activity. With 10,988,850 litters being fed out

annually, U.S. pork producers consume 1.065 billion bushels of corn valued at
$2.558 billion. Feed supplements and additives represent another $2.522 billion of
purchased inputs from U.S. suppliers which help support U.S. soybean prices, the
U.S. soybean processing industry, local elevators and transportation services based
in rural areas.
U.S. Agriculture Is Benefiting From the Uruguay Round

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

The Uruguay Round succeeded in establishing a more effective set of trade rules
for the agricultural sector and began the process of reducing trade-distorting sub-
sidies and import barriers. Since 1995, when the Uruguay Round Agreement went
into effect, U.S. pork exports to the world have increased by approximately 78 per-
cent in volume terms and 76 percent in value terms from 1994 levels.

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

The United States is uniquely positioned to reap the benefits of liberalized world
pork trade. While the U.S. currently- is the world's second largest exporter of -pork
behind Denmark, U.S. pork producers are the lowest cost producers in the world of
safe, high-quality pork. The U.S. cost a dvantage over Denmark is increasing.

The Scope of the WTO Negotiations Should Be Broad
The agenda for the negotiations should be comprehensive. It is well established

that agriculture is one of the more sensitive areas in international trade. Some of
our most important negotiating partners (e.g., the European Union, Japan and
South Korea) will be reluctant participants when it comes to agriculture. Only in
the context of a large package of agreements and concessions will they be able to
accept an ambitious outcome on farm trade. Whiile a sectoral approach may have
worked for the Information Technology Agreement, this type of approach will not
work for agriculture. Thus, while we are pleased that the agricultural negotiations
will commence the week of March 20 in Geneva pursuant to the built- in agenda
of the Uruguay Round, we are skeptical about whether any real progress can be
made on agriculture until a more comprehensive round can be launched.

The U.S. consumer spends a smaller percentage of total income on expenditures
for food than consumers in other nations. As world trade in agriculture becomes lib-
eralized, foreign consumers will have relatively more money to spend on other goods
and services, thus benefiting all sectors.
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There Should Be A Single Undertaking in the Negotiations
Traditionally, multilateral negotiations have not been concluded until agreement

at the end of a trade round has normally been a "single undertaking" covering all
areas. This "nothing-is-agreed-until- everything-is-agreed" approach was devised to
force negotiators to finish their work in the most sensitive areas or risk an overall
failure. The ap proach was essential to the achievement of the Uruguay Round
Agreement on Agrculture and the Agreement on the Application of Sanitary and
Phytosanitary (SPS) Measures.

While most other countries are caln for a comprehensive negotiation and a sin-
gle undertaking approach, U.S. official have talked about sector-by-sector negotia-
tions and an "early harvest" for areas where negotiations can be completed more
quickly. Such an approach would be disastrous for U.S. agriculture. It would all but
ensure a small outcome in the agriculture sector. Further, the Uruguay Round
framework should be adopted for the agricultural negotiations to ensure that there
are no product or policy exceptions (i.e., no requestlofe approach).
The Negotiations Should Be Concluded In Three Years

One reason some individuals have advocated a sector-by-sector approach is the
fear of another protracted negotiation. Indeed, many argue that agriculture delayed
the outcome of the Uruagazyn Round. U.S. agriculture also would like to see a quick
outcome so that we can bento see as soon as possible the benefits of liberalization.
A definitive deadline of three years should overcome these concerns. We see no rea-
son why this should not be possible. A three-year time period would coincide with
both the expiration of the peace clause and the expiration of the Farm Bill in 2003.
Moreover, countries should be required to continue with reductions according to the
established 1994 time frame without any pause.

NEGOTIATING OBJECTIVES FOR THE PORK SECTOR

Zero-for-Zero
As noted above, the United States is the lowest-cost producer of quality pork in

the world. As such, U.S. pork producers have been a major beneficiary of past trade
agreements. However, our ability to reap further benefits is severely hampered--by
the continued existence of trade-distorting policies. Import barriers remain high in
many important markets, and our biggest export competitors continue to use sub-
sidlies to capture market share. The elimination of such unfair trade practices is es-
sei~ial to the future health of the U.S. pork industry.

U.S. pork producers therefore propose that the United States adopt as a primary
negotiating objective the total elimination in the shortest possible time-frame of all
tariffs, all export subsidies and all trade-distorting domestic subsidies for pork and
pork products worldwide. In late 1999, Mr. Chairman, you and Senator Baucus
originated a bipartisan letter to U.S. Trade Ambassador, Charlene Bairshefsky, en-
dorsing this initiative, which was signed by 25 other Senators including members
of this subcommittee. The U.S. industry is ready to compete in a fr-ee and open envi-
ronment; we believe that pork producers in a number of other countries are willing
to do the same. Indeed, the Canadian pork industry has also asked its government
to pursue a zero-for-zero initiative on pork and pork products. The United States
should use its negotiating leverage to push this objective with our more reliictant
trading partners in order to ensure that we are afforded the opportunity to take ad-
vantage of our natural competitiveness.

NEGOTIATING OBJECTIVES FOR THE AGRICULTURE SECIOR

Fundamental liberalization in the pork industry can be most easily achieved in
the context of an ambitious overall agreement. Therefore, I will outline our negoti-
ating objectives for the agricultural sector as a whole.
Tariff Red uctions Must Be Accelerated

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



Notwithstanding the progress made in the Uruguay Round, tariffs on agricultural
products remain very high. The accelerated reduction of tarff should be the nm
her one U.S. priority in the upcoming trade round. U.S. agricultural tariffs which
average only about 5 percent, are dwarfed by the agricultural tariffs of otber na-
tiorts, which average as much as 50 percent. F or some products, tariffs of over 200
percent remain in effect. Agricultural tariffs must be lowered from these high levels
on an accelerated basis. A substantial reduction in the highest tariffs would help
to end practices Buch as "price bands" in which high bound tariffs create a cushion
that allows lower applied tariffs to be adjusted frequently in order to keep domestic
pries within a specified range. Further, a date needs to be set by which all tariffs
will be reduced to zero.

The best way to achieve such comprehensive liberalization is through the use of
a tariff cutting formula that is applied to eve~ product without exception. There
are an infinite number of formulas that could be devised to cut tariffs, the "best"
formula obviously depending on the results desired. We prefer an approach like the
Swiss formula used in the Tokyo Round negotiations, which resulted in substan-
tially larger cuts in higher tarifs and had the effect of dramatically reducing the
disparities in levels of protection. In addition, countries could engage in request/offer
negotiations to achieve deeper-than-formula reductions for specific products. This
segment of the negotiation would provide the opportunity to pursue the zero-for-zero
objective in the pork sector.

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

Moreover, the request/offer would result in a politically-unsustainable clash of in-
terests. U.S. officials would be besieged by commodity groups and companies seek-
ing an exemption from tariff reduction or some other form of special treatment.
They could achieve their aims only at the expense of other producers. On the other
hand, export oriented industries could get desired cuts on duties from trading part-
ners only by inducing the U.S. government to offer deep cuts in duties for products
with the highest levels of protection. A formula approach avoids this problem by
treating all sectors equally. Cuts are agreed multilaterally and applied comprehen-
sively.

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

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

Unfortunately, in some cases, the administration of TRQ's has been used as an
instrument to thwart imports. For example, the Philippines tried to close off its
market to pork imports by manipulating in various ways the terms governing its
pork TRQ. First, the Philippines simply tried to cut back its obligations on porkfom 54,210 MT to 6,00319MT. Next, the Philippines threatened to restrict utilization
of the TRQ by modifying the TRQ to limit access to 2,000-3,000 MT of pork cuts
with the balance designated for "chilled pork heads and feet." Then, there was dis-
cussion about allocating 90% of the quota to fresh/chilled pork. This would have re-
stricted imports because the distribution infrastructure in the Philippines at the
p resent time can handle only a very limited amount of fresh/chilled pork imports.
Next, the Philippines allocated over 80 percent of the TRQ to Philippine hog pro-
ducers, who had absolutely no interest in importing pork. Further, onerous require-
ments, such as the posting of 100 percent of the value of the shipment, compromised
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the participation of other importers. Not surprising, the result was a minimal level
of pork imports until the United States threatened 'to reduce the level of participa-
tion by the Philippines in the U.S. Generalized System of Preferences program.

These kinds of problems arise from the lack of clear rules on import licens. and
the administrtion of TRQ's. In the upecoming trade negotiations, rules on TRQ ad-
ministration must be clearly delineated. In addition, ceilings must be established for
over-quota duty levels.
Export Subsidies Should Be Eliminated

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

While significant progress was made in the Uruguay Round, export subsidies re-
main a major problem for U.S. agrculture. The elimination of all export subsidies
should be a top priority for the U.S. in the WTO trade negotiations. Expert sub-
sidies transfer market share away from U.S. pork producers, the world's lowest-cost
producers of prk, and give it to EU and other less efficient pork producers. Data
compiled by USDA shows that during GATT year 1998/1999, the EU subsidized
more than 750,000 metric tons of pork exports, a subsidized tonnage that exceeds
total U.S. pork exports.
Trade-Distorting Domestic Support Should Be Further Disciplined

The pork industry recognizes the complexities of agricultural politics and acknowl-
edges that farm programs often are designed to meet social as well as economic ob-
jectives. Nonetheless, it is essential for the next trade round to accomplish much
stridter disciplines on trade-distorting domestic support programs than was possible
in the Uruguay Round. The 20 percent reduction in the Aggregate Measure of Sup-
port (AMS)-achieved in the Urugulay Round did not go far enough. We need to see
further significant reductions. Moreover, those reductions should be applied on a
commodity-by-commodity basis, rather than a sector-wide basis, as was the case
under the Uruguay Round agreement. For pork, all trade-distorting supports should_
be eliminated, and all tariffs and export subsidies abolished as part of the zero-for-
zero initiative.
The Peace Clause Should Not Be Extended

One of the most promising sources of meaningful leverage for the United States
is Article 13 of the Uruguay Round Agreement on Agriculture-the so-called Peace
Clause. Article 13, which was included in the Agreement at the insistence of the
European Union, suspends until January 1, 2004, the application to agriutural
products of certain WTO disciplines, the most significant of which are Aricles 3,
5 and 6 of the Agreement on Subsidies and Countervailing Measures. With the expi-
ration of Article 13, the EU would immediately be in breech of its obligations under
Article 3 of the Subsidies Agement, which prohibits export subsidies (Article
13(c)(fi)). At the same time, the U.S. would be in a position to begin dispute settle-
ment proceedings under Article 6 against any domestic or export subsidies that are
causing serious prejudice to U.S. exports in third-country markets (Article 13(b)(ii)).
Obviously, these are powerful disciplines.

The Peace Clause expires automatically. The only way to extend it would be to
negotiate a new agreement that includes similar protections. The EU, in particular,

willhavea strong incentive to achieve such an agreement and will presumably be
ready to pay a high price for it. It should be much easier to achieve within three

--- years an agreement that includes a phased elimination of export subsidies and

meaningful disciplines on trade-distorting domestic-subsidies if the EU is facing, in
the absences of such an agreement, the immediate application of even stronger

--meafsures.
The United States should do everything possible to take advantage of the leverage

offered by the Peace Clause. As a first step, the U.S. should publicly declare its will-
ingness to allow the provision to expire. Then, if negotiations drag on unnecessarily,we should prepare to launch dispute settlement cases against the EU under the
Subsidies Agreement on January 1, 2004.
Export Credits Should Be Disciplined in the OECD

Under the Uruguay Round Agreement the United States committed, along with
other WTO members, to negotiate disciplines on export credits and credit guaran-
tees in the OECD. Unfortunately, the OECD talks have not yet produced an agree-



ment. Now some countries are talking of developing disciplines in the WTO rather
than the OECD.

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

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

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

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

First, the loopholes that the EU seeks to exploit in the Bananas and Beef Hor-
mone cases must be closed. The DSU needs to be clarified, particularly Articles 21
and 22, so that WTO findings will be expeditiously implemented. Second, the U.S.
should negotiate to streamline the entire process. Under the current system, even
if an industry prevails, a remedy does not occur until almost three years after the
consultation process is initiated. (If the case involves EU, which apparently would
like to strangle the WTO in its infancy, the waiting period is even longer.) This is
entirely too long. There are a number of juntures in the current process where the
timetable could be accelerated withoutaffecting the quality of the output. For exam-
ple, a deadline for the selection of panelists should be established. Currently, a
country can prolong the process by refusing to accept proposed panelists and drag-
ging out the formal establishment of a dispute settlement panel.
Pork Country Priorities

In 1999, the U.S. pork industry exported pork to almost 100 countries. Many of
these countries provide only the most minimal level of access to imported pork.
Moreover, prohibitively high tariffs and other barriers in other nations preclude the
export of any U.S. pork . The sheer volume of countries with trade limiting practices
precludes an exhaustive explanation of each. Following are a number of the most
important country/practice priorities of the pork industry.

* Greater Access to the Japanese Pork Market Must Be Negotiated
Japan is the largest export market for the U.S. pork industry generating sales of

almost $659 million in 1999. Japan's pork import policy was among the most dif-
ficult issues dealt with in the Uruguay Round. Prior to the Uruguay Round, Japan's
pork import regime was directly linked to its pork price stabilization scheme. The
price stabilization system still exists and still has an upper rice ban and a lower
price ban, based on cost of production data gathered by the Ministry of Agriculture.
Before the Uruguay Round, when the domestic price for pork exceeded the upper
price ban, the import gate p rice for pork would be lowered, and vice versa when the
domestic price fell below the price ban. Today, as a result of the Uruguay Round,
the gate price is no longer linked to the domestic price stabilization system. As part
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of the Uruguay Round agreement the gate price was first fixed and in now being
reduced by roughly- 13 peent over a five-year period, reaching its final level begin-
ning with Japan FisalYear 2000. (There are actually three different gate prices
for pork, viz., one for cuts one for carcasses and one for processed pork products,
all expressed in Yen per kiio am.)

Under the Uruguay Round the tariff rate quota (TRQJ) was the preferred mecha-
nism for liberalizing quantitative import restrictions and variable levy regimes. U.S.
negotiators, however, opted to take a different approach with the Japa pork import
system because a TRQ on pork, given the base period selected for 4TQ', would have
allowed Japan to significantly reduce its pork imports. The safeguard (sometimes
called the "bilateral" safeguard because it was negotiated only with the United
States and then added to the Agreement by a side letter) was allowed as a way of
getting Japan to take meaningful action on the pork import issue.

The safeguard essentially allows Japan to raise the gate price by approximately
24 percent if "triggered" by an import surge. It can be triggered when imports
through a given quarter exceed by 19 percent the average for imports during that
same quarters for the three previous years. Once the safeguard is triggered, it
stays on until the end of the fiscal year. If it is triggered during the last quarter
of the fiscal year, it stays in place through the first quarter of the next fiscal year.

This mechanism was intended to prevent import surges from disrupting the do-
mestic market, but in actual practice it seems to have been a major cause of import
surges. When importers have sensed that the safeguard was about to be triggered
they have naturally behaved in a way that assured it would be triggered, i.e., they
have imported heavily in order to get p roduct cleared through customs before the
g ate price was increased. This has resulted in "excessive importing" at times, great-
ly increasing stocks and the cost of doing business.

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

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

U.S. pork exports to Japan have increased under the pork import regime nego-
tiated with Japan in the Uruguay Round. However, U.S. pork exports would explode
if Japan's market is liberalized further in the upcoming trade round. Greater mar-
ket access in Japan is the number one country priority of the U.S. pork industry
in the next round.

* EU Pork Subsidies Must Be Eliminated
The largest exporter of pork in the world is Denmark. That country is the world's

leading exporter for one simple reason: subsidies. These subsidies must be elimi-
nated. Witout these subsidies, the Danes and the other EU producers will lose
market share in Asia and other foreign markets to efficient pork producers in North
America. The U.S. pork industry will be the primary beneficiary because the U.S.
is the lowest-cost producer of the safest, highest quality pork in the world.

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

There are7 _3 basic methods of support:
1. Export refunds (export subsidies). These allow the EU to export surplus

supplies onto the world market, preventing them from having a depressing ef-
fect on EU prices.

2. Aids to private storage. These are introduced on a temporary basis to re-
move surplus supplies from the domestic market.

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

(Intervention is also allowed for, but have only been used in exceptional cir-
cumstances--in 1985 in the Afican, Swine Fever outbreak in Belgium and in 1990
in the Classical Swine Fever outbreak).
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Export Refunds-
EU traders exporting to countries where the price of prk is lower than the EU

price are subsidized through the 'export refund'. system. Tese refunds are supposed
to enable them to 'compete on world markets,'but more often than not are set below
any world price to enable EU product to be p riced lower tha competing product.

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

Volum (mt) Value (MVolum (mU ECU)

1995196 ............................................................................................ 541.8 28-28
1996/971................................................................................................ 522.1 269.3
1997/98........................................................... I.................................. 502.5 249.8
1998/99 ..................................................................................... ....... 482.8 230.3
1999/00................I........................................................................ 463.2. 210.8
2000/01................................................................................................ 443.5 191.3

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

EXPORT SUBSIDIES OF THE EU: QUANTIlY REDUCTION COMMITMENTS VERSUS ACTUAL
SUBSIDIZED EXPORTS

(1,000 M )
(Note: notification for 1997/98 notyet available)

1995/96 1990/7 1997/98

Quantity re- ctual sub- Quantity re- Actual sub- Quantity re-
Product(s) duction com-. sidized ex- duction corn. sidized ex- duct~on corn.

mitment ports mitment ports mitments

Pigmeat (carcase equivalent)............... 541.8 378.21 522.1 285.91 502.5
Source: WTO. Compiled by Richard Ali, U.S. Meat Export FeJeration.

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

(Note: notification for 1991/98 not yet available)

1995/96 1996/97 1997/98

Outlay reduc- Actual outlays Outlay reduc- Actual outlays Outlay reduc-
Product(s) tion commit- on subsidized bion on subsidized tion commit-

ment exports comitment exports ment

Pigmeat ................................. 288.8 100.5E 269.3 71.11 249.8

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

RECENT EU PIG MEAT REFUNDS AND TARIFFS

Eprreud ExotrfnsExport refunds Export refunds Export refunds Export refunds
available Inf~ru available in available in availtable e tine available in available inChild, fom pok eros/ tone eus/1 onne eure/1 tnneuros/1 tonne euros1tnn us/1 tonne

Russia Russia Eatr u EsenE- Standard Standard
04/2/99 01/13=/00 rpe o4/22/99 01/13/00

Carcases .......................
Legs ...........................
Shoulder........................
Loins ...........................
Bellies .........................
B/less bellies ...............
Other Mess cuts ...........
Backfat.......................
Bacon/Cured:
Mess loins, hams...........

700
7QO0
100
100
250
250
700
Nil

Nil

200
200-
200
200
130
130
200
Nil

Nil
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RECENT EUI PIG MEAT REFUNDS AND TARIFSConinued

BWreuns 1W efnd D rfudsfx rfudsExport refunds Export refunds
cha,~available in available In aalal i valbl n available in available inCWWhm ems/1tonne Vgurus e UM/I t onne W Itn e vowi tonne euros/1 tonne

Russia Russia Eastern Eu- Eastern Eu- Standard Standard
04WI/99 01/13/00DO 0 O1299 01113/DO04/22/99 01/13/00

.Mess bellies de-rinded ... Nil Nil Nil Nil Nil Nil
Bacon sides ........................ Nil Nil Nil Nil Nil Nil
Lard .............................Nil Nil Nil Nil Nil Nil
Sausages-oather canned..... 400 400 250 250 250 250
Hams, loins........................ 620 620 620 620 620 620
Shoulders ............................ 500 500 340 340 340 340
Luncheon meat.................. 4501 4501 2501 2501 2501 250

Source; EU Commission and WTO. Compiled by Richard Ali, U.S. Meat Export Federation.
Private Storage Aid

Private storage is the main internal market support measure operating in the
pork sector. When the market is weak and prices are low, private storage aids may
introduced to temporarily remove surplus supplies from the market.
The pig meat management committee decides on the rates of storage aid payable,

the eligible cuts and the length of storage period to be offered.
Currently the program is not operating. The following chart is an example of the

program during a period when it was in effect as of 28 September 1998.

Category (fresh/chilled) ECU/mtStrg Period (months)
4 5 6-

Half carcasses ....................................................................................... 315 352 389
Legs................................................................................................... 379 421 463
Shoulders............................................................................................. 379 421 463
Fore-ends............................................................................................. 319 421 463
Loins.................................................................................................. 319 421 463
Bellies ................................................................................................ 197 230 263
Bellies wlo rind, ribs................................................................................. 197 230 263
Legs, shoulders, etc.. boned ......................................................................... 379 421 463
Middies, boned ....................................................................................... 290 325 360
Middles, bone-in ..................................................................................... 290 325 360

Source: EU Commission. Compiled by Richard Ali, U.S. Meat Exor Federation.

The effect of private storage aid is to hold domestic prices up, thus insulating pork
prodicers and maintaining production. It also provides a storage subsidy to packers
and product remains available for export at the end of the storage perid
Exceptional Support Measures

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

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

For instance, the French introduced a policy called Stabiporc, which provided for
the postponement of social security contributions and the underwriting by the
French government of loans with reduced rates of interest to recent investors. How-
ever, the EU Commission believed this system might distort internal EU aid and
violate EU state aid rules and thus initiated state aid proceedings in December
1998.

(Other lesser known national programs may be in operation in some member
states). -
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PREPARED STATEMENT OF DONALD RuDOUPH

Mr. Chairman and members of the Subcommittee, I am Donald Rudolph and I am
very pleased to appear before you today to testify on the topic of Agriculture Nego-
tiations in the World Trade Organization after Seattle.

I am an active dairy farmer. I milk about 40 cows on a farm that has been in
my family for four generations. For many years, I have been honored to serve as
the President of Upstate Farms Cooperative ("Upstate").

Upstate is a dairy cooperative located in Western New York which markets over
a billion pounds of milk each year for its over 400 dairy farm family members. Up-
state owns a number of dairy plants (including a joint venture with Dairylea and
Niagara cooperatives) that market a full line of dairy products such as; fluid milk,
cottage cheese, yogurt, ice cream mix, evaporated milk, butter and powder.

Upstate Farms Cooperative is a member of the National Milk Producers Federa-
tion ("NMPF"), a national farm commodity organization representing dairy farmers.
In the area of trade policy, Upstate Farms Cooperative works especially closely with
NMPF and the U.S. Dairy Export Council ("USDEC").

Since Upstate is located next to the Canadian border, market access to Canada
would be immensely helpful to us. We therefore strongly support opening the Cana-
dian market to U.S. dairy markets, especially fluid milk.

The ife-d for strong action against Canadian trade barriers and export subsidies
is detailed later in my testimony.

Upstate also produces many canned and bottled dairy products that can be ex-
ported to Mexico, Latin America and the rest of the world.

Therefore, we can benefit from fair dairy agreements with other nations by con-
tinuing negotiations at the World Trade Organization.

Our greatest worry about free trade is that current world prices for dairy com-
modities such as butter and powder are too low for dairy farmers in the United
States to survive-much less to prosper.

Therefore, we strongly support an end to all dairy export subsidies within no more
than a few years.

In addition-to explaining in detail the unfairness of Canadian dairy policy and
why dairy export subsidies must be eliminated to even the playing field with the
European dairy industry, my testimony covers a number of other important matters:

1. World dairy trade is still highly distorted by export subsidies, tariffs and
other trade barriers;

2. The upcoming meeting in WTO headquarters in Geneva must ensure that
the WTO provides the basis for continuing the agricultural negotiations and an
agreed timeline for initial proposals;

3. DEIP must be kept as an effective tool for U.S. dairy exports unless and
until all countries eliminate export subsidies.

4. Tariff inequities must be addressed prior to making any further multilat-
eral tariff reductions or other market access liberalization;

5. The WTO Agreement on the application of Sanitary and Phytosanitary
Measures should be maintained intact so that disputes between the U.S. and
the EU over beef hormones and biotechnology will be based solely on sound
science; and

6. The negotiations should be structured as a single undertaking involving
both agricultural and non-agricultural sectors of the economy in order to in-
crease the incentives for other countries to make concessions in agricultural
matters.

If export subsidies end so that world export prices reach levels at which United
States dairy farmers can survive and prosper, we support pursuing WTO negotia-
tions to reach fair agreements with the rest of the world. But we cannot stay in
business producing milk at the current level of world prices! Such prices are artifi-
cially low due to unfair trade priactices of other countries.

The need to reach fair agreements that will enable United States dairy farm fami-
lies to survive and prosper is clear from the size and importance of the United
States dairy industry.

With more than $24 billion in farm cash receipts in 1998, the U.S. dairy industry
is the second largest agricultural commodity sector in the United States. The indus-
try is not only large, in an economic sense, but also geographically extensive. Dairy
is ofie of the top three agricultural sectors in fully'half the states, and almost two-
thirds of the members of the Senate hail from one of these "dairy" states. Dairy is
the largest agricultural sector~ in the State of New York.
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WORLD DAIRY TRADE STILL HIGHLY DISTORITD

internationally, *in 1998 the U.S. was the world's largest single country producer
of cow's milk with 157 bllion pounds, followed by India with 78 billion pounds.

In addition, we know that our ability to increase production is virtually uncon-
itrained. This makes our efforts to market U.S. dairy products for export all the
more important to the industry and to the economy.

The U.S. dairy industry has never benefited from huge export subsidies such as
those in the EU. In fact, our dairy industry is relatively new to international trade,
and such trade is still modest in comparison to the size of the domestic market. We-
export between four and five percent of our domestic milk production. Despite the
growth of exports in recent years, U.S. dairy export market development has been
slow and difficult. A key factor to this slow emergence in the world markets has

* been the huge disparities on -subsidies and protection around the world.
.Precisely because world trade is so distorted, the World Trade Organization is an

important tool. It provides dairy farmers in the United States the opportunity to
level the playing field by further reforming the current level of subsidies and tariffs.
The U.S. dairy industry is at a disadvantage when compared to the subsidies and
tariffs of the European Union (EU), Canada, Japan and other members of the WTO.
For instance, the EU, the world's largest dairy market, is able under its WTO com-
mitments to impose tariffs and cumbersome allocation procedures for import li--
censes that limit U.S. dairy exports. Canada, our largest trading partner just to the
north, and with whom the U.S. has concluded three major trade agreements in the
recent past, is similarly able to impose tariffs on U.S. dairy products between 200
and 300 percent. Last year alone, imports into the United States grew considerably
because of our cyclically high internal prices and our relatively low import tariffs,
thus allowing countries such as New Zealand, Europe and Canada to take advan-
tage of our markets. However, clearly no additional products from the U.S. went to
those markets despite having relatively similar prices.

Export subsidies are still very common in world dairy trade. The WTO agriculture
agreement will still permit almost 60 percent of projected dairy world trade to be
subsidized when the agreement is fully phased in later this year. The distribution
of these subsidy allowances is highly skewed. On a milk equivalent basis, the EU
accounts for fully 72 percent of these subsidy allowances;. -the U.S., which produces
more than half as much milk as the fifteen nations of the EU, accounts for just
three percent of them.

For instance, the EU will have the ability to subsidize 399,000 tons of butterfat
co mpared to merely 21,097 for the U.S. Likewise, the EU will maintain subsidies
for 272,000 tons of NDM vs. 68,201 for the United States. With respect to cheese.
the EU could export 321,000 tons with subsidies and the U.S. oniy 3,030 tons. Fi-
nally, the EU could expand their exports by using export subsidies for 958,000 tons
of the other dairy category, while the U.S. could only use 34 tons (of Whole Milk
Powder).

We understand that our negotiators had little choice but to agree to these commit-
ments, if we wanted to see the process of reforming trade and leveling the playing
field initiated.

3 Nevertheless, the Uruguay Round ultimately amounts to just the starting point
of along process to achieve fair trade in agriculture, especially in dairy.

AFTER SEATLE: WHAT'S NEXT?1

We must learn from our experiences in Seattle. We must prepare and equip our
negotiators with the right tools to give us a now, fair agreement that will enable
United States dairy farm families to survive and prosper.

I understand that the negotiations have started on the basis of Article 20 of the
Uruguay Round Agreement. We are aware of the upcoming meeting of the Agricul-
tural Committee in which a chairman of the agricultural negotiation group will be
chosen. Therefore, it is imperative that at-this meeting March 22 through 24 in
WTO headquarters in Geneva, the Administration must ensure that the WTO pro-
vides the basis for continuing tearclulngoiinsndnagreed timeline
for initial proposals.

We remain optimistic that the failure in Seattle will not affect the overall timeline
of the negotiations. We strongly believe that the expiration of the Peace Clause pro-
vides us a unique opportunity to bring the EU to the negotiating table. Therefore,
the U.S. governmept'should not extend the Peace Clause outside the overall agricul-
tural negotiations.
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WrO OBJECTIVES SHOULD NOT CHANGE

We are convinced that pursuing the elimination of other nations' trade disparities
if; in the best interests of U.S. dairy farmers. The status quo only benefits those
countries opposed to U.S. dairy farmers' potential growth in the high-value export
market.

We believe the U.S. dairy industry is united in pursuing the following key ele-
ments in the WTO negotiations.
All remaining use of dairy export subsidies must be eliminated by a date certain,

within no more than a few years.
Upstate supports the elimination of export subsidies because these programs are

a key factor tat eeps world dairy prices depressed below U.S. domestic p rices and
prevents the expansion of sustainable, commercial U.S. dairy exports. If subsidies
are not eliminated, or if the new agreement calls for an extended phase-out period,
U.S. dairy farmers will not support further liberalization of other areas such as
market access.

In addition, current WTO disciplines on dairy export subsidies have been cir-
cumvented, most notably by Canada. At the request of N'MPF, the U.S. Dairy Ex-
p ort Council and the International Dairy Foods Association the U.S. challenged
Canada for exceeding its Uruguay Round dairy export subsidy commiitment levels.

The WTO dispute settlement recently ruled in favor of the U.S. on this challenge.
However, we are closely watching several attempts by Canadian farmers to again
manipulate the system and create another scheme that would allow them to cir-
cumvent their export c'ommitments. We won't accept anything short of full compli-
ance by Canada.

As noted, the US. dairy industry's top priority for the next negotiations is elimi-
nation of remaining export subsidies for dairy products. However, that elimination
must be multilateral. Until such time as all countries agree to eliminate export sub-
sidies, it is important to continue to receive maximum assistance from our own ex-
port subsidy program, the Dairy Export Incentive Program, or DEIP. Such assist-
ance is necessary to develop sustainable markets for U.S. dairy exports in the face
of continued heavy use of subsidies by U.S. export competitors.

We urge Congress and the Administration to use all tools available to en sure full
DEIP utilization. Key elements should include flexibility on country eligibility and
full accountability for DEIP awards.
Tariff inequities must be addressed prior to making any further multilateral tariff

reductions or other market access liberalization.
Except for over-quota tariffs on dairy products that are subject to tariff-rate

quotas (TRQs) as a result of the Uruguay. Round tariffication exercise, tariff levels
in the United States are generally low. Given this situation, Upstate believes that
protection of import sensitive commodities should be provided on an equal basis
among WTO countries. Any other tariffs should be reduced and bound immediately
at some lower level that would provide the U.S. with market access in other coun-
tries.

-U.S. dairy farmers can not accept further revisions to market access lacking a
commitment and aggressive timeline to eliminate export subsidies. Neither can
dairy,- farmers support changes to current tariffs that would allow new access to the
U.S. market while reducing only the unnecessarily-excessive portion of extreme tar-
iffs elsewhere, thus providing no new U.S. export access.

For New York farmers, it is particularly important that we don't exacerbate inad-
equate agreements with further inequities. We are very concerned that the Food
and Drug Administration is even consideringa dda equivalency agreement with
Canada. Canada blocks commercial sales of fluid mil into Canada despite having
allocated 64,000 tons as part of their market access commitments. An -equivalency
should mean more than just food -safety and standards, equivalency should also
mean reciprocal market access. Equivalency can't be a one-way street for improving
access to our count ry, while nothing is done to improve access to other nations.
Therefore, we strongly oppose an equivalency agreement with Canada without re-
negotiating fluid milk access between both countries.
The WTO SPS Agreement should not be renegotiated.

We strongly support maintaining intact the current WTO Agreement on the Ap
plication of Sanitary and Phytosanitary (SPS) Measures. The agreement currently
requires all such measures to be based solely on sound science. Given the disputes
between the U.S. and the EU over beef hormones and biotechnology, we anticipate
there will be a strong move to reopen this agreement to include additional criteria
for standards such as jocial and economic considerations. Inclusion of these types

0 1 1



77
of criteria would turn back the clock and permit SPS measures to once again be im-
posed as arbitrary trade barriers.
Scope and Timing of the Negotiations

With regard to the new WTO negotiations themselves, we support structuring the
negotiations as a single undertaking encompassing all sectors, as opposed to a sec-
tor-by-sector approach. We believe that we should proceed with the built-in agenda
and begin negotiation on agriculture. We therefore support and urge the U.S. gov-
erment to pursue a comprehensive round of negotiations that includes issues and
economic sectors of importance to such key players as; the EU, Japan, and the devel-
oping countries. Without the pressure of the benefits that accrue from gains in-hon-
agriculture trade in the next round, entrenched interests-hostile to freer and fairer
trade-could seriously undermine any progress on agricultural issues, especially
dairy.

NO TURNING BACK

In order for U.S. dairy -producers and their cooperatives to continue their support
for the concept of free trpd-z +hp U.S. government, working through the WTO, needs
to work to promote fair trade. Future trade negotiations cannot result only in uni-
lateral concessions made by our government; any further opening of our market
must be matched with enforceable and usable access to even more protected mar-
kets, such as Canada, the European Union and Japan.

Upstate will continue to work with the NMPF and other dairy organizations in
pursuit of a broad range of policies to support dairy farm income. In particular, we
are deeply concerned about the large export subsidies in other countries, and how
such subsidies contribute to low world prices. The World Trade Organization talks
are our best opportunity to solve such problems.

We welcome this Subcommittee's interest in these vital matters.
Thank you for this chance to testify. I will be happy to answer any questions.

PREPARED STATEMENT OF CRAIG THORN

Mr. Chairman and Members of the Subcommittee:
My name is Craig Thorn. I am a Senior Policy Advisor at Powell, Goldstein, Fraz-

er and Murphy. Our firm represents a number of agricultural companies and trade
associations, but I am here today in a personal capacity to discuss the importance
of the new round to the future of U.S. agriculture and the prospects for a successful
negotiation. The views I will be sharing with the Committee are based on fifteen
years of trade policy experience in the Department of Agriculture.

THE NEW ROUND IN CONTEXT

Mr. Chairman, American farmers and agribusinesses have long recognized that
international trade is vital to the economic health of their industry. Government has
understood this as well, and both the public and private sectors have dedicated sig-
nificant resources to various programs designed to improve U.S. export prospects.
However, I believe that no program and no policy has a greater potential to effect
positively the long-term prospects for agricultural exports than the new round of
multilateral trade negotiations under the World Trside-Organization ("WTO").
-Whieriiii~factors affect export markets, it is the production and import policies
of foreign governments that establish the limits for market potential. Trade-dis-
torting subsidies and import barriers, where they exist, make it difficult for U.S.
producers to expait their natural competitive advantage in export markets. The
most effective means of disciplining the use of trade-distorting practices by foreign
governments is the development and implementation of the rules'of international
trade under the WTO.

The United States made significant progress toward strengthening rules and
opening markets in the Uruguay Round of multilateral trade negotiations. However,
at the end of that round, U.S. negotiata- s accepted a compromise that, in effect,
postponed the achievement of many of tht- most substantial gains. In order to bring
the negotiations to a conclusion, the U.S. accepted an agreement that fundamentally
reformed the rules of agricultural trade, but required only modest cuts in subsidies
and import protection. However, they demanded and got a "continuation clause," Ar-
ticle 20 of the Agreement on Agriculture ("Agriculture Agreement"), which commits
WTO members to another round of negotiations aimed at further .liberalization be-
ginning one year before the end of the Uruguay Round implementation period..
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Because the Uruguay Round agreements laid the groundwork for a healthy multi-
lateral trading system in the agrculture sector-a good foundation of rules, plus
better compliance and dispute settlement mechanisms-the U.S. will be able to con-
centrate in the new round on achieving substantial reductions in trade-distorting
subsidies and import barriers. The stage is therefore set for significant gains for
U.S. farm exports.

PROSPECTS FOR PROGRESS

Therefore, the failure of the Ministerial Conference at Seattle was especially dis-
appointing for U.S. a *ulture. Rather than launching a new round of trade nego-
tiations and laying thecfoundation for a further strengthening of the multilateral
trading system, the Seattle Ministerial exposed serious political and institutional
problems and led some to wonder whether there could be a new negotiation under
the present circumstances.
-Fortunately -for all of us, the WTO has shown considerable resilience in the suc-

ceeding weeks. Trade diplomats from WTO Member countries have been busy in Ge-
neva putting the pieces back together and preparing to move forward. The focus has
been on the "budlt-in agenda"-the negotiations on agiculture and services that
were mandated in the -Uruguay Round agreementsDEspItecotnediar-
ments over certain unresolved issues,, the Member countries were able to work out
a means of beginning the negotiations in those two sectors using existing structures
the Committee on Agrculture atid the Services Council. The Services Council held
its first special negotiating session in late February, and the Agriculture Committee
will so the same the week of March 20.

Given sufficient political will and appropriate U.S. leadership, the coming year
can be a productive one for the agriculture negotiations. The first year of any multi-
lateral negotiation is mainly preparatory. Countries prepare and present their ini-
tial negotiating proposals, and there is an inevitable process of debate and coalition-
forming. Negotiators develop the ideas and concepts that will form the basis for the
final agreement. All of this can take place despite the absence of a full-fledged new
round of negotiations.

At the same time, I want to stress the critical importance of the eventual launch-
ing of a comprehensive round. While the agriculture negotiations can begin on their
own, it is highly unlikely that they could ever be concluded on their own. For that
we need a much larger package that will meet the needs of all countries and allow
our more reluctant negotiating partners to justify the concessions they 'Will have to
make on agriculture. I will return to this issue later in my testimony.

THE U.S. NEGOTIATING AGENDA

Since the agriculture n-e-gotiations are about to begin, the U.S. is in the process
of developing its negotiating agenda. As I indicated, most of the elements of that
agenda sould be self-evident. The primary focus should be on achieving 1) the
elimination of export subsidies and 2) substantial reductions in trade-distorting do-
mestic subsidies and market access barriers.

Export subsidies: The number one negotiating priority for the U.S. in the Uruguay
Round was to discipline the use of export subsidies. We tend to forget the cir-
cumstances that made that goal such an urgent one. From the initiation of the EU
Common Agricultural Policy in the 1960's, we had experienced a steady and dra-
matic rise in subsidized EU exports. By the mid 1980's the EU had taken a major
share in world markets for nearly every temperate-zone agricultural product. The
obvious inequity of this situation focused world attention on the need for inter-
national discipline.

The Uruguay Round outcome was a clear success in this regard. The European
share of world markets is declining across the board. For example, EU exports of
wheat and wheat flour in marketing year 1992/93, before they adopted the policy
changes designed to allow them to accept a WTO agreement, were nearly 24 million
tons, or 24 percent of the world market for wheat. Next year they will be limited
by their WTO commitments to 14.4 million tons, a 14 percent market share. Reduc-
tions are less dramatic for other commodities, but still significant. Subsidized pork
exports will decrease from 560,000 tons to 440,000; beef from over 1 million tons
to 820,000 tons; and cheese from 406,000 to 321,000. The EU is being forced to
make domestic policy changes in order to meet these commitments.

Of course, subsidized EU tonnage is still substantial. Our goal in the next round
should be the complete elimination of export subsidies. Given the negotiating con-
text, I believe this is a realistic and achievable goal.

Domestic subsidies: The achievements in the Uruguay Round with respect to do-
mestic subsidies were more modest. The twenty percent reduction in support on a



sector-wide basis left countries within significant flexibility with respect to individual
products. Moreover the Agriculture Agreement contain large loopholes, in par-
ticular the so-called "blue box" (Article 6.5), which allows'B EU direct payment pro-
grams to totally escape reduction commitments.

The U.S. would benefit from much tighter disciplines and Substantial reduction
commitments, and we should be in an excellent position to push for that outcome.
Going into the new negotiations, the EU AMS commitment will be about $68 billion,
over three times the limit for the U.S. Japan's final AMS limit will be nearly double
ours. And, unlike the U.S., both countries are spending a substantial portion of that
total, even without counting EU blue box policies.

Moreover, unlike the Europeans, Japanese and others, we in the U.S. made major
changes in domestic support policies after the Unigay Round that brought our pro-
grams for most commodities into harmon y with the new international disciplines.

Fact, the FAIR Act of 1996 caused anxiety among EU officials, who saw it as an
indication that the Americans would be aggressive on domestic and export subsidies
in the next round. A further tightening of the domestic Support disciplines would
force countries either to reduce subsidization or move to less trade-distorting means
of support. The result should be. fairer and more open world markets.

Market access: In the long-u, the greatest benefits for U.S. agriculture will come
from reductions in import barriers. Fortunately, the market access negotiations in
the new round should be much less complicated, and more productive, than in the
Uruguay Round.

In the Uruguay Round, negotiators. focused mainly on eliminating the non-tariff
barriers that were so common in agricultural trade at the time. These barriers-
import quotas, variable import levies, discretionary licensing sstems, and so forth-
were converted under the Agreement to tariffs whc ee"on% ta s on
tries committed not to raise them above specified levels) and then reduced, along
with pre-existing tariffs, by an average of 36 percent. Because tariffs in the agricul-
tural sector were in many cases so high, market access gains from the tariff reduc-
tions have been limited. There are, however, some notable exceptions. For example,
reductions in Japan's import duty for pork turned that country almost overnight
into the largest export market for our pork producers. Korean agricultural imports
increased overall by more than fifty percent in the first year of implementation of
the Agreement.

Because non-tariff barriers were eliminated in the Uruguay Round, U.S. nego-
tiators will be able to focus on the magnitude of tariff reductions and the method-
ology "for achieving those cuts. American interests would be best served by a "for-
mul approach, which brings down duties on all products, rather than a request/
offer approach, which would allow countries to avoid reductions for sensitive prod-
ucts or product sectors. A formula approach will bring meaningful liberalization
where it matters most, while a request/offer negotiation would lead inevitably to a
small outcome.

Biotechnology: Trade in biotech products is the single biggest problem facing U.S.
agriculture today. The U.S. worked unsuccessfully in Seattle to get an agreement
on the formation of a WTO working party to discuss trade problems related to the
products of biotechnology. The failure of the Ministerial left the issue in limbo.

It is essential that we find a WTO forum where we can address biotechnology.
The purpose of such a discussion would be to 1) reaffirm that applicability of WTO
rules .-in particular the Agreement on the Application of Sanitar adF
Phytosanitary Measures-to biotech trade (an especially important task in lgto
the recent conclusion of the Biosafety -Protocol negotiations); 2) examine the ade-
quacy of those rules; and 3) provide a forum for the discussion of biotech issues with
officials who understand WTO obligations.

PROSPECTS FOR A SUCCESSFUL OUTCOME

There are reasons to be optimistic about our chances for achieving a good agree-
ment in an acceptable timeframe. As indicated above, we have the advantage of the
rules framework negotiated in the Uruguay Round. We also have established a di-
rection and a certain momentum for reform. From a technical as well as; a political
perspective, this agriculture negotiation is less complex that the previous one.

Moreover, we have the advantage of the deadline imposed by the expiration of the
so-called "peace clause." The peace clause, Article 13 of the Agriculture Agreement,
suspenids-until January 1, 2004, the application to the agricultural sector of certain
WTO rules, most notably Articles 3, 5 and 6 of the Agreement on Subsidies and
Countervailing Measures ("Subsidies Agreement"). Its expiration could have serious
consequences for te EU and other exporting countries with high levels of subsidiza-
tion, whose policies would then be subject to the much More stringent disciplines
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of the Subsidies Agreement. Used properly, the peace clause could be a powerful in-
centive for concluding an agreement.

Finally, Europe is once again feeling internal pressures for reform. Negotiations
have begun for a substantial enlargement of the EU. It will be very difficult to brigthe countries of Central and Eastern Europe into the Union wthout fundamental
reforms in the Common Agricultural Policy. Some European officials see the WTO
negotiations; as providing welcome pressure for the necessary changes.

However, achieving an agreement is certainly not a forgone conclusion. As indi-
cated revously, success in the agriculture negotiations is dependent on the conclu-
sion o~ a sbstantially broader package of agreements that contains something for
all participants. The U.S. understood this fact in the Uruguay Round when we
pushed for an ambitious negotiating agenda and a "single undertaking' approach,
which meant that nothing in the final package was agreed until all elements were
agreed.

Unfortunately, this was not the U.S. appochiteru-ptoheSaleMn
isterial. Rather, U.S. negotiators stressed limiting the scope of the negotiations and
allowing for "early harvest" in sectors where it might be possible to reach quick
agreement. At times, the U.S. seemed more intent on keeping issues off of the new
round agenda than in putting them on. It is difficult to lead from such a defensive
posture.

The U.S. needs to reexamine its negotiating position. We need to be prepared to
discuss in the new round some subjects that are politically difficult for us so that
our negotiating partners will agree to do that same. If we are not willing to do so,
we will not be a ble to assemble a viable negotiating package, and we will lose a his-
toric oppotunty for American agriculture.

Thank you, Mr. Chairman.

PREPARED STATE MENT OF SUSAN S. WESTIN

Mr. Chairman and Members of the Subcommittee:
I am pleased to be here today to provide observations about the negotiations on

agricultural trade being conducted by the World Trade Organization (WTO). Specifi-
cally, my testimony will address (1) U.9- and other countries' objectives in the agri-
cultural trade negotiations, (2) progress achieved during the 1999 WTO Seattle min-
isterial conference, and (3) prospects for future negotiations.

My observations are based on our past and ongoing work; our review of WTO and
executive branch documents; related literature; discussions with experts on the
WTO and international trade; and interviews with U.S. government, WTO, and for-
eign government officials from415 countries. In addition, 1, along with members of
my staff, attended the Seattle ministerial conference.'

SUMMARY

WTO member countries intended to launch a new round of multilateral trade ne-
gotiations covering agriculture and other issues at their biennial Ministerial Con-
ference last December in Seattle. The principal objectives of the United States and
several other agricultural exporting countries for liberalizing agrcultural trade in-
cluded (1) elimination of export subsidies, (2) a reduction in trade-distorting domes-
tic agricultural support programs, and (3) an increase in market access for agricul-
tural products in member countries. On the other hand, the European Union and
other countries opposed any attempt to eliminate export subsidies.

Trade ministers- meeting in Seattle intended to conclude the ministerial con-
ference with a minilsterial declaration that would launch a new round and set the
agenda for negotiations in each subject area, including agriculture. There is general
agreement by conference participants that negotiations on agrculture made the
most progress of any area at the Seattle conference. Countries had moved closer to
reaching consensus on many of the. issues to be addressed and on the time frames
for completing agricultural negotiations in a new round. However, this progress was
essentially lost when countries could not reach consensus on an agriculture text,
and the conference was adjourned without launching a new round or issuing a min-
isterial declaration.

Despite the impasse in Seattle, agricultural trade negotiations will resume this
y ear in Geneva as mandated by the Uruguay Round Agreement on Agriculture.

However, it is unlikely that these talks will meet U.S. objectives for liberalizing ag--

IFor our assessment of the overall outcome of the ministerial conference, see World Trade
Organization, Seattle Ministerial: Outcomes and Lessons Learned (GAOIT-NSIAD-OO--6, Feb.
10, 2000) for more details.



ricultural trade any time soon, for several reasons. First, the failure to issue a nun-
isterial declaration may make it difficult for tiekotiators in Geneva to build on the.
progress made in Seattle. Second, there is some concern. whether countries will be
willing to make concessions on agriculture without trade-offs in other areas, as
would have been the case in a trade round with a broader negotiating agenda.
Third, not much progress should be expected this year, since groundwork must be
laid before substantive negotiations can begin. For example, WTO members have
yet to submit propo~ fA~htseud~e he negotiating agenda for agri-
culture.

BACKGROUND

The United States is one of the largest importers and exporters of agricultural
products in the world. Although accounting for only about 5 percent of overall U.S.
exports, agricultural exports were about $48 billion in 1999. Furthermore, agricul-
tural trade had nearly an $11 billion surplus compared with an overall U.S. trade
deficit of about $271 billion in 1999. Also, U.S. markets for agricultural commodities
are relatively open, with average tariffs on most agricultural products very low com-
pared to those of many other WTO members. Consequently, the United States has
pursued trade liberalization in the agricultural sector and has sought to include ag-
riculture in previous rounds of multilateral trade negotiations.

The conclusion of the Uruguay Round in 1994 represented the first time that the
multilateral trading system undertook to substantially reform agricultural trade.
The Uruguay Round created the WTO, which provides the institutional framework
for the multilateral trading system. WTO administers rules for international trade,
provides a mechanism for settling disputes, and provides a forum for conducting
trade negotiations. There are two agreements from the Uruguay Round that specifi-
cally address agricultural issues--the Agreement on Agriculture and the Agreement
on the Application of Sanitary and Phytosanitary Measures (the SPS agreement).

The Agreement on Agriculture covers barriers to market access, such as tariffs
and quotas, subsidies for exporters, and support for domestic agricultural producers.
WTO members agreed to a 36 percent reduction in average tariffs of agricultural
products by developed countries by 2000, and a 24 percent reduction ty developing
countries by 2004. In addition, the Agreement on Agriculture required that WTO
members' spending on export subsidies be cut by 36 percent and that quantities sub-
sidized be cut by 21 percent for developed countries by 2001.2 The agreement also
required cuts in certain types of domestic farm supports that could include price
supports or subsidies for fertilizer and irrigation. Article 20 of the Agreement on Ag-
riculture calls for renewed agricultural trade negotiations in the year 2000 to con-
tinue the long term objective of agricultural trade reform through substantial pro-
gressive reduction in support and protection. This is referred to as the "built-in
agenda."

The SPS agreement sets out the basic rule for food safety and animal and plant
health standards that affect international trade. It allows countries to set their own
standards, but specifies that regulations must be based on sufficient scientific e6vi-
dence, and it restricts the use of unjustifiepd measures for trade protection.

In December 1999, trade ministers held their third biennial WTO ministerial con-
ference to launch a new round of multilateral trade negotiations covering at least
agriculture and services 3 but potentially including other areas such as industrial
market access and government procurement. However, the December ministerial
conference failed to achieve its goal. After 4 days of intensive talks, the conference
was suspended on December 3 without agreeing on a round or issuing a ministerial
declaration or any other formal documentation of its deliberations. As a result of
the inconclusive nature of the Seattle meeting, the status iOf the ministerial con-
iierence, and the prospects for a new round remain unclear. However, WTO members
are scheduled to renew agricultural trade negotiations Abis year, as mandated by
article 20 of the Agreement on Agriculture.

2 For more information on implementation of the Agreement on Agriculture, see The General
Agreement on Tariffs and Trade: Uruguay Round Final Act Sh~uld Produce Overall U.S. Eco-
nomic Gain. (GAO/OGD-94--83b, July 29, 1994), and Commitments by the European Union and
the United States to Reduce Agricultural Export Subsidies (GAOINSLAD-99-198R, June 18,
1999) for more details.

3 As part of the built-i agenda, the Uruguay Round Agreement on Trade in Services, like the
Agreement on Agriculture, called for negotiations in the services sector to begin in 2000.
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COUNTRIES' OBJECTIVES ON AGRICULTURAL TRADE

In efforts to launch a new round of trade negotiations in Seattle, the United
States and other agricultural exporters sought to include additional disciplines on
export subsidies and domestic farm supports, as well as market access issues, with-
in the framework of agricultural negotiations. The European Union (EU) and Japan,
on the other hand, had reservations regarding some of these issues and were more
interested in making sure that certain agriculture-related nontrade concerns, such
as-food safety and food security, were addressed in the negotiations. Moreover, the
EU and Japan were not satisfied with negotiations limited to the "built-in agenda"
issues of agriculture and services. Rather, they called for a broad framework for ne-
gotiations to bring many new areas, such as investment and competition policy,
under international disciplines.

The United States insisted that negotiations on agriculture address a number of
tough issues, including the elimination of export subsidies, the imposition of sub-
stantial cuts in trade-distorting farm supports, and a call for reductions in tariffs.
Other major agr cultural exporting countries, known as the "Cairns Group," Sup-
ported these goals. In addition, the United States wanted the agriculture negotia-
tions to introduce stronger disciplines on the activities of state trading enterprises,4

and guarantees that decisions on imports of new technologies, such as bio-
technology, would be based on scientific grounds and transparent (open) regulatory
processes. At the same time, the United States sought to limit the introduction of
nontrade issues, which the EU, Japan, and certain other countries wanted to be con-
sidered in the agriculture negotiations. The United States also opposed efforts to in-
clude U.S. export credit guarantee programs in the negotiations.5 Finally, the
United States wanted to avoid opening the SPS agreement to renegotiation, because
of the possibility that such a move would undermine the principle that SPS meas-
ures must be based on scientific principles.

The efforts by the United States and the Cairns group to seek to eliminate agri-
cultural export subsidies were difficult for the EU to accept. In particular, European
officials noted that they simply could not support language calling for the "elimi-
nation" of all export subsidies as the starting point of negotiations. Although the EU
has been reducing subsidies to agriculture since the Uruguay Round, it remains by
far the world's largest user of agricultural export subsidies. Export subsidies are a
key mechanism in the EU's Common Agricultural Policy, which is intended to pre-
serve farm incomes and rural economies by supporting high domestic prices for a
wide variety of agricultural commodities and products. EU member states have
taken a very strong position on maintaining the Common Agricultural Policy, a cen-
tral element in the EU's institutional system and regarded as essential to its cohe-
siveness. Moreover, the EU and Japan proposed that agrculture negotiations take
into account the "multi-functionality" of-the agricultural sector and address issues
such as food security, food safety, environmental protection, animal welfare, and the
economic viability of rural areas. _

The EU and Japan also viewed the p respect of launching a new round as an op-
portunity to establish international rules in other areas of the global trading Sys-
tem. In addition to agriculture and services, they proposed including investment,
competition policy, government procurement, and other issues in a broad framework
for negotiations. According to an EU official, the EU expected that compromises on
agriculture would be compensated by concessions in these other areas. Although
U.S. negotiators indicated support for continued study of investment and competi-
tion policy by WTO working groups, the United States and many other WTO mem-
bers were unwilling to include these issues in the negotiating agenda for a new
round.

PROGRESS ACHIEVED AT SEATTLE MINISTERIAL CONFERENCE

There is general agreement by participants at the ministerial conference in Se-
attle that negotiations on agrcuture made the most progress of any area. Many of-
ficials indicated that consensus was close on a draft text setting forth issues to be
addressed and on time frames for completing agricultural sector negotiations in a
new round. However, this progress in the agricultural area was essentially lost
when countries could not reach final consensus on the text, and the ministerial con-

4State trading enterprises are generally considered to be governmental or nongovenmental
enterprises that are authorized to engage in trade and are owned, sanctioned or otherwise sup-
ported by the government.

B U.S. export credit guarantee program allow foreign buyers to purchase U.S. agricultural
commodities from private U.S. exporters, with U.S. banks providing the financing.
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ference ended without agreiet on a fiihal decliration to set the agenda for a new
round of tirade negotiations.

In an effort to give all WTO members an oppotunity to take part in the negotia-
'tions at Seattle, five-large working groups, open to all member delegations, were set
up to address mqjor issues, including agriculture. U.S. and foreign officials agreed.
that the working group on agriculture made the most progress in Seattle. Although
many working groups were hampered by the late selection of their chairs, the agri-
culture working grup chair was named 2 days before the conference officially began
and was able tobgin work immediately on a draft agriculture text. In addition to
two formal working group meetings, the chair held over a dozen-smaller meetings
with key delegations where most of the progress was made on developing a text.
The chair completed a draft text on agriculture on the next to the last day of the
conference, which contained only few areas of disagreement among interested WTO
members.

The negotiations proceeded in a "green room" process on Friday, the last day of
the conference.6 In the green room, negotiators worked with the draft agriculture
text; the- negotiations on agriculture lasted 6 hours. By mid-afternoon, the parties
appeared to be close to reaching consensus, and a draft text was issued that rep.
resented considerable compromise among the interested countries.

The draft agriculture text included many provisions favored by the United States.
For example, it called for negotiations to cover, "substantial reductions" in subsidies~in the "direction of posveelimination of all forms of exporsuidztn.
Similarly, the text called for negotiations to cover, "substantial progressive reduc-
tions" in domestic supports to agriculture. However, the United States was unable
to get any specific reference to state trading enterprises in the text, as it had
sought. Some non-trade concerns that the EU and Japan had wanted to introduce
into TH66 ineotiations were included, but they were to b- 16-Addressed through WTO
transparent and non-trade distorting measures. Furthermore, these measures were
to be in compliance with WMO principles, in general, and with the existing SPS*
agreement, specifically.

However, at the end of the conference, neither an overall agreement nor an agre-
menit on agriculture was reached, and no ministerial declaration was issued. Thus,
no agenda was set for a new round of negotiations. Several factors led to the failure
to reach consensus, including differences among key players on certain issues, in-
cludig a~clue Although the participants we interviewed generally agreed that
progress had been made in the agriculture talks, they noted that differences on
some controversial issues remained. For example the EU still had difficulties with
lan~lage in the ar~utr text that called for thle elimination of export subsidies,
whie Japan and Kora- Opposed wording on market access that might have ruled
out maintaining high tariffs on certain imports, notably rice. Ultimately, the EU
said it would not agree to the draft text on agriculture without reaching consensus
on the other issues in the negotiations, including investment and competition policy.

It is impossible to determine whether an agreement on agriculture couldhv
been reached in Seattle because of the number of other factors tMat led to the break-
down, of the -talks, particularly the intense disagreement on the scope- of the new
round. According to U.S. government officials, failure to reach consensus at Seattle*
was partly due to the unwillingness of the EU and Japan to compromise on certain
key aspets of the agriculture negotiations. Some Eury'an officials told us they
probably could have made concessions on agriculture if th rest of the negotiations
had been successful.- However, other European delegations told us they would not
have been able to accept the term "elimination" of subsidies in the text, and they
would have pushed for it to be deleted if the negotiations had continued.

PROGRESS IN THE MANDATED NEGoTIATINS MAY BE SLOW
Despite the failure to launch a trade round in Seattle, agricultural trade negotia-

tions will res~jne in late March, under article 20 of the Uruguay Round Agreement
on Agricultufe. However, progress in achieving substantive trade liberalization may
have been impeded for several reasons. For example, the failure to launch a new
round may make it difficult for negotiators in Geneva to continue where they left-
off in Seattle. Furthermore, negotiating agriculture in isolation without the possi-
bility of trade-offs in other areas may be problematic. Finally, much groundwork.
must be laid before substantive negotiations can begin.

6 As op posed to the wokg groups that were open to all member delegations, traditionally
negotiations have taken p lace among a smaller number of key WTO members to work out pri.
vately some of the more difficult compromises. This smaller group negotiation of 20-30 members
is known as the "green room" process.



First, the inconclusive outcome of the ministerial conference will make it difficult
for negotiators in Geneva to start where they left off in Seattle and thus take advan-
tage of any forward movement on the issues that occurred. The draft agricultural
text from Seattle will not be used as a starting point for renewed negotiations; rath-
er, article 20 will be the basis for the negotiations. The draft ' -t was more defini-
tive than article 20 regarding the specific issues on the negotiating agenda and time
frames for the negotiations. For example, article 20 only calls for the continuation
of the- reform process with a stated long-term objective of making substantial and
progressive reductions in agrcultural support. In contrast, as previously noted, the
draft Seattle text specifically called for, among other things, negotiations to cover
"substantial reductions" in subsidies in the "direction of progressive elimination of
all forms of export subsidization." Additionally, the draft Seattle text contains in-
terim benchmarks and a deadline for the negotiations of December 15, 2002. Article
20, however, does not set a final deadline or such interim benchmarks. Specifically,
it does not state when members must reach agreement on how the negotiations will
be conducted or when members must submit their negotiating offers-

The U.S. Trade Representative has maintained that the expiration of the "peace
clause 7" at the end of 2003 may be an incentive to negotiate on agrcultual sub-
7sidies by that date; after expiration of the peace clause, for the first time WTO
members will be able to challenge certain agricultural export subsidies and domestic
sup port measures of other members. However, one senior European official did not
believe that the expiration date would act as an incentive to complete the negotia-
tions.

Second, there is some concern about whether countries will be villing to make
concessions in agricultaffe without obtaining trade-offs in other areas, as would have
been the case in a round-,with a broader negotiating- -agenda. As demonstrafe-d in
Seattle, trading partners with politically sensitive agricultural sectors, such as the
EU, want to show their constituents that they have gained concessions in other'
areas in order to agree to reduce agricultural protection and support. One EU trade
minister recently stated that, for this very reason, the mandated article 20 negotia-
tions are unlikely to move forward in the absence of a comprehensive new trade
round.
. Finally, several U.S. government officials told us that not much progress should

be expected during the first year of the built-in agenda negotiations because many
decisions about how to proceed have yet to be made. Negotiations under the built-
in agenda for agriculture will be conducted under the auspices of special sessions
of the Committee on Agriculture, a standing committee within the WVTO. The first
special session of the Committee on Agriculture will meet the week of March 20th.
Although the committee chair has yet to be named, U.S. and WTO officials told us
that they expect this to occur before the first special session. The first meeting may
cover procedural matters, such as agreeing on a work program for the remainder
of 2000, and setting a deadline for WTO members to submit proposals on what
should be on the negotiating agenda. A WTO official told us that the deadline for
submitting proposals will likely be sometime this fall, or early next year.

Mr. Chairman and Members of the Subcommittee, this concl udes my prepared re-
marks. I will be happy to respond to any questions you may have.

7The "peace clause" is a provision in the WTO Agriculture Agreement that protects WTO
members from some challenges to their agricultural support programs and subsidies.
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