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U.S. TRADE POLICY -IN THE ERA -OF
GLOBALIZATION

TUESDAY, JANUARY 26, 1999

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The hearing was convened, pursuant to notice, at -9:30 a.m., in

room SD-2 15, Dirksen Senate Office Building, Hon. William V'
Roth, Jr. (chairman of the committee) presiding.

Also present: Senators Chafee, Grassley, Murkowski, Lott, Moy-
nihan, Baucus, Rockefeller, Conrad, Graham, and Robb.

The CHAIiRmAN. The committee will please be in order.
We are proceeding with these hearings this morning, despite the

fact that both parties-are having caucuses this morning on other
matters.

Nevertheless, I think it is important that we proceed with the
Nation's business, and !that is What we intend to do this morning
by holding these hearings on trade policy.

I know that our Leader has requirements of being elsewhere, so
I am going to proceed by letting him make whatever comments he
wants to at the very beginning.

In the meantime, I do want to welcome and express my apprecia-
tion to members of -the administration for being here today. I think
these hearings are of critical importance if we are going to develop
a bipartisan trade policy, and I. appreciate the fact that you are
here.

So, Senator Baucus and members, I will just proceed by calling
upon the Leader, Senator Lott. I
OPENING STATEMENT OF HON.- TRENT LOTT, A U.S. SENATOR

FROM MISSISSIPPI

Senator LOTT. My colleagues and Mr. Chairman, thank you very
much for having this hearing. I want to thank you -for -doing that.
We obviously-have a lot of other activities going on, but this is a
very important issue that we need -to address early and often as we
go forward over the next 2 years. So I appreciate you for going
ahead and having a hearing on the U.S. Trade Policy in the Era
of Globalization.

I want to welcome our distinguished panel here, Mr. Summers,
and of course, Ambassador Barshefeky. We have had a lot of com-
munication and I look forward to working with you on some issues-
of concern to our countr.with

Mr. Secretary Daleyhow i seafood and fish industry doing?



Secretary DALEY. Strong.
Senator Lowr. Strong. Strong. Good. Every Secretary of Com-

merce, I try to get them, every time to look at me, to think fish
in the Gulf. It come along pretty well.

Mr. Secretary Rubin, thank you -very much for being here.
We do want to work aggressively together, between the legisla-

tive branch and the executive branch, to develop a consensus
around a new trade agenda and a renewed commitment to open
markets and expand trade. When you look at the economy in the
United States, all sectors, from steel, to agriculture, and everything
along the way, it is critical to jobs, it is critical to our own economy
viability in the future. It is also critical to the rest of the world that
we have this broad trade atmosphere that is free, open, and fair.

We all know that this is a key year, both domestically and in the
world community. In November, of course, we host the World Trade
Organization's third ministerial conference in Seattle. That con-
ference will, in large part, set the table, I believe, for the trade ne-
gotiations in the new millennium.

We have a simple choice before us, I believe. We can enter this
crucial negotiation from a position of strength and cohesion, or
from a position of disarray, weakness, or even neglect. The choices
we make will have real consequences for us, and for the world. I
know the choice that I want to make, and I hope these hearings
will serve as a big step toward a unified national agenda on trade.

Providing the President with trade negotiating authority is, in
my view, a key part of that agenda. But it is not the only part. We
need to continue work on other measures, including the Caribbean
Basin initiative. I think we need to enhance CBI. I think not hav-
ing it is hurting that part of our hemisphere. They ask us for it,
they plead for it. They view it as opportunity, and I view it as op-
portunity, not just for them but for us. We have given them encour-
agement, but we have not given them results.

I know the Chairman is very much for moving this legislation.
I know he is particularly interested in the OECD shipbuilding
agreement. We have made a run at that each of the last 2 years,
but could not quite get it over the hurdle.

I know that John Breaux has worked on that. But we have got
to find a way to have Senator Snowe and Senator Warner com-
fortable with what we do. Hopefully, we can move in those areas
quickly this year.

I will certainly support it, and I will make sure that we will have
an opportunity, a window, on the floor of the Senate for the en-
hanced CBI. We will work to see if we cannot finally get this
OECD shipbuilding agreement done.

We must not lose sight of the challenges facing the world trading
system. One major concern that I have is the effectiveness of the
WTO dispute resolution system, a system that was widely touted
as central achievement in the Uruguay Round of negotiations.

Recent experience has called into question the ability of victori-
ous parties to gain any timely or meaningful relief from. the WTO
decisions. Ambassador Barshefeky certainly knows of my interest
in bananas and beef, and this whole area. I am worried, if we do
not succeed in this first case, it is all over. So we must continue
to be aggressive in finding a swift resolution.



This is certainly a distinguished panel and I am pleased to see
you here. You are central to getting us to come to agreement. The
President was correct in mentioning this area during his State of
the Union address as something we need to come together on. I
think we can do that, and we certainly should make every effort
to do so. This hearing will, I believe, be the kick-off in getting these
important trade matters addressed during this Congress.

So, Mr. Chairman, thank you for starting early. Thank you for
your proven commitment to free trade, open trade, to the President
having the authority he needs in our hemisphere and in the world,
but also preserving the rights of the Congress to be a part of the
final agreement.

Thank you, Mr. Chairman, for allowing me to go out of order.
Thank you to my colleagues for allowing me to do that. I will yield
at this point.

The CHAIRMAN. Thank you very much, Senator Lott.

OPENING STATEMENT OF HON. WILLIAM V. ROTH,, JR, A U.S.
SENATOR FROM DELAWARE, CHAIRMAN, COMMITTEE ON FI-
NANCE
The CHAIRMAN. As you know, in this past year I did announce

my intention as Chairman of the Finance Committee to conduct a
thorough review of American trade policy. In my view, that view
is essential to the broader effect to rebuild a bipartisan consensus
on trade. If we are going to get anything done, Senator Lott, it does
have to be, I think, in a bipartisan spirit.

But at that time I stressed the need to reconnect our trade policy
with Main Street America, with the farm, with the factory. If we
expect the American people to join us in support of a forward-look-
ing trade agenda, we must demonstrate the concrete benefits of
open markets and a policy of tree and fair trade.

At the same time, we need to fully consider the concerns and
criticisms that have been raised by many about our current trade
policies.

I have also indicated that, in my view, the most constructive ap-
proach we could take would be to focus on establishing concrete ob-
jectives for the administration to pursue, objectives that serve the
interests of all Americans.

And the constitution, as I have said many times before, gives
Congress, not the executive, the power to regulate our foreign com-
merce. The American people have a right to expect that we will ful-
fill that trust by guiding3 the administration and the pursuit of
trade policy goals that serve the public and improve the general
welfare.

It is always a pleasure to welcome my friend and colleague, the
Ranking Member, Senator Moynihan, who has played such an in-
strumnental role down through the years on U.S. trade policy.

This coming November, America will host one of the most impor-
tant conferences on trade in our history I want to reinforce that
point. It is not the President that will ~host the upcoming WVTO
ministerial, nor is it the Congress, nor is it the various constitu-
encies whose voices should bheard in the process of p reparing for
the ministerial. Rather, it is all of us as Americans that will host
the ministerial. We all have a stake in its success.



The, WTO ministerial offers us the opportunity not only to advo-
cate our economic interests, but also to advertise our democratic
values. I view this opening set of hearings on trade in the 106th
Congress as simply the firststep in our common mission to ensure
that our negotiators can go to the WTO ministerial with the sup-
port of a *strong bipartisan majority on the objectives we should
pursue.

Today we are offering the administration the opportunity to lay
out what, in the President's view, our trade policy goals should be.
We have invited a number, an outstanding number, of members of
the President's economic team here to make the point that these
objectives may reach beyond what we traditionally think of in
terms of trade policy, such as trade negotiations, enforcement of
the trade laws, or rules on subsidies.

So, with that introduction I am looking forward to hearing from
you, Secretary Rubin, who I expect will help set the economic con-
text of our current trade policy, from Ambassador Barshefsky, who
I expect will set out the specific objectives the administration in-
tends to pursue at the coming WTO ministerial, and from Sec-
retary Daley, who I expect will address our efforts both at enforc-
ing our trade agreements and our trade laws, as well as the Presi-
dent's proposal promoting American exports abroad.

I would like to note that Secretary Rubin will be leaving us im-
mediately following his testimony, and that Deputy Secretary Sum-
mers-and we are always happy to have him here-has kindly
agreed to answer the committee's questions on behalf of the Treas-
ury Department.

I will note that Secretary Daley has to leave at 11:00 p.m. So,
with that, I am happy to turn to my good friend-

Senator CONRAD. He is in for a long day.
The CHAIRMAN. What did I say?
Senator CONRAD. 11:00 p.m.
The CHAIRMAN. 11:00 a.m. [Laughter.] Well, everything else goes

to 11:00 p.m., why not this? [Laughter.]
In any event, whether it is morning or evening, we will call on

Senator Moynihan.
OPENING STATEMENT OF HON. DANIEL PATRICK MOYNIHAN,

A U.S. SENATOR FROM NEW YORK

Senator MOYNIHAN. I think it is best we get to our witnesses
forthwith, Mr. Chairman. But just to note that, in. -the President's
State of the Union message, if there is one event that was signifi.-
cant, I would like to think that our witnesses today, our distin-
guished cabinet members would take note of, is that the President
endorsed the idea that has been developing for some years now and
which we have, talked about, which was the use of the Inter-
national Labor Organization and the core labor standards that
have developed over the last 70 years, from the time the first Inter-
national Labor Conference met at the Pan American Building down
on Constitution Avenue a few blocks from the White House.

In the context of the generalized anxiety about globalization
which is so clear in the country just now, this could be an effective
response. It will take energy in the executive, it will take convic-
tion, it will take some show of results. But the most important fact



of trade policy just now is that a consensus was established in 1934
with Cordell HuuffsltRedrocal Trade Agreements Act, which had
the complete support of the AF of L, went through to the post-war
negotiations, the Kennedy Round and such, and again, -American
Labor was entirely supportive. It no longer is.

Mr. Chairman, last year you were able to get an extension of fast
track. What are you going to call it now?

Senator BAUCUS. Negotiating authority.
Senator MoyNiHAN. Negotiating authority. Yes. We have changed

that word, too. It is normal trade relations and negotiating author-
ity. You got it through the Finance Committee handily, and it was
just as emphatically rejected in the House.

We face the same prospect this year unless we can change atti-
tudes in response to this initiative by the President, and I hope we
do.

Thank you very much. I have a statement I will put in the
record.

[The prepared statement of Senator Moynihan appears in the ap-
pendix.]

The CHiAiRMAN. Thank you, Senator Moynihan.
Now it is my great pleasure to call upon the Secretary. Bob?

STATEMENT OF HON. ROBERT E. RUBIN, SECRETARY OF THE
TREASURY, WASHINGTON, DC; ACCOMPANIED BY HON. LAW-
RENCE H. SUMMERS, DEPUTY SECRETARY OF THE TREAS-
URY, WASHINGTON, DC
Secretary RUBIN. Thank you very much, Mr. Chairman. I, too,

am delighted that you are having this hearing. I agree with the
Majority Leader. I think it is an extraordinarily important issue
with respect to our future as a country economically.

Secretary and Ambassador Barshefsky will speak in greater de-
tail about our trade agenda. What I would like to do, if I may, is
make a few broader points about the importance of trade, because
I do believe that the decisions that we make on trade in the next
year or two will be some of the most important decisions our Na-
tion will be making with respect to the future economic well-being
of the United States.

We meet, as you know, Mr. Chairman, in a time of enormous
strength in the American economy. Unemployment is 4.4 percent.
It has been under 6 percent for the last 4 years. The economy has
generated nearly 18 million new jobs over the last 6 years. Infla-
tion has remained low and wages have been rising across all in-
come levels.

I do not think there is any question that trade, open markets,
and expansion of trade have contributed enormously to this eco-
nomic record. Also, in my opinion, there is no question that this
committee has been the keeper of the flame with respect to expand-
ing trade and opening markets around the world.

Jobs related to exports pay, on average, higher wages than other
jobs. Opening markets and expanding exports are, therefore, of
great importance to creating high-wage jobs for the United States.

Less widely recognized is that imports, too, contribute greatly to
our economic well-being. Americans as consumers benefit from
lower prices and wider choices which imports provide.



American producers -similarly benefit from lower costs and wider
choice for imports, making them more competitive and thereby ena-
bling them to create more jobs and increase wages. American pro-
ductivity is enhanced through greater competition, and, for all of
these reasons, inflation, and thus market interest rates, are lower.

I -think it is very interesting to compare our economic perform-
ance of the past 6 years with the economic performance of other in-
dustrialized nations that are less open. Study after study has
shown that more open economies enjoy stronger growth, and that
is certainly evident in this case.

We have, as I said a moment ago, low unemployment, rising
wages -across the board, and we have without question the most
open markets amongst the major economies.

Europe and Japan are substantially less open than the United
States, and the major economies of continental Europe have had
persistent unemployment of 10 to 12 percent or greater. Japan,
now in recession for over a year, has been virtually stagnant for
8 years. Moreover, trade is not a zero sum game. All nations bene-
fit from a vibrant trading system.

Mr. Chairman, as you well know, the global economy has experi-
enced a financial crisis over the last year and a half that--severely
affected countries around the world. While our economy has thus
far performed very well despite the crisis, there are certain sectors
that have certainly been affected, most notably steel because of in-
creased imports, and agriculture and aircraft because of decreased
world demand.

The risks of that crisis continue despite some positive develops
in recent months, as do the risks to our economy from that crisis.
To protect the economic prosperity of our country and to restore the
well-being of affected sectors, we have been, and continue to be,
enormously focused on the effort to restore stability and growth to
troubled parts gf the world.

Let me emphasize, if I may, two points that are integrally relat-
ed to all of these comments. First, trade should be not only open,
but fair. This administration is fully committed to enforcing our
trade laws.

Second, the President has worked to equip Americans with the
tools they need to succeed in the global economy, including edu-
cation, training, health care, or technological research and -develop-
ment.

We must be particularly focused on helping those that are ad-
versely affected by the dynamic change, due principally to tech-
nology but also to trade, that so benefits the Americatreople over-
all and is 'absolutely key to American success in the global econ-
omy.

What we must not do, in my judgment, is to pull away from the
global economy which is so important to our economic well-being.
As Senator Moynihan said, there seems to be more and more con-
cern in this country about globalization.

For the United States to reduce access to our markets, even on
what might appear to be a limited basis, could very well be damag-
ing, very damaging, to our economic well-being. It would hurt our
economy directly through higher costs to consumers and producers,



and higher inflation, and quite possibly higher market interest
rates.

Under today's conditions, Mr. Chairman, there would in addition
to' be two special risks to our economic -well-being. First, reduced
access here could undermine the prospects of recovery and growth
abroad in a world that is still working itself through the global cri-
sis, a recovery that is so important to our economic health and
prosperity going forward.

I might add that, in our view, Japan and Europe must also in-
crease the world's access to their markets, for their sake and for
the sake of the rest of the world.

Second, and most troubling, if the United States, with its very
healthy economy, is seen as moving toward restricting markets,
that could well increase the risk that the newly vibrant voices of
protectionism in countries around the world whose economies are
struggling or less successful than our own would prevail, and that
could be enormously damaging to our economic well-being.

I think all of us remember the effects in the early 1930's of
Smoot-Hawley and competitive devaluations around the world.
That is a danger, and a danger we must do everything possible to
avoid.

Mr. Chairman, the United States' economy is the strongest it has
been in a generation. To-sustain that growth, we must continue to
maintain open markets at home and press* to open markets abroad.

This committee has long been a major force in pursuing those ob-
jectives, and 1, and all of us in the administration, look forward to
working with you to meet these great challenges, including build-
ing a consensus for trade negotiating authority that also reflects
appropriate provisions with respect to labor and the environment,
issues to which the WTO and the ILO, as Senator Moynihan men-
tioned, have a great deal to contribute.

Our success in meeting these challenges is critical to the prosper-
ity and standard of living of our Nation for the years and decades
ahead.

Thank you very much, Mr. Chairman.
The CHAIRMAN. Well, thank you, Secretary Rubin.
As I have already indicated, I share the same interest. I do think

it is critically important that, in the days and weeks ahead, that
we develop a truly bipartisan approach to trade. Nothing is more
important than that for the welfare of this Nation.

Now, I understand that you have to leave now. You will be back
in a week, so do not look too relieved.

Secretary RUB3IN. I will, indeed. Thank you very -much, Mr.
Chairman.

The CHAIRmAN. Thank you. -We are happy to have you here.
[The prepared statement of Secretary Rubin appears in the ap-

pendix.]
The CHAIRMAN. It is now my great pleasure to call upon Sec-

retary Daley. Mr. Daley?

STATEMENT OF HON. WILLIAM M. DALEY, SECRETARY OF
COMMERCE, WASHINGTON, DC

Secretary DALEY. Thank you, Mr. Chairman, Senator Moynihan,
members of the committee. I also appreciate the opportunity to be



with youl this morig to talk about our trade agenda, and how we
cani work with you to address the important trade issues which we
face.

As we all are aware, there is much uncertainty about the future.
Nearly a third of our growth over the past 6 years, as Secretary
Rubin stated, has been the result of trade. At the same time, our
trade deficit has risen significantly, and that will continue in the
coming months.

Let me say, Mr. Chairman, that we are absolutely committed to
working with you and the committee to make sure that the global
financial crisis of 1998 does not turn into the global trade crisis of
1999.

As President Clinton said last week in his State of the Union, we
do need to build a new consensus on trade and we need t o reach
out to all Americans. We need to explain the benefits of open trade
for our companies and our workers, and to acknowledge the chal-
lenges of the global trading system and be prepared to respond to
those challenges. We must, in short, Mr. Chairman, put more of a
human face on trade.

If we have learned anything over the past few years, it is that
we need to change our approach if we are to win a greater public
support for trade. As we work with you to gain new fast track trade
negotiating authority and lay the groundwork for a successful
launch of a new WTO round, we need to find more common ground
with labor and environmental groups.

Workers in smaller businesses, who have not seen the benefits
from trade, must understand that they have an enormous stake in
this global economy. That is one of the reasons we are reaching out
like never before in nontraditional settings, such as schools, local
civic groups, and other grass-roots organizations. Do we have all
the answers? Of course we do not. But I know this: we cannot be
half-hearted in these efforts.

At the Commerce Department we are working very hard to build
a consensus on several fronts. Let me just highlight a few, Mr.
Chairman.

First, is export promotion. We will remain aggressive around the
world on behalf of our exporters, doing more to help smaller firms.
The President's new $108 million plan to increase exports of manu-
factured goods will expand the availability of export financing.. It
will reach out to new customers and markets, while- improving
services to exporters, again, focusing in particular on the needs of
our smaller and medium-sized firms.

I am happy to announce that we will be opening an office in Leb-
anon later this year, which will be the 75th country in which the
U.S. Commercial Service has presence. In my 2 years as Commerce
Secretary, we have added eight new countries to the list, and our
fiscal year 2000 budget will significantly increase our presence in
key markets of Asia, Latin America, and Africa.

On top of that, we have 105 export assistance centers throughout
America. This makes for a true global network to assist our export-
ers, again, especially the small- and medium-sized companies.

Exporters can now use the Internet to access most of our serv-
ices, and we are using new technologies to reach rural communities
and other areas under-served in the past.



We are encouraging all to become the e-commerce companies so
that even the smallest companies can sell their products in this
global market.

Our second area of focus is aggressive enforcement of our trade
laws. As the President has made clear, we will not be the dumping
ground for unfairly priced or subsidized goods. As members of the
committee know, steel is the issue occupying much of our attention
right now. We have shifted substantial resources to focus on this
problem.

We have expedited the antidumping investigation of Hot-Rolled
Steel from Japan, Russia, and Brazil, which accounts for about 70
percent of the import surge. We hope to issue a preliminary finding
in the Hot-Rolled case on February 12, which is almost a month
ahead of the usual time table.

Mr. Chairman, I can report to you today that our efforts seem
to be yielding some results. Based on anecdotal information, it ap-
pears our steel imports fell in December. We will be releasing the
official data on Thursday under the expedited process which we re-
cently announced, and I hope that they will confirm this positive
news.

But let me hasten to add that this would not mean that there
is not still a serious problem. One month of good data does not end
a crisis that has been building for about a year. We will remain
vigilant and aggressive, even if the December numbers show im-
provement.

The third part of our trade policy is tracking compliance with our
international. agreements. All nations must satisfy their commit-
ments to open markets to our goods and services. Working to en-
sure that Uhey do this is the job of our Trade Compliance Center
which we created 2 years ago.

Finally, I want to mention our efforts to promote transparency
in the rule of law, and in doing so, to help build a stronger case
for opten trade. One way we are doing this is by fighting bribery
and corruption overseas which, as you know, Mr. Chairman, pre-
sents a major problem for our companies.

After years of efforts, we finally now have in place an OECD
agreement that outlaws bribery of public officials. Eleven nations
have ratified this landmark accord, and our job now is to see that
these nations live up to those commitments.

Let me end on this. Ensuring our trade policy is effective in
meeting the global economic challenges -we face, we all know, will
not be easy. It will take a lot of hard work. I promise you that we
will do whatever it takes, and we obviously cannot do it alone.

We look forward to working with the members of the committee
on a bipartisan basis, as you said, Mr. Chairman, as we move for-
ward with this effort to open markets and enforce our trade laws
and trade agreements. I thank you for the opportunity to testify
and look forward to our continuing dialogue.

The CHAIRMAN. Thank you, Secretary Daley.
[The prepared statement of Secretary Daley appears in the ap-

pendix.]
The CHIRMAN. Now it is my pleasure to call on you, Madam

Barshefsky. Please proceed.



STATEMENT OF HON. CHARLENE BARSHREFSKY, U.S. TRADE
REPRESENTATIVE, WASHINGTON, DC

Ambassador BARSHEFSKY. Thank you, Mr. Chairman. Let me say
that we appreciate, Mr. Chairman, your and Senator Moynihan's
calling this hearing. It comes at a very critical time as we attempt
to realize the President's goal of finding common ground and a bi-
partisan consensus on trade issues, particularly as we open a new
trade agenda for the next century.

In his State of the Union last week, the President set out a bold
and ambitious agenda, including the launch of a new global round
of multilateral negotiations. We are absolutely committed to lead in
removing trade barriers, create fair and open markets, and expand
trade, while ensuring that ordinary citizens continue to benefit
from the trading system in the next century.

This agenda builds on a long tradition of bipartisan commitment
to fair and open markets, a commitment which has borne fruit in
helping us create a dynamic, creative, competitive economy that is
the envy of the world. As Secretary Rubin said, since 1992 we have
witnessed a period of uninterrupted growth.

The reasons for this are many, but certainly trade and participa-
tion in the global economy have played an irreplaceable role. Since
1992, we have negotiated 270 separate trade agreements which
have helped open markets and create opportunities for Americans.

These agreements include five that are. of historic importance:
the North American Free Trade Agreement, which cemented our
strategic trade relationship with our immediate neighbors; the
Uruguay Round, which created the World Trade Organization,
binding dispute settlement, and extended international trade rules
to new areas; and three new multilateral agreements on informa-
tion technology, financial services, and basic telecommunications
which, together with an aggressive intellectual property rights pro-
gram, are the foundation of the 21st century economy.

As a result, America's trade has flourished. Our exports have in-
creased 51 percent since 1992, despite a slowing of our export
growth last year due to the financial crisis.

We now have an opportunity and a responsibility to take the
next step. As host~ and chair of the third WTO ministerial con-
ference to be held in Seattle at the end of this year, we will be able
to shape the world's trade agenda as we enter a new "century.

As we approach this event and the accelerated negotiating round
we will urge be launched at the ministerial, we are developing an
agenda that actually extends well beyond traditional market open-
ing trade negotiations to ensure that the world trading system is
more responsive to the pace of change, to diverse constituencies,
and the challenge of the global economy.

The President envisions a new t 'ype of round which includes
three separate dimensions. First, expedited negotiations covering a
wide range of areas. They would include, for example, sharp reduc-
tion or elimination of industrial tariffs and nontariff barriers.

Market access and liberalization services industries, including
audiovisual, express delivery, financial services, telecommuni-
cations, the professions, travel and tourism, agriculture, including
such issues as state trading enterprises, tariffs, the elimination of



export subsidies, Europe's common agricultural policy, bio-
technology, and other topics.

Intellectual property, beginning with full implementation of Uru-
guay Round commitments and extension to new technologies. Gov-
er-nment procurement. Exploration of how the WTO can help create
an international pro-comnpetitive regulatory climate, particularly in
services, as well as to advance investment and further our efforts
,against bribery and corruption.

These negotiations would have clearly defined time tables and
expectations so that we no longer would have to wait 6 or 8 years
for completion of the round. Recent -statements by Europe and
Japan in support of a 3-year -time table are encouraging in this- re-
gard.

Second, we believe a new round should include a commitmen t to
institutional reform. This would include capacity building in devel-
oping countries so they can better implement what they agree to;
trade facilitation, particularly in the Customs area;-more effective
coordination with the International Labor Organization; as well as
with the IMF and World Bank, all of whose agenda's intersect with
the trade agenda and the work of the WTO, as well as other efforts
to address labor, environmental protection, finance, and economic
development issues. It would include a commitment to greater
transparency, particularly with respect to dispute settlement, ac-
cessibility, and responsiveness to citizens.

Third, a new round must accommodate ongoing results. For ex-
ample, as we develop the agenda we will also work toward comple-
tion of the Information Technology II, ITA 11, that is, the extension
of product coverage under the original Information Technology
Agreement; transparency in goVernment procurement; a consensus
on the APEC sectors; improvements in dispute settlement; and, in
electronic commerce, extension of the moratorium on tariffs applied
to electronic transmissions.

Our trade agenda beyond the ministerial and the round is equal-
ly ambitious. We are enforcing WTO commitments and bilateral
agreements with all of our trade partners through over 80 separate
enforcement actions, including 41 at the WTO, and we are carrying
on sectoral, regional, and bilateral negotiations covering every part
of the world.

My prepared testimony addresses this in detail, but if I may take
a moment to just cite a few examples. In the western hemisphere,
talks towards the creation of a Free Trade Area of the Americas
are proceeding and we will see concrete progress this year.

In Europe, we are working to remove barriers and strengthen
trade relations through the Transatlantic Economic Partnership,
covering negotiations on technical barriers to trade, agriculture,
particularly biotechnology, intellectual property, government pro-
curement, services, electronic commerce, and advancing shared val-
ues, such as transparency and the participation of civil society.

In Africa, we are implementing the President's initiative to, im-
prove trade relations and ensureAfrica's full integration into the
multilateral system.

In trade relations with Japan, we will continue our intense and
sustained effort to open and deregulate the Japanese market. -We
have concluded 35 bilateral market access agreements with Japan



since 1993. We will monitor their implementation closely and en-
force them vigorously. We will also further address certain sectoral
issues, including rice, glass, steel, insurance,' and others.

We are pursuing an ambitious set of goals under our deregula-
tion initiative with Japan in individual sectors, such as telecom,
pharmaceuticals, and medical equipment, as well as on broader
structural issues. At the same time, we are addressing a very large
and rapid increase in steel imports from Japan.

In China, we will monitor and strictly enforce our trade agree-
ments on intellectual property, textiles, and market access in goods
and agriculture, as well as address an array of specific bilateral
trade problems in goods, services, agriculture and investment, and
at the same time, we will continue to seek broad market opening
through our negotiations toward China's accession -to the World
Trade Organization.

In this regard, their membership in the WTO on commercially
meaningful grounds is in our interest, and in China's. Broadly
speaking, WTO principles of transparency, openness, and public
and enforcible commitments will help China's government
strengthen the rule of law and create sustainable long-term
growth, and the specific market access and other reforms that
WTO accession requires are no less from China than what other
WTO members, including many of the developing countries, have
already done.

Premier Zhu Rongji's proposed visit to the U.S. this spring gives
China and the United States a chance to achieve this goal. As this
approaches, China has an opportunity, perhaps the last for some
time to come, to resolve this issues which remain outstanding. We
hope China will take it.

We also recognize that China, once again, may decide it is not.
prepared to take the commercially meaningful steps WTO member-
ship requires, and WTO membership may, thus, not come for some
time. But delay in trade reform and market opening is not an op-
tion.'

We will not hesitate to make sure -that we are treated fairly in
China, and we will continue to urge China to move toward accept-
ance of international norms in economic policy and other areas
which are so important to us, to China's neighbors, and ultimately
to China herself.

Apart from Japan and China, more generally in Asia, we will
continue our APEC sectoral liberalization effort and will also be
working to build consensus on WTO-related issues in advance of
the ministerial..

Finally, in the Middle East, we are promoting regional integra-
tion with the foundation of our Free Trade Agreement with Israel
and the creation of new industrial zones, which Secretary Daley
and I have spent some considerable time on.

In each of these regions and with respect to each of these agree-
ments, we are committed to fully enforce our trade laws. We re-
main the most active and successful user of WTO dispute settle-
ment. We have used Section 301, Special 301 on intellectual prop-
erty rights, and Section 1377 in telecommunications effectively.

But, Mr. Chairman and members of the committee, in order to
ensure that we have maximum advantage of our domestic trade



laws to open foreign markets, I am pleased to announce today that
the administration will re-authorize, by executive order, two laws
for which authority has lapsed: Super 301 and Title VII, and we
hope to work with the committee to also include these laws in the
committee's legislative work.

This is a broad and ambitious agenda. We hope to pursue it-
indeed, we must pursue it--on the basis of a strong bipartisan con-
sensus which includes renewal of trade negotiating authority for
certain agreements.

Trade negotiating authority imparts greater credibility and effec-
tiveness on behalf of American economic interests, helps ensure the
successful implementation of important trade agreements, and,
thus, contributes to our goal of opening markets, increasing
growth, and raising living standards.

As the President has said, we intend to approach renewal of
trade negotiating authority in the spirit of finding common ground
and a strong bipartisan consensus, but this will require flexibility
on all sides.

Let me also stress, in addition, our strong support for legislation
to improve our trade relations with Africa, enhance the Caribbean
Basin initiative, renew the GSP program, pass the OCED ship-
building legislation, and renew trade adjustment assistance.

In summary, the U.S. economy and the living standards of our
citizens have benefitted immensely from the work of this adminis-
tration, the previous administrations, and the Congress. As we
open a new century and prepare to shape the trading world of the
next generation, we plan to work with this committee and all
stakeholders to shape an agenda that, as the President said, will
allow us to tear down barriers, open markets, expand trade, and
ensure that ordinary citizens benefit.

Thank you, sir.
The CHAIRMAN. Thank you, Madam Secretary.
[The prepared statement of Ambassador Barshefsky appears in

the appendix.]
The CHAIRMAN. As I- understand it, Secretary Daley has to leave

at 10:30. Is that correct?
Secretary DALEY. About 20 until 11:00.
The CHAIRMAN. Twenty until 11:00. So in order to give everybody

a chance to ask him a question, what I would propose is that we
limit each member- to one question of Mr. Daley to start out with,
then we will proceed with questions for the other two witnesses.

Mr. Secretary, rebuilding a bipartisan consensus on trade de-
pends, in part, on ensuring that we are enforcing the trade agree-
ments we reach and that we receive the benefits of the bargain
struck by the negotiators.

Are the tools we have put in place, particularly the unfair trade
laws under your jurisdiction, adequate to that task? Are there
modifications to existing law or new tools that we should be consid-
ering? For example, do we need to amend Section 201 or create an
alternative mechanism that would allow earlier intervention on be-
half of U.S. firms faced with economic dislocations, like the Asian
financial crisis?



Now, we have also raised a question about Section 301. Ms.
Barshefsky has already suggested that certain changes were in
order there. Would you care to comment, Mr. Secretary?

Secretary DALEY. We do feel, Mr. Chairman, that the import
laws that we are enforcing are adequate at this point I think the
changes that have been recommended, specifically on changing the
-standard on 201, which 'has been discussed greatly within the ad-
ministration and proposals that have been introduced already, are
ones that we want to work with the committee and work with the
Congress to see if we can get a consensus to make that change,
specifically, and others that are being recommended.

And we are in the process in the Commerce Department of reach-
ing out to the business community to see if there are other sugges-
tions that they may have, and we will be coming forward with
some suggestions in the near term on some changes to our laws
that we administer. But we believe that they, at this point, have
served us well.

The CHAIRMAN. Senator Moynihan.
Senator MoYNiHAN. Thank you, Mr. Chairman.
Mr. Daley, just for the record, but to get your answer, the Presi-

dent talked of the International Labor Organization and core labor
standards. It needs to be clarified that these matters involve Amer-
ican business as well as American labor.

I guess on Thursday we are going -to be hearing from Abraham
Katz, who is president of the U.S. Council for International Busi-
ness. Put the ILO is a tripartite organization in which business is
represented equally with labor.

There are aspects of American businesses that have been very
supportive of it. Herbert Hoover, one of your distinguished prede-
cessors, sent observers to the 1923 International Labor Conference.

Are you going to be able to involve yourself with this matter as
well, as I hope you will?

Secretary DALEY. Well, I think I will. After your comments of my
predecessor being so involved, I think I should, Senator. So I would
look forward to doing that.

Senator MoYNiHAN. I would appreciate it, if you should do.
Secretary DALEY. I will do that.
Senator MoYNiHAN. Thank you.
The CHAIRMAN. Senator Baucus, please proceed.
Senator BAUCUS. Thank you, Mr. Chairman.
Secretary Daley, I just think it is important for us, as we ap-

proach the WTO and think about our trade agenda for this era and
the next, to realize just how much times have 'changed and put a
lot of this into perspective.

When I first came to this committee it was 1979. I can remem-
ber, I was sitting back down at the end of the table and there was
a markup on the trade bill. You were here, Mr.. Chairman, Senator
Moynihan, you were here, and Senator Heinz was an expert on
trade, holding forth on lots of arcane trade provisions. I asked my-
self, well, what in the world is going on here?

To some degree, a lot of this stuff still is pretty arcane. But our
main goal here is to raise Americans' incomes, particularly through
trade-related jobs and in manufacturing and selling products.



Times have changed so much. Our economy is so much more de-
pendent on trade than it was back then, for example. We face the
European Union, which now is, I think, very aggressive, and with
the etiro. Things are happening in Europe, which was not the case
about 10 years ago.

We have got China, the world's largest country, largest standing
army, nuclear. power, a fast-growing economy, that is certainly in'
the next century going to be a huge power and a force in Asia and
dramatically affect our economy.

The WTO is new. It -has some growing pains to go through and
we have to help force it and shape it in a way that makes sense.
The global market really does hit us a lot more now than it did
back then. For example, there are a lot of subtleties that show this.
Our beef producers in Montana, for example. When Korea closes a
mar..et, we lose not only those sales, but, as a consequence, as a
ripplin- effect, Canadians are unable to export their own beef to
Korea then dump in the U.S.

The same would be true of softwood lumber products. When, say,
Japan limits softwood lumber or demand falls for softwood lumber
exports from the United States to Asia, what happens? Scandina-
vian companies who also cannot sell in Asia start to sell in the U.S.
and start to under-cut U.S. producers. So it is a double-whammy
hitting Americans. We are related so much more now than we were
back then.

A Montana farmer cannot ship his wheat to the west coat. Why?
Because Asian demand is down and there are no trains moving. So
the farmer has got to keep his wheat in his bin and make all those
payments. It is incredible how interrelated we are now compared
with not too many years ago in lots of subtle ways that go beyond
the ones that are on the surface.

So when we think about trade, I think it is critical that we think
outside of the box a lot more than we have in the past. We have
trade laws, we have Treasury, USTR, Commerce, et cetera. But
today it is not just trade policy, it is currency valuation, which very
much affects trade and people's incomes, it is transparency ques-
tions all across the board. Lack of law enforcement in countries. I
think you have touched on it, and Charlene Barshefsky touched
upon it. Lack of independent judiciaries in a lot of countries.

So if we are going to tackle the problem, again, it is thinking of
ways to deal with this in a lot more subtle, creative, and aggressive
way than we have in the past.k

A couple of more specific points. One, is China. I think we need
a better China policy. I know the policy now is, loosely, engage-
ment. I am not really sure what that means. I think, as we develop
our trade agenda, we need to pay particular focus to China.

Second, is agriculture generally. Agriculture affects us so much.
For example, WTO's current reluctance to enforce a lot of their re-
cent decisions. Hormone-fed beef is just an example, bananas is an-
other, as well as European's common agricultural plan. That, too,
has got to be focused more.

Finally, Mr. Chairman, and I will finish here, as mentioned, the
link to environmental protection and to labor rights. We started
down this road with NAFTA and the side agreements, as you



know, but clearly an aggressive trade agenda is going to have to
pay more attention to the environment and also to labor rights.

I think the President summed it all up very well in his State of
the Union address about how we have to work together, and others
have, too. Part of that is a little more outside of the box, thinking
about some of the points that I made.

The CHAIRMAN. I want to give as many the opportunity of asking
a question of Secretary Daley as possible. So I would ask that peo-
ple limit their comments and ask whatever question they may of
the Secretary.

With that, I will call upon Senator Conrad.
Senator CoNRAD. Thank you, Mr. Chairman.
Thank you, Secretary Daley, for being here, and Ambassador

Barshefsky, as well, and Deputy Secretary Summers.
This is a very distinguished panel. We appreciate, Mr. Chairman,

your calling this hearing. I think this is critically important.
Let me just say, from the perspective of a State that is heavily

engaged in trade, largely apcultural trade, we have experienced
the benefits of trade. My State is a State that believes in freer
trade. But we have also experienced the down side.

We have had a very bitter experience with the Canadian Free
Trade Agreement. We call it a free trade agreement, but really it
was a negotiated trade agreement. And when there are negotiated
trade agreements, there are winners and there are losers. I can tell
you, my State has suffered dramatically.

North Dakota is the largest producer of durham that goes to
make pasta, so all of you pasta lovers, 80 percent of the pasta that
is produced in America is produced in my home State of North D;R-
kota.

Canada also produces durham. Under the Canadian Free Trade
Agreement, they went from zero percent of the U.S. market to 20
percent of the U.S. market very, very quickly. The result has been
an economic loss to my State calculated by a State University of
a half a billion dollars. Half a billion does not get a lot of attention
in Washington. I can tell you, it gets a lot of attention in North Da-
kota.

And it is not because Canada is more efficient. It is not because
they are more productive. There virtually are no differences with
respect to productivity on either side of the border. In fact, we have
many farmers, including a very close friend of mine, who farm on
both sides of the border.

It is a matter of defects in the agreement. The devil is in the de-
tails. It is very hard to stand up before an audience in North Da-
kota and say that the Canadian Free Trade Agreement was some-
how positive for our State.

I tell you, we have been on a search for 7 years to find out a solu-
tion and we have not yet heard it. Whether the trade laws that -we
have now are sufficient, I will tell you, we have not found an exist-
ing trade law that works for us. So I say this, Mr. Chairman. I
hope my colleagues are listening. It does matter what we do here.

The CHAIRMAN. We have the Secretary here for only a few more
minutes. As I indicated earlier, I did want to give the opportunity
to our members to ask a question. I appreciate and understand the



desire to make statements on matters of keen interest to their con-
stituency.

But at this stage, Senator Robb is next. Do you have a question,
Senator Robb?

Senator ROBB. Yes, Mr. Chairman. [Laughter.] Mr. Chairman, I
actually have a question.

The CHAIRMAN. Please proceed.
Senator ROBB. Very briefly. It is a sensitive question that I want

to give Secretary Daley an opportunity to comment upon. As he
knows, and we know, there was a recent report by the Cox Com-
mission that related to the commercial satellite launches on Chi-
nese rockets.

The Senate Intelligence Committee will be issuing a somewhat
similar report in the near term. I also serve on that committee.
And another committee on which I serve, the Armed Services Com-
mittee, took the responsibility for launch from the Commerce De-
partment and put it in the State Department.

My question is, what will the residue of the Commerce Depart-
ment responsibility be in this area, and will it hurt satellite exports
by the United States?

Secretary DALEY. Well, Senator and members'of the committee,
as you have stated, the report that was issued by Congressman
Cox and Congressman Dix at this point is still classified, so I would
not make a comment on the findings of the report.

We obviously share the concerns as to the issue of national secu-
rity on all of the products that we have licensed and all of those
matters that we at the Department of Commerce have handled. We
believe we have balanced national security interests with our eco-
nomic security interest.

We have great concerns and have heard from many in the busi-
ness community of their concerns as to their future opportunities
to sell products that we lead technology-wise around the world.

In our opinion, the military and the national security is helped
by our companies staying strong and being able to sell their prod-
ucts around the world, obviously balancing that with the legitimate
and national security concerns. But we will be commenting on the
report, when and if it is declassified, shortly.

Senator ROBB. Thank you, Mr. Secretary.
Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Senator Robb, for having a question.
Senator Graham?
Senator GRAHAM. Thank you, Mr. Chairman. I, too, have a ques-

tion. I, too, would like to thank you for scheduling this series of
very important hearings to provide us with a context to consider
trade legislation throughout this session of the Congress.

Mr. Secretary, a couple of years ago we had a satisfactory-I
would say a very satisfactory-experience with the operation of the
antidumping statute as it relates to some of our agricultural prod-
ucts in Florida.

Obviously, one of the characteristics of many agricultural prod-
ucts is their perishability and, therefore, the need to get disputes
resolved on a timely basis because, if time wastes, so does the prod-
uct and therefore the dispute becomes moot.



In -the course of that, however, there were some issues that
emerged that seemed to create the possibility for an even better
resolution. One, was to allow these disputes to be handled on a
more expedited basis.

Second, to avoid the necessity of going through a contentious,
confrontational litigation process before you could get to the point
that the parties could sit down and try to negotiate, through the
good offices of the Department of Commerce, a reasonable settle-
ment. Third, to try to create an environment that has sought out
the common interest of the parties and diminished the areas of con-
frontation.

All of those, it would seem to me, would be goals worthy of trying
to look for either modification in our current antidumping statutes,
or maybe even a parallel set of statutes that would relate to the
peculiar characteristics of perishable agricultural products. I won-
der if you could comment about it.

Secretary DALEY. I would just say, Senator, we would like to
work with you on those suggestions and see if there are some
changes that we can work with you to make to the dumping laws
to address those situations.

We, as I mentioned in my statement related to steel, have expe-
dited the process about as quickly as we can do under the existing
laws. So, in order to address the agriculture concerns, we may have
to change them, and we would like to work with you on that.

Senator GRAHAm. Very good.
The CHAIRMAN. Senator Murkowski.
Senator MURKowsK. Thank you very much, Mr. Chairman.
Good morning.
Secretary DALEY. Good morning, Senator.
Senator MURKOWSKJ. Ladies and gentlemen, I wish I had some

time for Charlene on some of the questions with the Japanese in-
surance and other things, but I will submit those in writing.

But let me pursue with Hon. Daley my concerns relative to the
conditions of our domestic oil industry. As you know, we are losing
nearly one-third of the job base that we had 10 years ago as we
become more dependent on imported oil. I think we are about 56
percent dependent currently, and during the Arab oil embargo, we
were about 37 percent.

As a consequence, the national energy security interests of our
Nation is a growing concern. It is my understand that your depart-
ment is coordinating an initiative to mobilize financing for one of
the proposed pipelines in the Caspian region, from Baku, Azer-
baijan to Jehan, Turkey to bring, basically, oil to the western mar-
kets.

While I agree that this project is worthy of assisting other Na-
tions, as we look At the long-term supply of oil and gas to the west-
ern world I am concerned that the effort seems to be focused on
foreign oil and gas, while pursuing a domestic gas and oil reserve
would serve the U.S. interest better, particularly at a time when
we see efforts by the administration to take off the sanctions on
Iraq oil, which is currently about 500,000 barrels a day, which
would take it up to 2.5 million barrels a day, which is about where
it was prior to the conflict out in that part of the world.



So my question to you is, the old saying in politics, "charity be-
gins at home." It seems like our domestic oil industry is in a ter-
rible state of affairs. I am having a hearing, as Chairman of the
Energy Committee, on Thursday on this issue. We are bringing in
Lee Raymond, chairman of Exxon, a number of major oil compa-
nies, strippers, smaller outfits. Oklahoma and other areas of the
country are really flat as a consequence of the price of oil.

I am looking to you to see if you feel you have an area of respon-
sibility here in view of, seemingly, the administration's overall ef-
forts to try to promote and increase oil activities all over the world,
but not domestically.

Secretary DALEY. If I could just, Senator, state that we at De
partment of Commerce have been involved in the Caspian pipeline
issue, as you know. We have been involved for a host of reasons.
One, the companies have come to us and asked us to help then. We
do a lot of promotion on behalf of the U.S. oil companies around
the world, and we are very proud of that and will continue to do
that.

Obviously, as you say, we should protect our home base first. We
try to help in lots of ways, we at the Department of Commerce,
with our energy companies and we would work with them if they
have some suggestions on how they would like us to help them do-
mestically. But we do a lot of advocacy on their behalf because they
come to us and want our involvement. Specifically on the Caspian
pipeline issue, obviously, there are foreign policy concerns, but from
our perspective, our help there has been very much at their re-
quest.

Senator MURKOWSKT. Well, I would hope, at the Thursday hear-
ing, that you might have somebody from your sta,;ff at that hearing,
because I am sure you are going to hear some recommendations
from our domestic oil industry about what we can do to stimulate
domestic activity.

Secretary DALEY. All right. We will do that.
Senator MURKOWSKI. Thank you.
Thank you, Mr. Chairman.
The CHAIRmAN. Senator Rockefeller.
Senator ROCKEFELLER. Thank you, Mr. Chairman.
Secretary Daley, I am sorry the Secretary had to leave. I increas-

ingly come to feel that he has a grip over the President's mind
when it comes to the question of fair trade and trade matters.

He started off by saying that we have aircraft and we have steel.
Well, of course, aircraft, as he pointed out, was a lack of demand.
Steel is illegal activity on the part of other countries against the
international trade laws of 1974. Lack of demand and cheating are
rather different matters.

I have, in the past, voted for fast track. I am increasingly less
certain of whether I am going to do that again, unless this adminis-
tration begins to take enforcement of trade laws seriously.

My question to you is the following, in that it is very difficult to
get Japan to do anything about this. They may lower their hot-
rolled steel imports slightly. They have done that kind of thing in
the past. I went over to Japan last week, in fact, and talked with
Secretary Rubin's counterpart, who did not know that there were



more steel mills in the United States than there were in Japan,
and we had a very interesting discussion.

But Secretary Rubin, basically, this morning said, "For the
United States to reduce access to our markets, even on what might
appear to be a limited basis, could very well be damaging to its,"
and then he talked about the "new, vibrant voices of protection-
ism," et cetera, et cetera, et cetera.

I would ask you, is Secretary Ru~bin not, in that case, virtually
saying we cannot enforce our trade laws, and that if we do enforce
our trade laws against cheating and illegal dumping-in my case,
I am particularly worried about steel, which is the largest surge of
imports in the last 30 or 40 years-is he not virtually saying, do
not enforce the trade laws, even though that was written into the
language of the fast track last time?

Secretary DALEY. No, I do not believe he is. I do not make a
habit of speaking for Secretary Rubin, as you know.

Senator RocKEIFELLER. I would like to see you try, though.
Secretary DALEY. My opinion is that he is not saying that. In

many of the discussions, many of the meetings that we have had
over the last number of months on steel, there has been a strong
commitment by the administration to enforce our laws.

There are suggestions that are being made to go beyond our ex-
isting laws, and I think he was referring to possibly some of those
suggestions. But he has been a strong advocate in all the meetings
I have been in to make sure that we do strongly and aggressively
enforce the laws. And the sort of actions we have taken at the
Commerce Department, he has been 100 percent in agree with
those actions.

Senator ROCKEFELLER. With all due respect, if he says, "Even on
what might appear to be a limited basis," that is, reduced access
to our markets, we being the place that will buy anything. Europe
does not do anything to buy any products. They do not help us out.
Nobody else. We are the ones who always buy everybody else's
products.

Now, if he says, "even on a limited basis," then does that not nec-
essarily mean you cannot enforce trade laws? I would stipulate that
there is cheating going on on steel. So if you enforce trade laws,
you would have to do something to counter that cheating, that ille-
gal dumping at below the cost of production that would necessarily
limit access. Is he, therefore, not contradicting enforcement of fair
trade?

Secretary DALEY. Again, Senator, I am not sure exactly what he
meant. I can just tell you that, in my dealings with the Secretary,
in all the meetings when we have talked about aggressively enforc-
ing our laws that are on the books that you have passed, he has
been there and strong in the sort of actions we have taken at the
Department of Commerce, which, if they are followed through and
the cases are found that there is dumping, there obviously will be
a limitation on imports.

Senator Rockefeller, if I can just quote from Secretary Rubin's
statement a little bit prior to the portion that you were quoting.
"Trade should be not only open, but fair, and this administration
is committed to fully enforcing our trade laws to deal with unlawful



practices." That is certainly his policy, and I believe the policy of
all of us in the administration.

Senator ]ROCKEFELLER. I think it is also the way one always
opens a paragraph, and then it is always the second or third sen-
tence which says where you really are.

Thank you, Mr. Chairman.
The CHAIRmAN. Senator Grassley?
Senator GRASSLEY. Before I ask you one question following up on

what Senator Murkowski said about the domestic energy business,
do not forget the Illinois corn farmer and ethanol. Also, remember
that its competitor, MTBE, 70 percent of that is imported from out-
side the country.

So we have got a renewable resource up against an imported
non-renewable resource that very much creates jobs in America
and advances our economy.

Your department permits Chinese military end users to receive
U.S. dual-use technology if you determine that Chinese military en-
tities are not making a direct and significant contribution to ad-
vance Chinese military capabilities. So, please explain how you can
determine to any reliable degree of certainty whether there is a di-
rect and significant contribution to the military of that dual use.

Secretary DALEY. Senator, as I stated, we take the obligations
under the Export Administration law very seriously. We do end-use
visits on many of the exports that we license, and we have other
means of trying to determine where exactly the products that have
been shipped are delivered and how they may be used.

This is an area that we take, as I mentioned, very seriously: I
know Congress, as Senator Robb stated, is looking at this once
again to see if there must be some changes to tighten up the proce-
dures, not only obvious to the Department of Commerce, but other
departments.

Senator GRASSLEY. Is it on hold then while that review is going
on?

Secretary DALEY. No, we are still processing licenses requests
that come through. Obviously, Congress determined last year that,
as far as satellites are concerned, that authority to license those
would be moved to the State Department, and we are cooperating
with the State Department to make sure that that moves forward,
again, to protect our industries, and at the same time, paramount,
protect national security interests.

Senator GRASSLEY. Thank you, Mr. Chairman.
The CHAIRmAN. Thank you, Senator Grassley.
Mr. Secretary, I understand you have to leave at 20 minute-a to

11:00. But just let me make the observation that it is critically im-gortant, in our effort to reach a bipartisan approach on trade to
uild the kind of consensus we need if we are going to get anything

done, that our present trade laws be seen as adequately enforced.
There is no question but what there are many here on the Hill, for
whatever reason, who feel that we have not enjoyed the benefits of
what the negotiators initially negotiated.

.There is concern now, for example, in the case of Europe, that
we take things through the judicial process and-win the case, but
do not get the benefits of those victories. So I cannot stress too
much to you the importance that we be seen as aggressively sup-



porting our rights under these trade agreements, and that we are
able to enforce them.

If we can enforce them, it is going to be very hard to get this
Congress to agree to new negotiating authority. I just want to
stress, I am a strong believer we ought to have a new round, but
I have to tell you, it is not going to be easy if we are not seen bene-
fitting from those that we have already negotiated.

Senator MOYNIHAN. Mr. Chairman, you know you have this com-
mittee behind you in that regard.

The CHAIRMAN. I appreciate that very much, Senator Moynihan.
We appreciate your being here, Mr. Secretary, and look forward

to working with you.
Secretary DALEY. Thank you very much, Mr. Chairman, and to

the members of the committee. We share your concerns and I can
assure you, we at the Department of Commerce take your com-
ments very seriously, Mr. Chairman. Thank you to the members.
Thank you for allowing me to leave a little early.

The CHAIRMAN. Thank you. We look forward to having you re-
turn.

Senator ROBB. Mr. Chairman?
The CHAIRMAN. Yes.
Senator ROBB. Mr. Chairman, I wonder if it might be possible for

those of us whose schedules have been compacted significantly by
the jury duty that we all share in the afternoons and evenings
to-

Senator MOYNIHAN. No, no, no. The judging.
Senator ROBB. I am sorry. [Laughter.]
The CHAIRMAN. You stand corrected.
Senator ROBB. I appropriately stand corrected by the distin-

guished Ranking Member. But that we might be permitted to sub-
mit some written questions that are of interest. This is a very im-
portant panel, and with the constraints of time, would that be per-
missible? I am going to have to depart.

The CHAIRMAN. Absolutely.
Senator ROBB. I thank you. I thank you for holding the hearing.
[The questions appear in the appendix.]
The CHAIRMAN. Madam Ambassador, nothing is more important

than this ministerial meeting that is coming up this fall. As I un-
derstand, you will have the honor and responsibility of chairing
that meeting. I congratulate you. I want to say that I have great
confidence in your ability to discharge that heavy responsibility.

I have to say that, as we were sitting here and listening to some
of the goals and review of where we are today, my colleague, Sen-
ator Moynihan, on talking about Japan, I think, said, well, how
many times have I heard that before?

Senator MOYNIHAN. Over 50 years.
The CHAIRMAN. Over 50 years. You are older than I. [Laughter.]

But in any event, I am concerned that, as we listen to you, and I
understand what you are saying, and we want to negotiate in the
area of agriculture, we want to negotiate in the area of services
and so forth.

But my basic question is, if we have a new round of negotiations,
just what, specifically in these areas, do we hope to accomplish?



When we talk about agriculture, what are our specific goals, in
what period of time? I think we need to be more specific.

In the past, I know it is has been the practice to discuss in very
broad terms what we hope to accomplish. But that is not going to
be adequate this time, I do not believe. I think, in order to develop
a consensus, there is going to have -to be spelled out by the admin-
istration and by working together exactly what any new round of
negotiations hope to accomplish. So, having said that, would you
care to comment?

Ambassador BARSHEFSKY. Mr. Chairman, we agree, and I have
said this previously to the committee, that as we look ahead to the
agriculture negotiations, services, and other areas, we have to go
into those talks knowing exactly what it is we want in great detail.

We have several means of achieving that end. We have com-
pleted, largely, a very substantial amount of interagency work, in-
cluding with, in the case of agriculture, USDA, in determining a
specific set of goals that we would like to achieve, which I have
only touched on briefly here.

Our next step would be to discuss, with the committee, as well
as with the agriculture committee, our concept of what we would
like to achieve in each area-for example, on the elimination of ex-
port subsidies, how long that would take, and so on-as well as
with respect to reform of the European common agricultural policy
and state trading practices.

We also plan to hold hearings in the United States-this has not
been done before--on the agriculture area, a couple of the other
key areas where we believe we did not achieve as much as we
should have in the Uruguay Round, and where we believe we need
to make rather a quantum leap now. This is particularly the case
in agriculture, but also the case in services as well.

So, with that activity proceeding and working closely with the
committee, we intend, well in advance of the ministerial, to have
a very concrete, specific list of objectives.

I would add one more point. In the case of agriculture, we have
been approached by the CAIRANS Group of agricultural exporting
countries. These are countries that are pushing for substantially
freer trade in global agriculture, led principally by Australia, and
others.

During the Uruguay Round, the U.S. and the CAIRANS Group
did not really have a coordinated position. In fact, in some areas
where we should have had common ground, we seem to be at odds
for reasons that are rather perplexing.

This time around, as an adjunct to fleshing out our agenda with
particularity, we intend to work closely with the CAIRANS Group
to see if we can build, going into the ministerial, a stronger founda-
tion for the kinds of gains we would like to achieve in agriculture.

But I agree fully with you, Mr. Chairman. I think the generaliza-
tions of the past in terms of what we would like to achieve, will
not be adequate to assist us in attaining our objectives. We are
going to have to be very particular and very exacting on what it
is we want, and we aim to work with the committee to that end.

The CHmiRmA. One of the comments I hear is on the aggressive-
ness of the European community today. Of course, one of the areas



we have talked about doing something is in the common agricul-
tural policy.

I remember years ago being over in Paris with Lloyd Bentsen,
and we met with the top officials at that time. Lloyd Bentsen said,
we are not going to be satisfied until we resolve this problem of the
common agricultural product which keeps our agricultural products
out of Europe. Well, here we are in what? What year is this? The
same situation exists.

What are we going to do about it?
Ambassador BARSHEFSKY. I think, Mr. Chairman, this is a vex-

ing and a serious problem. I think we have made gains on the cap
in the Uruguay Round, but there are two events that I think will
help us further.

One, of course, is the 1999 ministerial, because there are a num-
ber of countries, including many developing countries, that believe
their own agricultural production is absolutely disadvantaged by
European agricultural policies, not only with respect to access into
Europe for agricultural goods, but it is also the effect of European
agricultural policies on third country markets which prevent, for
example, developing countries from competing actively in those
markets, given heavy European subsidization of their agricultural
exports.

So, one, is the 1999 ministerial, our work with the CAIRANS
Group, and with developing countries both in that group and out-
side that group. But, second, as you may know, the European
Union is now working to formulate what they call Agenda 2000,
which is a fairly serious review of the cap.

This review is engendered by the fact that the cap is too expen-
sive and that, as the European Union expands to cover, for exam-
ple, countries like Poland which are heavily fanning economies,
Europe must do something to reduce the overall expenditures on
agricultural policy. The. add-in here, of course, is that, for Ger-
many, for example, there is concern about picking up the tab in
Germany to support French agriculture.

Agenda 2000 will take Europe-slowly, but it will take Europe-
toward some significant market reforms in agriculture, including
reductions in subsidization and, we hope, a further decoupling of
income supports with production. In the U.S., under Fair and other
agricultural acts, we have pretty much decoupled production from
income supports. Well, that needs to be done wi th respect to Eu-
rope.

So, bottom line is, we have a couple of things going for us. I
think it is very difficult. And we certainly do not underestimate the
complexity, but we certainly, certainly must make cap reform a
principal agenda item for the next round.

The CARMN. Le me sk ti question. What actions can the
U.S. take to ensure that the EU wilcomply with any future WTO
dispute settlement decisions resulting from agriculture and serv-
ices?

Ambassador BARSHEFsKY. Well, of course, there can be no doubt
that we are extremely disappointed with the European commu-
nity's reaction to the Banana case. This is a long-running dispute.

Europe has lost four international panel rulings with respect to
their banana regime over the course of 6 years, and each time it



has failed to comply. We now have dispute settlement which should
force compliance with the panel ruling, and again, Europe refuses
to comply.

We have approached Europe over the last 18 months to negotiate
a settlement of the underlying dispute. Europe has refused. We ap-
proached Europe last July, August, September, October, and No-
vember to return to the original panel for a ruling on changes to
their banana regime, and again Europe refused.

So we have taken the extraordinary step of stating quite clearly
that we will retaliate against Europe in the amount of the trade
damage caused by Europe's failure to alter its banana regime in a
WTO-consistent manner, and we will retaliate. We still seek a ne-
gotiated solution with Europe of the underlying dispute.

What this dispute raises, apart from European non-compliance,
as it has failed to comply over the last 6 years, is that the WITO
dispute settlement rules themselves are not entirely clear in cases
such as we face with Europe, where a party essentially refuses or
fails adequately to comply.

One of the things that we will be doing for the 1999 ministerial
will be to alter the dispute settlement rules to ensure that a ba-
nana-type outcome cannot happen again in future cases.

As to beef, European compliance with the panel's ruling in Beef
is due in May of this year. We have already begun to lay the foun-
dation with Europe. First off, we do not expect to see a banana-
type outcome with respect to beef, which is a dispute which will
dwarf in size the banana dispute.

Second, that Europe either must comply by lifting the ban on
U.S. beef, or it must follow WTO rules, including offering com-
pensation, which, if not adequate or acceptable to us, will be met
by WTO-authorized retaliation by us against Europe.

So we are laying the groundwork now with Europe for what will
happen in the case of beef. The bottom line is, the European ac-
tions caused great damage-great damage-to the credibility of the
WTO and to the credibility of the dispute settlement system, which
'we believed should have cured past problems with the old GATT-
style dispute settlement, and which we believed would have en-
sured that rights acquired through litigation would be fully
enforcible.

The CHAiRmAN. Well, I very strongly agree with you about the
impact of the failure of the EU to comply with those judicial deci-
sions.

I will ask one question of Mr. Summers, and then I will turn to
you, Senator Moynihan.

The stated goal of the U.S. is to raise economic growth levels
around the world. Yet, I cannot say that I have seen a single coun-
try in trouble where it has been proposed to cut taxes on income,
capital, or imports. How do we intend to bring about growth so that
we can address some of these problems that the U.S. market is now
facing?

Secretary SUMMERS. Mr. Chairman, the objective of policy in re-
sponding to each of the troubled economies is, indeed, as you sug-
gest, to restore stable economic growth. But it is, I think, very im-
portant in looking at each of these situations not to confuse the
remedy with the underlying disease.



The reason why these countries have experienced such profound
dislocations is, in simplest terms, very large-scale borrowing with-
out the development of the requisite capacity to pay back that is
followed by a kind of financial panic. Some control over that bor-
rowing is a necessary condition for restoring any sense of con-
fidence and stability.

There has been, I think, a very substantial increased recognition
in recent years on the part of the international community of the
importance of the growth imperative. That has been reflected, for
example, in measures contained in a number of the IMF programs,
such as that for Korea and that for Brazil, that limited the possibil-
ity of. tariff increases as an approach to raising revenues and, in
some cases, called for the reduction of tariffs or other quotas.

Increasingly, the emphasis is on prudent expenditure reduction
rather than on tax increases, precisely because of the importance
of pursuing that kind of approach in order to achieve economic
growth.

But I think it is important in these cases to recognize that often
the roots of the problems lie in a kind of excessive borrowing, and
in some cases even excessive investment in what somebody called
conspicuouss construction," office buildings that you can see
through, and the like. In those kinds of contexts, the problem is not
to stimulate more investment, the problem is to rationalize what
exists.

But I think there is no question that the world will study for a
very long time the dislocations of the last year and a half, and I
am sure that countries will learn important lessons, both about
how to prevent these kinds of crises from those experiences and
about how best to respond to them.

But I would just say to you in the strongest terms that the objec-
tive is economic growth, but that depends, first and foremost in
these situations, on a restoration of confidence.

The CHAIRmAN. Senator Moynihan.
Senator MOYNiHAN. Might I perhaps address both of our wit-

nesses, as I have a generalized question, if I may. But, first, to say,
on steel, how long, oh, Lord? Let me see. I believe Nucor is our low-
cost producer in this country just now, and I am told they are sell-
ing hot-rolled steel at $250 a ton. The Japanese are selling it at
$190 a ton. The number may be different, but you got the point.

Now, you can understand. You heard Senator Rockefeller, and
you will hear others on these points. It is Just that there is not one
of us who has not been hearing for a generation, well, we are going
to get those Japanese and -traighten them out and show them
what is in their best interests.

I remember when I first joined this committee 22 years ago, we
had a big issue about rice. It was explained to us that, well, they
could not import American rice because their rice gr,-wers were de-
pendable republicans, and that is what kept Japan from being
taken over- by communists, and so it went. I do not know what
their explanation is today, but it is still something. They could lose
a lot.

But could I ask you a question here about what seems to ni is
coming, which is a general concern about the balance of trade. We
had Professor Summers, a wonderful colleague, Murray



Weidenbaum, -here last year and he said this was the most mis-
leading indicator in our statistical tool kit.

Yet, as of November, we had the largest balance of trade deficit
in our history. It surely would mean to many of us who are not as
sophisticated as we oughit to be that something is wrong with our
trade policy, and that this cannot go on indefinitely. The dollar will
come under great pressures.

What is your answer? I will ask the Ambassador, first, but I can
see that Secretary Summers would like to respond, whichever you
wish. Because this is coming.

Secretary SUMMERS. Maybe I could start on the more macro-
economic side, and Ambassador Barshefsky on the trade policy
side.

The current account deficit, Senator Moynihan, is as you suggest,
I think, a matter of large and growing concern because of the in-
debtedness it represents and because of the dislocations in our
economy it causes.

At the same time, I think it is important to recognize that the
current account deficit that we have now and in prospect is, while
very large like the one we experienced in the mid-1980's, is of a
somewhat different form.

It is a reflection of economic strength, the fact that the United
States is growing more rapidly than other countries, and that is
leading imports into our country. It is a reflection of investment.

The capital flows that are the other side of the trade deficit have
gone in recent years to finance investment rather than the con-
sumption that was the case in the 1980's.

That is manifest in a national savings rate, including the deficit
and the very low personal saving rate that is substantially higher
than the national savings rate was at that time, and a higher na-
tional, investment rate. But it is a real cause of concern.

It seems to me that the approach that is necessary in addressing
it really has four crucial elements. First, strong encouragement of
growth around the world because, as long as they are doing poorly,
as Chairman Greenspan has suggested, we cannot be an oasis of
prosperity. We have worked hard with the troubled economies and
we have made it very clear td Europe and to Japan that the United
States cannot be the importer of only resort.

Second, and Ambassador Barshefsky will be able to speak to this
much more capably than 1, the full pursuit of the panoply of meas-
ures and approaches under U.S. trade law to open foreign markets
and assure that U.S. firms have the access that they need. Our
firms are the best in the world and, given a level playing field, they
can compete anywhere.

Third, strengthening the competitiveness of our economy. I think
we have made a lot of progress on that in the last 6 years. Much
of it has been at the impetus of the private sector, but I believe the
policies that we have pursued at the most fundamental level by im-
proving education, at the much more direct level by supporting the
kinds of trade promotion efforts that Secretary Daley is involved in,
the kinds of efforts to combat tied aid that we have purirued
through the work of the Export-Import Bank, these kinds of' ap-
p roaches to aggressively promote U.S. exports and make American
firms more competitive, is the third part of our approach.
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And, fourth, and of great importance, I would argue, over the
long term, is steps to increase our National savings rate. Ulti-
mately, trade flows are the mirror image of capital flows.

Along as we have too low a national savings rate and a strong
desire to invest and are financing that investment from abroad, the
only way we can invest more than we save is to borrow, and the
other side of that borrowing is a trade deficit. We have more than
doubled the national savings rate in the last 5 years because the
budget has moved into a surplus. But the personal savings rate in
our country is negative and deplorably low.

It is this nexus of issues that are around national savings that
make one of the other issues that are within this committee's juris-
diction and on which you are such an expert-Social Security re-
form and the kind of framework that the President's budget talked
about-are so important, not just for our seniors, but although the
connections are more indirect, ultimately of profound importance
for our Nation's competitiveness.

Senator MOYNIHAN. Thank you, indeed. Teach me to ask a ques-
tion of Secretary Summers. That is a good, -brief course.

Would you want to add anything?
Ambassador BARSHEFSKY. I would add this. I think, as Secretary

Summers' comment makes clear, trade policy is one element and
it is not by any means the largest element that one can use to shift
aggregate trade balances. That is to say, aggregate trade balances
are a function of a variety of factors, principally macroeconomic in
nature.

To the extent those balances reflect trade barriers in particular
sectors or in particular governments policies, U.S. trade policy can
be an effective means of altering those barriers, and altering the
mix, and altering the balance in that particular sector, or with re-
spect to that particular policy.

But I do not think you will see a substantial effect on the aggre-
gate trade balances from alterations in trade policy. I think this is
one of the great sort of misunderstandings in the public mind of
the role of trade policy with respect to alterations in our aggregate
trade balances.

We have, I think, in this administration, but I think also in pre-
vious administrations, been very aggressive and forward-leaning on
removing market access barriers abroad. We have made, I think,
considerable progress, as evidenced by our strong export perform-
ance, which is also not only a function of trade policy, it is also a
function of macroeconomic factors, but there trade policy also plays,
I think, a role.

We will continue on that aggressive course of market opening to
do what trade policy can do with respect to imbalances on the cur-
rent account, but recognizing that those imbalances are largely a
function of macroeconomic factors, not microeconomic changes in
trade policy.

Senator MOYNIHAN. Good. And I do not want to take more of the
committee's time. But may I just suggest that, in the political
world, trade policy will be seen as the principal source.

Ambassador BARISHEFSKY. I know it.
Senator MOY'NIHAN. That is a problem we ought to think about.
Ambassador BARSHEFSKY. I agree.



Senator MOYNiHAYJ. Thank you both very much.
Thank you, Mr. Chairman.
The CHAIRMAN. Senator Baucus?
Senator BAUCUS. W4r. Chairman, just following up, I have one

macro question and one trade question.
The macro, is exchange rates. We reach these trade agreements.

Let us take NAFTA., for example. Montanans are having a hard
time because the Canadian dollar is so low. We have all of the cur-
rencies that depreciate overseas that very much affect our economy
in various sectors, industries, companies.

What do we do about exchange rates? Is the answer that we
should only help countries grow and become prosperous, and there-
fore those economies are strengthened and that will minimize the
exchange rate differential and help IMF, World Bank, and others
keep sort of stable growth among all the countries and ju st kind
of live with dramatic fluctuations when they occur, or wide vari-
ations in strengths of currencies when they occur with respect to,
say, Montana farmers, or do we do something a little more aggres-
sive?

Secretary SumMERS. Senator Baucus, since I cannot give you an
answer that fully satisfies myself, I doubt I can give an answer
that fully satisfies you. But let me make three points, if I could.

First, preventing hyper-devaluation and the resulting dumping
was a central objective of the IMF programs. Basically, what was
happening was that all the money that was in those countries
wanted to get out. That means the local currency was being sold
on a massive scale and there was nobody on the other side.

By seeking to provide some confidence, by seeking to improve the
policy conditions, by see king to provide some dollars, the IMF pro-
grams represented an attempt to control the devaluations that oth-
erwise would have taken place and the consequent trade disloca-
tions.

You have seen in those places where the policies were carried
through, that there have been very substantial effects. The Korean
won, which at one point was 2,000, appreciated by 40 percent from
that level. There are similar figures in Thaiand. And even in Indo-
nesia where the situation has been very difficult, the exchange rate
has nearly doubled in value from its low point. So for the countries
that are in distress, there is a central remedy.

For other countries, like the Canadian example that you cite, and
it has certainly been issue among the major countries, there is a
very understandable discomfort with the magnitude of fluctuations.
The difficulty is that there are really two approaches that are advo-
cated to try to control those fluctuations.

One view which is taken by some, but we believe is inconsistent
with almost all the experience, is that if policy makers simply talk
more about where they would like currencies to be, and if they in-
tervene in currency markets, they can set the levels of currencies.

In our judgment, in the size of today's currency markets with $2
trillion traded every day, the prospect that that kind of interven-
tion would be effective is rather limited.

The alternative approach is that we encourage or that we our-
selves use monetary policy to a greater extent to pursue currency
stability as an objective. The difficulty there, of course, is that it



forces one to use monetary policy in a way different than what
would be appropriate on the grounds of domestic economic stability.

We in the United States have traditionally made the choice that
we do not want to be part of a system in which, in a period like
1995, for example, when the value of the dollar had fallen on for-
eign exchange markets, it would be incumbent on us to have a very
substantial increase in interest rates, even though the economy
was falling. Many other countries have taken the same view.

So, while the degree of volatility in exchange markets is some-
thing that is of concern and is disruptive, one does have to ask, if
one wants more stability, what the means are.

Our judgment is that, beyond the strong encouragement to sound
policies, the occasional interventions that the major countries en-
gage in, that an effort to achieve greater stability without policy
commitments would very likely be unsuccessful. And an effort that
involved a firmer commitment of monetary policies could well sac-
rifice what is even the higher objective of domestic economic stabil-
ity.

Senator BAUCUS. You are right. [Laughter.] If I can just press
you a little more.

Secretary SUMMERS. Sure.
Senator BAUCUS. What are some of the clues, some of the pos-

sible areas in addition to those that you mentioned that might be
productive? I mean, here is an opportunity. We are coming on to
a new WTO ministerial, a new Congress is beginning to try to help,
with the administration, in setting national policy. Do you have
any other provocative, wild ideas? You do not have to endorse
them. You do not have to endorse them.

Secretary SUMMERS. That is just what they encourage sub-cabi-
net officials to come do. [Laughter.]

Senator BAUCUS. I know exactly. I know.
Secretary SUMMERS. Throw out a few provocative ideas.
Senator BAUCUS. Ideas that you do not endorse.
Secretary SUMMERS. I think there is probably ample commentary

out there that I do not endorse without my trying to summarize it.
I think there is a great deal we can do, Senator Baucus, to try to
stabilize the global financial situation more than it has heen stable
in the past.

Some of the crucial issues there involve transparency, which peo-
ple say, oh, yes, transparency. But the fact is, if you look at why
our own capital markets in the United States are so successful, I
would argue that the development of generally accepted accounting
principles is probably the single most important thing.

That is what transparency is about. That is what, more pro-
foundly, developing a broad infrastructure globally, like the one we
have domestically, means bankruptcy laws, it means contract en-
forcement, it means codes of practice in corporate governance. This
is increasingly what the work of the international community is
going to be.

I think, and this is a crucial thing where we will, I suspect, make
important case law and reach understandings over the next several
years, is the whole question of private sector involvement when
there are financial crises.



On the one hand, the bail-outs are wrong. On the other hand,
there is a need in these situations to contain contagion, the kinds
of approaches that we pursue with respect to the private sector.
And you have seen some evolution in that with what was done in
Korea, with what was done in a number of other situations. It is
going to, I think, be a very important challenge in the years ahead.

I think there will be discussions increasingly as countries make
choices with respect to exchange rate regimes. I would say that
more countries have been interested in questions relating to cur-
rency boards in recent years than has been the case previously,
and they have been successful in a number of countries. They may
come to be pursued more widely in the future.

So, there are ideas that are out there. But I think one has to be
very careful in talking about exchange rate stability in recognizing
that goals trade off and that, to pursue exchange stability as a
goal, one inevitably gives something else up.

Senator BAUCUS. What about single currency? Argentina is con-
verting to the dollar, for example. What if we had fewer currencies,
would that help the world?

Secretary SOTMMERS. There has been some discussion, at least in
the press, of that possibility in Argentina. That is obviously a
choice for Argentina to pursue. It may be a choice that they will
make. It is a choice that could serve very important functions in
anchoring their economies.

Countries have been traditionally reluctant to adopt other coun-
tries' currencies, for three reasons: national pride, loss of the so-
called seigniorage that comes from being able to print money, and
the loss of flexibility that comes from not being able to adjust mon-
etary policy to domestic conditions.

Senator BAUCUS. Right.
Secretary SUMMERS. But it may be that more countries will move

in this direction in the future.
Senator BAUCUS. I have about 15 seconds for Ambassador

Barshefsky.
This WTO bananas beef. I mean, it is getting sticky and it is not

working. The Europeans have found loopholes. What is the time
table in the next ministerial efforts, round, whatever, and the like-
lihood that we are going to be able to come up with a regime that
essentially does not allow effective veto?

Ambassador BARSHEFSKY. Let me say that I do not think it is ac-
curate to say that the system is not working. We have been suc-
cessful in 19 of 21 -cases where we have had no problem whatsoever
in countries complying with WTO rulings. The typical way in which
that happens is, the losing par-ty comes to the prevailing party and
says, can we work out, within our time frame of compliance, some
method of compliance that would be satisfactory.

Senator BAUCUS. The Europeans are not doing that.
Ambassador BARSHEFSKY. The Europeans refuse to do that.

What we see here is actually a very old pattern. If you look at the
old GATT cases and the cases in which panel rulings were blocked,
inevitably they were in agriculture and inevitably the blocking
party-was Europe. We see the same pattern here on bananas, and
we fear the same pattern on beef.



We do think there are changes to the dispute settlement system
that can be made to ensure that that kind of blocking behavior-
because that is, in fact, what has happened here--cannot happen
again.

I think we will be successful in getting those changes. I do not
think WTO members, in general, want a system that does not work
effectively, including with respect to securing their own rights in
the system. But I do think it would be unfair and inaccurate to say
that the system'as a whole is not working, because that is not the
case.

Senator BAUCUS. My time has expired. You can just think about,
and I will not take other people's time, I think it is working fairly
well, but sometime I would like to explore with you how we solve
the problems that the Europeans are creating.

Ambassador BARsHEFSKY. We would very much like to do that
with you.

Senator BAUCUS. Thank you.
Thank you, Mr. Chairman.
-The CHAiRMAN. Senator Graham.
Senator GRAHAM. Thank you, Mr. Chairman.
Mr. Chairman, I want to focus most of my questions on the issue

of the Caribbean Basin initiative which Senator Lott spoke of in his
opening statement, and has been alluded to.

There have been some events which have occurred in the last pe-
riod which make this issue more urgent. You have alluded to one
of them in your last comments on the banana issue. The -economies
that are going to be adversely affected by our position, primarily
those English- and French-speaking areas in the Eastern Carib-
bean, are very dependent upon bananas. A little country like Domi-
nica, which has been one of our best friends in the hemisphere, bet-
ter than half of its export income comes through bananas.

So the need to have a policy that is balanced as we are attacking
their traditional source of export for income to be advancing some
measures that will be seen as assisting them in making the transi-
tion, I think,- is very important.

But the most dramatic events are those that surround the hurri-
canes of 1998. 1 recently visited Honduras and Nicaragua. Hon-
duras has been devastated by Hurricane Mitch.

Just to ut it in perspective, the week after the hurricane hit the
number of~ displaced people, that is, people who no longer had a
home to live in, if it were the United States in proportionate num-
bers, would have been over 60 million people.

You can imagine what the situation would be in the United
States if 60 million of our citizens were without a place to live.
Even today, almost 3 months after the hurricane, they still have
the equivalent of 10 to 15 million, in U.S. terms, people who are
displaced.

The agriculture economy in Honduras was especially impacted by
the hurricane and not only caused a substantial loss of their cur-
rent year crop, but also disrupted the infrastructure, which will af-
fect the pace of their recovery in the future.

Honduras has one of the larger assembly industries of the Carib-
bean Basin countries, about 90,000 to 100,000 people employed
overwhelmingly in the garment and apparel area. In conversations



with everybody from the president of the country, through the gov-
ernment, to private sector individuals, the single most important
step that the United States could take to help in this economic re-
covery would be to enhance the CPI benefits for those countries.
That was a uniform request.

In light of that, it is -stunning to me that a couple of things have
happened, and 1 would like to understand what the significance is.

First, in the State of the Union speech of the President last Tues-
day, there was a written sentence which specifically committed the
administration to CBI enhancement. That sentence was not spoken
on the floor. I understand that the Caribbean/Central American re-
lief package which is coming to the Congress does not include CRI
enhancement.

Those two anecdotes raise questions as to just how committed
the administration is to CBI enhancement, particularly in the con-
text of the urgency of some of the circumstances that I have just
discussed.

I wonder if you could comment as to, how committed is the ad-
ministration, what are going to be some tangible indicators of that
commitment, and in what form would the administration be advo-
cating a CBI enhancement bill?

Ambassador BARSHEFSKY. Let me say that the administration
and the President are absolutely committed to CB1 parity legisla-
tion. There really is no question about that. The President has
made that clear in meetings with the Central American leaders
with whom he has had extended conversations, individually and
jointly, not only on CBI matters, but also with respect to disaster
relief following Hurricane Mitch.

He is personally very committed to this issue and has indicated
to each of his counterparts in each of the countries affected, as well
as the surrounding countries, that he is firmly committed and very
interested.

Senator GRAHAm. Excuse me for interrupting. But could you ex-
plain, in light of that, why the President would-have in his written
text- in the State of the Union a reference to CR1, but it would not
be spoken to the American people?

Ambassador RARSHEFSKY. I cannot comment one way or another,
except it is not an indication of any lack of interest, support, or
dedication to the issue of CBI parity.

Senator GRAHAM. Is it correct that the Central American Relief
bill that the administration will be sending to Congress will not
contain CB1, and if so, what is the significance of that?

Ambassador BARSHEFSKY. At this juncture, it would not contain
CR1 because the leadership of both Houses, Majority and Minority,
have suggested that it not. We are obviously happy to work with
the committee.

Were it possible to put CB1 on that bill, we would be delighted
to do so. The -administration was asked not to. Rut, as I say, we
are happy to work with the committee.

May I make one other comment? I want to correct, I think, a
misimpression that you may have which was reflected in your
opening remarks. That is, that the concern the United States has
with respect to European banana policy does not, and is not, in-



tended to impact the preferences Caribbean producers have long
held in Europe with respect to banana trade.

Those p references are under Europe's Lomay Convention with
the Caribbean and other nations. The U.S. has been a staunch sup-
porter of the Lomay benefits for those countries. Every settlement
proposal we have made to Europe with respect to bananas retains
very substantial preferences for Caribbean bananas, as against
Latin bananas, which is the current situation today.

Our concern with European policy is simply that there is-no -need
for European policy to discriminate against U.S. interests with re-
spect to bananas. Those interests can be accommodated fully, while
also retaining the preference that Europe holds for Caribbean ba-
nanas over Latin American bananas.

Senator GRAm. Let me say on that last point, that certainly is
not the impression that the countries in the Eastern Caribbean
have. They feel that they are going to be very adversely affected
and that the United States is the source of their pain.

If there is a case to be made that one or both of those statements
is incorrect, that message needs to be communicated 'because it is
causing urs tremendous difficulty on areas like getting cooperation
on anti-drug policy within this region.

Let me go back to my final question on CBI. What will the ad-
ministration be recommending as the specific components of a CBI
enhancement bill?

Ambassador BARSHEFSKY. As to the specific components, we -will
be working closely with the committee as it moves forward. We
have always supported the broadest posble bill with the maxi-
mum benefits to the Caribbean, similarly, with respect to Africa
legislation, recognizing, however, that a number of members have
concerns about the breadth of both of those bills and obviously are
desirou's of working out a solution with those who are concerned
about the breadth of the benefits.

But, consistent with achieving legislative outcome here that
would be positive for both the Caribbean and Africa, we wish to see
A bill that is as broad as the political traffic will bear.

Senator GRAHAM. Thank you.
The CHAIRMAN. Senator Rockefeller.
Senator RocKEFELLER. Thank you, Mr. Chairman.
I guess I would address this question to both of you. I think the

question of fast track, for which I have, unlike any of my colleagues
from the State I represent, consistently voted, and the whole con-
cept of international trade and those of us who believe in inter-
national trade-in fact, I spend every January-we have been in-
terrupted by a circumstance this January.

But we take West Virginians to Asia, China, Japan, Taiwan, usu-
ally, to enhance the whole idea that we are in a globalized economy
and that we should both export, that is good for bringing injj job-s,
and that we should have reverse investment, which is good because
that puts our people to work.

However, I think fast track and the international economy and
globalism has always been, and will much more increasingly, as
Senator Moynihan indicated, be based upon a sense of fairness on
the part of the American people, that there is a contract here, that
as we trade, that we trade fairly.



There is an increasing understanding in West Virginia, particu-
larly in the northern part where our steel mills will be probably
closed by October unless the administration does something, that
this compact no longer holds and that there is an obsession about
globalism and the global economy in this administration which, in
fact, takes Ambassador Barshefsky's statement that trade is but
one part of the international economic situation and brings realism
to it. That is, it is one part, and becoming increasingly a smaller
part.

I do not think, Ambassador Barshefsky, that yod are saying what
you really would like to say because you are part of the administra-
tion. That is natural. We understand that.

But let me just say to both of you that the President, in his
speech, talked about putting a human face on trade. Again, that is
an easy thing to say. It is also an easy thing to walk away from.

We have in our steel mills in West Virginia, the largest of which
is the largest industry in the entire state, is not a union one in the
U.S. steel workers' concept, therefore, it has gotten most of the at-
tention. People -say, well, we are in steel, we are in steel. Well,
there happens to be over 4,000 people working, again, ii, the larg-
est plant in our State.

That completely ignores the fact that, on July 1 of this year, the
United Steel Workers' contract will expire. In that contract, there
is a no lay-off clause which means, in fact, that at LTV Bethlehem
and many other larger steel companies that have U.S. steel worker
contracts, there are a lot of steel workers now s,,.;eping the floors
and keeping the machinery clean because the inventory reaches the
ceiling already.

When July 1 comes, you are not going to be talking about 10,000
steel workers, you are going to be talking about 75,000 to 85,000.
I come back to the sort of contract between globalism and the inter-
ests of the American people. The trade deficit with just China and
Japan- this year is going to be, at a minimum, $120 billion, as Sen-
ator Moynihan suggested.

My question is, at what point do you consider that we do some-
thing? Secretary Daley is going to come out with a report on Thurs-
day on hot-rolled steel. There will be very interested effects from
Japan. Japan is exporting way over 200 percent of what they did
a year ago from last August, and they are 42 percent of all of im-
ported steel in this country today.

Now, I predict to you, their numbers will come down, Ambas-
sador, but they will still be well over 100 percent of what they were
this past August, much less the August preceding that.

So at what point is it that we enforce trade laws and, therefore,
uphold the contract, unspoken but in fact written into law, between
the American people and their willingness to deal with a global
economy that most people do not understand that well because
they live in this country, what we would then consider to be unfair
trade, worthy therefore of response, which Secretary Rubin says we
cannot afford?

Ambassador BARSHEFSKY. This administration is absolutely com-
mitted to enforcing our unfair trade laws and our laws against in-
jurious import surges. The President is personally committed to



that. I know of no member of the administration who is not com-
mitted to that.

I think, first off, of the antidumping preliminary rulings, which
will come out in February. Of course, we do not know what the re-
sults of those will be, but they have the prospect of dampening

qt igificantly steel imports coming into the U.S.
I tikwe have already begun to see a little of that happen,

given implementation of the Commerce Department's critical cir-
cumstances ruling in mid-November this year which allows Com-
merce to reach back on potential duties.

Second of all, I agree with you. I think we will see a downturn
in Japan's exports of steel to the U.S. I think we are going to have
to see, as the President said, a return to pre-crisis levels on Japa-
nese imports soon.

My guess is, the downturn in December will not demonstrate a
return to those pre-crisis levels. It will be inadequate. The down-
turn the next month is going to have to be mighty, mighty severe
to begin to return Japan's steel exports to the U.S. to pre-crisis lev-
els, which Japan has indicated they wish to do.

Senator ROCKEFELLER. And then, Secretary Summers, Ambas-'
sador Barshefsky having said that, and the President having said
that if Japan does not--Japan is not the only country. I mean, as
my colleagues here know, I went to school in Japan. I have a long
history with Japan. But there are many countries doing this.

The President then went on to say, if Japan does not reduce it
substantially, something to that effect, dramatically, substantially,
I think it was, he said, we will respond. Why, at this point, should
I believe him?

Secretary SUMMERS. Senator Rockefeller, let me make a general
comment if I could, and then address the steel question.

I completely agree with what you said about how trade has to
work for people in communities in America if it is going to work
for the global system. I think there is no greater threat to the idea
of global integration than people seeing that it is associated with
local disintegration. That is why we are absolutely committed to
enforcing our trade laws in as vigorous a way as we can to ensure
that trade is fair to American workers.

With respect to the situation in Japan, it is certainly too early
to reach any definite judgments. There are large gaps and statis-
tical confusions between Japanese export figures and American im-
port figures, so one does not want to reach definite judgments.

But I think it does bear emphasis that total Japanese exports of
steel to the United States, as measured by the Japanese figures
which were 846,000 tons in August and 909,000 tons in September,
had declined to 367,000 tons, t1ess than 45 percent of their Septem-
ber level by December, and that there were similar declines by a
factor of three with respect to hot-rolled steel.

Now, as Ambassador Barshefsky made very clear, that is not
good enough. As the President made very clear, we will avail our-
selves of the remedies under U.S. law, 201, dumping, and so forth,
if Adequate progress is not made and we do not see results.

But we are seeing very substantial declines. We will, I hope, see
voluntary actions by the Japanese to produce further substantial
declines in the next several months. If not, there will be actions



taken that will ensure that there are very substantial declines in
the threat that is posed to U.S. workers from unfair imports.

As you know, Senator Rockefeller, with respect to some of the
other countries, the Commerce Department is engaged in a negotia-
tion with respect to a suspension agreement with respect to Russia,
which is another potentially very important issue, and a number
of aspects of the IMF program go directly to the question of sub-
sidies of steel in Korea.

We have also, I remarked earlier-
Senator ROCKEFELLER. Secretary Summers, my time is about to

run out.
Secretary SummERS. Sorry.
Senator ROCKEFELLER. I need to make one point. The Mexicans

and the Indians are also dumping steel. They have a different word
for it. They call it reference price system. I do not believe there has
been any comment out of the U.S. Government on that with respect
to WTO, either from the Ambassador or from any other part of the
government.

Again, you say that the President will taken action. Again, Sec-
retary Rubin said this morning that anything that would reduce
access to U.S. markets would be against our National economic in-
terest.

I believe he has, and I have, and I do not have to explain to any
of the three of you, enormous respect for him and for both of you,
and you know that. Case closed. But I worry enormously about the
compact, I worry enormously about a severe political reaction
which is already very heavy in my State which is causing at least
this Senator to think about not voting for fast track for the first
time in my Senate life. I think that feeling is going to grow very
substantially unless the administration, in fact, enforces the trade
laws that are the law of the world and that are on the books.

The CHAIRMAN. Senator Grassley.
Senator GRASSLEY. Ambassador Barshefsky, welcome. I want to

talk about China. That country has promised, and it has always
been in the context of the WTO accession negotiations, to liberalize
the availability of its trading rights, the right to import and gain
access to China's distribution system. They decided to do this over
a 3-year period of time.

You addressed this issue in your July 9 report to this committee,
and could I quote from that? "China has made commitments on a
number of critical issues related t~o the rules of the WTO. For ex-
ample, China committed to WTO obligations relating to trans-
parency, judicial review of administrative decisions, and non-
discrimination. China also agreed to phase in trading rights over
3 years."

Yet, despite the commitments you described last July and despite
the commitments that China made in its 1992 market access
memorandum of understanding, China aggressively restricts the
type and number of business entities within China which have
legal right to engage in international trade, and only those forums
with important rights may bring goods into China.

Specific agencies and bureaus all across China impose infu.-mal
marketing access barriers for imports that fall within their jurisdic-
tions, and even some Chinese agencies demand that end users pur-



chase certificates before they can win permission to U.S. imports.
One thing I am particularly interested in in this area is that that
seems to be true of U.S. pork, citrus, and other products.

So are these restrictive licensing practices a portent of things to
come from China despite their official commitments to the con-
trary? Also, could you tell me specifically what you are doing to ad-
dress this issue, that they do not seem to be performing according
to their words?

Ambassador BARSHEFSKY. Senator, as I recall, the testimony that
I provided to the committee talked about China's range of commit-
ments in respect to its WTO accession negotiations, of which trad-
ing rights is one of a series of commitments that China will make
were it to accede to the WTO.

It has not yet acceded to the WTO because we are as yet not sat-
isfied with respect to a number of areas in which China has thus
far refused to take sufficient action to open its market.

Trading rights, however, is one area where China has agreed
that it will liberalize those rights overall over the course of 3 years
once it accedes to the WTO. They have undertaken voluntarily
some recent relaxation of trading rights restrictions, particularly in
the industrial sector, as it wishes to import goods more efficiently
and effectively from abroad, particularly in connection with infra-
structure projects.

We think that is fine and we appreciate that China is doing this
-voluntarily and in advance of accession, but it will not detract from
the fact that full trading rights liberalization will have to occur.

In agriculture, the situation on trading rights is as yet a little
unsettled because agriculture is one of the areas that is holding up
China's accession inasmuch as China has refused to make commit-
ments adequate to open their agricultural markets with respect to
a variety of commodities, including pork and including citrus.

Once we re-engage China, which we will be doing later this
month and next month on the agricultural issues, we can provide
you a fuller picture not only of the agricultural access progress that
we have made, if we have made that kind of progress, but also the
way in which the trading rights regime would affect agricultural
exports.

Senator GRASSLEY. You said China made some progress in one
area, you stated. And I do not want to question what you said on
that because you are probably right. But do we make sure that we
are not getting blue smoke blown at us in the sense like, at the
end of 1995, they abolished nontariff barriers on 176 items speci-
fied under that 1992 memorandum of understanding, and then we
now know that it has put in place alternative nontariff measures
such as the automatic registration requirements. They have done
that on about 400 products. Are we sure that we not tInking that
we are gaining in some areas and then losing in others?

Ambassador BARSHEFSKY. What we have done in the context of
the accession talks, is this. We have required China to notify, that
is, to spell out all of their existing nontariff barriers, and then we
are in the process of negotiating how each one of those barriers will
be phased out and eliminated over time.

If a nontariff barrier has not been notified, then that barrier can-
not be enforced in China. That way, we have, first of all, a picture



of what the range of barriers is, and second, we are basically say-
ing to China, if you did not tell us the barrier existed, then as a
legal matter, it cannot exist in the future. It cannot be imposed and
it cannot be enforced, or that would be a clear violation of WTO
commitments.

Senator GRASSLEY. I think you are telling then me you have a
way of monitoring these 400 barriers.

Ambassador BARSHEFSKY. We believe that we do. The barriers of
which you are speaking are on the list of items that would need
to be phased out.

Senator GRASSLEY. All right. Then my last question to you, be-
cause I want to ask Dr. Summers one. This is more agriculturally
oriented, at least towards meat.

In 1977, China announced a 1-year trial program for imports of
meat froin the United States for its retail market. Only five U.S.
plants were approved to export meat, including pork, to China. So
how much U.S. meat, including pork, ha's been shipped to China
under this trial program?

It is my understanding that almost no U.S. meat has been, but
I will let you counteract that. What specific actions would be taken
to ga-n greater access by U.S. meat producers to Chinese markets
under what we are led to believe is an opening by China, which
may not be an opening?

Ambassador BARSHEFSKY. We do not believe that the pilot project
that we worked out with China opened China's market for meat
and pork products. We were very dissatisfied with the way in
which the program operated.

China took the basic position, it would certify individual plants
for export, which is exceptionally inefficient, does not provide those
plants with sufficient sureness of their ability to export. We wanted
a system-wide certification by China, as we have in most other
countries.

Our beef, pork, citrus, does get into China because it is smug-
gled. As you know, with respect to China and in many of these
areas, there is a very substantial smuggling trade through Hong
Kong into China. This was the early route for our computers into
China. Obviously, smuggled product is not, in our mind, considered
market access.

So this is an area that is also now incorporated in the agricul-
tural negotiations with respect to China's WTO accession. Our
thinking right now is that we would, and this is consistent with
WTO rules, set up a system in China of tariff rate quotas and mini-
mum access commitments. That is, numerical commitments China
would have to meet in each of the principal agricultural commodity
areas, including in beef and so on.

That is consistent with WTO rules. That would provide us with,
if you will, guaranteed access fully enforcible in dispute settlement
because this is simply whether a number has been met, and it will
be easy to determine if that number has been met or not. And then
a quota system accompanying it in which quotas would gradually
be liberalized over time.

The goal here is to make the system on agriculture as self-enforc-
ing as possible and as numerically oriented as possible to ensure



genuine market access which, thus far in the meat area under this
pilot project, we were unsuccessful in obtaining.

Senator GRAssLEY. Thank you.
Dr. Summers, you are probably going to hate me for asking you

this question, but I have got the Harmonized Tariff Schedule here,
4,000 pages and obviously very cumbersome, very complex, ve~r
difficult to handle, and probably even more difficult to understand
as part of the U.S. Tariff Code, which also would probably be de-
scribed the same way.

Is there any thought being given to simplifying the Harmonized
Tariff Schedule and simplifying and flattening the tariff rates? For
instance, I think there is a great deal of cost connected with this
for not only the administration of it, and I am not so interested in
that as I am the cost of business, about the costs of complying with
the Tariff Code. Like I said before, you are going to hate me for
that.

Secretary SUMMERS. No. I just turned behind me hoping to be
passed a note that laid out our detailed plan for simplification in
this area, and I am still waiting. [Laughter.)

Senator MoYNIHAN. Sorry. I think you are supposed to say flat
tariff. [lLaughter.]

Secretary SUMMERS. Right. I was about to. Thank you, Senator
Moynihan. I was about to say that perhaps we can take some satis-
faction that the Tariff Code is slightly shorter than the Tax Code.
But I think in both cases, we can agree on the desirability of sim-
plification. I will, perhaps, go back from here and ask the people
at the Customs what some of the larger issues are there and get
back in touch with you.

Senator GRASSLEY. Yes. If there is nothing being done about it,
there is nothing wrong with answering no.

Secretary SUMMERS. To my knowledge that is the case, but I will
investigate it.

Senator GRASSLEY. If there is, I would like to encourage a little
bit of thought along that line.

Ambassador BARSHEFSKY. If I could just add, I think one of the
goals in the next round ought to be to bring as many tariffs as pos-
sible down to zero, particularly tariffs we would consider nuisance
tariffs, that is, tariffs at 3 percent or below. There were a variety
of zero-for-zero tariff initiatives in the Uruguay Round which were
unsuccessful at that time, but which may form part of this.

The Information Technology Agreement, of course, will reduce to
zero all tariffs on information technology products, which includes
everything from semiconductors all the way through to computers,
phones, faxes, and the equipment that makes those kinds of prod-
ucts.

So what we would like to see over time is, frankly, a movement
toward as many zero tariffs as possible, which is, I guess, about as
flat as you can get.

Senator GRASSLEY. Thanks to both of you.
The CHAIRmAN. If we cannot get them to zero, I wish we could

at least get other tariffs to our level.
Ambassador BARSHEFSKY. Agreed.
The CHAIRmAN. Well, time has run out. I would point out that

the ministerial meeting is in November. It is not that far off. I
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think it is pretty obvious, we have a long, long ways to go in devel-
oping the kind of bipartisan support that I think is essential if we
are going to move ahead in a constructive way.

I cannot emphasize too much how important it is that there be
strong, strong leadership from the White House, that the only way
that we can get this job done is by that kind of leadership.

I want to thank you for being here. This is the beginning of the
hearings. We have a long ways to go, but I am confident we can
succeed.'

Ambassador BARSHEFSKY. Thank you, Mr. Chairman.
The CHAIRmAN. Before we recess, I would like to announce that

written questions can be submitted until 5:00 tomorrow.
The committee is in recess.
[Whereupon, at 11:59 a.m., the hearing was recessed.]
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U.S. SENATE,
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Also present: Senators Grassley, Moynihan, Baucus, Rockefeller,
Kerrey, and Robb.

OPENING STATEMENT OF HON. WILLIAM V. ROTH, JIL, A U.S.
SENATOR FROM DELAWARE, CHAIRMAN, COMMIITEE ON FI-
NANCE

The CHAIRmAN. The committee will please be in order.
First of all, it is a pleasure to welcome our disting uished panel.

Let me start ~out by saying, Senator Moynihan, I th ought we got
off to a significant start in addressing the most fundamental issues
confronting the President, the Congress, and the American people
as we begin to forge our trade policy objectives for the future.

I believe our hearing yesterday was a positive first step towards
our goal of sending our negotiators to the WTO ministerial this
coming November, hopefully, with the backing of the Finance Com-
mittee, the Congress, and the American people.

Now, today I hope to take a second step towards that goal. We
will hear from two very distinguished panels of witnesses that will
address two different aspect of our current trade policy.

The task of our first panel is to outline the practical -lessons or
reasons for pursuing open markets and benefits of an open econ-
omy. A number of witnesses on our first panel will also outline
what, in their view, we should pursue as our negotiating objectives
in a new round of multilateral talks to be launched at the WTO
ministerial in November.

Now, the second panel of witnesses will address a different as-
pects of our trade policy, one that raises the question of how best
to address the economic dislocations that may arise from changes
in the marketplace.

In many ways, the steel industry has been a litmus test for the
conduct of American trade policy for many years, and it once again
finds itself in that role. There is little doubt that the American
steel industry today is world class.
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The industry has been driven both by imports, and more fm
damentally, from new sources of domestic competition through a
difficult period of adjustment and renewal over the last two dec-
ades.

What the industry confronts today is a different kind of chal-
lenge. The remarkable events that have unfolded beyond our bor-
ders in recent months have led to a dramatic surge in imports of
certain steel products and, des pite record-high U.S. demand for
steel, the industry is faced with ayoffs, bankrpties, and idled ca-
pacity.

The administration announced its p lan for addressing the situa-
tion in a report filed with Congress the first week of January. I ex-
pect we will hear comments on the administration's proposal, as
well as legislation sponsored by others, including Senator Rocke-
feller and Senator Moynihan.

So, with that, I am happy to ask Senator Moynihan for any com-
ments he may care to make.
OPENING STATEMENT OF HON. DANIEL PATRICK MOYNTHAN,

A U.S. SENATOR FROM NEW YORK

Senator MOYNIHAN. Just a word, Mr. Chairman, to thank you for
getting us off to this start. You are quite right about the tone of
our hearing yesterday. We have a very specific challenge before us,
which is to get trade negotiating authority to the executive in time
for the meeting of the World Trade Organization in Seattle this
fall. You have done so in the last Congress, and the Senate was
supportive. Our problems are obviously on the House side. But,
again, our initiative will be an example.

I think we have a widened recognition that this is not something
you can just take for granted any longer. We have had, since
Cordell Hull, an opening of trade policies in successive administra-
tions, and they just seem like a given. Suddenly it is not, and takes
the kind of effort we are going to see today.

I would like to, just -on a personal note, welcome Frank Raines.
About 3 years ago at the Democratic caucus, I had occasion, when
he was brought up and introduced, to say, "Nothing can make a
man feel older faster than for a former student to become Director
of the Office of Management and Budget." [Laughter.] It shows
still. But I am very proud to have you.

Mr. Kleckner, we were colleagues on the Social Security Adminis-
tration year-s ago, if you will recall.

Well done, sir. Let us hear the witnesses.
The CHAIRmAN. Well, I understand, as a teacher, you were a

child prodigy, Senator Moynihan. [Laughter.]
I am very pleased to welcome such a distinguished panel. We are

very happy to have Franklin Raines, who is, of course, chairman
adCEO of Fannie Mae and, as you pointed out, was one time Di-

rector of OMB.
We are very pleased to have Dean K(leckner, who is, of course,

president of American Farm Bureau, an organization with which I
have had much contact and have been happy to work with.

We are, indeed, pleased to have Gary G. Benanav, who is chair-
man and CEO of New York Life International, and a board mem-
ber of the Coalition for Service Industries.



Finally, we are delighted to have you, Mr. Cohen, Cal Cohen,
who of course is president of the Emergency Committee for Amer-
ican Trade.

Well, we are going to start from the right and go tot the left. Do
not make any implications from-

Senator MoyNIHAN. Mr. Chairman, would you allow me to say,
in welcoming Mr. Cohen, that for so many years there when the
American trade policy was absolutely solidly in place, the Emer-
gency Committee continued even so. But now there is an emer-
gency and we are really happy to have you.

Senator BATJcus. Mr. Chairman, may I make a very brief state-
ment?

The CHAIRmAN. Yes.

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

Senator BAUCUS. Mr. Chairman, I would like to just make, as I
said, a very brief statement and focus primarily on a major indus-
try in our country, and that is agriculture.

I think my staff is putting up a chart behind us which makes a
very simple point. It is one that I think we all should remember
when we are trying to decide how we are going to approach the
WTO and how we are going to deal with agricultural subsidies, in
particular.

As the chart indicates, essentially European agrculture subsidies
are eight times that of the United States. Frankly, Europeans' ex-

Sort subsidies are about $7.7 billion, I think, and the U.S., about
500 million. That is just in export subsidies.
So I hope that, when Mr. Kieckner and others discuss agri-

culture, that we just keep in mind the degree to which Europe
heavily subsidizes agriculture, much, much more than does the,
United States, to the tune of eight times.

In addition to that, I would like Mr. Kleckner, when he gets a
chance, to discuss the transparency problems that we have in the
United States, say of the wheat boards in Canada, Australia, and
whatnot, as well as exchange rate issues and how we deal with ex-
change rates. Often, many farmers find that American policy is all
right but, because of currency fluctuations and exchange rates, sud-
denly there is just a big drop in their income.

Thank you, Mr. Chairman. I appreciate that.
The CHAIRMAN. Thank you.
We will now proceed with you, Mr. Raines.

STATEMENT OF FRANKLIN D. RAINES, CHAIRMAN AND CEO,
FANNIE MAE, WASHINGTON, DC

Mr. RANEs. Thank you, Mr. Chairman, and thank members of
the committee for this opportnty to appear before you today. I
have a brief statement, but I would like permission to submit a
longer statement for the record at a future dlate.

The CHAIRmA. Without objection. I would advise all the wit-
nesses that their complete statement will be included as if read.

Mr. RAiNEs. Thank you, Sir.
[The prepared statement of Mr. Raines appears in the appendix.]



Mr. RMnqs. I am, as you said, the chairman and CEO of Fannie
Mae, the largest investor in residential housing in the Nation. Al-
though originally founded by the Federal Government, last year we
celebrated our 30th anniversary as a company owned by private
shareholders.

We continue to be regulated by Federal agencies and operate
under a Federal charter that requires us to create and promote a
secondary market in residential mortgages.

That means wo do not originate mortgages, but we make sure
that lenders have the money so that they can make loans. Fannie
Mae is in the business of expanding home ownership and afford-
able rental housing in America.

The members of this committee are well aware of the importance
of home ownership to American families. Home ownership remains
the American dream and it is still the greatest generator of wealth
for most families. It is the bedrock of the middle class.

Housing is an important part of the economy as well. Over 21
percent of private consumption in the United States is related to
housing. That means 21 cents of every dollar spent by American
consumers goes towards housing their families. Compare that to 15
cents spent for medical care, 14 cents for food, 5 cents of each dol-
lar spent on motor vehicles. Clearly, housing must be at the fore-
front of your thinking when you consider the interests of American
consumers.

I am here today to make the case that open capital markets are
important to the average American family because, without access
to international capital, the cost of housing in the United States
would go up and the opportunity for home ownership would go
down.

As I mentioned, our job at Fannie Mae is to promote the func-
tioning of the secondary market for residential mortgages by in-
creasing the liquidity of mortgage investments and by improving
the distribution of investment capital available for residential
mortgage financing.

We provide stability in the secondary market and work closely
with the international capital markets. Fannie Mae is the Nation's
largest supplier of home mortgage funds. In the 1990's, we supplied
mmw17thran $1.9 trillion in mortgage financing, helping more than
21 million American families own their own homes.

Today, Fannie Mae finances one out of every four homes in
America. Due in part to our efforts, the home ownership rate has
hit an all-time high of 66.8 percent. We raise money to buy these
mortgages by borrowing from domestic and global capital markets
and by issuing mortgage-backed securities in those markets. Today,
Fannie Mae is one of the Nation's largest issuers of debt.

Foreign investors have been important purchasers of Fannie Mae
debt. Of the $147 billion we raised from issuing long-term debt last
year, 30 percent, or $44 billion, came from overseas investors, in-
cluding foreign central banks. In other words, foreign countries and
other overseas financial institutions invested $44 billion in the
American housing market in 1 year through us.

Last year, Fannie Mae responded to a greater demand for higher
quality debt by issuing our landmark benchmark notes, large de-
nomination, non-callable debt issues with terms from 3 to 10 years.



Over the year, we issued eight benchmark notes and had seven re-
openings, for a total of $42 billion.

These have proved very popular with foreign investors who saw
their credit quality, liquidity, and attractive spread and bought
more than $18 billion worth, 44 percent of the total issuance. In
turn, benchmark notes helped give us uninterrupted access to glob-
al capital markets.

When foreign investors buy Fannie Mae debt, they are making
an investment in new home construction and jobs, they are invest-
ing in our neighborhoods and communities, they are helping to fi-
nance the American dream of home ownership, and they are help-
ing Fannie Mae hold down the cost of home ownership and extend
it to more families. Without open capital markets, Fannie Mae
would have to rely more on U.S. debt investors to finance homes.

In response, the domestic interest rates would rise and home
buyers would pay more each month, and many would be prevented
from buying a home at all. So it is clear to me that anything that
jeopardizes open capital markets, in effect, could impose a burden
on home ownership for American families.

Let me reiterate. Fannie Mae's ability to ensure liquidity in the
mortgage finance system for average Americans depends on our
ability to raise overseas capital through open markets.

We used to say that Fannie Mae was the link between Wall
Street and Main Street. For home buyers today, however, Fannie
Mae is a crucial link betweer. Main Street and Wall Street, and the
financial corridors from Beijing to Frankfurt.

Last fall, we saw just how crucial this link iPs. In fact, the finan-
cial crisis last fall is the best illustration I have ever seen of how
our access to open credit markets saves home buying consumers
money.

It began with a confluence of events, including the year-long
slump in Asian markets, Russia's Black Thursday, and the multi-
billion dollar hedge fund bail-out. The resulting turmoil in world fi-
nancial markets led to a sudden, dramatic, and widespread short-
age of credit capital.

This credit crunch hit many sectors of the U.S. economy and the
world as investors simply stopped buying all but the safest, highest
quality debt. In a short time, major corporations, hedged funds,
and even foreign governments had to scramble for capital and they
had to pay a premium when they could get it. In fact, the credit
crunch hit mortgage finance very hard.

Lenders in many parts of the market were out of business. But
the largest group of home buyers was not affected by the credit
crunch, those served by Fannie Mae. They never felt the credit
crunch. Chances are, they did not even know it was happening be-
cause their mortgage approvals and interest rates went virtually
unaffected by the global turmoil.

In fact, during the depths of the credit shortage last fall, our
home buyers could still get a 30-year fixed rate mortgage for less
than 7 percent, the lowest mortgage interest rates since the 1960's.

Hlow did we do this? We did it because we continued to have ac-
cess to international capital. During this period of time, we were
able to sell over $12 billior in the long term credit markets and we



were able to provide $30 billion just in the month of October for
housing.

What did that mean to consumers? What it meant, was that the
difference between the cost of a Fannie Mae mortgage and the
mortgages that they could get that were funded by other means
jumped from 23 basis points to 49 basis points, a savings over the
life of the mortgage of $26,000 for a consumer who could get a
Fannie Mae mortgage as opposed to one who had to rely on mort-
gages that did not have access to international capital in the same
way.

So when foreign buyers buy Fannie Mae debt, what they are ac-
tually doing is investing in the American housing industry which,
as I previously mentioned, is 21 percent of consumption here.

Home builders will tell you that access to global capital markets
is crucial to their bottom lines. Realtors will tell you how home
sales depend on reliable sources of home loans. Bankers will tell
you how important housing is to family balance sheets. Mayors will
tell you how important home owners are to viable neighborhoods
and communities.

Open international markets in financial services are now as im-
portant to home ownership in America as that little savings and
loan was to the town of Bedford Falls in the movie, "It's a Wonder-
ful Life." Without access to international markets, we could not do
our job for American consumers.

Thank you, Mr. Chairman, for this opportunity to address the
committee.

The CHAIRmAN. Well, thank you,-Mr. Raines, for a very interest-
ing statement. If I understand what you are saying, it is that, in
effect, our current trade deficit means homes for American people,
and jobs.

Mr. RAINES. Well, two things. Open credit markets and access to
capital around the world means access to homes and access to jobs
for this important part of the economy.I

A flip-side of the trade deficit is that you also are attracting
international capital. It means that you are attractive to the inter-
national markets, which means even lower cost funds are available
for housing. That is the reason that we now have the lowest inter-
est rates and the highest home ownership rate that we-have had
in many years.

The CHm1ImAN. It is always good to hear a bright note of opti-
mism.

Senator MOYNIHAN. We were hearing yesterday about the bal-
ance of trade deficit in terms of capital flows. Secretary Summers
from Treasury laid that out, and you gave a very concrete example.

The CHAIRMAN. Mr. IKleckner, we look forward to hearing from
you.

STATEMENT OF DEAN KLECKNER, PRESIDENT, AMERICAN
FARM BUREAU FEDERATION, WASHINGTON, DC

Mr. KLECKNER. Thank you, Mr. Chairman and members of the
committee. I am Dean Kleckner. I am the elected former president
of the American Farm Bureau. I have a 350-acre corn, soybean,
and hog farm in northern Iowa, actually about 40 miles from Sen-
ator Grassley's farm, where he and I-he is no longer here, but I
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think he will be back-actively farmed our farms in our younger
life.

We represent about 4.8 million member families across the
United States and our farmers grow every type of commodity that
is grown in the country, 300 or so. We depend on access to foreign
markets for about one-third of our production. If we did not have
it, that means we would produce on one-third less acres to have the
same prices we have today, which are not very good for almost ev-
erything.

We do appreciate the opportunity to testify before the Senate Fi-
nance Committee and stress the need for congressional action on
the following trade priorities.

Trade negotiating authority. When Congress passed the Freedom
to Farm Act in 1996, it phased out farm price supports, phasing
them down, actually, making U.S. agriculture more dependent on
the world market. Our productivity continues to increase. We are
growing more each year. Exports are our source of future growth
in sales and income.

Despite significant progress in opening markets, agriculture re-
mains one of the most protected and subsidized sectors of the world
economy. We see the chart that Senator Baucus put there about
the EU, the chief subsidizer, in my view.

Congress must pass trade negotiating authority to enable our ne-
gotiators to create new export opportunities for U.S. farmers and
ranchers. However, such authority should not -link environmental
and labor issues to trade.

We oppose such a linkage and stand united with leaders in Asia
and Mexico, other places, and Secretary Ruggiero of the WTO,
against using the WTO as a forum for resolving nontrade-related
environmental and labor issues. There are fora for addressing those
issues, but it should not be in the new agreement in WTO.

The American Farm Bureau supports expediting action on the
next round for agriculture. We must begin the negotiations and
conclude them as early as possible to level the playing field for our
producers with the rest of the world.

Regarding specific objectives for the next WTO round, we have
several. They should include, (1) binding agreements to resolve
sanitary and phyto-sanitary issues based on scientific principl-sIn
accordance with the current WTO agreement; (2) provide tariff
equalization and increased market access by requiring U.S. trading
partners to eliminate tariff barriers within specified time frames;
(3) eliminate export subsidies within specified time frames; and (4)
make changes that would facilitate and shorten dispute resolution
procedures and processes.

Regarding enforcing trade agreements, the U.S. has brought
more dispute settlement cases before the WTO than any other Na-
tion. We must ensure that our trading partners comply with WTO
rulings. Our trading partners cannot be allowed to unilaterally
weaken the very principles that we negotiated in the Uruguay
Round as, for example, the- EU is now doing in the Banana and the
Beef Hormone cases.

We encourage Congress and the administration to take whatever
actions are necessary to ensure successful WTO-consistent out-



comes that will demonstrate the effectiveness of the system. The
system, gentlemen, is now under pressure.

Sanctions reform. U.S. agricultural producers are closed off from
several export markets due to unilateral sanctions. Our competitors
relish the opportunity to access these markets without competition
fr-om the U.S.

U.S. producers, on the other hand, lose important markets and
are branded as unreliable suppliers for decades to come. The Amer-
ican Farm Bureau supports sanctions reform that would exempt
food from sanctions, except in cases of armed conflict, and we sup-
port the provision of market loss assistance payments for lost agri-
cultural export sales when sanctions are imposed. We also support
the administration's recent changes to U.S. trade policy that will
permit food and agricultural input sales to Cuba.

Freedom to Farm increases the importance of maintaining and
expanding access to foreign markets. We must increase funding for
these programs in order to remain competitive in the face of in-
creasing international competition.

The United States should undertake a review of its existing agri-
cultural export programs to improve their effectiveness and flexibil-
ity, and then fund these programs adequately.

The Transatlantic Economic Partnership, or TEP, establishes a
regular dialogue between the U.S. and the EU to seek to reduce
trade barriers and to ensure closer cooperation in preparation for
the 1999 WTO ministerial. It is critical that Congress and the ad-
ministration closely review elements of the TEP to ensure that U.S.
agricultural interests are adequately represented.

U.S. agriculture is a primary contributor to the Nation's GDP. As
such, farmers and ranchers need a strong voice in U.S. trade policy
to ensure that our interests are being vigorously pursued.

The American Farm Bureau supports S. 185, sponsored by Sen-
ators Ashcroft and Daschle, which will make permanent the Spe-
cial Agricultural Negotiator position at USTR.

In summary, Mr. Chairman and committee, the U.S. agricultural
producers are the most productive in the world. We need Congress
and the administration to act on agriculture's trade priorities so
that U.S. farmers and ranchers can reap the rewards of their pro-
ductivity and provide an affordable food supply to U.S. and world
consumers.

Thank you, Mr. Chairman.
The CHAIRMAN. Well, thank you, Mr. K(leckner. Let me just say

once again how much I appreciate the strong support your organi-
zation has given to trade liberalization.

Mr. KLECKNER. Thank you very much.
The CHAIRmAN. We appreciate your being here today.
[The prepared statement of Mr. K(leckner appears in the appen-

dix.]
The CHAIRmAN. Mr. Benanav?

STATEMENT OF GARY G. BENANAV, CHAIRMAN AND CEO, NEW
YORK LIFE INTERNATIONAL, NEW YORKt NY I

Mr. BENANAv. Thank you, Mr. Chairman and members of the
committee. My name is Gary Benanav. I am appearing before you
today as chairman and CEO of New York Life International, and



as a member of the board of the Coalition of Service Industries,
known as CSI.

My oral remarks will summarize the key points in the written
statements that I have submitted for the record. Specifically I will
comment on four topics. First, the need for a reinvigorated Amer-
ican trade policy. Second, the need for the United States to pursue
aggressively new negotiations to liberalize services trade, including,.
in particular, financial services. Third, specific negotiating objec-
tives of the services sector. Fourth, the need for trade negotiating
authority'for the administration.

New York Life International and CSI support the view that an
open economy encourages increased productivity, job creation, high-
er wages, and a rising standard of living. Services industries have
fueled U.S. economic growth and now represent our greatest com-
petitive advantage internationally.

But to stay competitive as globalization continues, services in-
dustries require that- the United States pursue trade, investment,
and economic policies that encourage open markets globally and
additional -improvements in WTO rules governing services trade.

The current economic crisis creates an urgent need to keep mar-
kets open and restore investor confidence in order to prevent fur-
ther deterioration in Asia and elsewhere. The challenge is to re-
ignite economic growth through the power. of an open global econ-
omy, supported by national policies grounded in sound economic
fundamentals.

The United States must lead by example and articulate a trade
policy and agenda that can achieve meaningful liberalization on a
global scale. Effective international leadership must rest on a
strong consei~sus built here at home that the benefits to America
of international trade outweigh the costs.

New York Life International and CSI appreciate this committee's
effort to forge a consensus for a reinvigorated U.S. trade policy that
identifies specific negotiating objectives to advance U.S. competi-
tiveness.

We believe that it is essential that the United States aggres-
sively pursue new negotiations to liberalize services trade, and, in
particular, trade in financial services.

In addition to creating new jobs in the United States, liberaliza-
tion of services markets internationally will enhance global eco-
nomnic growth, provide developing countries with the infrastructure
necessary to sustain their development, and help restore investor
confidence.

Liberalization of financial services is especially critical to the
ability of emerging market nations to develop modern, efficient,
well-regulated financial markets and attract private capital inflows
for long-term investments.

CSI welcomes the President's State of the Union call to tear
down barriers, open markets, and expand trade through new WTO
trade negotiations. We support that declaration and the launch of
trade negotiations in conjunction with the 1999 U.S.-hosted WTO
ministerial meeting. The WTO is the appropriate forum for pursu-
ing the next stage of service trade liberalization.

CSI has identified significant barriers to service industries and
urges new service trade negotiations, including the following objec-



tives: 1) expand the scope of service industries covered by liberal-
ization commitments; 2) expand the right of establishment and es-
tablish national treatment for U.S. companies; 3) eliminate unnec-
essary restrictions on cross-border trade; 4) remove restrictions to
the free movement of personnel; 5) promote adoption of adequate,
transparent, and non-arbitrary regulatory regimes.

The financial services industry, in particular, urges U.S. nego-
tiators to press not only for increased market access, but also pro-
competitive regulatory reform so that regulation of financial service
firms produces both solvency and competitiveness.

We also believe regional and bilateral trade initiatives can use-
fully complement WTO negotiations. At the regional level, serA~c~e
industries stand to benefit significantly. First, from the conclusion
of the Free Trade of the Americas; second, from development
through the Transatlantic Economic Partnership of common U.S.-
EU positions on WTO negotiating objectives; and third, from im-
proved market access among APEC: economies.

We believe that our most important bilateral priority should be
achieving China's full integration into the international trading
system. In addition, if China adopts the rules of the WTO and con-
cludes a commercially acceptable protocol of accession, the United
States should agree to extend permanent normal trade relations
status to China.

We also should continue bilateral negotiations to open other mar-
kets currently closed to many U.S. service firms, as is the case with
India and Vietnam, for example. Finally, CSI supports strong en-
forcement of existing trade agreements, such as the U.S.-Japan in-
surance agreement.

What will it take to implement the ambitious trade agenda I
have outlined? Broad, multi-year trade negotiating authority is
needed to provide the practical foundation for concluding liberaliza-
tion agreements. We urge Congress to enable the President to
maintain U.S. leadership on international trade issues by renewing
traditional trade negotiating authority.

Another important step is to adopt domestic economic policies,
including tax policies, that help create an environment that encour-
ages competition and reduces the cost of competing overseas.

Congress' support and leadership last year in revising deferral
rules for U.S.-based financial service companies represents a tre-
mendous step forward in conforming U.S. tax rules to U.S. trade
policies. I urge you to extend this provision.

As I suggested earlier, however, American trade policy must rest
on a solid consensus among Congress, the administration, the busi-
ness community, and the public that we have realistic and appro-
priate goals on the full range of domestic economic interests af-
fected by our participation in the international trading system. We
are committed to working with Congress to develop that consensus.

Thank you.
The CHAIRmA. Thank you.
[The prepared statement of Mr. Benanav appears in the appen-

dix.)
The CH~im~m. Now we will hear from Mr. Cohen.



STATEMENT OF CALMAN J. COHEN, PRESIDENT, EMERGENCY
COMMITTEE FOR AMERICAN TRADE, WASHINGTON, DC

Mr. COHEN. Good morning, Mr. Chairman. My name is Calman
Cohen. I am president of the Emergency Committee for American
Trade, an association of the heads of major American companies
with international operations, representing virtually every sector of
the economy.

Mr. Chairman, before I begin my testimony I would like to take
the opportunity to thank you and Senator Moynihan for your con-
tinued leadership on trade and investment policy, and most impor-
tantly, the bipartisan manner in which you have developed recent
trade legislative initiatives. It has made a very big difference.

At the end of last year, the chief executive officers of 34 of our
member companies joined ECAT's chairman, Ernest Micek, chair-
man and CEO of Cargill, in sending a letter to the President
stressing the importance of pursuing a positive trade -agenda in
order to promote the continued health of the U.S. economy.

ECAT member companies believe that a policy of expanding U.S.
international trade and investment is essential to sustain U.S. eco-
nomic growth and standards of living.

American companies both large and small are operating in a
global economy that is increasingly concentrated outside the United
States. Global integration has strengthened the U.S. economy by
generating new economic activity here at home in research and de-
velopment, capital investments, as well as by creating better, high-
er-paying jobs.

As documented in ECAT's recent study, "Global Investments,
American Returns," the trade and foreign direct investment of
American companies have complemented rather than reduced eco-
nomic activity here in the United States in areas such as research
and development and investment in physical capital.

American firms engaging in trade and investment have provided
important new business opportunities in the United States. At the
same time, the foreign affiliates of American firms are an impor-
tant market for U.S. products and services, accounting for approxi-
mately 40 percent of U.S. exports.'

The expansion of U.S. trade and investment that has occurred
over the last half century would not have been possible without
U.S. political and economic leadership in maintaining an open trad-
ing system.

As our economy has become more closely integrated, into the
world economy, it is now more important than ever that the United
States not abandon its over half century of leadership of the world
trading system.

The gains we have made over the last 50 years can be lost if we
are not vigilant. It is not often recognized that it was only in the
early 1980's that the world began to move beyond the level of inter-
national economic integration achieved in 1913.

In this time of challenges, the U.S. must lead by example by
keeping its markets open and moving forward with a positive trade
agenda, such as the ones that you have begun to sketch out in yes-
terday's hearing, that promotes greater economic opportunities for
U.S. companies, American workers, and their families.



A positive trade agenda would set out a framework and negotiat-
ing objectives to be agreed at the 1999 WTO ministerial that will,
first, ensure continuing liberalization of trade and goods, services,
and agriculture, and second, call for WTO members to enter into
an immediate stand-still of trade-restrictive measures.

An agreed stand-still would help the U.S. and other WTO mem-
ber countries resist domestic pressures to close markets in the face
of rising imports, but would not prevent in the U.S. and elsewhere
the provision of appropriate relief under existing law to steel and
other affected industries.

It is imperative that U.S. trade remedy statutes, which serve as
models for trade remedy statutes throughout the world, -remain
W TO-consistent. These laws must also remain balanced, reflecting
the interests of domestic petitioners as well as U.S. importers and
exporters.

The positive trade agenda should also include a commitment to
achieve China's integration into the international trading system,
but it should not be at any price. As the largest emerging economy
in the world, it is imperative that China adopts the rules and re-
sponsibilities of the multilateral trading system.

As Mr. Benanav just suggested, if China agrees to abide by the
WTO rules and to a commercially acceptable protocol of accession,
the U.S. should extend normal trade relations status to China on
a permanent basis. Renewal of the President's fast track negotiat-
ing authority is also an integral part of a positive trade agenda.

It should include providing the basic domestic infrastructure to
achieve further trade liberalization and other trade policy objec-
tives, including regional integration such as FTAA and APEC.

In order to create momentum for action on these critically impor-
tant trade policy initiatives, the agenda should also encourage ac-
tion early on items on which consensus can be achieved, such as
CBI parity and a miscellaneous tariff bill.

In order to move forward on this agenda, we must reengage the
support of the Congress, the administration, American workers,
and their families for trade expansion. We must do a better job of
explaining to the American people the benefits that accrue from ex-
panding international trade and investment.

In doing so, we must recognize that trade and improved tech-
nology lead to a growing U.S. economy and a higher standard of
living overall. Dislocations, however, occur, which must be ad-
dressed through meaningful worker retraining and adjustment pro-
grams.

In conclusion, Mr. Chairman, the U.S. and its trading partners
must face the reality of arising trade deficit and the pressures on
an open trading system by acting in accordance with the rules of
the multilateral trading system. It will not be an easy task. The
integrity of the WTO0 and the dispute settlement process must be
maintained by insisting that the EU and our other major trading
partners uphold the decisions of WTO dispute settlement panels.

In preparing for the next ministerial and the possibility of a new
global round of trade negotiations, we must ensure that the frame-
work and results of any negotiations strengthen WTO0 rules and ex-
pand market access.



While ECAT's membership is clear-eyed about the seriousness of
the challenges that lay ahead, we behiove that, armed with a posi-
tive trade agenda, ECAT and the U.S. business community, to-
gether with the Clinton Administration and our allies in Congress,
will be well-positioned to offer constructive alternatives to market
closing initiatives.

I appreciate the opportunity to present ECAT's views and will be
happy to address any questions the committee may have. I ask that
the letter of ECAT's CEOs, the executive summary of ECAT's new
study, "Global Investments, American Returns," and ECAT's spe-
cific comments regarding U.S. preparations for the WTO ministe-
rial meeting be made part of today's record.

Thank you, Mr. Chairman.
[The prepared statement of Mr. Cohen along with the executive

summary appear in the appendix.]
The CHAIRmAN. Let me ask several of the panel the same basic

question. Many of us are watching the administration closely to en-
sure that they are preparing for the upcoming WTO ministerial, as
well as the sectorial negotiations on agriculture and services.

I would be interested in asking-I do not know that you will be
involved directly in this, Mr. Raines, but the others-what is your
impression of the administration's preparations, for example, on
agriculture; is it adequate? If it is not, how should it be strength-
ened? Should we spell out in more detail what we seek as goals,
objectives?

How do we explain it to the American people so that they under-
stand, like Mr. Raines did, in a manner that is easily understood?
How do we explain the importance of liberalizing agriculture, or
the services, whatever? Mr. Kleckner?

Mr. KLECKNER. With agriculture, Mr. Chairman, I am not ex-
actly sure that I know where the administration is. And I do not
say that as a criticism. It is early yet. This is the year the ministe-
rial is held, in late November, early December, I understand, in Se-
attle.

I do know that Ms. Barshefsky and her crew at USTR, along
with Secretary Glickman and his people at USDA, have done a lot
of talking about this issue. I have been involved in some of that
talk with them, on the ACTPN Committee, for example, with
USTR.

There is a lot of talk going on. I have got to compliment them.
I think in both USTR and agriculture, they really want to know
what the private sector thinks. It is more than lip service, in my
view. They really do want to know what we want.

The CHIRmAN. What would you like them to come home and tell
you they have accomplished; what specific objectives for agri-
culture?

Mr. KLECKNER. Question. Prior to the start of the ministerial,
maybe?

The CHAIRMAN. No, with the ministerial.
Mr. KLECKNER. Well, I hope before the ministerial starts they

will come back and say to us in agriculture, and I am sure services,
and everywhere else, too, these are our objectives. Obviously, when
it is over we want to have some wins.



For example, very high priority for us in the Farm Bureau and
the farming community has got to be eliminating the export sub-
sidies that Senator Baucus points out on his chart. I think the ar-
gumnent should not be over, do we eliminate export subsidies, the
argument should be, in what time frame do we do it?

I think the elimination is critical because export subsidies are
not allowed in any other segment of commerce except agriculture
today, and they are legal. Let us get rid of them.

The CHAiRMAN. What about Common Agricultural Products?
Mr. KLECKNER. In the EU, the CAP? Common Agriculture Policy.

They have their Agenda 2000. I was in Brussels last week, actu-
ally, and went on to Berlin for Green Week. Secretary Glickman
was there, along with Tim Galvin and Gus Schumacher, the Assist-
ant Secretary. In Europe today, they are talking about making dra-
matic revisions in the CAP. They are calling it Agenda 2000.

They want to have agreement now in February or March before
the European Parliamentary elections in June and going into the
ministerial this fall. They want to have an agreed policy in those
15 countries. They are saying, we are going to cut subsidies 30 per-
cent on grains, on oil seeds, on beef.

The argument seems to be on dairy. The argument is always on
dairy, incidentally, around the world. But they are talking about
reducing payments to dairy producers in return for higher quotas.
It would be a quid pro quo.

I think the EU is on the way to reducing probably the highest
subsidies in the world, at least the highest in major countries. We
have to hold their feet to the fire on that and ask for access to their
markets and make sure the sanitary/phyto-sanitary, which is-all
kinds of sins are committed under sanitary/phyto- sanitary. If you
cannot maintain tariffs or subsidies, you keep out other products
by coming up with, oftentimes in my view, phony sanitary/phyto-
sanitary barriers. It is the next big argument.

The CHAIRMAN. Thank you, Mr. Kleckner.
Let me turn'to you, Mr. Benanav. You talk about the importance

of making progress in the liberalization of services. Now, what does
that mean to my average -citizen back home? How can we explain
that that is critical to their welfare? What are we talking about
when we say we want to liberalize services?

Mr. BENANAv. There are a broad range of services that American
companies would like to be able to offer to citizens in foreign couni-
tries, everything from express service--if you want to send a pack-
age from here to some country in Asia, you want to be able to know
that it will get there in a day or 2 days, not stuck in Customs, not
shipped through antiquated distribution systems.

You want to be sure that American companies have the ability
to tie their telecommunications programs globally, not as a patch-
work of connections with different kinds of companies. So the
American consumer has something to benefit directly. He also has
tremendous benefits indirectly.

As was mentioned in the home mortgage market, American com-
panies that sell services strictly in foreign locations generate a
huge number of jobs domestically. We do not transfer jobs in the
service industry. We may create new jobs overseas, but to support
those jobs we create jobs here at home.



An example, is my company. We have created 4,500 new jobs
overseas, but we have also created a significant number of new jobs
here at home to support; those operations. There is a wide range
of service.

But you are right. We all have a responsibility to educate the
public on those benefits. I believe the business community needs to
take a much more active role in doing so. CSI has a meeting com-
ing up in Atlanta in November, a conference.

Part of the purpose of that meeting will be to generate the kind
of publicity and kind of campaign that will let the average con-
sumer and the average American worker understand that, while
there are some costs, there are some dislocations, the greater good,
the end result, really does produce much better economic and fi-
nancial well-being for the American population.

The CHAIRMAN. Finally, let me ask you, Mr. Cohen. What con-
fidence do you have in the administration's preparation for the up-
coming WTO ministerial, as well as the negotiations that will fol-
low?

Mr. COHEN. Well, I would say, Mr. Chairman, that we were very
heartened by the testimony of Ambassador Barshefsky yesterday
before this committee when she indicated that a framework has
been put in place to work with not only the committees of the Con-
gress, but also with various economic sectors, and will hold hear-
ings in order to identify the key areas of concern.

Additionally, we are very pleased that the administration is now
going to be thinking in terms of coalitions of like-minded countries
in order to achieve specific trade negotiating objectives.

I think it is one thing for us to have a list of all of our priorities.
It is another thing to game them and figure out which countries
we will be able to work with in order to achieve them.

As Senator Baucus and others have suggested, there are major
differences between the United States and the European Union. If
we are going to be able to achieve many of our key objectives in
the next round of negotiations, we have to figure out with whom
we can make common cause.

For example, on agricultural issues, working more closely, as
Ambassador Barshefsky suggested, with the CAIRNS Group. I can
assure you that ECAT and others in the business community will
work with the administration, but, indeed, a great deal of work
needs to be done in fleshing out the objectives and the strategy for
achieving them.

The CHAIRMAN. Senator Moynihan.
Senator MOYNIHAN. Thank you, Mr. Chairman.
Just several things. Mr. leckner, in your testimony you remark,

and I know this has been your position, "Whereas President Clin-
ton emphasized the importance of trade during his State of the
Union address, he also underscored his desire to include labor and
environmental issues in trade agreements.

We oppose such a linkage and stand united with leaders in Asia
and Mexico, and Mr. Ruggiero of the WTO against using the WTO
as a forum for resolving nontrade-related environmental and labor
issues."~

Two things. First of all, in an address in Bonn in December of
1997, Mr. Ruggiero specifically said that it is the International



Labor Organization that should deal with core labor standards. He
very much is for this development. He says the consensus is, first,
the members were committed to the observance of core labor stand-
ards, second, that the ILO was the relevant body where- the issue
of labor standards should be addressed.

Could I make a point which is sort of lost now in long history,
which is that the international labor treaties begin as trade-related
matters. It was the judgment of Europeans that, if you were to es-
tablish labor standards, the 8-hour day, you would put yourself at
a competitive -disadvantage with your competitors and partners,
and therefore you did not do it until you agreed all to do it at once.

The first labor conference in this regard was called by Bismarck
in the 1880's. It has always been a trade-related phenomenon. We
have something very powerful. There are not many organizations
around that have been around for 80 years, or 70. The first inter-
national labor conference took place at the Pan American Building
in 1919. The ILO was part of the Treaty of Versailles.

I think Mr. Ruggiero has this right. I will just put it to you that
way. If you do not do it, you will not get the open trading system
that you wanted. It is just that that has been our experience.

In that regard, could I just say, Mr. Cohen, you said something
absorbing, that it was only in the early 1980's that the world began
to move beyond the level of international economic integration
achieved in 1913.

Do I take it you are referring to trade, as a proportion of total
world product? Would you expand on that a bit? If would be won-
derful to get some numbers from you.

Mr. COHEN. We can probable provide those from our study, Sen-
ator Moynihan.

What it references is, indeed, as you have just suggested, trade
and international investment, as a percentage of total world eco-
nomic activity before into the war period and before the breakdown
through the Great Depression of trade, was at a much higher level
than it was until the 1980's. Often, as your theme of your hearings
is globalization, it is often viewed as a totally new phenomenon
that we are facing in the 1980's and the 1990's.

We were trying to suggest in that study, one has to really return
earlier in history to find a very similar level and recognize that the
aberration, in a sense, is the interregnum, not the new phenome-
non of the 1980's and 1990's being identified as globalization.

Senator MoyNIHAN Very nice. Would you agree with me that, on
the whole, the 20th century has been a mistake? [Laughter.]

Mr. COHEN. I will sit and listen, Senator Moynihan.
Senator MOYNIHAN. The 19th century sort of ended in 1913, and

we are just getting back. It has been a hideous experience. I think
it is a very powerful point. If ECAT could give us some metric on
this, I think it would help.

Mr. COHEN. Absolutely. We shall.
Senator MOYNIHAN. Thank you very much.
Mr. BENANAV. If I could add Senator Moynihan.
Senator MOYNIHAN. Yes, sir.
Mr. BENANAV. As an example of that, my company, prior to the

first World War, conducted operations in 63 countries.
Senator MOYNIHAN. No.



Mr. BENANAV. Today, we are down to about 7, trying to get back
into some of those 63 countries that we withdrew from during and
after the first World War. The problem is, we cannot get back in
as easily as we could in 1912 and prior to the war. So, that is a
perfect example.

Senator MoyNiHAN. Could we get that from you, too?
Mr. BENANAV. Yes.
Senator MoyNiHAN. That is powerful and important to be kept

in mind. Thank you very much.
Thank you, Mr. Chairman.
The CHAIRmAN. Senator Grassley?
Senator GRASSLEY. I am going to start with Dean Kleckner. I

hope, Dean, before you leave here that you will thank this commit-
tee, because a couple of years ago, by a 16 to 4 vote, they approved
ethanol. That is very good for American farmers and all of your
members. That will be coming up again in nine more years, so we
want to keep thinking about it.

Dean, yesterday I had an opportunity to ask Ambassador
Barshefsky, who was here sitting where you are sitting, what ac-
tions the United States is taking when a great economic power like
China makes specific commitments about opening its markets to
United States agricultural products and then does not keep those
commitments.

I think you probably know about the promises that China made
in its 1-year trial program for imports of meats for the retail mar-
kets. Then the Chinese broke their commitment to allow U,S. meat
producers' entry to the markets, and even kept high tariff rates,
and also a value-added tax, in addition to the 45-percent tariff
rates of 13 percent on the VAT.

In addition to that, China's phyto-sanitary and veterinary import
quarantine standards are also overly strict. They are very unevenly
applied and the y are not backed up by the science that we have
generally agreed to in international trade are the basis for obsta-
cles.

For example, the Chinese Government continues to require for-
eign pesticide producers to submit costly testing a-ad registration
requirements, but it does not apply these requirements to their
own domestic producers.

So, I would be asking for- advice that you might have for this
committee, and in turn this committee's oversight responsibility of
the administration, about how to secure from China, which is not
a WTO member and wants to be, meaningful agricultural trade
commitments that give us real access, not just stated access, on
their part.

Mr. KLECKNER. Senator Grassley, I wish I knew the answer to
your question. Being that they are not a WTO member and want
to be one very badly, it seems to me, gives us some leverage on
issues like this.

But they have been a powerfully obstinate nation, it seems to
me. They just do what they want to do and kind of, in essence, to
hell with what everybody thinks about it, for whatever those rea-
sons are. They have not yet, as you all know, decided that they will
not do some of these things in order to become a member of the
WTO.
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I agree with my colleagues, they should be brought in. But I
think to bring them in now, when they have done what they have
done, and doing what they are doing, would send the wrong signal
around the world. We have leverage now that we will not have
after they get in. I do not know how to make them do, Senator,
what they have agreed to do, and then broken the. promise.

Let me say that that is one of the problems, though, in agri-
culture that I run into as president of the Farm Bureau around the
country. Most farmers want trade. They do riot perhaps understand
the WTO very well, but they consistently point out to me areas
where trade agreements are not being enforced and they are reluc-
tant to go further, perhaps even to the next round, before we en-
force what is there today.

But we farmers always remember what is not being enforced and
do not remember all the good things. We always tend to be nega-
tive. But examples like China, and we can look at Canada, Senator
Baucus, neighboring you, and other nations that seem to get away
when not living up to the agreements, which just makes it harder,
I will repeat, to move forward in the next round when the appear-
ance at least is, and often the substance is, we are not enforcing
the trade agreements that are already in existence.

Mr. COHEN. Senator Grassley, may I make a comment in that re-
gard just to clarify the position of the members of the Emergency
Committee for American Trade. We totally agree with Mr. ieckner
that the Chinese must adhere to the commitments that they have
made. What we have shared with the administration, is that the
litmus of a successful WTO protocol of acctession for China would
be market access in the area of agriculture.

That does not solely mean a reduction in tariffs, it also means
distribution rights because American companies, farmers, want to
be able to sell their products freely within the China market and
that also needs to be addressed. One without the other would not
be sufficient.

Senator GRASSLEY. All right.
I would ask my next question of Mr. Raines. Foreign direct in-

vestment, of course, is very critical, important both to the global
economy and to the United States. You probably know that the
United States is bpth the largest investor abroad and largest recipi-
ent of foreign investment coming from overseas. Because foreign di-
rect investment and trade are closely linked, it is very important
to keep these investment flows free from interference as much as
possible.

Fortunately, many barriers to foreign direct investment have
been limited or completely scrapped thanks to bilateral trade trea-
ties and other agreements like NAFTA that protect the security of
international investment.

So my question would be, since foreign direct investment is so
important to the world economy, should it not be subject to multi-
lateral rules and disciplines just like trade is? We do have the
QECD multilateral agreement on investment under negotiation
since 1995 without reaching final agreement. The first question is
in regard to being subject to multilateral rules and disciplines just
like trade is.



Second, would it not be more sense to have the entire WTO mem-
ber nations participate in foreign direct investment negotiations
through the WTO and not just confine these negotiations to the
OECD?

Mr. RAiN~s. Well, Senator, I think it is very important that we
have an international regime of ensuring open markets and the
flow of capital. In particular, it ought to be easier in foreign coun-
tries for their individuals and institutions to invest in dollar-de-
nominated investments and not have those artificially limited by
national policies. So, international standards can be helpful, and
have been helpful, in the area of capital and opening up capital
markets.

With regard to the OECD and the negotiations on the multilat-
eral agreement on investment, I believe that it is wise to try to ini-
tiate those kinds of agreements, first, at the level of the more de-
veloped countries where you have more developed capital struc-
tures in place. And so the approach that has been tried, but not
yet successful, of having the OECD countries lead that effort, I
think, is a wise one.

Ultimately, there will be a need to expand that to developing na-
tions because, contrary to general thought, the developing nations
are short of capital. Indeed, a large number of them have a lot of
dollar-denominated investments.

In fact, some of our largest investors in debt that we use for in-
vesting in Amorican homes come from what we would otherwise
categorize as developing nations. So, it is important that it be ex-
tended- there as well.

I think the approach of beginning %ith the more developed econo-
mies in moving toward a multilateral a,,iproach is a wise one, if it
can be concluded.

Senator GRASSLEY. Mr. Chairman, I am done, and I have to go.
I would like to have Mr. Benanav answer some questions in writ-
ing. Also, on the second panel, we have a special steel industry in
my State, and I would request that Peter Kelly answer some ques-
tions that I would submit to him in writing.

The CHAIRmAN. We will have the record stay open until 5:00 to-
morrow for any written questions of the panel.

Thank you, Senator Grassley.
Senator Baucus?
Senator BAUCUS. Thank you, Mr. Chairman.
Mr. Kleckner, I think you touched on a very key point here, and

it is somewhat to the point that the President mentioned in the
State of the Union address, and the Chairman has mentioned. That
is how to develop more consensus and more understanding of
American people and the need to more aggressively have a more
level playing field.

1 think they understand the abstract, but I think a lot of Amer-
ican people do, as you suggested, not have full confidence in the de-
gree to which the United States enforces trade laws or believe that
the country is fighting as hard as it should be, not only for Amer-
ican business, but for the average guy.

You said, and it is true in my State, that a lot of people are very
skeptical about free trade, fair trade. They believe that other coun-
tries take advantage of us. As you said, Canada seems to get away



with some- of the things it does. Other countries seem to get away
with the things they do.

In Canada, for example, it is softwood lumber, or it could be
dumping grain, in Europe it is the beef hormone issue, bananas,
et cetera. Nothing seems to happen.

NAFTA, by the way, is extremely unpopular in my State. I am
the only person in the entire delegation, or State-wide person in po-
litical office that supported NAFTA. And I know I paid a price for
it, but I did it because I thought it was the right thing to do.

But I think people have a legitimate complaint. I urge the Farm
Bureau and all the organizations here, and I know you will do this,
pay much more than lip service to how we put a face on trade.

I mean, the key here, I think, is addressing that lack of connec-
tion, that lack of nexus that I think is a problem today. I think that
is the major challenge here. Once that is addressed, I think that
you will find the country moving a little more aggressively on some
of these initiatives, being a bit more aggressive on enforcing cur-
rent agreements, and putting a little pressure on Treasury, putting
a little pressure on the State Department, putting a little pressure
on the White House, frankly, that may not sufficiently exist now.

We all talk about this problem, that trade may not be a sufficient
priority in any administration. I think it is becoming more of a pri-
ority over the years. I am not sure that it is enough of a priority.
I am not say ing trade, per se, but essentially not only trade, but
the United States' economic interests overseas.

We are doing a good job, I think. And I think we have a good
team, certainly in the financial sector with Secretary Rubin, and
Summers, and the Federal Reserve system. But when it comes to
trade, I am not sure it is as effective.

So what thoughts do you have on how we begin to, not pay lip
service to, but actually address this?

Mr. KLECKNER. Senator, let me respond for agriculture and let
the other areas respond. Everything you said is right. You are right
on target. I hare been in Montana a number of times. I hear what
is being said in Montana, Idaho, North Dakota, along the Canadian
border in that area, with wheat and cattle.

There is no doubt about the Farm Bureau's commitment to this
issue. I mean, we stretched ourselves out for NAFTA, for the GATT
Round, for Uruguay Round of the GATT. I am glad we are getting
away from saying fast track.

Senator BAUCUS. I want to compliment the panelists. In fact, the
Chairman and the Ranking Member noted that you did not say
that awful phrase, but rather referred to a normal trading relation-
ship.

Mr. KLFJcKNER. Normal trading relations with China.
Senator BAUCUS. Also, we have to do the same with that other

phrase which also is a misnomer.
Mr. KLECKNER. Trade negotiating authority. Yes. Carla Hills told

me one time that fast track was terrible because, she said, trade
negotiations are never fast, nor are they usually on track. [Laugh-
ter.] But I am glad we are saying trade negotiating authority.

But we are stretched out on the issue. We are going to be push-
ing extremely hard for trade negotiating authority. What we are
urging our 9at Farm Bureaus to do, because the figures are



there, they are broken down into exports by State-Montana, I am
positive, is a net winner.

I think every State is a net winner in trade. In agriculture, we
export $50 plus billion, now with the prices down, the dollars are
down, the volume is probably staying up there-. But we are a net
gainer of $20 billion in the Nation in agricultural trade, $50 billion
exports, $30 billion imports, roughly. So, we are winners. I

But when a farmer in Montana sees a truckload of cattle coming
down to be slaughtered at the IBP plant in Washington State going
in front of his home, 20 trucks a day, and he is losing money on
cattle, he is not very happy.

Senator BAUCUS. Tell me.
Mr. KLECKNER. Now, the good thing is, those new packing plants

or remodeled packing plants are being built in Canada. When
American cattle started going up there for slaughter, I kind of
laugh to myself and say the Canadian farmers are going to be just
as unhappy about that, seeing our cattle go in front of their farm
on the way to be slaughtered in Canada as ours are.

Senator BAUCUS. My time is about to expire. I would like to just
make another point, too, as a follow-up on Cal Cohen's. Namely, it
is not only listing priorities for the upcoming agenda, but it is gam-
ing it and figuring out how we are going to get from here to there.

I want to underline a point that you made referring to earlier
testimony yesterday, namely, the common cause that I think we
have with Canada with respect to the WTO.

I was in Canada speaking to Minister Goodell a couple, three
weeks ago. Basically, I was complaining about all the cattle trucks
coming down, grain, and so forth. He said, well, do Montanans not
know that your greater problem is with Europe? It is not with Can-
ada.

I said, well, if Montana stopped to think about it, analyze it, and
so forth on the so-called left side of their brain, they would under-
stand that. But on the right side, they see all these trucks coming
down and just intuitively think that is a real problem. And it is a
huge problem.

Nevertheless, the Canadians, I think-in fact, Mr. Goodell, in ef-
fect, said this-there is an opportunity for the United States to, as
Mr. Cohen said, join with Canada and other CAIRNS Group mem-
bers with respect to Europe.

In the last round, we were all going different directions, the
-United States, Canada, CAIRNS Group, Europe, and so forth. This
time there is an opportunity. The Canadians want to do this. The
Canadians want to lock hands with the United States and get
those barriers down.

Now, at the same time we want to do something about the
Wheat Board and cut transparency problems. But I just tell you,
I think we are making progress in this country as we address
trade. We are thinking a little more critically, we are thinking a
little smarter.

We are not just listing goals, we are starting to game them a lit-
tle, starting to think how we get from here to there, our fall-back
positions, and so forth. I am encouraged by it, frankly. I just hope
we can keep on that track.



Mr. COHEN. Senator Baucus, may I make just one quick com-
ment with regard to your point with regard to understanding of the
importance of trade by American workers. The ECAT CEOs have
put in place a program that is designed to do a better job within
their own companies of explaining the benefits of international
trade.

There is a story that I think illustrates what the challenge is. It
is about the late Secretary of Commerce, Secretary Brown, when
he was supporting NAFTA and was visiting a facility in one State,
explaining the importance of NAFTA.

He asked some of the workers on an assembly line, what do you
think of NAFTA? The comment from the workers basically was,
they do not have the money to buy the products that we produce.

What the workers did not realize is, a good portion of what was
going down that assembly line was destined to be exported to Mex-
ico. It is a reason why we in the business sector need to do a better
job, and our companies are working on that project.

Senator BAUCUS. I know, Mr. Chairman, time is up. But it is not
only educating employees, it is also worker retraining, it is edu-
cation, it is keeping your employees involved and helping them find
meaningful employment, because it is such a topsy-turvy, turbulent
world.

Mr. COHEN. Yes.
Senator BAUCUS. So it is not just talk, it is also helping employ-

ees and working with the government to make sure that American
people get the full benefits of the trade.

Mr. COHEN. In ECAT's written statement, we do support worker
retraining and education as an important component. We agree.

Senator BAUCUS. My time is up.
The CHAIRMAN. Senator Robb?
Senator ROBB. Thank you, Mr. Chairman. I am still pondering

the question posed by the distinguished Ranking Member as to
whether or not I want to vote for against the 20th century, but I
am going to move on.

On the same general theme, let me just suggest that the Way I
have posed the problem for those of us who believe in free trade
and believe there is much more net gain, is the difficulty of con-
vincing an individual who has a job, it may not be a particularly
high-paying job but he has a job at a given moment, that somehow
he and the overall economy is going to be better off, even though
his or her job might be placed at risk when his or her two out-of-
work cousins are going to get better jobs for sure, but is not abso-
lutely certain that his job is still secure. If we can ever figure out
a way to answer that question, I think that we will make some real
progress on this whole question.

The fact that we are now talking about putting a human face pn
the globalization, I think, is a recognition that we have not really
answered that question as well as we could and that we are going
to see more and more attempts to try to at least deal with those
who are perceived to be "the losers" on any of these situations. It
is incumbent upon us that believe that there is a net gain to soci-
ety to try to make that argument as best we can.

Let me just ask one general question, if I might, about the con-
sequences, which is really par of that question,1gusoorfil



ure to pass trade negotiating authority. I am trying to make sure
I use that term. Yesterday I am'slipped, I am afraid, and fell back
into the bad old habits and used another term that I am using my
best to take out of my vocabulary at. this point.

But what are the consequences, in your judgment? I suspect,
from the steel panel in a minute, we will hear some very specific
examples of failure to enforce in some areas. But what are the con-
sequences to U.S. consumers and those who want to export over-
seas if we do nothing because of our concern about anybody who
has something that they want to hang onto and they do not want
to risk their two cousins getting a better job?

Mr. KLECKNER. Senator, from agriculture, I will respond real
quickly because others will want to respond. We started the last
two rounds without trade negotiating authority. We went a year or
two into them before we got it. It may happen again this year. I
hope not; I hope we get it this spring, 1999, rather than waiting
until the next President, whomever he or she may be.

But if we do not get it then, if we do not have trade negotiating
authority at some point in this upcoming round, the U.S. is a tre-
mendous loser because other nations will not talk to us. We will
"ilk to them. I mean, what have we got to lose?

If I was another nation's negotiator, I would not talk seriously
to the United States negotiators about a definitive trade agreement
without the trade negotiating authority, because it goes to Con-
gress, you all just make one change in it, that is 535 changes.

You go back and negotiate again, it comes back, and the next
time there are only 400 changes. You never get a trade agreement
without trade negotiating authority. It would be a disaster, in my
view, for the United States, but certainly for U.S. agriculture.

Mr. BENANAV. I echo that. I think it is very hard. If we are going
to push countries to put everything on the table, it is impossible
to get them to do so when they know we are going to be back again
and again for more on the table.

I think you will kill WVTO negotiations and the WTO 2000 serv-
ices expectations that we all have. We almost may as well not go
to the negotiating table if we cannot tell the counter parties that,
when we reach agreement, that agreement will stand.

Mr. COHEN. The U.S. has always led, Senator, trade liberaliza-
tion efforts globally. Without U.S. leadership, they have often fal-
tered. There are two basic consequences of the failure to have, I
would argue, trade negotiating authority.

The first, is the pace of global liberalization will be slower with-
out U.S. leadership. Second, you will have an uptick in regional
agreements that will exclude the United States, and those regional
agreements will be devised to benefit primarily the participants.

Now, there is a pause because of the global financial crisis, but
we know that once things will be worked out, and we know they
will eventually, you will have that uptick in the Americas and in
the Asia region. And if we are not ready to deal, we will suffer and
it will have, eventually, an effect on our standard of living.

Mr. RAINEs. Senator, I think that is the most important point.
The single greatest generator of wealth in the last two centuries
has been through the creation of common markets. The most im-



portant one is the United States. We have a common market be-
tween our States that is not always happy.

There are lots of trade disputes back and forth, and people trying
to get a little advantage over a manufacturer from another State,
or a farmer. You have the similar disputes about trucks coming
from one State to another. But we have a regime that says we are
going to have open and free trade basically among the States, and
the States cannot negate that for temporary benefits.

That model will, in my view, be followed in the world. And with-
out our participation, they will create their own common markets
that will make sense for them and, within those common markets
and that progress that will go on without us, we will be left out.

The world is not going to suffer from our inability to participate
in these agreements. The world will take care of itself. The only
question is whether the United States will be a party to these
agreements so that we can take care of the people in the United
States.

Senator ROBB. You are preaching to the choir here. If you could
take that dog and pony show over to the other side, the other body,
we would be most grateful to you.

Thank you, Mr. Chairman.
The CHAiRMAN. Thank you, Senator Robb.
I would now call on Senator Rockefeller.
Senator ROCKEFELLER. Mr. Chairman, I have been listening with

interest and respect to this panel, but it may not come as a sur-
prise to you that what I really await is the second panel. [Laugh-
ter.]

What I would observe, however, is that from these conversations
in the first panel, for those who want to maintain what I spoke of
yesterday as sort of the consensus for expansion of trade, that it
is going to be very important for Americans to know and trust that
our government is enforcing the trade laws that we have on the
books. I think all of you would agree with that, and I know that
the American people do.

Mr. COHEN. Absolutely.
Senator ROCKEFELLER. That would be all I would have to say.
Mr. BENANAV. Senator, I think there are two issues. One, is ag-

gressive enforcement. We all support that. I think we have learned
a lot about the enforcement mechanisms and the process for dis-
pute resolutions. It certainly can be improved.

I think one of the issues that has to be put on the table as part
of the next WTO negotiations is, how do we improve the process
itself' We ought not just to say, let us try harder in enforcing. We
ought to say, what is wrong with it, and let us fix it. If we do not
come to the table with that kind of an agenda and a strong view
on how to fix the problems, then we are going to be left with the
same difficult disputes that we have got today.

The CHAIRMAN. Senator Kerrey.
Senator KERREY. Thank you very much, Mr. Chairman.
First of all, I want to say that I think this committee can obvi-

ously perform a very useful function in terms of the Congress, not
only in trade, but in Social Security, in Medicare, and in tax re-
form. I hope we do so.



I hope this committee, this year, whenever we get this trial done,
Will take a lead itself in helping this Congress resolve some of the
most contentious issues that we face. I think we have got the abil-

I ty to do it.When all of the chairs are fll, they are typically full
ofp pole who are willing to work together.

hope that we are abe to do that, Mr. Chairman. I know that
y ou are willing to do it. I think we have got a lot of unfinished

business that needs to be done, not the least of which, I would say,
is making sure that the IRS reform legislation we passed last year
is being implemented by the administration and by the IRS.

Let me say, first of all, that I agree with what Frank Raines
said. I think it is very impressive, what common markets have
done in terms of generating more wealth. It has caused me to sup-
port NAFTA, normal trading relations, and full negotiating author-
ity for the President on trade.

But we have to acknowledge, and I think Senator Baucus has,
and Senator Rockefeller will later on, that we have got serious
problems with trade right now, in terms of the public support for
it.

Let me argue a couple of things that I think caused that. I re-
member 1992 relatively well. From 1992 to 1999, there has been
an extraordinary change in the American econ-omy. In 1992, the
stories were that we were going to be denominating our currency
in yen, that Japan was going to take us over. Well, they did not.

Not only did this Congress pass deficit reduction, but, much more
iprtantly, in my judgment, has been the adjustments that have

been made both by management and by labor over the last 6 or 7
years to increase our productivity and make us more competitivQe.

Tremendous changes and sacrifices on the part of people in this
country that are working harder, working longer hours in order to
do the things that are necessary to maintain competitiveness. That
is why there is a considerable amount of anger right now.

We have Nucor in Nebraska. They are not happy. They have ad-
justed to the competitive market pace of the international economy
and they are not happy, watching what happens with trade policies
when they do it. Not only do we lead, but we have a very open mar-
ket. So they feel like they are getting played for a fool, not only
management, but also people who are working very hard trying to
be productive and stay competitive.

We see the wealthiest Nation on earth saying, we ought to have
an open and free market, but I think we have got to acknowledge,
we have an inadequate safety net. We have got an $8 trillion econ-
omy today. Nobody argues we are not the wealthiest Nation. We
have got 43 million Americans that do not have health insurance.

Now, if you are out there working, changing your job, and trying
to stay competitive, it seems to me that one of the things our law
should say, is to say that we are going to have a safety net that
is worthy of this great Nation, and if you lose your job you are
going to have health care.

It seems to me that you all who are argung for trade and are
saying that we have to have some kind of a safety net are going
to have to be more specific with this and tell us what kind of safety
net we need. Because it does not work for a man or woman out
there who find themselves adjusting, in theory. In practice, for



them, it means they do not have a job. And if they have a pre-exist-
ing health condition," it means they go onto Medicaid or onto wel-
fare, or some such thing.

So I think we have to acknowledge, as a wealthy Nation, if we
want to maintain free and open trade policies, that we are going
to have to make some adjustments in our own domestic strategies.

As for corrections, for my money, I agree with Senator Baucus,
of the trade policies that are the most unpopular, nothing touches
NAFTA in my State. I mean, it is off the charts in terms of the
number of people who think there is, something wrong with it.

Dean, I am sure you remember, as a specific area of NAFTA,
having to do with sugar. There were intense negotiations. What
happened in the United States was, consumers were making deci-
sions. They were saying, we do not care if it is corn fructose or if
it is sugar, it is the same to us and we will drink either one of
them. What happened was, in the United States it was a signifi-
cant adjustment.

People that were growing sugar beets and the people that had
jobs in the sugar beet industry were losing their jobs. We adjusted.
We changed our manufacturing plants to accommodate a market
change.

So when NAFTA came along, we were concerned that Mexico
might not do that, that when corn fructose came into Mexico and
displaced sugar, they just shipped their sugar up here. Guess what
we were told? Oh, no. The Mexican taste is different. Well, that
was nonsense.

So we signed a side agreement with Mexico that said, if there is
displacement-and there has been almost 100 percent displace-
ment, 1.8 million tons of sugar has been displaced with corn fruc-
tose, as you would imagine. It is the same thing. So guess what
Mexico now says? We did not mean it with the side agreement.

How do you feel about that, Dean? Do you not think that we
need to do as Al Capone once recommended, that a smile will .get
you a long ways in life, but a smile and a gun will get you further?
[Laughter.] Do you not think that we need to put a bullet in the
chamber in some ways? Because they are not going to modify their
behavior. They are politicians like we are. They know these adjust-
ments are going to be difficult and painful.

Do you not think that we need to have some kind of mechanism
that says to the Mexican Government, if you do not abide by an
agreement that you signed, even though it might be uncomfortable
for you, that here is the action we are going to take, or with steel
as well?

Do you not think we need some kind of corrective mechanism?
Otherwise, it is awfully difficult for people to say, in this country,
we are going to allow our market to be open, we are going to do
all the tough and difficult things that are necessary, and yet when
it comes time to force our competitors to do the same, we are not
willing to do it because we are going to be accused of being protec-
tionists.

Mr. KLECKNER. Yes, Senator. You are right. You have hit on the
big problem. Our people do not think, and often with justification,
that the agreements are working. You hit on one in NAFTA, with
sugar. I am not sure I know the answer to it, except there cannot
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be a perfect trade agreement. We can sure do better than we have'
in enforcing the ones that we have. Incidentally, Al Capone died 47
years ago 2 days ago, so that was something you did not know,
Senator.

Senator KERREY. No. It was not a big moment in my life. [Laugh-
ter.]

Mr. KLECKNER. And you missed it. But you can get more with
kind words and a gun than you can get with kind words alone. I
think we have been going too much the route of the kind words and
not enough of enforcing the agreements that are there.

The other side of the coin is, I have been in Mexico and Canada,
and Senator Baucus, in Canada and Mexico. They point out a lot
of things that, from their point of view, they do not think are work-
ing either. There is no perfect trade agreement. But we are the
U.S. We have got to approach it from our point of view and let
them approach it from their point of view, and we will work it out.

The thing that really bothers me is, without trade negotiating
authority, we really cannot go in and fix what is wrong with
NAFTA and the GATT. If I tell my friends in many States that,
if you really do not like the GATT agreement, the Uruguay Round
agreement and NAFTA-and they do not-you ought to be for
trade negotiating- authority so we can more easily fix what is
wrong. It does not make sense in my mind not to be for trade nego-
tiating authority if you really want to fix what is wrong with the
present agreement. You can do it, but it is much more difficult.

Senator KERREY. Well, Mr. Chairman, my red light is on. I would
just say to you, sir, I think one of the difficult things that we are
going to have to do, is to do precisely what Mr. Kleckner is saying.
We need to say that we are going to ask for trade authority and
we are going to do it for the purpose of correcting defects in current
law.

We have significant defects in current law. If we do not acknowl-
edge that, it seems to me, we are going to have a very difficult time
to get the American people's support, either in this body or the
other one, of the negotiating authority the President needs.

The CHAIRMAN. Well, as I said in the opening comments on these
hearings, one of the purposes, of course, is to correct the weak-
nesses, the vulnerabilities, the defects of past agreements.

Time is running out this morning. I want to express my appre-
ciation to each member of the panel. I think it has been a very val-
uable discussion. But I would urge you to continue to play a vital
role as we proceed towards the ministerial this fall.

I am not satisfied that we have the agenda that we need to en-
sure that we are protecting and promoting the interests of this
country. That is what we are seeking to do in a bipartisan spirit.
So, thank you, gentlemen. We appreciate your being here today.

Our second panel today is comprised of three very distinguished
representatives of the U.S. steel industry. We have George Becker,
who of course is president of the United Steelworkers Union. -We
are pleased to welcome you here, Mr. Becker.

Next, we have Peter Kelly, who is president and CEO of LTV
Steel. Finally, we are delighted to welcome Richard Riederer, who
is president and CEO of Weirton Steel Corporation.



Mr. Becker, we are pleased to start with you. As I said earlier,
your full statements will, of course, be included as if read. We
would ask you to abbreviate them so we could get to the question
and answer period.

Welcome, Mr. Becker.

STATEMENT OF GEORGE BECKER, PRESIDENT,, UNITED
STEELWORKERS UNION, PI[TSBURGH, PA

Mr. BECKER. Thank you, Mr. Chairman. I appreciate the oppor-
tunity to meet before your committee and express concerns about
the crisis in the steel industry and how it affects workers, their
families, and the communities in the steel areas.

I do have a statement that is prepared. I will not read it or refer
to it. I would be happy to answer any questions pertaining to it.
II would like to make some remarks to kind of put this in perspec-

tive a little bit. Clearly, from the steelworkers' viewpoint, if this
crisis as it currently exists is allowed to continue, it is going to de-
stroy, is going to eliminate the steel industry as we know it today.

We have over 10,000 steelworkers that are out of jobs now, but
we have got 100,000 of them that are on the edge. I mean, this is
a very real assessment. It is not necessarily ours, it is the indus-
try's. We have worked very closely with the industry on this and
these are the figures that they are giving us.

Perhaps the hardest thing for me to accept and understand is
-that this -crisis as we know it was not unforeseeable, it was not in-
evitable. We knew it was coming. We knew it when it hit in the
latter part of 1997, extending over into 1998 with the Asian crisis,
as they call it, South Korea, Indonesia, Thailand.

We had economic models that were run by the Economic Policy
Institute here in Washington that predicted that were were going
to lose some 1. 1 million jobs in the United States as a result of
this. Seventy percent of these jobs were going to be manufacturing
jobs.

I would submit to all of you, those are our jobs. We are an indus-
trial union, a manufacturing union in steel, aluminum, and other
related manufacturing. We touch deeply into the communities. We
work very closely with our members, and the companies, and the
communities in this. It was very foreseeable on that.

The policies that the IMF, the strings that the IMF attached to
the economic bail-out, which, incidentally, a large part of this was
steelworkers' tax money that went into this, was one which encour-
aged this kind of activity.

They demanded a curtailment and austerity program of their do-
mestic economy and a focus on exports so they could get dollars
and pay back the loans. This is why this was so very predictable
as to what was happening.

We started meeting with administration cabinet-level officials.
Over the next few months, we met with all of them at one time or
another. We met with all the shakers and movers in Washington,
from Secretary of Treasury Rubin and Secretary Daley of Com-
merce, Alexis Herman in Labor, and the Chief of Staff, and the top
economist.f



We met with them individually, we met with them collectively.
There was a lot of sympathy, a lot of expression of concern about
this. Ambassador Barshefsky sat in on a lot of these meetings.

The story we got back through this whole exercise was that, to
do anything, to do what we wanted-and we have a very simplistic
way of dealing with this. Our industry was being ravaged, savaged,
and we wanted some import quotas into the United States attached
at a pre-crisis level.

We did not talk about building or trying to create Fortress Amer-
ica and build a fence around it, or to try to benefit from this. We
wanted it at the levels to be established at the pre-crisis levels,
which the industry and others tell me, is probably around 18 per-
cent.

I mean, think about this. There is not another industrial nation
in the world that willingly gives away 18 percent of a basic indus-
try of family-supported jobs other than the United States. I have
been charged with being a protectionist.

I do not mind describing what I call protectionism is. But this
certainly is not protectionist, unless you say trying to protect steel-
worker jobs, communities, and our way of living in the United
States protectionist. I think we should have a little bit more of
that, but that is another story for another day.

We finally joined with the companies. We persuaded the compa-
nies to come in on this, and they -an tell their own story. But the
companies historically have dealt with this through filing trade
cases.

The reason we did not want to go down this road was because
it takes too long and there is too much damage and hurt. We
learned a lot through the 1980's. We lost over 65 percent of the in-
dustry and over 300,000 jobs. Whole communities were wiped out.

When those jobs are gone, when those jobs are lost, we do not
get them back. In most cases, they sent bulldozers in and bulldozed
the plants down, blew up the blast furnaces, and there was no
place to go back to. We did not want to live this again. That is why
we were fighting the way we were.

The industry came in with us and we repeated the whole exercise
again of meeting with cabinet-level officials, ending with the Vice
President and the President. It was a full array of the most awe-
some power, I guess, in the free world, because every cabinet-level
secretary was there, every ambassador, everybody in one room sat
across from us and we pleaded our story.

I guess I will have to wait for questions to get the rest of it out.
I have a lot more to tell.

The CHAIRmAN. Thank you, Mr. Becker.
[The prepared statement of Mr. Becker appears in the appendix.]
The CHAIRmAN. Mr. Kelly?

STATEMENT OF PETER KELLY, PRESIDENT AND CEO, LTV
STEEL CORPORATION, CLEVELAND, OH

Mr. KELLY. Good morning, and thank you for the opportunity to
appear before you today on behalf of the LTV Corporation. We are
the Nation's third-largest integrated steel company.



These hearings do come at a truly critical time for our business,
our employees, our retirees, entire communities, as well as our in-
vestors.

I am a 35-year veteran of our industry and I have submitted a
detailed written statement into the record that sets forth the fac-
tual basis for my assertion to you: there is a steel crisis. It is global
in scope. It is not limited to a single product, nor to just one or two
countries. It is unprecedented, both in its magnitude and the speed
with which it came upon us.

This is an issue of excess foreign supply and it is wreaking havoc
already, with two companies already in bankruptcy, others severely
weakened, thousands of jobs already lost, and workers suffering
substantial lost income. Capital decisions for the future of our in-
dustry are already being impacted.

But you are already aware of this crisis. Many of you have al-
ready taken steps that are responsive, and we appreciate that very
much. So let me summarize my thoughts.

First, unlike the situation in the 1980's, today our American in-
dustry is second to none in terms of productivity, customer service,
cost, and product quality while we concurrently meet the most de-
manding environmental safety standards in the world.

As an industry, we have invested over $50 billion to achieve this
result. We neither need, nor want, protection from the challenge of
competition that is based upon quality, customer service, cost, or
pricing that is based upon the actual cost of production.

In short, we will willingly take on anyone who will engage us on
the basis of fair trade, conducted in accordance with our laws and
internationally agreed upon standards. But neither we, nor any
other U.S. industry, can or should be expected to compete against
unlawfully dumped or subsidized product, nor products sent here
as the result of fraudulent or collusive practices.

I have, along with other industry and United Steelworker lead-
ers, met with the President, Vice President, and cabinet members.
They expressed their admiration for the remarkable transformation
of our industry. We are truly globally competitive, as you acknowl-
edged in your opening this morning, Mr. Chairman, We are asking
only for a level playing field and a fair chance.

So let me summarize our priorities for action right now. First, do
no harm. The administration's discussion of a suspension agree-
ment with Russia is the single worst thing it can do, and it is doing
it. Such a negotiation is nothing less than a trading of American
jobs for Russian jobs, and it sends all of the wrong messages to our
current trade law violators.

The CHAiRMAN. Would you describe for everyone exactly what
you mean by suspension agreement?

Mr. KELLY. The suspension agreement, as we understand it, is
a negotiation between United States administrative representatives
and the Russians by which we would cede to them a certain
amount of tonnage of product which they, on the basis of enforce-
ment of our trade laws, are not entitled to ship into this country.

As a large corporation, we are frequently asked to support var-
ious legislative initi.-tives, including trade negotiating authority.
We, as others have iii our industry, have tried to be supportive.



But when we do that, our expectation is that these laws, when
enacted, will be firmly and timely enforced, not sacrificed on the
altar of other short-term objectives.

It strikes -me as especially ironic if this administration would
seek to promote the interests of some of the most environmentally
offensive steel plants in the world at the expense of our operations
which daily meet some of the most demanding environmental re-
quirements, especially when this same administration is asking we
in the industry to be considerate and supportive of the Kyoto Un-
derstanding.

Second, tis crisis is global and our trade laws need to be revised
in a manner wholly consistent with WTO standards so that they
will be relevant and responsive to these crises, and we deeply ap-
preciate Senators Rockefeller and Spector's leadership in this re-
gard.

Third, the administration should state now, in a clear and unam-
biguous way, its support for successful prosecution of a 201 trade
action, and the President should specify now the immediate relief
he will provide.

Such a statement would sent a powerful message to they who,
today, feel free to violate our trade laws with impunity. All of these
steps can and should be initiated immediately, and we believe they
would have an immediate positive impact.

I have also been asked by my colleague, Hank Barnett, CEO and
chairman of Bethlehem Steel, to request that his statement be in-
cluded in the record, and I support his views.

[The prepared statement of Mr. Barnett appears in the appen-
dix.]

Mr. KELLY. So let me conclude. We have a crisis right now. I
have a duty to LTV's many constituents, including both our em-
ployees and shareholders. My recommendations today are simple,
straightforward, and can be summed up by saying: give us a level
g laying field. We are a. rule-based Nation of laws. Let those laws
e enforced uncompromisingly and timely.
That is the very foundation of trust on which our government is

founded. If this is not enough, then we too will have no recourse
but to come back before this Congress seeking stronger legislative
action. Thank you very much.

The CHAIRMAN. Thank you, Mr. Kelly.
[The prepared statement of Mr. Kelly appears in the appendix.]
The CHAIRMAN. Mr. Riederer?

STATEMENT OF RICHARD K. RIEDERER, PRESIDENT AND CEO,
WEIRTON STEEL CORPORATION, WEIRTON, WV

Mr. RiEDERER. Good morning, Mr. Chairman, and other members
of the Finance Committee. My name is Dick Riederer. I am presi-
dent and CEO of Weirton Steel.

Weirton, the entire steel industry, its steelworkers, and their
families are being absolutely decimated by the tidal wave of im-
ports flooding into the U.S. market because of the world financial
crisis that, obviously, we did not cause.

Just in the past 2 months since I testified before the Senate Steel
Caucus, the U.S. has received over eight million tons of new im-
ports. That is more steel than the whole U.S. steel industry will



produce in the month of January. These imports have been under-
pricing the U.S. Industry by $50 to $100 a ton.

But let us put, a human face on these imports. A Weirton, we
have laid off almost 1,000 people, over 20 percent of our workforce,
and I would ask you to read the article that I brought with me
from the Sunday Pittsburgh Post Gazette, which is being distrib-
uted in the back, about the pain that is being suffered by the mem-
bers of our Weirton family.

We shut down one of our two operating blast furnaces, thus re-
ducing our production by 30 percent. In the fourth quarter, our
company's pre-tax loss was $16.3 million. Our fourth quarter sales
were off more than $62 million, a little more than a 20 percent re-
duction.

Thus far in 1999, industry-wide steel production is down more
than 18 percent. Two companies have gone into bankruptcy to-
wards the end of 1998. According to The Wall Street Journal and
Financial Press, several other countries are in imminent danger of
bankruptcy. This is obviously not a good sign.

Let me be frank. The response of the White House to the steel
import crisis, as you have heard from both Mr. Becker and Mr.
Kelly, has-been lukewarm, at best. Let us analyze the single big-
gest step the administration has taken for the industry and put it
into perspective.

After the September 30 filing of the antidumping cases against
hot-rolled sheet imports from Japan, Brazil, and Russia by Weirton
and 11 other companies in the unions, the Commerce Department
both expedited the -determinations, announced early critical cir-
cumstance determinations which would impose duties on imports
from Japan and Russia as early as mid-November.

However, according to Customs' statistics, and this is important,
between October 1 and mid-November, two million tons of hot-
rolled product arrived from Japan and Russia. It should- be clear
to you, as it is to my company and certainly to our employees, that
under the unfair trade laws, even when you win, you lose. Now
even the Commerce Department wants to give with one hand and
take from the other.

As you hold this hearing, the Commerce Department negotiators
.are in Paris, over the strenuous objections, as you just heard from
Mr. Kelly, of the petitioners, trying to negotiate the suspension
agreement that will give the Russian steel industry a guaranteed
share of the hot-rolled sheet market that will continue to be sold
at dumped prices at the expense of the U.S. industry.

We completely oppose the suspension agreement. Foreign aid to
Russia should be appropriated through the Foreign Aid bill and
shared by all U.S. taxpayers. It should not be given at the expense
of jobs of the U.S. steelworkers who will no longer be able to put
food on the table, obtain medical care, or send their children to col-
lege.

If the members of the Finance Committee believe that the United
States should maintain a steel industry for national security and
s ave the jobs of hundreds of thousands of extremely efficient-ex-
tremely efficient-U.S. steelworkers, then I urge you to take the
following four steps as quickly as practical.



Number one. The Finance Committee -should initiate, or have the
Clinton Administration initiate, after consultation with segments of
the industry and the union, a safeguard investigation under Sec-
tion 201 of the trade laws by the International Trade Commission,
obtain a commitment from the President to immediately impose the
relief recommended by the commission, and to count against any
recommended quotas imports which arrive in the United States
after the initiation of the investigation.

Two. All 20 members of the Senate Finance Committee should
write a letter to the President urging him to order the Secretary
of Commerce not to enter into the suspension agreement with Rus-
sia over the objection of the petitioners.

Three. Instead of the $300 million tax relief program contained
in the President's proposal which would be of no use to the indus-
try if it is either unprofitable or bankrupt in the future, the Fi-
nance Committee should authorize a program of loan guarantees to
the steel industry that would cost the government no more than
the $300 million already allocated under the President's plan.

Four. You should overhaul and improve our unfair trade laws so
that relief comes faster. Loopholes around the relief are closed and
any duties collected from the imposition of relief go to the parties
who suffered the injury in the first place.

What we are talking about here is really no different than what
you heard on the agricultural side. We are in a desperate situation.
It is unfair to have one industry or two industries in this country
suffer because of what is going on in the world financial crisis
today.

Thank you very much for the opportunity to testify.
[The prepared statement of Mr. Riederer appears in the appen-

dix.]
The CHAIRMAN. I am going to call on Senator Rockefeller to lead

the questions.
Senator ROCKEFELLER. Mr. Chairman, I thank you very much for

that. I thank you for holding this hearing. I thank you for inviting
our panelists. I thank you for inviting Mr. Riederer, the head of
Weirton Steel.

I want to say that I have been in the U.S. Senate for 14 years
now and I have never, on the floor or in a committee hearing, ever
used a chart or a photograph as a backup. I am going to do so
today.

President-to-be Clinton and Vice-President-to-be Gore came to
Weirton Steel in 1992, on July 19. In the photograph, you will see
not only the President- and Vice-President-to-be, but also myself,
the Governor of the State at that time, and your predecessor, Mr.
Riederer, Herb Ellish.

Right after we toured the Weirton Steel plant and he had a
chance to see what was going on, the President met with the people
of Weirton and the Ohio Valley, and he said the following. "I want
to, first, make sure we enforce strictly the antidumping laws and
the laws against unfair subsidized steel being dumped into this
country. That is not fair," he said. "If they are doing things for
their steel that we are not doing for ours, they should not have ac-
cess to our markets."



Mr. Riederer, Mr. Kelly, and Mr. Becker, I would just ask you
if you feel that the President has fulflled, or is fulfilling, his com-
mitment.

Mr. RIEDERER. Obviously, in reviewing the President's plan that
was submitted to Congress on the 7th of September, we certainly
feel that that falls far short of being supportive of the industry, and
certainly not supportive of the words that he used back in 1992.
We have been very active in terms of trying to get the administra-
tion to pay attention to this crisis in the right way. We have been
working on this for a year.

Senator RocKEFELLER. I am aware of that. I would like to get
Mr. Kelly's comment.

Mr. KELLY. The short answer is, no. However, I would also be re-
miss not to credit Secretary Daley for some efforts that he has un-.
dertaken on our behalf, which we appreciate. There are many
things the President could do. It was very revealing to us that the
simplest of our requests went totally ignored in the report that was
presented to Congress.

In fact, most of what they appear to have taken credit for is the
absolutely logical, natural outcome of the fact that we, the industry
and the unions, filed trade cases, not because of anything initiated
by this administration.

Senator RoCKEFELLER. Thank you, sir.
Mr. Becker, my time is running.
Mr. BECKER. Absolutely not. Incidentally, I am the only one that

stopped when the bell went red. I want to tell you that. [Laughter.]
No, they have not and there has been no indication that they are
going to. I think they are in a dilemma of whether to support the
multinationals in their programs or to support workers in the com-
munities. I think they are caught in a conflict.

Senator ROCKEFELLER. Obviously, I agree with your answers. In
the short time I have remaining, I want to point out, Mr. Kelly, I
think you make a good point. I think that Mr. Daley, through the
use of critical circumstances, the expedited procedures, et cetera, is
making an effort.

But ultimately what is fascinating about all of this, is that this
can all be cured relatively quickly. The Finance Committee itself-
ourselves-with 13 members having steel in their own States, the
President, USTR, the trade union, Ways and Means Committee, a
number of other groups, can, in and of themselves-the Finance
Committee can, in and of itself, initiate, for example, a request for
a 201.

Now, what is a 201? 1 want to get each of your opinions on this.
And the quotas will come in the second round of questions, if there
is one. In 201, the modification that Senator Spector and I have
put in would simply make it easier to prove injury before the Inter-
national Trade Commission for the American steel industry, or for
anybody else, and would, therefore, bring us in compliance with ex-
isting WTO laws.

So in going for self-initiating a 201 action, it is a relatively mod-
erate action, but one which would send a message and which puts
us in compliance with existing WTO laws that apply to every other
country.



I would like to get, Mr. Riederer, Mr. Kelly, Mr. Becker, your
views as to, in view of what you have said, why it is, first of all,
to Section 201, doing something about that, we can either self-initi-
ate or we can do the legislative process.

I have explained before that the legislative process would take
much longer. This is a Congress which is not likely to pass a legis-
lative process. But the Finance Committee itself can self initiate.
That is sufficient to trigger a mechanism from the President to the
ITC, et cetera. What are your views about self-initiation or, in gen-
eral, on Section 201? I would start with Mr. Riederer.

Mr. RIEDERER. Well, as I said in my statement, Senator, we
would support the Finance Committee asking for the investigation
or self-initiation by the President. We think it is long overdue. We
think that the situations are continuing to worsen as we go into
this first quarter. Consequently, as we get into this quarter I think
it is something that the President should do, or the committee
should do.

Senator ROCKEFELLER. Thank you, sir.
Mr. Kelly?
Mr. KELLY. First, Senator, I think we absolutely should begin the

steps necessary to modify or amend the law to bring it into compli-
ance or up to WTO standards, no matter how long it takes. We will
never get it done if we do not start it, so we ought to start it.

Second, there are several problems. There are what I would call
the law-based problems which would have to result in amend-
ments. The ITC, in my view, applies a definitional standard that
is not required, not warranted, and not the intention of Congress.

Third, I think it is time we cut through all of this and have the
President speak clearly now. Have him tell us now that, upon the
successful prosecution of a 201 proceeding, what action he will
take, because this is ultimately a political process.

The road of history is littered with 201 actions that were success-
fully prosecuted, and the then-sitting President refused to act. I
think we should ask this President now, what will you commit to
doing, and that, too, would send a powerful message to the ITC.

Senator ROCKEFELLER. Thank you, Mr. Kelly.
Mr. Becker?
Mr. BECKER. I agree with all of the above. But my view of a 201

is that it encompasses all steel for all countries. The problem with
the current trade case is that it deals only with the specific coun-
tries in which they were filed against, and only for those specific
products. If you go through a long exercise in winning those cases
or dealing with them, the countries just simply switch product, or
different countries pop up.

So I think it is essential that we have a 201. I think it is essen-
tial that the President initiate this and state clearly to the ITC
what he expects from them.

Senator ROCKEFELLER. I would point out to my two colleagues,
and I thank them for their forbearance, that this is such an ex-
traordinary situation in that there has not, in the history of this
country in the last 40 years that I have been following public life
or trade policy, been any parallel situation where there has been
such a dramatic increase in'import surge of any product, up until



the import surge began a year ago August of steel because of the
Asian economic crisis, and has continued.

It is for this reason that I am so vehement on this subject. This
is not just like another problem; there has never been anything like
this before. There has never been the potential decimation of steel,
or any other industry, like there is in this situation. That is why
we have to be strident, we have to be tough.

I happen to agree with you, Mr. Kelly. I think the President
ought to bring it. Why should the President bring it? We will try
to do it in Finance, but the Finance Committee, as important as
it is, is not the voice of the United States of America.

If the President, as he in a sense indicated in his own statement
2 years ago, wants to enforce antidumping laws, for him to initiate
that process, to go to the ITC and then to come back after 120 to
150 days and have a range of selections, that would allow your
companies to go ahead and exist and your workers to be paid and
give you a sense of the future, and, Mr. Becker, you represent so
many.

But it would just indicate that the President of the United States
himself is self-initiating, that he puts it at this level. He himself
self-initiates. He can do that. He can do that in 5 minutes, he can
do it in five hours, he can do it tomorrow morning. It is his decision
and it is one which I strongly think he has to make not just be-
cause of Weirton Steel, but because, on July 1, the United Steel-
workers' contract expires.

And, as you indicated, Mr. Becker, at that time, in my judgment,
it will not be 10,000 steelworkers out on the street, it will be
100,000, or 110,000 steelworkers out on the street without work be-
cause of inaction by our executive.

The CHAIRMAN. Senator Moynihan?
Senator MOYNIHAN. That was very impressive. It is a good pic-

ture of you, too. [Laughter.]
Mr. Becker, as a statement of solidarity, may I say that I joined

the United Steelworkers 53 years ago in 1943, and the American
Can Company in Long Island City. I do not think it is there any
more, but the steelworkers were very busy in 1943.

I much agree with what you have said here, that it is all too ap-
parent to us that our existing trade laws are not working because
they do not prevent the injury in the first place. Instead, they rely
upon action only after serious economic injury has already been in-
flicted in the form of dumping and its associated lost markets and
job losses.

May I suggest that our theme in the previous panel was that we
need trade negotiating authority to bring into the laws this capac-
ity to prevent injury in the first place. The antidumping laws date
to the 1920s. But they take place after events have happened, and
they are protracted.

We should think in terms of a proactive capacity to prevent what
we have seen in the last year going on, which is extraordinary. I
could not more agree that the President ought to do this. But, if
he does not, and even if he is thinking about it, I am, Mr. Chair-
man, much of the view that, although we have rarely done this be-
fore, the Finance Committee has the right to initiate a 201 action



and I think we should do. I just think too much is at stake. We
see it.

I think I said yesterday, and I- wonder if I could ask Mr. Kelly,
and perhaps Mr. Riederer, I understand, but I do not assert, that
Nucor is perhaps the most efficient producer just now. I am sorry,
Mr. Kelly. [Laughter.) But they are selling hot-rolled steel at $230
a ton, and the Japanese are selling it at $190. Now, that is below
cost, is it not?

Mr. KELLY. I will give you my perspective. First, you can take
whatever the selling price in this country is of a foreign producer,
and let us add $50 or $60 because it costs something considerable
to get It here.

fen you engage in that exercise, I cannot conceive of a steel
making process that would produce hot-rolled steel at those costs
that result. I think this is reflected in our filings, where the dump-
ing margins that we are asserting are from 30 up to 60, 70 percent.

I have not heard anyone, even in the administration, challenge
our assertion that this steel is being illegally dumped below cost.
I would submit to you that the reason so many parties are so anx-
ious to negotiate, is they know they are going to get their head
handed to them based upon the facts.

Senator MrOYNiHAN. Well, good. The sooner, the better. I agree.
Thank you, Mr. Chairman.

The CHiRMAN. Let me just ask a couple of questions. Is it not
true that the American steel industry is the best in the world, that
it is competitive? Is that a fair statement?

Mr. BECKER. It is more than a fair statement. We are the lowest
mnan hours per ton producer anywhere, in ever category of steel.
The lowest man hours per ton. At one time We produced steel, I
think, in the neighborhood of 12 man hours per ton, up to around
16.

Today we are safely below four man hours per ton because of a
lot of sacrifice, a lot of investment on the part of the industry. Over
$50 billion went in to modernize.

We even negotiated with some of the industries, insisting on con-
tract settlements that they reinvest, so we would not have to re-
live the 1980's. Over $1 billion of new investment money went up
on the iron ore range to make the mines competitive.

We put in new work rules and companies negotiated hard and
we negotiated hard. You have a whole new steel industry out there.
You have self-directed work forces. You can go in some places and
the employees run it from beginning to end. We are as efficient as
We can be.

This is the point: there is Inothing we can bleed out. The industry
tells us, in most cases, we could work for nothing, zero wages per
hour, and they still cannot compete at the prices steel is being
dumped. 'There is no where else to go.

'To be frank about it, gentlemen, we do not have enough jobs in
the steel industry. I want to make that point. We do not have
enough jobs5 that the administration or anybody else can give away
to keep theo economies of Russia, and Japan, and South Korea, In-
donesia, Thailand, and Brazil going. There is just not that many
jobs there.



Mr. KELLY. Let me offer a perspective, Mr. Chairman. In the
mid-1980's, LTV had 54,000 employees and we were operating at
50 percent of capacity. Today, we have 14,000 employees and we
were operating, until this crisis, at full capacity. In this country,
to the best of my knowledge, we do not make a ton of steel using
the open hearth method. It was inefficient, high-cost, and polluting.
It went out of this country.

Today, a significant percentage of Russian steel is made using
open hearth methods. They have not taken the steps that we took
to become efficient, and it is unfair that we pay the price for their
uneconomic continued operation of plants that should not operate.

The CHAIRMAN. Do we have a world-wide over capacity of steel,
or is this a temporary situation caused by the problems in Asia, as
well as Latin America and Russia?

Mr. BECKER. I do not know if I could speak with real authority
on this, but it is my understanding that there is an over capacity.
A lot of that is due to the curtailment of domestic economies in
places like Russia, and Japan, and South America, so that creates
part of that.

The CHAIRMAN. So that part of the problem may be a temporary
phenomenon.

Mr. BECKER. I believe so, yes.
Mr. RIEDERER. Part of it, also, Senator, is related to the efficiency

of that capacity. I think you really have to stand back and look at
it, as Peter talked about. The open hearth technology, ingot-produc-
ing technology that some of the countries-Ukraine, Russia-use
are just totally inefficient and very high cost compared to our in-
dustry, or compared to even the mini-mills in the U.S.

So, consequently we have, for example, in November, the
Ukraine, as a unit value-and this is a chart that is included in
my statement-of imports coming from Ukraine were $156 a ton,
from Russia at $192 a ton. There is no way that they can produce
steel at that kind of level with the kind of technology they. are
using.

Mr. BECKER. If I could add to that just one little bit. Some coun-
tries, in the quest for dollars, have built steel strictly for export
into the United States. We know this happened in South Korea, in
Pohang and Hambo.

The CHAIRMAN. Let me ask you this, Mr. Becker, Mr. Kelly, Mr.
Riederer. What is the capacity here; has it increased? My under-
standing is that, for example, the U.S. marketplace for hot-rolled
steel is slightly less than'22 million tons. In 1997 and 1998, the
U.S. added 4.9 million new tons of capacity. We have another 4.1
million scheduled to come onstream.

The reason I raise this, is the problem that Nve are suffering a
temporary one or is it one that will not work itself out?

Mr. KIjLLy. Perhaps I could start, Mr. Chairman. First, I think
a lot of people think of steel as that tired, old material. In fact, it
is a material of great value and is entirely consistent with the Na-
tion's environmental objectives.

The demand for steel in the United States has, in fact, been
steadily increasing year to year as we find new and better applica-
tions for this product. There is not an excess capacity of steel in



the United States, notwithstanding the fact that we are finding
new and more efficient ways of producing the product.

In fact, as you heard earlier, in this current reasonably strong
economy, we have lost the ability as a free world Nation to meet
our need for steel. We accept the fact that imports have a nec-
essary place. What we are fighting, is this flood of unlawfully trad-
ed steel, not imports, generally. We do not have a U.S. capacity
problem.

The CHAIRmAN. Mr. Becker, would you care to comment?
Mr. BECKER. Just the figures that we have heard of over-capacity

in the world is about 100 million tons. I do not know how correct
that is overall, but this is the figure that I have been given.

The CHAiRMAN. Is there a feeling that perhaps we ought to have
multilateral negotiations on this question of over-capacity?

Mr. BECKER. I think it is a global problem and it is going to re-
quire a global solution. I believe that.

The CHMiRMAN. And would that require multilateral discussion,
do you think?

Mr. BECKER. I would think so.
The CHAIRmAN. Mr. Kelly?
Mr. KELLY. I am sorry, Mr. Chairman. I have become a cynic.

When I hear our trade negotiators come back and celebrate success
because they did not give away too much, I am a little reluctant
to hear negotiations start because I always feel I end up with less
than what we went in. It would be a culture change for us to come
back having accomplished something positive for our industry as
opposed to celebrating how little we gave away.

Mr. RIEDERER. I think a lot of what we have done over the years,
and this goes back to Cordell Hull, but also certainly the Marshall
Plan, are all based upon foreign policies, driven by foreign policies
not driven by economic policy or by trade policy. I agree with Peter,
we end up on the short end of the stick every time, because I think
we go in with a smile, but no gun.

Mr. BECKER. If you will permit me, I was not addressing that
phase of it. You were questioning how we get rid of the over-capac-
ity. I think that is a global problem and you have to deal with that
someplace. If yo want a judgment as to how effective all of this is,
we ran a trade deficit of $154 billion in the first 11 months of 1998.

That tells you how effectively we are handling the trading on all
of these 300 plus pocket trade agreements that we have run all
over the world negotiating the GATTs, the WTOs, and the
NAFTAs. One hundred and fifty-some odd billion dollars in the
first 11 months. We are on the short end of the stick.

Mr. RIEDERER. Mr. Chairman, one of the things that you asked
about earlier was, how do you sell trade to the American people.
American people are very skeptical because of the things that we
are talking about here. But since I have been involved in this-and
this was not something that I enjoyed doing, frankly; I would rath-
er be running a company-I have gotten lots of letters, lots of peo-

ple who have talked to me who are executives of companies that
have been affected by the way we run our trade policy.
,One is from, particularly, Mirro, Aluminum Company, which is a

cookware producer in Manitowac, Wisconsin. Eight years ago, he
tells me that 90 percent of the cookware purchased in the U.S. was



made in the U.S. Today, because of the way we work our trade pol-
icy, it has shrunk to 47 percent that is now made in the U.S.

I have heard the same story over and over from the industrial
heartland, from various companies involved in competing, because
we open our borders up, but other countries do not open their bor-
ders up. I think that is the problem we have to deal with. I meant
it when I said that we go in with a smile, but not with a gun.

The CHAJRMAN. Senator Rockefeller?
Senator ROCKEFELLER. Mr. Chairman, a final point and question.
I do not think, Mr. Riederer, Mr. Kelly, Mr. Becker, that the

American workers in our steel companies give a hoot how we solve
this problem, whether we do it on Section 201, whether we do it
on antidumnping, whether we do it on 301, whether we do it on
quota legislation.

I do not think they care, so long as they feel that they are not
getting taken out of their jobs by, as Mr. Kelly properly pointed
out, illegal activity. Not just erroneous activity, but illegal activity
on the part of countries under the 1974 Trade Act.

Let us suppose that the President declined to act and that there
was not a Section 201 self-initiation forthcoming. Would you be, in
that instance, with Weirton having lost $13 million last year, with
Weirton, I am sure, having been a profitable company as it was the
year before without this dumping import surge, the same with Mr.
Kelly, and all of your workers, Mr. Becker, would the three of you
be willing to consider stronger action to which I refer more specifi-
cally as quotas?

Mr. BECKER. I would not only consider it, I would hope and pray
for it.

Mr. KELLY. I think I made it clear in my statement, Senator. You
have said it very well. We have a responsibility to many constitu-
encies, our employees, our shareholders, our communities. LTV
failed once. We will not fail again. We will consider any and all ac-
tion, and we will be back here to this body seeking your full su p-
port.

Mr. RIEDERER. Obviously, individually, for myself and for the in-
dustry, we have been supporters of all of the trade action, WTO,
GATT, NAFTA, even supported fast track. Excuse me. I guess it is
a different termn now. We continue to believe in the long term that
this economy is better off by having free trade, but it has got to
be fair trade.

If it is not fair trade, we are willing to support anything that will
enhance the capability of our business. We have a fiduciary respon-
sibility not only to our shareholders, but a very strong requirement
to support our employees as well, and our communities, and I
would certainly do that.

Senator ROCKEFELLER. I thank all three of you gentlemen very
much. I want to thank the Chairman very much for having this
hearing, and also Senator Moynihan.

Mr. BECKER. Could I add to that just one second, Senator, just
a little bit on the feeling of the workers. They are fast losing faith
in the system. When you talk about GATT, I listened to statements
at the table here about supporting GATT, supporting WTO, sup-
porting fast track. It was fast track. It was so good to get us Mex-
ico, why are we changing the name? I mean, it is fast track. We



did not support any of those because there were no safeguards in
there to protect the rights of workers. There still are no protections
in there Ior workers.

There is no enforceability in those. There is not a day that goes
by that is another industry, another plant, another operation of
some kind or another that is moving to Mexico. We are going to
resist fast track'until those kinds of proLections are in there.

I think they are not working to the interests of workers, commu-
nities, and families. They work to the interests of Wall Street, fin-
anciers, entrepreneurs, multinationals. It may make a healthy
stock market, but we do have a stagnant standard of living in the
United States, in many cases eroding.

In most cases, both spouses have to work today. Between the two
of them, they cannot equal what one family supported job paid
back in the mid-1970's. America is changing. We will change with
that, but we have got to have laws that protect our workers.

One of the things that the President proposed was a $300 million
tax break for the companies. It is ironic, but that is being chal-
lenged by the European community as a subsidy and in violation
of WTO. That, in itself, is wrong.

We feared at the time that these laws were being passed that we
were giving the sovereignty of the United States away, the ability
of our leaders to protect workers and communities. We believe that
that is right. All of the answers we have gotten so far indicate that
our fears were well placed.

Thank you.
The CHAIRmAN. Thank you, gentlemen, very much for being here

today. Obviously, this is a matter that will be of continued interest,
study, and action. I think you have been very helpful by your testi-
mony, and we appreciate your assistance.

The committee is in recess.
[Whereupon, at 12:21 p.m., the hearing was recessed, to recon-

vene at 9:15 a.m. on Thursday, January 28, 1999.]
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The CHAutmAN. The committee will please be in order.
We will forego, for the moment, the opening statements and turn

to our good friend, Tom Harkin, who is here to testify, briefly. I un-
derstand he has another commitment, so we want to give him full
opportunity.

It is a pleasure to have you here, Senator Harkin. Please pro-
ceed.

STATEMENT OF HON. TOM HARKIN, A U.S. SENATOR FROM
IOWA

Senator HARKiN. Mr. Chairman, thank you very much for this
opportunity and thank you for holding this series of hearings to get
input about labor and the impact on trade and our future trade
policies. It is an extremely important aspect of it.

Again, I just want to thank you for this opportunity to just brief-
ly talk about an issue that I believe is vita to future peace and
stability in the world, an issue that is vital to our own future eco-
nomic interests in the world in terms of trade and markets, and
one that I think the United States must take a leadership role in
simply because of the nature of our society and our founding docu-
ments.

What I am talking, about, Mr. Chairman, is the use of abusive
and exploitative child labor around the world, how that impacts on
trade, and what we should do about it.

Mr. Chairman, I will not read my whole statement. I would just
ask that it be made part of the record, and I will just comment on
it.

Let me -just be clear what I mean, first of all, Mr. Chairman. I
am not talking about kids who work after school, or on weekends.
I did that when I was young and I bet you did, too. There is noth-
ing wrong with that.

(85)



What I am talking about, are kids who are forced to work, some
as early as 3 years of age. They are denied the right to go to school.
They work in very abusive and exploitative factories, farms, and in
hazardous conditions, almost slave-like conditions. Long hours, lit-
tle or no pay.

Sometimes they are ripped from their own families, sometimes
their families even permit this to happen. Sometimes families even
sell their kids into this kind of bondage. Well, just because the par-
ents do it does not make it right and does not mean that we cannot
do something about it.

For the record, I want to just say, Mr. Chairman, I believe in free
trade. But we have to ask what free trade really means. I just have
a couple of pictures I will show you. About this time last year, I
took a trip to Southeast Asia to visit a number of countries. One
of them was Nepal. I happened to meet a young man there who
had worked as a child laborer in one of these places, and he knew
the guard at this one plant. We went there on a Sunday night
under cover of darkness to get in. We were under the impression,
or at least we were informed, that the owner was not around. You
have heard that story before. So, anyway, we get to the gate.

I took this picture of the sign that was posted at the gate with
my own camera. As you can see, this is in Kathmandu, Nepal. The
sign is written in Nepalese, and under in English it says, "Child
Labor Under the Age of 14 is Strictly Prohibited." That is on the
outside of the gate.

Well, we got in unannounced, of course. Went around down a
dark alley and back to this factory. I will just show you one of the
many pictures I took. That is me looking at these little kids making
these carpets, and not a one of them is, 14 years of age, they are
much younger. This is Sunday night, probably around 8:00 at
night. They are working under hazardous conditions.

Now, obviously, if I had asked to go see that plant in the daylight
or something like that, they would have gotten all of the kids1 out
of there and you never would have found them. So I just say, do
not tell me it does not exist, I have seen it up close and first hand.

Again, I think that child labor, really, Mr. Chairman, is probably
the last vestige of slavery we have in the world. This is slavery.
You can call it what you want, but it is slavery.

Now, I have to ask, if we were dealing with a country in trade
that sanctioned slavery and used slave labor, would we deal with
that country? Would we import articles from that country? Would
we ask our workers to compete against slave labor? No. But, yet,
it goes on every day in countries all over the world.

I submit to you, it is the last vestige of slavery that we have left.
These kids do not get an education. They will never help their
countries to develop economically and they will not become active
participants in the global market.

Recently, I came across a startling statistic, Mr. Chairman. Ac-
cording to UNICEF, nearly one billion people will enter the 21st
century unable to read a book or sign their name. One billion peo-
ple. This is a formula for instability, violence, and conflict.

Now, again, I want to make clear. People say, well, that is just
you. That is a western standard. Well, it is not a western standard.
ILO Convention 138 is clear, and these countries have all signed



on to it. The minimum age for employment is 15 years of age. De-
velpig countries can invoke a certain clause and get i ont
14 oit is not a U.S. standard, it is a world standard.itdwnt

Now, again, I know the U.S. cannot become, and should not be-
come, the world's labor inspector. But I believe there is a sound
economic rationale for holding countries to international standards
regarding abusive and exploitative child labor.

The markets of tomorrow, Mr. Chairman, are taking shape
today. If we want American goods, high value products to be pur-
chased the world over, people have got to have an education, they
havegot tobe able~ taford tem.

Now, lastly, someone argued that traditional trade agreements
under GATT and WTO should not take into account these non-tra-
ditional. areas not directly related to trade. Yet, at one time intel1-
lectual property rights were not considered measures to be ad-
dressed by trade agreements. In the beginning, there were only tar-
iffs and quotas.

Well, eventually GATT evolved to include intellectual property
rights and services, which has now become an integral part of it.
Now the WTO will consider rules dealing- with foreign direct invest-
ment and competition policy. So, there has been a steady evolution
of what is considered directly related to trade.

Is it, I ask you, so radical to now include basic protections
against abusive child labor in our trade agenda? I do not believe
so. Labor considerations, especially the most egregious forms such
as abusive and exploitative child labor, are clearly issues that can
and should be dealt with.

Again, I would point out that Article 20 of the GATT allows
measures restricting trade in prison labor. Those kids are in pris-
on, Mr. Chairman. They cannot leave. They are in prison. There
are walls around this place. They are in prison, yet they are not
considered prisoners.

We in the United States have denied goods coming into this
country made by prison labor since 1930. So I think that some
practices are beyond the realm of acceptable. International law rec-
ognizes that, and this is one of them.

Mr. Chairman, I would just like to establish that I hope that
ending abusive child labor should be an integral part of U.S. trade
policy. It is not just an issue of development or human rights, I
think it is an important aspect of the future of the global stability
and global economy and the future of U.S. markets.

In order to effectively combat this, I believe the committee and
this administration should place at the top of the trade agenda two
important initiatives. First, I would strongly urge that, during the
next round of WTO trade discussions taking p ace this fall in Se-
attle, WA, the United States continue to seek the formation of a
working party to examine the relationship between workers' rights
and international trade issues.

Second, the United States should continue to promote labor
standards as a part of any trade agreement. I firmly believe that
a child deserves as much protection in our trade laws as a song or
a microchip. If we can protect a song, we can protect a kid.

So, should fast track legislation be introduced in the 106th Con-
gress, I will again seek to put in similar language. Quite frankly,



Mr. Chairman, and I say it quite pointedly, the administration's
bill last year that they sent up on fast track, not only did it not
take steps further to enhance and protect against abusive child
labor around the world, it actually took a ste p backward.

I am not going to belabor it now. I would be glad to point this
out to your staff. There was actually a step taken backward. Hope-
fully, working with the administration, they can clean up that lan-
guage before they send it back up again this year.

In closing, again, I just say, Mr. Chairman, I thank you for this
opportunity. I welcome the opportunity to work wit you, Mr.
Chairman, and other members of the committee. Again, I have not
met a child or a family in any of the countries that I have traveled
to that did not want to put an end to abusive child labor. They
want their kids in school. They do not want them working in haz-
ardous conditions. They are asking for our help to end it, and I be-
lieve we should do no less than that.

Thank you, Mr. Chairman.
[The prepared statement of Senator Harkin appears in the ap-

pendix.]
The CHAIRmAN. Well, thank you, Senator Harkin. I think we are

all in agreement that something should be done about abusive
child labor. The question, I guess, is what is the best means. I ap-
preciate your taking the time for being here this morning, and I
would urge your staff to get together with my staff on this matter.

Senator HARKIN. I appreciate the opportunity. Thank you, Mr.
Chairman.

The CHAiRmAN. Thank you.

OPENING STATEMENT OF HON. WILLIAM V. ROTH, JR., A U.S.
SENATOR FROM DELAWARE, CHAIRMAN, COMMITTEE ON FI-
NANCE
The CHAiRMAN. At the outset of our hearings on Tuesday, I indi-

cated my intent was to begin the process of rebuilding a bipartisan
consensus on trade. Senator Moynihan, I think we have made some
progress towards that goal over the last 2 days.

In particular, the testimony has reinforced my view that we must
be much more concrete in the future as to what the U.S. negotiat-
ing objectives should be.

The second point I took away from the hearings was the need to
reinforce our trade laws in ways that ensure we can vigorously en-
force our trading rights.

The third point, in my view, is making explicit the U.S. Trade
Representative's obligation to revisit agreements with our trading
partners when time and experience suggest that there are clear
faws in a particular accord.

Now, today I hope we can make equal progress on at least two
other issues. The first and second issues are those of labor and the
environment. These are difficult issues politically, but here we
must find common ground too if we are going to make progress on
a trade policy agenda that serves all Americans.

I would be very interested in hearing from the administration
what work they already have under way on international labor and
environmental matters and what they propose to undertake within
the framework of the administration's trade policy.



I also, of course, think it is critically important we hear directly
from labor and environmental groups. We are very fortunate to
have with us today two distinguished representatives of these
gr oups, John Sweeney from the AFL-CIO, and Durwood Zaelke,
fom the Center for International Environmental Law.

We were scheduled to hear from Mark Van Putten, the president
of the National Wildlife Federation, but, due to a conflict, he could
not join us. He is submitting his testimony in writing.

[The statement of Mr. Van Putten appears in the appendix.]
The CHAiRmAN. I particularly want to thank Mr. Zaelke, who was

kind enough to join us on very short notice. We are very fortunate
to have him here today.

I know that both Mr. Sweeney and Mr. Zaelke have said that the
promotion of labor environmental standards through the tools of
trade policy is fully consistent with trade promotion.

This is the time to begin to hear what that vision entails and
how we can find areas of common understanding. The stakes are
too high not to engage in a meaningful and substantive discussion
of the issue.

With that, I am happy to turn to my distinguished colleague,
Senator Moynihan.

OPENING STATEMENT OF HON. DANIEL PATRICK MOYNIHAN,
A U.S. SENATOR FROM NEW YORK

Senator MOYNiHAN. Who will agree with you, Mr. Chairman, we
have had some very positive hearings. No discord. Important em-
phasis on the need to anticipate the violation of trade agreements
before they happen, and you are always chasing after violations
when we ought to be able to think in advance of what is likely to
happen and what measures will be taken, the steel situation being
so clearly before us.

Our steel industry is at risk. It might not be there a year from
now, in clear violation of our trade laws. But when things like that
occur, you have to catch up. If you catch up, it is often too late.

On the point of labor standards, I would simply make the point,
and I see our distinguished Secretary is here, that this is not a new
departure for the United States. It goes back to 1919 and the Trea-
ty of Versailles, with Woodrow Wilson, a great champion of the new
International Labor Organization, which was drawn up by a com-
mittee headed by Samuel Gompers of the AFL-CIO.

Over the years we have had a series of labor treaties such that
is now asserted by the ILO, and I think itt is agreed to, that if you
are a member of the ILO you are committed to these standards. If
you are committed to them, then live up to them. How we energize
that effort, I am not sure, but we would no doubt hear about that
from Secretary Herman.

The CHAIRMAN. Thank you, Senator Moynihan.
Senator Baucus?

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

Senator BAUCUS. Thank you, Mr. Chairman. A very brief state-
ment I would like to give, with your indulgence.



Mr. Chairman, in the State of the Union address the President
said very clearly, very plainly, and very appropriately, that we
have to put a human ace on trade. I thin that is something that
we all agree with. But, as is so often the case, it is a lot easier said
than done.

Take the case of the environments, which is an issue that I have
particular interest in as Ranking Member of the Environment and
Public Works Committee. Many members of this committee have
been longstanding- leaders of both expanding trade and protecting
the environment. You, Mr. Chairman, are very much in that cat-
egory.

But it is not easy bringing' environmental protection into the hal-
lowed halls where trade agreements are negotiated. It is new, it is
complex, and to my mind the parties often talk past each other.

The business community sees some environmental arguments as
disguised protectionism. The environmental community sees some
business arguments as a disguised effort to drive environmental
protection down to the bottom.

I think, and we all know, this is an extremely difficult issue and
we have got to get beyond that, because it is true that expanded
trade and environmental protection are two sides of the same coin,
that is, a better standard of living, both in our country and around
the world.

To help accomplish this, I would like to focus tod 'ay on three
issues that I mentioned in the first hearing we had on globalization
last Tuesday. The first, is NAFTA and the side agreements. The
second, is the treatment of environmental issues by the WTO, in-
cluding the upcoming Geneva negotiations. The third, is the treat-
ment of environment and labor in the trade negotiating authority
legislation.

Finally, I would like to commend you, Mr. Chairman and the
Ranking Member, for holding these hearings. We have been focus-
ing on tough issues. We have made some progress. We have got,
obviously, a long ways to go. I think the testimony and give and
take have been very productive. I am also amazed, and would com-
pliment you, Mr. Chairman, on the breadth, the depth, and the am-
bitious nature of the hearings.

For example, yesterday we even began a referendum of whether
the 21st century was a good or a bad idea. [Laughter.] That is a
pretty good week's worth of effort. Anyway, I know that these hear-
ings will be very productive. Thank you.

The CH-AiRmAN. Thank you, Senator Baucus.
I would now like to call forward the second panel of two very dis-

tingushed witnesses, Alexis Herman, who is, of course-
Senator KERREY. Mr. Chairman, might I make a brief opening

statement at this point? I was asked if I would and said that I
might defer it, but I could be, I think, brief.

The CHAIRmA. Sure.

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

Senator KERMiY. Mr. Chairman, first of all, I very much appre-
ciate both you and Senator Moynihan holding this hearing, and
holding this series of hearings. I will repeat what I said yesterday.



I think this committee, because of its makeup, it just happens to
be made up of people who get along relatively well and we have
demonstrated our ability to reach bipartisan agreements on very
difficult subject matters, including restructuring the IRS last year,
under your leadership. It seems to me that we ought to consider
being, not just for the Senate but perhaps for the entire Congress,
that vehicle for change.

We know that the House of Representatives has been converted
into a super fund side over the impeachment problems. And it is
going to occur that there is going to be a need for some entity in
this Congress to become a vehicle for bipartisan action and I think
we could be that vehicle. I hope, indeed, that this committee will
become that.

Trade, for me, as I see it, requires us to look at two sides of the
transaction. One, is our own laws. I will repeat again, I think one
of the things that we have to think about, if we are going to have
laws that have free trade and competition in the market being used
as a way to increase our standard of living, I think that we have
got to examine very closely the nature of our safety net. This com-
mittee has the safety net responsibility, not just welfare, but also
Medicare and Social Security. I think our safety net is inadequate.

If you are going to have a competitive marketplace, it seems to
me that a man or woman that is out there in the workforce ought
to know they can work like mad but, if market forces cause their
job to go away, that they have still got health care, that health care
does not go from employer to employer.

I know that is a difficult subject, given the experience with
health care reform in 1993 and 1994, but we are a wealthy enough
Nation to get that done. I hope, in the process of looking at Medi-
care reform, we will think about why we need a universal safety
net in order to maintain our open market and our competitiveness
policies.

The second side of it, I would say, is a bit connected to Senator
Moynihan's observation that perhaps the 20th century was a mis-
take. hat is, that we have come a long ways in the 20th century.
At the start of the 20th century, the defining political organization
was empire, the British empire, the French empire, and then it col-
lapsed. We did not figure it out, quite,- in Versailles, but eventually
it collapsed and a lot of lives were lost in the process.

As I heard the Pope in Mexico over the last two or 3 days, I
heard language that I think we ought to think about when we are
considering one trade agreement that I think needs revisiting be-
cause it is extremely unpopular as a consequence of the way it is
worked and the way it is perceived, and that is NAFTA.

NAFTA says North American Free Trade Agre-ement. The vision
of NAFTA is an America, an America that includes more than just
the United States of America. That is the vision. The vision is that
we need to subordinate slightly our desire to rigorously enforce the
borders of the Nation State in order to achieve something bigger.

That is what the Europeans are doing with the common market.
I mean, they have resolved enormous economic differentials north
to south, and that is what they are trying to do. They are raising
living standards, environmental standards, and labor standards in
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the process of achieving this union. They have to resolve that, and
that is what they are doing.

I think we have to think about that when we do it with Mexico
and not get all hung up on this, are we going to allow environ-
mental or labor standards in the agreement.

We have to envision this continent much differently than we
have in the past. If we dn that, I think it is going to be possible
for Republicans and Democrats to come together on some authoriz-
ing language that takes into account people's concerns, both about
labor standards and the environment.

The CHAIRMA. Thank you, Senator Kerrey.
At this stage, I would like to call forward our two very, very dis-

tinguished witnesses, Alexis -Herman, who is, of course, Secretary
of Labor, and Carol Browner, who is Administrator of the Environ-
mental Protection Agency.

I would like to note, it is my understanding that Administrator
Browner will have to leave by 10:40 this morning. So, we will do
what we can to try to keep you on your schedule.

Secretary Herman?
STATEMENT OF HON. ALEXIS HERMAN, SECRETARY OF

LABOR, WASHINGTON, DC

Secretary HERmAN. Thank you very, very much, Mr. Chairman,
and good morning.

Chairman Roth, Ranking Member Moynihan, members of the
committee, I want to commend you for holding this important set
of hearings on international trade policy and I thank you for invit-
ing me to testify on our administration's international labor agen-
da.

This morning I would like to begin by setting out our framework
for approaching international labor issues, especially as they have
emerged in the context of globalization.

Before doing that, I think it would be important to step back and
put this discussion in the context of our current economic prosper-
ity.

We are enjoying the healthiest economy in a generation. We have
added nearly 18 million new jobs in this administration. Unemploy-
ment is at a 30-year low, and wages are growing at twice the rate
of inflation.

Increased trade has been an important source of growth. We
know export-related jobs are good jobs, paying on average 13 to 16
percent more for overall U.S. averages.

So globalization has provided new opportunities for U.S. workers,
but it also poses challenges. In order to rise to the challenge of
managing globalization successfully, I believe that we must keep at
least rive principles in mind.

First, all workers must have the skills that they need to compete
in the global economy. Second, there is a need to build greater con-
sensus and understanding for our view that international labor
standards and global trade liberalization are not mutually exclu-
sive goals.

In fact, they ought to be, and should be, mutually reinforcing ob-
jectives. We must work together to ensure that fair trade is also
freetrade, and that free trade is also fair trade.



Third, international labor standards can improve long-term glob-
al economic growth by contributing to the development of the mid-
die class, assuring more broadly based prosperity.

Fourth, worker rights are human rights and global economic pol-
icy cannot be isolated from that fact. We must ensure that core
labor standards are leveled up and not pushed down.

Fifth, partnership is key to success; partnerships with other gov-
ernments, with employers, workers, and non-govenental groups.

These five principles not only make for good economic policy, but
they are necessary to maintain the confidence that is needed to re-
main engaged in the global economy.

In his State of the Union address last week, the President said
we do have to put a human face on the global economy. I want to
provide a brief summary this morning of- three initiatives of what
we are doing, what we are pursuing in the international labor
arena to help bring that human face into focus.

First, we are doing this by placing our concerns on the global
agenda. Second, we are building international agreements to ad-
vance our concerns. Third, we are assisting with the strengthening
of the ILO.

I want to briefly address each of these and how we are improving
our ability to help workers manage by reforming trade adjustment
assistance as well, and expanding our own rapid-response efforts
because we recognize that, while we are engaged in all of these ef-
forts on an international level, we must also be mindful to our do-
mestic agenda here at home.

First, building the consensus on a global basis for core labor
standards. I believe that we are actually seeing a paradigm shift
in this arena when it comes to the elevation of this debate on the
global stage today. This administration has certainly sought to
place global labor standards squarely on the world's agenda.

For example, the administration has launched working groups in
both the ILO and the OECD in 1994 to look at the issue of labor
dimensions as a part of trade liberalization.

By 1996, both organizations had developed a consensus on the
concept of core labor standards, or a set of standards that ought
not to be seen as dependeiit upon a country's level of economic de-
velopment. Indeed, the implementation of such standards is now
understood to actually enhance economic performance.

The list of such standards that were agreed to include: freedom
of association, the right to collective bargaining, nondiscrimination
in employment, the prohibition of forced labor, and prohibitions on
abusive child labor.

This list now reflects not only the view of the OECD, but also
a new consensus among the ILO's over 170 member countries and
employer and worker organizations.

In the last year, President Clinton has also addressed both the
World Trade Organization and the IMF World Bank meetings. In
both of those speeches, he referred to the role of the ILO in the
global economy and the need for those institutions to work more
closely with the ILO.

I will be reinforcing that message next month as I host the labor
ministers from the G-8 countries, and later this year I will host
the APEC lAbor ministers for a similar meeting. Cooperation on



setting the international labor agenda is also a part of our relation-
ship with the European Union under the new Transatlantic Part-
nership.

Reaching agreements on labor standards has also been a corner-
stone in helping to shape our policy initiatives in this arena. Last
June, after nearly 2 years of efforts, the ILO, with the support of
global worker and employer groups, negotiated and adopted a new
Declaration on Fundamental Rights and Principles at Work, and
follow-up mechanisms to measure compliance.

This is the first time that we have had such action in the ILO
since 1944. We now need to invest in the effort to ensure that the
new follow-up mechanisms count, that, in fact, it has teeth.

We have also moved forward in new ways to develop labor agree-
ments in the region. You are well aware of the North American
agreement on labor cooperation that was negotiated with NAFTA
and implemented in 1994 between the United States, Mexico, and
Canada.

As you also know, we have a schedule to complete the Free Trade
Area of the Americas by 2005. In that regard, we have also focused
our attention on the labor aspects of hemispheric integration in
that process.

Most recently, at the hemispheric labor -ministers meeting in
Chile this past October, we adopted a detailed plan of action to
strengthen basic worker rights and to modernize and to improve
the ability of labor ministries to deliver services to workers and to
employers.

Lastly, our efforts to strengthen the ILO have seen our work
emerge on several fronts. We have been working with the ILO to
pursue not only our ability to strengthen its capacity internally,
but we are looking specifically at several programmatic objectives.

Our efforts include, first, in our work to help to implement labor
standards, we are working on accountability mechanisms. We are
trying to strengthen the ILO in its ability to support the implemen-
tation of the new Declaration on Fundamental Rights and Prin-
ciples at Work.

We want to develop strategies for implementing thdse labor
standards which governments are prepared to say that they wish
to be in compliance on. That is precisely why the President has re-
quested an additional $25 million to create a new arm within the
ILO to help build institutions in those countries to monitor and to
enforce basic labor protections.

In the area of child labor, while I know that you have just heard
from Senator Harkin, we are already making significant headway,
I believe, in building consensus on one of the critical standards
within the framework of the ILO, and that is our fight to end abu-
sive child labor. Support from the Congress has been central to
that leadership.

Last year, President Clinton requested $30 million in funding for
the ILO's program for the elimination of child labor, or- IPEG, as
it is commonly called. We have put this at the forefront of the
ILO's agenda. Congress responded to our request and we believe
that we are making a clear difference.



This year, as the President has said in his State of the Union ad.-
dress, we hope to help lead the conclusion of a new ILO convent-ion
that would ban the worst forms of child labor.

In the area of codes of conduct where we are seeing opportunities
for elevating this whole issue -of international labor standards, we
are working to build partnerships. We have sought to strengthen
the engagement of the ILO in the area of codes of conduct for work-
ing conditions.

This administration, for example, has encouraged such efforts as
-the apparel industry partnership to work out a code of conduct and

elements of monitoring for implementation. We are continuing our
efforts to engage leaders and business, labor, universities, and
human rights groups. In this regard, -we have held two joint pro-
grams within the European Union to encourage a Transatlantic
Partnership on codes of conduct.

But, even as we focus on our international labor agenda, we are
mindful of the real need to assure that our workers here at home
who face change from the global economy are given the tools that
they will need as we go into the new millennium to, in fact, man-
age that change.

Part of our strategy has been our trade adjustment assistance
program.

We must assure that workers who are dislocated from their jobs
due to trade-and for that matter for any reason-get the tools
they need to find and prepare for new jobs.

The President's budget will emphasize our commitment to this
principle through a five year increase in funds to serve dislocated
workers-with a goal that these services become universally avail-
able. I

And we will bring a special focus to trade adjustment assistance
by linking it to an initiative that improves rapid response to work-
er dislocations and connects laid off workers with services available
in their communities.

I want to add that I am especially grateful to both you, Mr.
Chairman and Senator Moynihan for your many years of leader-
ship in championing quality worker adjustment assistance for
trade-impacted workers. And I want to thank you Senator Moy-
nihan for introducing the Trade Adjustment Assistance Improve-
ments Act of 1999 which provides for enhancements and expanded
program coverage. The President's FY 2000 Budget will propose
the funding for this reform legislation and I look forward to work-
ing with this committee to ensure its early enactment.

With that, Mr. Chairman, I will conclude my opening statement
for the record, and I would be happy to entertain any questions
that you may have. Thank you.

[The prepared statement of Secretary Herman appears in the ap-
pendix.]

The CHAIRmAN. Thank you, Madam Secretary.
First, we will hear from Administrator Browner.

- STATEMENT OF HON. CAROL BROWNER, ADMINISTRATOR,
ENVIRONMENTAL PROTECTION AGENCY, WASHINGTON, DC

Ms. BROWNER. Thank you, Mr. Chairman._



Senator CHAFEE. Mr. Chairman, I would just like to join in the
welcome to Administrator Browner, who appears before our com-
mittee frequently in the Environment Committee. We have had the
privilege of working with her closely for several years now, and I
want to say how glad we are to see you here.

Ms. BROWNER. Thank you very much. It is, indeed, a pleasure to
join all of you, Mr. Chairman, Senator Moynihan, the other mem-
bers of the committee.

I want to just begin, Mr. Chairman, by thanking you for rec-
ognizing my time constraints. I will be leaving here to join in a
tribute to a man who served in this great body, Governor/Senator
Chiles, who I had the wonderful opportunity to work with at the
beginning of my career as a young Senate aide, and then later as
the head of the Envirornent Department in my home State of
Florida.

I am very pleased to be here with Secretary Herman and to join
with the other members of this administration in testifying before
this committee on the important issues of our global economy and
trade.

Obviously, most important to me as the head of the Environ-
mental Protection Agency, is the environment. Our work at EPA fo-
cuses on cooperation with other countries, focuses on how best to
develop the interface, if you will, between trade and the environ-
ment.

I know -that there are many, many opinions about the need for
incorporat ing environment protections in the upcoming trade
agreements. Let me say this. It is the Clinton Administration's
great hope that we can work together for a common approach and
really develop a new consensus on this very important issue.

Since this Nation passed our original environmental laws almost
30 years ago now, we as a country have made tremendous progress.
Our water is certainly cleaner, our air is healthier, our land is
safer. But I think we all recognize that the job is not done, that
we must remain vigilant.

Millions of Americans still live in areas that do not meet national
public health standards for a healthy environment. There are a
host of new global challenges that threaten the gains that we have
made: the pollution that is leading to climate change, air and water
pollution that crosses our borders, dangerous pesticides on im-
ported foods, the transport of harmful persistent chemicals such as
DDT and chlordane, all of which have been banned here but are
still used abroad.

I think we would all agree that we live in an increasingly global
economy. It presents enormous opportunities as well as enormous
challenges and enormous problems.

Continuing our great progress on protecting the health and the
environment of Americans hinges on two strategies, strong U.S.
international environmental programs, and open trade that clearly
protects our air, water, land, and the health of all people.

At EPA, our international programs are focusing on greater co-
operation, more technical assistance, more trade in environmental
technologies, to help other countries really build the infrastructure,
to build the capacity to meet important environmental and public
health standards. We are helping them achieve these protections
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sense solutions.

But we must also, as the President said and as Secretary Her-
man quoted, put a human face on the global economy. We must
work for trade that protects workers and the environment.

This administration has proven time and time again that the en-
vironment and the economy go hand in hand, that we do not have
to choose between one or the other, a healthy economy or a healthy
environment.

Today, here in the United States we have some of the strongest
environmental protections in the world, and also one of the strong-
est economies. Indeed, in the long run we believe that you cannot
have a prosperous economy without a healthy environment, and
vice versa.

If we keep a few principles in mind, we can have both robust
trade and strong environmental and public health protections.
First, we must continue EPA and others to promote the export of
environmental technologies, as we have been doing with our train-
ing and technical assistance programs, and support the upward
international harmonization of environmental standards.

The Department of Commerce has estimated that the world de-
mand, the world market in environment technology, is today worth
$400 billion and is expected to reach $600 billion in the next 10
years. Continuing to carve out an Ameirican role, an American op-
portunity in this market is absolutely essential to our National
competitiveness and to our National goals of strong environmental
protections.

We must also ensure that when American tax dollars are in-
vested abroad through projects supported by the Export-Import
Bank and other multilateral development banks, that we invest in
environmentally sound, environmentally sustainable projects. That
way, the markets for U.S. goods will be there, not just today, but
also tomorrow.

We must ensure that existing and future trade agreements and
investments are negotiated and administered in the full light of
day, with full and meaningful public participation.

These agreements and investments must permit sovereign na-
tions to set their own tough environmental and public health
standards. We must also ensure that nations work together to har-
monize these standards upward.

To protect the health of the American citizens, we must retain
our right to deny entry of products that do not meet our National
environmental and public health standards. Only then can we con-
tinue the environmental progress in this Nation and protect the
competitiveness of U.S. companies from lax or nonexistent environ-
mental controls in other countries.

As the President said, we must ensure that spirited economic
competition among nations never becomes a race to the bottom in
environmental protections. We should level up, not down.

This coming November, we will hold the first WTO ministerial
meeting on American soil. The Clinton Administration will be call-
ing for a trading system that is even more protective of health, the
environment, and American competitiveness.
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great progress that we have made in this country in protecting
those things we all share, our air, our water, our land, our health,
our economy.

I want to be very clear. We really do believe that we can do both,
that we can both protect our environment and grow our economy.
Increasingly, we live in one world, one globe, be it trade, economy,
or the environment. The reality is this is not something that we
can run from, but rather something we must embrace and we must
work together to resolve our differences and move forward.

Thank you very much for the opportunity to be here. I would ask
that my full statement be inserted~ in the record.

The CHAIRMAN. So ordered.
[The prepared statement of Ms. Browner appears in the appen-

dix.]
The CHAIRMAN. Madam Secretary, as you pointed out, this past

June the International Labor Organization ado pted the Declaration
of Fundamental Principles and Rights of Work, the so-called core
labor standards.

Now, some have suggested that we should have the same provi-
sions in the trade agreement. Is that necessary, since it has al-
ready been adopted by the ILO?

Secretary HERMAN. I think what we need to have, Mr. Chairman,
is certainly better coordination and a working relationship, at a
minimum, between the WTO and the ILO as we look to, what are
the best ways to begin to make sure that we are going to take. core
labor standards into consideration as a part of our trade agree-
ments.

Clearly, the resolution that was adopted, the declaration that
was adopted in June in Geneva, certainly provides for additional
moral and political persuasion, if you will, in holding member coun-
tries accountable to those principles.

It does not necessarily carry any new legal obligations, but I be-
lieve it will have the effect of certainly ensuring greater account-
ability with a follow-up mechanism.

That, in my view, however, does not preclude the need for ongo-
ing collaboration and coordination with other international bodies
such as the VITO to see what it is that we can do to have these
objectives, as I said in my statement, be mutually reinforcing and
not mutually exclusive.

The CHAIRMAN. Let me ask you this. In concrete terms, does the
administration propose to raise labor rights as part of the WTO
ministerial? Does the administration have specific negotiating ob-
jectives in mind for addressing labor issues as part of future trade
negotiations?

Secretary HERMAN. Well, when the President went to the WTO
last year he certainly put this squarely on the VITO's agenda in
calling for a coordination, a mechanism, if you will, between the
two organizations to discuss the best ways in which we should
begin this collaboration.

It would be my hope, it would be my expectation, that, as a part
of the WTO ministerial leaders' meeting in November/December
here, that certainly we would want to pursue that agenda to ask,
what is the right way, what are the best mechanisms, and to get



the kind of commitment that we have been attempting to seek in
other international bodies.

If you would ask, do we have a concrete and specific labor dimen-
sion, labor objective, I would say that, to the extent that we can
get agreement, that there needs to be this coordination, if you will,
this collaboration between the two organizations to begin to look at
those questions. I would consider that to be a very significant step
forward.

The CHAIRMAN. In other words, we are talking about coordina-
tion of enforcement of the core provisions. Is that correct?

Secretary HERMAN. At this point, we are talking about coordina-
tion and collaboration to determine what would be the right ap-
proaches, what would be the right mechanism. To date, we have
not had such engagement. There have been virtually exclusive do-.
mains when it comes to looking at these issues, and we believe it
is high time that we have more collaboration and coordination on
this question.

'The CHAaIRMAN. Ms. Browner, is economic growth and a rising
level of income to which international trade contributes essential to
raising environmental standards in developing countries?

Ms. BROWNER. Oh, I would think, yes. I think that as we work
with countries around the world and as we see their opportunity
for economic-growth expand, so does their commitment and their
ability to honor that commitment to strong public health and envi-
ronmental standards.

Clearly, as they have access to world markets, as they have ac-
cess to our technology, our environmental technologies, their ability
to provide a level of environmental protection certainly grows.

The CHAIRMAN. Let me ask you, what does the administration in-
tend to do on the issue of trade and the environment in the upcom-
ing WTO ministerial? Do you intend to propose the negotiation of
international environment standards as part of any new round of
multilateral negotiations?

Ms. BROWNER. Well, leading up to the meeting here in the
United States there will actually be, in March, a high-level sympo-
sium on trade and the environment, a WTO high-level symposium.
We think that will be a good opportunity to really begin a dialogue
on issues that we think will ultimately need to be addressed.

The appropriate mechanism for addressing them, the venues, are
something that we all want to remain open to, but I really think
there are sort of four core principles when you think about trade,
and the environment.

The first, is transparency and public participation. It is ex-
tremely important that all countries make available their environ-
mental decision making process, that it be transparent, that the
public have access.

Second, and equally important, is preservation of our sovereign
rights, the individual domestic rights to set standards that are nec-
essary for that country to protect its environment and its citizenry.

Third, is the upward harmonization of standards. This is work
we have already begun through NAFTA in our relationship with
Mexico and Canada, looking at how we can move up as a continent
and really see the upward harmonization.
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Then, finally, is the effective enforcement of domestic laws. Obvi-
ously, it is one thing to put the law on the book to provide for the
protections, but it has to be enforced. So, as -we prepare for the
meetings in March and then on into the later meetings, those are
really the four principles that we will be looking to articulate and
to secure agreement around.

The CHAIRmAN. Let me just ask one follow-up question on the
question of enforcement. Let us say EPA and a State make certain
agreements on how to enforce a particular environmental law. Per-
haps they compromise it in some measure. There is concern that
some other party, a third party outside of this country, would be
in a position to undercut these kinds of negotiations.

Ms. BROWNER. We would share your concern. We do not think
that that kind of interference would be appropriate. At the end of
the day, the evaluation. should be whether or not the protections
have been provided.

In terms of how we go about doing that in negotiation between
EPA and a State, a State and its local governments, that is not
really something that should be the subject of international review.
What is appropriate for international review is whether or not the
standards have been met.

I think that we would be very, very concerned, as I think you
must be, with any kind of situation where you could have sort of
a disruption or an interference in our ability to resolve State to
State how we best go about enforcing the Nation's environmental
laws.

The CHAIRMAN. I am happy to hear you say that because I think
this is a question of genuine concern on the part of some.

Senator Moynihan?
Senator MOYNIHAN. Well, just to continue the questioning that

you began. First of all, if I might just welcome Andrew Samet to
our hearing. He was Secretary Herman's negotiator in Geneva and
did a superb job on the most important development in inter-
national labor since the Philadelphia Declaration of 1944 with
President Roosevelt.

A certain reality check. As with many departments and agencies
in our government, labor and EPA really have constituencies. You
are there to look after them and to represent them. You come about
because of them.

It is an elemental fact that, by and large, the labor movement
in this country is against the President's trade program, and by
and large the environmental groups in this country are against the
President's trade program.

I mean, in the last Congress on extending negotiating authority,
it was opposed by the Sierra Club, Friends of the Earth, National
Audubon Society, National Wildlife Federation, and the list goes
on. I see you nodding in mournful agreement. What are we going
to do about that? I would like to make one suggestion, then just
hear you out.

In the case of the labor conventions, they began at the turn of
the century. They were formalized in the ILO in 1919. That was
a time when international society had not developed the tech-
niques, even the idea, of inspection, of compliance. All right. You
signed the treaty, are you complying with it.
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I guess you have to go to the International Atomic Energy Agen-
cy created in the United Nations family in 1957 before you get the
idea of sending inspectors around. You said you will. Well, have
you not?

If we do not get something of that order, we are not going to get
your constituencies back, are we? I mean, you are trying. You
should. I would ask Secretary Herman, whose constituency has
been around the longest.

Secretary HERMAN. Well, Senator Moynihan, I would answer that
question on two levels. First, I believe that there is recognition, cer-
tainly, within organized labor, the leadership of -organized labor,
that we do need to have, to use the term of art that is being used,
a new consensus in terms of how we view our trade policies that
will include greater protection for worker rights.

To that end, I have personally been encouraged by the degree of
communication and collaboration that we have been able to have
on, what does that begin to look like. If I could use as. an example,
as a case in point, our work in Geneva last June. This was not an
easy agreement to reach.

Senator MOYNiHAN. No. No.
Secretary HERMAN. The ILO, as you know, is a tripartite body,

consisting of unions, employers, and governments.
Senator MoyNiHAN. A very important point.
Secretary HERMAN. And what we did as a prelude to that, we

convened meetings here in the United States with our own worker
representatives, with our employer representatives, and of course
with the Department of Labor serving as the President's represent-
ative in this regard-I might point out that this was a body that
had not met here in our country for a number of years-to begin
to look at this issue from a collaborative standpoint before we went
to Geneva.

While we- had to certainly reach a consensus not only among our-
selves but also with the member countries with which we were ne-
gotiating, in the end we were able to reach an agreement where the
U.S. delegation did finally sign on. But I would point out, it was
not without the creative tension and hard debate.

I use that as an example to say, this is the kind of engagement
that we have to pursue in the future to have everyone at the table
and to talk about, what are the challenges that we collectively face
together, and not see these as mutually exclusive objectives, but
agairt, mutually reinforcing.

So, as Labor Secretary, I am really encouraged by the path that
we are on and I hope that we will be able to bring more of the
labor dimension into our domestic agenda debates, as well as what
we are doing in international forums.

Ms. BROWNER. If I might just briefly add, I think EPA actually
has many constituencies, environmental technology firms, the
American people. I think there are those within our constituencies
who actually share our view of these issues.

.In terms of the environmental groups-and I would never at-
tempt to try and speak for them and I donot think they are of one
mind-I would remind you that during the NAFTA debate many,
many of the environmental groups did, in fact, support the legisla-
tion.
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Senator MoyNiHAN. That is right. But not last year.
Ms. BROWNER. They did not last year, and you would have to ask

them why. I am sure they would be happy to tell you. [Laughter.)
I would suggest to you that we should not take that as a done deal.
I think if you look at the principles that we are articulating, the
administration is articulating on trade and the environment, there
are some, and there perhaps may be many, in the environmental
organizations that would support those and would support the ap-
propriate inclusion and would come to be a part of this sector.,

Senator MoyNrnAN. My time is up. I want to say, I hope you are
right. The most encouraging news that Ms. Browner has brought
along is that there is now money to be made -in environmental tech-
nology.

Ms. BROWNER. There. is a lot of money to be made in environ-
mental technology.

Senator MoyNiHAN. You would be surprised how many things
happen when that is the case.

Thank you very much.
The CHAIRMAN. Senator Baucus.
Senator BAUCUS. Thank you, Mr. Chairman. I want to also, along

with Senator Chafee, want to welcome you, Ms. Browner, to this
committee. We have talked to Ms. Browner often two floors up,
along with Senator Moynihan. It is good to see you here.

Ms. BROWNER. Thank you.
Senator BAUCUS. It seems to me that one way to start solving

this is something that you mentioned, and that is the environ-
mental technologies and the structure of American laws which
other countries are copying, adapting, tailoring to their use.

It struck me in some of my travels overseas the degree to which
other countries are doing that, and very much-very much-look
for and seek the assistance of EPA and other American agencies
to help out.

For example, in China. Their Clean Air Act is somewhat pat-
terned on that of the United States'. Of course, there are enforce-
ment problems and lots of other problems, but, nevertheless, it is.

When I was in San Paulo, Brazil last summer, I was also sur-
prised to talk with a person there who spent some time in the
United States, working there in San Paulo to try to pattern their
clean air-I am not sure if it was only air. It might also have been
water--on what we are doing here, just as a model, as a beginning.

It is true in Mexico. I was in Mexico a few years ago and the
same thing struck me. These are people, these are governments
who are hungry for guidance, for assistance. Not that they are
going to swallow everything we have willy-nilly, but they recognize
the efforts that we have undertaken.

They recognize that we struggled with a lot of these problems in
the United States and how to develop laws that protect our people,
the air, and water in a way that is fair and reasonable, particularly
to the business community and it does not hurt our economy.

So as we try to find ways, in trade negotiating authority or WTO,
to fashion some kind of approach or agreement, I think that it is
at least helpful for us to keep in mind, on a voluntary basis, how
much these countries want us. That might be a clue. t just oc-
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curred to me, frankly, a few minutes ago, as a way to find a solu-
tion here.

I would like to change subjects, if I could, Ms. Browner, and just
learn from your experience what has worked and what has not
worked with NAFTA. I know some environmental groups were op-
posed, thinking our provision in NAFTA was not strong enough,
others, too strong. So it has had mixed reports, from what I have
heard.

Could you tell us what has worked and not worked and what
that experience tells us as we attempt to draft side agreements on
negotiating authority, or as we attempt to draft side agreements in
future trade agreements?

Ms. BROWNER. I think that what we committed ourselves to in
NAFTA and in the environmental side agreement, that the mag-
nitude of it has turned out to be even more than we expected when
we began the efforts and when we sought to create the commission
that would look at environmental issues. I am the U.S. representa-
tive to it. We meet every year.

We are making progress. We are making real, on-the-ground
progress in terms of waste water treatment facilities, in terms of
monitoring air quality, in terms of joint agreements for our border
cities with respect to air quality challenges, a very novel agree-
ment.

The City of El Paso was doing everything it could do on its side
of the border to meet U.S. public health air standards. It was sort
of down to things that were incredibly expensive and somewhat
silly in most people's books.

We were able to structure an agreement with the city across the
border, so they are now doing work to reduce the pollution which
was affecting El Paso. That kind of agreement, those kinds of op-
portunities for solutions, reasonable, sensible solutions, have cer-
tainly been a part of NAFTA.

I think where the challenges remain is as we move away from
the border and we look at really the laws and the programs across
the countries, and how do we weave those together to the benefit
of all, how do we achieve the upward harmonization. And it is
tough. It is very, very difficult, to do it both with the transparency,
the public participation and preserving our sovereignty.

I do not know that it is something that has a simple answer. I
think it is something you work at each and every day. Some days
you move forward, some days you move back.

Senator BAUCUS. I assume the colonias are still there across the
border, in Juarez, for example.

Ms. BROWNER. Yes.
Senator BAUCUS. The colonias.
Ms. BROWNER. The maquilladoras,- the little businesses.
Senator BAUCUS. Not the maquilladoras so much, but the

colonias, where the people are living in these terrible, terrible con-
ditions, which most -of us have seen.

Ms. BROWNER. Yes.
Senator BAUCUS. But they are still there. So, more specifically,

what changes, if any, should we make' in side agreements on envi-
ronment in the future?
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Ms. BROWNER. I think we need to make sure we create the insti-
tutions and the mechanisms for cooperation around specific chal-
lenges. Not simply the upward harmonization of laws and the en-
forcement of laws across an entire country, but also cooperation
around specific challenges. For example, on the border issues,
where we are making some real progress, but obviously, not as
much progress as we would like to make.

I think, to go -back to your earlier point, U.S. environmental tech-
nology offers a tremendous opportunity to help countries solve
these very particular problems, to see the technologies made avail-
able to treat the waste water, to treat the drinking water, to treat
the smokestack discharges. I think that the more we can look for
those kinds of opportunities, the better.

EPA's international program is a relatively small program. The
demands on it are huge. Every country wants us to come and tell
them, not just to write their laws, but tell them what to do. They
want to know, should they buy this technology off the shelf, or that
technology.

They want an EPA certification. That is what they are constantly
looking for. They really want to take advantage of what we have-
done over the last 30 years. They do not want to have to come
through the same system we have come through, they want to
leap-frog to where we are today. Our best opportunity is through
our technologies and the sort of site-by-site, case-by-case coopera-
tion.

Senator BAUCUS. Thank you.
Thank you, Mr. Chairman.
The CHAIRMAN. Senator Kerrey?
Senator KERREY. Mr. Chairman, first of all, I join in welcoming

both of the witnesses. It is very nice to have you before the commit-
tee. I appreciate very much the clarity of the testimony.

I think, Mr. Chairman, again, it took me a while to figure this
out, but it finally occurred to me that members of the Senate, un-
like members of the administration, our task is to write laws, and
their task is to enforce the laws to the best of their ability, and ad-
minister those laws.

One of the things that we have always been frustrated with with
this trade negotiating authority, is we wait for the administration
to deliver legislation to us. There is a great deal of negotiation that
goes on to try to figure out how to submit the legislation. I am won-
dering, and would say to the Chairman and the Ranking Member,
if we should forego waiting.

Mr. Chairman, in your question to Administrator Browner and
the Ranking Member's follow-on question about, if you want to
make sure you have got these standards being enforced, do you not
have to have some kind of inspection regime, as we have with the
IAAC.

I mean, it is true that the Department of Labor and the Environ-
mental Protection Agency are administrative entities as a con-
sequence of interest groups that fought hard to get laws passed by,
this Congress, to get them created. They have a very, not only ac-
tive interest in them, but they also, for the most part, are going
to oppose trade negotiating authority for the President.
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If we make even a slight ste p towards some kind of inspection,
we are apt to provoke, on the other side, from the business commu-
nity, 30-second ads or some kind of campaign to tell people that
that means there are going to be black helicopters circulating
around your farm, and it is going to come out here to find out
whether or not your cows are passing gas, and that sort of thing.
That is what happens coming in the other direction.

It seems to me that perhaps what this committee ought to try
to do, is open up our own negotiation between labor and business
and see if we cannot come up with a piece of legislation that we
will mark up that we think can pass the House. That is what we
have to do.

Again, in the interest of trying to get something done, it seems
to me that rather than just waiting for legislation to come to us
from the administration, perhaps we should get our own legislation
put together after trying to resolve this conflict that exists between
business, labor, and environmental groups, and come up with a law
and say, it is not exactly like I would write it if-1- was doing it my-
self, but I would be willing to support this if this is what your com-
mnittee does.

The CHAIRMAN. I would say to the distinguished Senator that, in
my opening remarks on the first day, I pointed out that, under our
constitution, it is our responsibility to come forth with the objec-
tives of international trade. The purpose of these hearings are to
enable and help us to develop those goals and objectives. So, I
think we are thinking very much along the same lines.

Senator KERREY. But is it the Chairman's intent to, from these
hearings, get a sense of what we need to write, for this committee
to write, trade negotiating authority legislation, to mark it up and
move it to the full Senate.

The CH~iRMAN. That is the intent. Let me say that we are trying
to get the recommendations of various groups as we develop that
legislation.

Senator KERREY. I think that is terrific.
The CHAIRMAN. That is the purpose of these hearings.
Senator KERREY. I would just observe, Mr. Chairman, that the

fault line that was revealed in your question and the follow-on
question of Senator Moynihan out there is the obvious fault line.

I think that we have got to get the parties on both sides to cross
it and agree to specific language for authorizing legislation. Other-
wise, we may pass something out of this committee, we-may even
pass it in the Senate, but it is not likely to be. passed by the House
and provide an opportunity for conference in order to pass it..

The CHAIRmAN. In order to do that, I think it is critically impor-
tant that we develop a new consensus.

Senator KERREY. I quite agree with you, Mr. Chairman. I was
not trying to make a statement to undercut the purpose of the
hearing. I was only trying to make a statement that I believe at
some pomt we have got to write a law. I think the fault line in get-
ting tat done is revealed in the question that you asked and the
question that Senator Moynihan asked afterwards.

The CHAIRMAN. Well, we do have a line-up. Unfortunately, Ms.
Browner has to leave. So I think, in fairness to Senator Robb, I
ought to call on him.
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Senator KERREy. Well, in fairness to myself, Mr. Chairman, I
will note that I finished asking my question before the yellow light
even went on.

The CHIRMAN. Congratulations.
Senator Robb?
Senator ROBB. Thank you, Mr. Chairman. I had to depart for a

few minutes, and so I did not hear the exchange between the
Chairman and the Ranking Member that I am sure would inform
all of us as to where we 'are going at this point. But, in view of the
question that Senator Graham has to ask, I would yield time for
his question, then I will ask one general question, if I might.

Senator GRAHAM. I appreciate Senator Robb's courtesy. I have
got to leave momentarily for the memorial service for Senator
Chiles, and I hope that you might be able to attend for our friend.

I have a question which really follows up on Senator Kerrey's ob-
servation that is, to me, a baseline issue. That is, are we going to
say that labor and environmental standards have to be enforced
within and through trade agreements, or can they be developed as
parallel, complementary, but not necessarily inserted into trade
agreements? That has a number of implications.

In addition to domestic interests that are concerned about this
issue, we also have to be sensitive to our trading partners. And
many of our trading partners, and I am thinking especially of those
within the western hemisphere, do not want to have labor and en-
vironmental standards as part of a trade agreement. They are more
receptive to them being handled as parallel issues.

The answer to that question also affects our own Congressional
dealing with these issues. If they are part of a trade agreement,
then this is the right committee-

Senator MoYNiHAN. Could I respond to your question?
Senator GRAHAM. I am almost finished with my point. For Con-

gressional purposes, if we think of labor and environmental stand-
ards as being part of trade agreements, then this is the right com-
mittee to be considering it. If we think of them as parallel, they
are more likely to be in the jurisdiction of Senator Chafee's Envi-
ronment and Public Works Committee.

So I think we need to have an understanding as to the relation-
ships of these three important issues, all of which focus on the sub-
ject of a fair and equitable international economic marketplace, but
how they are structured is significant in terms of their likelihood
of accomplishment and allocation of responsibility within the Con-
gress.

Senator MoyNiHAN. Can I just say that I think we are working
from the premise or proposition set forth by Mr. Ruggiero, head of
the World Trade Organization, in addressing German companies in
Bonn in late 1997. He said, as regards to labor standards, they are
not the work of the WTO, they are the work of the ILO and we
should work together.

The point about the core labor standards that Secretary Herman
and Mr. Samet have been so brilliant in putting together, is it is
asserted that these are standards that the members of the ILO
have agreed to. In order to negotiate them, you have to start en-
forcing them and have some mode of inspection. But we have a
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mechanism in place. On environmental matters, that is more elu-
sive.

Senator Gw~lM. Thank you, Senator Robb.
Senator ROBB. Thank you, Senator Graham.
I wonder if the two administration witnesses might like an op-

portunity to respond to the question that was posed by my friend
from Nebraska with respect to the role of this committee, or Con-
gress generally, in adopting the role of the principal or lead nego-
tiator with respect to these issues between labo interests, business
interests, environmental interests, and our other trading partners.

I am not quite sure how broad the question was attempted to be,
but I suspect that both the Secretary of Labor and the Adminis-
trator of the Environmental Protection Agency might like to at
least give us some hint as to whether or not they would like us to
take this bull by the horns and run with it, or if you would like
us to defer.

MS. BROWNER. Yes. We would encourage you. Obviously, USTR
would be the lead representative on behalf of the administration in
discussions with Congress, but I think we are not speaking out of
school to say that the administration would welcome any work on
the part of this committee to work with all of the constituencies
that have a point of view and to see if common ground cannot be
found.

I mean, I do not think anyone wants this to end where it has
ended in years previously, which is at a stalemate. It is not an easy
-task. I think it is going to take all of us.

it is going to take a bipartisan effort, it is going to take a Con-
gressional/administration effort, it is going to take a public/private
effort. I really think, if you look back to NAFTA, that is, in part,
what happened there and that is, in part, what allowed us to make
that a reality. I would encourage us to do that again. I do not think
anyone in the administration would object to any efforts.

Senator ROBB. So you, in effect, would cede the leadership on
that issue to the Congress.

Ms. BROWNER. I do not know that I said cede.
Senator ROBB. We can, and obviously we have over a long period

of time, had a situation of each side waiting for the other to act.
But I am really asking, who should be held accountable for failure
to make progress in this area?

Ms. BROWNER. Well, I think at the end of the day, all of us. I
think we have to move together.

Secretary HERMAN. And I do not think it is an either/or. I really
think, if we are going to be serious about the new consensus, it
really is a both/and model. I think we all know, certainly, at this
stage of the ga-ne what the core questions are, I think we know
where the core constituencies are.

I think the real issue is, given the new realities, can we move
forward in search of a common agenda. I do believe that this body
has a unique and special role to play in that regard.

I was asking my own colleagues just coming up here today, has
a Labor Secretary ever been before the Finance Committee of the
Congress Wo talk about the question of core labor standards and
what it is we can do to begin to engage the question of trade and
worker rights, and I was told that that had not happened before.



108

So, even this is a very significant and first step, and I want to,
again, thank the Chairman for that bold move.

The CHAIRMAN. Let- me just say, we are honored to have you
here.

Secretary HERMAN. Thank yo'u.
The CHmiRMAN. -I just want to underscore that, under the con-

stitution, the Congress does have a special responsibility with re-
spect to foreign trade, international commerce.

But if we are going to develop the new consensus, there is abso-
lutely-no more important question than what it is going to take to
create bipartisan cooperation between the executive and the legis-
lative, the public and private. So it is my hope, and I think that
of the Ranking Member, that these hearings are the first step in
brngi ng about that broad consensus.

Seator MoyNIHAN. Mr. Chairman, may I emphatically agree
with you, and raise this matter to an even higher point of con-
sequence.

It used to be that the trade matters originated so exclusively in
the Congress. For much of the 19th century, that was the only
thing Congress did, was raise tariffs. We kept on doing that and
we got better at it and better at it, and finally we produced the
Smoot-Hawley Tariff of 1930. If you were to make a list of five
things that led to the second World War, that would be on the list.

Very shortly thereafter, the Roosevelt Administration took that
authority away from us. We have been on our good behavior for
about 60 years now, and perhaps we might resume our proper role
in this regard and redeem the honor of the United States Senate
and Finance Committee.

The CHAiRMAN. Senator Jeffords?
Senator JEFFORDS. Madam Secretary, it is a pleasure to meet you

in this environment. I know we have talked in Health, Education,
Labor, and Pensions, which shows cross jurisdiction in many of
these areas. -

This past session we passed the Workforce Investment Act, and
it seems to be working well. We consolidated all of the programs
under the jurisdiction of my committee. However, the trade adjust-
ment assistance programs were not consolidated.

I wonder if you could explain how you are coordinating TAA with
the Workforce Investment bill. would it make sense for the TAA
people to be allowed to take advantage of the one-stop shopping, as
well as the coordinated other educational endeavors?

Secretary HERMAN. Thank you for the question, Senator Jeffords.
Let me say, before answering the question, speaking also in histori-
cal context, I think it i -s very good that we have the Chairman of
the Health, Education, Labor and Pensions Committee also sitting
on the Finance Committee as we look to build these bridges on the
question as well of trade and labor standards.

Certainly, I believe very strongly that the Workforce Investment
Act is an opportunity for us in the future to better serve workers
who are impacted by trade. I think that the consolidated services
that we have now in our one-stop centers that better engages not
only in the assessment of the needs of workers, but what are the
real training opportuities that we need to embark upon that lead
to real jobs, to have those linkages in our one-stop centers and to
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make those services available to workers who are impacted by
trade adjustment, in my view, will be a plus.

I think also the fact that the new Workforce Investment Act now
mandates that training providers in our system will actually have
a score card so we will be able to measure performance, that we
would be able to measure outcomes for how well we are doing in
getting new and better jobs. This will also certainly directly impact
workers who are affected by trade.

So, to answer the question, yes, they should be served by our
__one-stop centers that are a part of ow- Workforce Investment Act.

Two, I think the Workforce Investment Act, while it maintained
the separate streams for trade adjustment, workers and our NAFTA
workers, that clearly they will impact from the coordinated services
that the Workforce Investment Act now mandates that we provide.

Senator CHAFEE. Mr. Chairman, Administrator Browner has to
go pretty quickly. Could I just ask one quick question?

Senator JEFFORDS. Sure. Please.
Senator CHAFEE. I just want to say, Madam Administrator, that

in your testimony you talk about the Commission on Environ-
mental Cooperation, the so-called CEC, under NAFTA.

Let me just say that I had the privilege of going up to Montreal
to see the CEC in action. It was very impressive. Although the
CEC does have some power of sanctions, they are very careful not
to use it, and instead try cooperate together. I thought it was an
exceptional group.

The CEC had a chairman in a gentleman from Mexico who was
doing an excellent job. He certainly played a key role in the type
of work done by the CEC. In any event, I think this type of co-
operation between nations may be a model that we can use in fu-
ture agreements. I was impressed by their efforts.

Ms. BROWNER. Well, thank you. Certainly we at EPA and the ad-
ministration have worked hard to make the CEC a success.

In terms of sanctions, I would agree with you. Certainly the au-
thority to apply sanctions is an important one, but perhaps more
importantly is working together to prevent the problem, to fix the
problem before it becomes worse. If you- simply wait until all of the
damage is done, in my, world of environmental protection, it will be
very difficult to really make up for what has happened, to right the
wrong, if you will.

So, through the CEC, as important as anything is the coopera-
tion among the countries to really prevent the problems in the first
instance.

Senator CHAF'EE. Well, that is exactly what I thought.
Thank you, Senator Jeffords. Thank you, Mr. Chairman.
The CHAIRmAN. Do you have anything further?
Senator JEFFORDS. Yes, I do.
With respect to TAA, there is no effective mechanism now to

measure performance. Would it be helpful if you had the same abil-
ity as you do under Workforce Investment?

Secretary HERMAN. It would be helpful. Senator, we are actually
taking those steps now to bring the TAA program in line with the
outcome measures with our dislocated worker program so that we
can have the same performance standards. I think it will enhance
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our ability to both measure the impact, and our own ability to ad-
minister the program more effectively in the field.

Senator JEFFORDS. Under the regular TAA program, there is no
requirement also for the workers to see job training during the first
26 weeks. Would that also be something that should be applicable
to TAA as well as it is in the Workforce Investment Act?

Secretary HERMAN. We are hopeful that, with the legislation that
is now being proposed on the harmonization of our NAFTA and
TAA program, that that is something as well that we will be able
to apply, because I do think the training provision, to have it there
with some flexibility, as the legislation proposes, is important.

The CHAIRMAN. Just let me interrupt to say that I know Ms.
Browner has to leave. We thank you for being here and we look for-
ward to continuing this dialogue.

Ms. BROWNER. Thank you.
Senator JEFFORDS. Finally, on child labor, which was very well

articulated by Senator Harkin. How can we help? As much dif-
ficulty as we had in getting our own child labor under control in
the past with the incredible different economic circumstances in
these countries, what can we do to assist with respect to the utili-
zation of trade to get any kind of change in child labor laws?

Secretary HERMAN. Well, I think that there are several opportu-
nities that the question of child labor presents to us on the trade
front to make a difference. First, I think becai_. - of the work and
the leadership that we have exercised in recent years, we have ac-
tually made a difference, a tangible difference, a measurable dif-
ference, whether you are talking about Pakistan or some of the
issues, certainly, that Senator Harkin brought before this commit-
tee this morning.

To have those as a practical example of where U.S. involvement,
through our technical assistance cooperation programs with the
ILO has made a difference, is something that I think we need to
strengthen and increase.

We actually have 23 countries in line now at the ILO that are
asking for the same kind of technical assistance and support. So
we, in effect, have -helped to elevate this issue, to motivate other
countries to act on their own behalf, to take action in their own
countries. With the increased support of funding that we received
from the Congress last year, I am hopeful that at least 10 to 12
of those countries will be able to participate.

Second, I think through acting in tangible ways on the question
of the most abusive forms of child labor and saying that we can get
kids back into the classrooms, out of the workrooms, and to help
alleviate the cycle of poverty, that in effect we are saying to the
global community, as we talked today about standards and where
we can find ways to cooperate on a global basis, that the question
of child labor gives us a way of showing what it is we can do as
a global community when we have the will to act.

I believe that, if we can continue to hold up examples in child
labor, that we will be able to move on to other core labor standards,
to say that we can reach similar agreements, similar consensus,
and that we can find a similar will, if you will, to say that these
other standards are not issues that are just principles, in fact, but
that they are principles for which we can hold member countries
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accountable, and that they are principles for which we can find
ways to give real and meaningful technical assistance and support.
That is why the request in the President's budget for additional re-
sources for the ILO, is to help us to move on a parallel front.

Senator JEFFORDS. T, ank you, Madam Secretary.
The CHAJRmAN. Senator Chafee?
Senator CHAFEE. Thank you, Mr. Chairman. I do not have any

questions. I see we have another panel after this, and it is a good
panel. I look forward to hearing from those witnesses.

I just want to say one thing. Administrator Browner talked about
the win-win situation when exports of our environmental tech-
nology permit other countries to reduce their pollution. I am re-
minded of the story where the preacher asked his parishioner, do
you believe in infant baptism. The answer was, believe in it? I have
seen it.

Well, do I believe in this win-wvin proposal that Administrator
Browner mentioned? I believe in it, because I have seen it. During
the NAFTA debate, I went down to Mexico City. There I saw an
emissions testing machine they call an IM-240. I have some photos
of it here.

In Mexico City, most of the cabs are Volkswagen Beetles. They
have to have on the windshield a certain color sticker that will in-
dicate that they have passed the most recent 6-months emissions
test. I believe it is every 6 months, or something similar thereto.

I'm going to pass these pictures around so all can see. They show
these taxis all lined up, with their rear wheels on a tread that
spins around, during which the taxi's emissions are tested by this
machine. The machine is made in California.

If the taxis do not score properly on the emissions test by this
IM-240 machine, then they do not get their sticker and they have
to take actions. to have their catalytic converter, or whatever it
might be, fixed so their emissions will qualify.

So there is a tiny example of the benefits of the export of U.S.
environmental technology to Mexico. The rewards are greatly re-
duced pollution for Mexico City, and the sale of the machines for
the U.S. exporters. So, I not only believe in it, I have seen it.

Who is next? Senator Grassley.
Senator GRAsSLEY. Thank you very much for coming to visit with

us. It is a very important issue. We do hope that we get a fast
track bill started.

I want to ask you about the negotiating authority legislation that
the administration introduced in 1997. It said it would "seek to es-
tablish in the International Labor Organization a mechanism for
systematic examination of reporting on, and accountability for, the
extent to which member governments promote and enforce core
labor standards."

So in regard to that, I would like to raise these two concerns that
will be questions. First, what core labor standards would the ad-
ministration, in that instance, be talking about?

As far as I can tell, there are two different lists. The list of core
labor standards in the administration's last negotiating authority
proposal is different from the core labor standards as identified by
the International Labor Organization. For instance, the ILO says
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equal pay is a core labor standard, but your proposed bill left that
out.

Would you clarify any discrepancy, if there is some, and if I un-
derstand it right?

Secretary HERMAN. Well, when we speak, generally, of core labor
standards from the perspective of the international community, we
are essentially talking about the core standards of the ILO that
member countries have agreed to, in principles.

Those include freedom of association, the right to collective bar-
gaining, nondiscrimination provisions. In employment, the prohibi-
tions on forced labor and the prohibitions against abusive forms of
child labor.

The declaration that was adopted in June of last year was the
mechanism to ensure that we would have a way to hold member
countries accountable for following through on these principles in
their respective countries.

So, we did pursue a strategy that resulted in the passage of a
declaration that will now set up mechanisms for monitoring these
principles and their adherence in member countries.,

The provision of equal pay, as you are raising, is actually some-
thing that is contained in the nondiscrimination provision. That is
what we are talking about as a part of that overall issue. That is
where the issue of equal pay itself comes from. It is not a separate
convention, if you will, or declaration.

Senator GRAsSLEY. So then it is not meant to be left out of the
concept behind the President's proposal then.

Secretary HERMAN. Exactly. But it is embraced in the principle
of nondiscrimination in employment.

Senator GRASSLEY. All right.
Next, what does the administration meani when it said that the

United States will seek to establish in the ILO a mechanism for ac-
countability of these core labor standards? Does this mean that you
want to give the international body, the ILO, enforcement author-
ity in the United States?

Secretary HERMAN. No. What this means, Senator, as we debated
this last June in the passage of that mechanism, is that we believe
that the ILO has a role to play in terms of moral and political per-
suasion.

We think that through the issuance, for instance, of a global re-
port, which is what the follow-up mechanism in part envisions,
that we will be able to ensure more accountability.

With the passage of that declaration, there were no new legal re-
quirements, or legal binding acts, if you will, on the part of mem-
ber countries that they would have to adhere to as a part of the
ILO's mandate. But we do believe that there is an opportunity here
to ask for greater accountability through a follow-up mechanism
basically to examine what is taking place in member Countries.

Senator GRAsSLEY. All right. But you do then have some sort of
a concept of an enforcement mechanism that you want the ILO to
establish.

Secretary HERMAN. We certainly believe that the ILO can be an
important institution in monitoring for the follow-through. It has
no legal authority in that context to enforce the laws, except
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through the adoptions of the various conventions in terms of what
member countries adhere to.

But, as I said, we think that through appropriate follow-up
mechanisms and monitoring what is and what is not happening in
member countries, that it will certainly help to elevate this debate
and to make all member countries more accountable when it comes
to the issue of worker rights as a part of trade.

Senator GRASSLEY. The NAFTA labor side agreement preserves
the sovereignty of NAFTA parties in two ways. First, it does not
require harmonization, that the same body of standards apply to
all three NAFTA countries, in other words. Each country is free
then, in effect, to adopt its own labor laws and enforce them as it
sees fit. Second, disputes are settled by consultation, no binding en-
forcement of labor standards.

So my question is, is the preservation of national sovereignty in
the NAFTA labor side agreement, after five or 6 years now, consid-
ered a good thing or a bad thing, from your point of view and the
administration's point of view?

Secretary HERMAN. I think that the progress that has been made
under the NAFTA side agreement generally has been a good thing
for this country, and I think for the other member countries. I
think it has made a difference. I think that no country has ceded,
if you will, its sovereign rights in the process.

Senator GRASSLEY. So the way it is working now is a good thing,
so the preservation of that sovereignty is the position of the admin-
istration.

Secretary HERMAN. Presently, we still believe in the protection of
the sovereignty and the rights certainly to enforce and to admin-
ister our own laws. But what this agreement does allow us to do
for the first time, is to have significant oversight of labor laws in
our respective countries. It provides for a frank discussion of those
issues and, through the consultation process, we have been able to
settle a number of the disputes.

Senator GRASSLEY. Thank you.
The CHAIRMAN. Well, thank you very much for being here today,

Madam Secretary. Since this is the first time you have had that
opportunity, we hope you will not wait so long to return.

Secretary HERMAN. I will look forward to that, Senator. Thank
you.

The CHAIRMAN. Thank you very much. We appreciate your com-
ing.

Secretary HERMAN. Thank you, Mr. Chairman. Thank you, mem-
bers of the committee.

Senator MoyNiHAN. Thank you.
The CHAIRMAN. We now will call forward a very distinguished

third panel made up of John Sweeney, who is, of course, president
of the AFL-CIO; Mr. Durwood Zaelke, who is president of the Cen-
ter for International Environmental Law; Abraham Katz, who is
president of the U.S. Council for International Business; and fi-
nally, William Lash, III, who is a professor of law at George Mason
University Law School.

Gentlemen, if you would please come forward and take a seat. I

understand Mr. Sweeney is on his way. So, we will proceed with
the other witnesses.
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I will call on you, first, Mr. Zaelke. Let me start out by express-
ing my great appreciation for your being here this morning. It is
beyond the call of duty, but it is most helpful to have you as one
of the witnesses.

Please proceed. Let me say to all of the witnesses that your full
statement will be included as if read, and we hope that you would
abbreviate what you have to say.

Mr. Zaelke?

STATEMENT OF DURWOOD J. ZAELKE, PRESIDENT, CENTER
FOR INTERNATIONAL ENVIRONMENTAL LAW, WASHINGTON,,
DC

Mr. ZAELKE. Thank you very much, Mr. Chairman and members
of the committee. Let me also congratulate your staff on their ex-
cellent detective work tracking me down last night so I could ap-
pear this morning.

The CHAIRmAN. I wondered what they did.
Mr. ZAELKE. I will start out with a question. Why should people

who are concerned about international trade also be concerned
about the environment? I will give you a simple answer. It is be-
cause the economy depends fundamentally on the environment, the
local economy, the regional economy, and the global economy.

The environment is the source of the natural resources the econ-
omy needs. The environment is also the sink for absorbing the pol-
lution that is an inevitable by-product right now of our industrial
economy.

Let me give you two examples. The first one, is agriculture. To
be productive, a farmer has to have good soil, clean water, a stable
climate system, and protection from damaging ultraviolet radiation
that otherwise comes through the ozone layer.

If his soil erodes, if his water is polluted by toxins, if the climate
system is disrupted by global warming, by severe weather events,
or it becomes too wet or too dry, or if too much of the ultraviolet
B radiation gets through to damage the crops, he is out of business.
There is-no economy for him.

The same with the fishing industry. The fishing fleet has got to
find abundant and healthy fish, and they only exist in a clean envi-
ronment in the ocean or in the rivers. If that environment of the
ocean is polluted by toxins which cause viruses which kill fish, if
that environment is warmed by global warming, the fish shift their
location and some die.

If that environment is polluted by the ultraviolet radiation from
the thinning ozone layer, the base of the marine food chain, the
phytoplanktons, will die off. So for the fishing fleet or an individual
fisherperson, there is no economy without a healthy environment.
The economy depends on the environment.

Of course, the link is two ways, because the economy also affects
the environment. We use too much of the resources, we use them
in a way that is not sustainable, and we pollute too much and over-
tax the ability of the global ecosystem to absorb the pollution.

Because of this link, because of the fundamental basis of the
economy is the environment, it is critical for our economic institu-
tions to address environment issues, again, at the local, at the re-
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gional, and at the global level, otherwise we are going to be fight-
ing against ourselves.

I have four specific' suggestions. The first one is that we have to

get the prices right in all of our economic spheres. This means we
have to make the polluter pay.

This is a venerable principle of international law: the polluter
pays principle. This means we must internalize the costs that in-
dustry otherwise imposes on the public at large. This is another
fundamental basis of good economics, good natural resource eco-
nomics.

It is also the way to use the markets to reduce pollution and to
reduce our unsustainable use of natural resources. It also builds
the markets for the alternative technologies that Senator Moy-
nihan and Administrator Browner were mentioning. If you do not
get the prices right, the substitutes, the new environmental tech-
nology, is not competitive.

Getting the prices right also improves the efficiency of the econ-
omy. This is, of course, a key goal of trade. Markets simply do not
work efficiently unless the prices are set right.

The second suggestion, is we must stop using trade to undermine
the ability to impose environmental protections. We need to protect
our multilateral environmental agreements.

This is the fundamental building block of global environmental
protection. Especially, we need to protect the ability to impose
trade sanctions within these agreements. This would include the
Montreal protocol, this would include SIDES, this would include
the BOSL convention.

Our major conventions need trade sanctions because this is one
of the only things that can possibly work, save for rich countries
like the United States buying environmental protection for the rest
of the world.

We also need to protect the ability of the United States to take
unilateral measures in the appropriate circumstances. Then we
also need to fix the current problem where the U.S. is being forced,
or may soon be forced, to pay for its environmental protection regu-
lations.

I will refer you to a story in today's New York Times, where a
Canadian company is now asking the United States for $750 mil-
lion as the result of a jury verdict in Mississippi against a Cana-
dian company for unfair trade practices.

If this investment protection provision which is in NAFTA and
which may soon be in the WTO is allowed to stand, the United
States is going to be forced to pay for its environmental protection
right. So instead of a polluter pays principle, it will be the regu-
lator pays principle. This has got to be changed.

Third, and I will be very quick with the last two points, trade
and economic institutions have to address the problem of scale.
Getting prices right is very important, but it does not tell us what
the ultimate limit of-the biosphere island how far we can go with
our growth economy.

Scientists must ultimately tell us where those limits are,. and
then we must use all of our institutions, including our economic in-
stitutions such as the WTO and the NAFTA, to keep us within
those limits.
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Finally, the WTO and all of our trade institutions must take an
active role in promoting sustainable development. It is not merely
enough to get out of the way of good environmental protection, they
have to do more to promote sustainable development.

Since the Uruguay Round was concluded, the WTO has in its
preamble the requirement to promote sustainable development. It
has got to do it. It has got to redirect its efforts towards develop-
ment and not growth that is material intensive and energy inten-
sive. We have got to redirect towards solar, towards hydrogen.
Smart businesses, such as British Petroleum, are doing this.

I1 will stop with a quote from the Harvard Business Review that
says, "Sustainable development is going to provide the biggest op-
portunity in the history of business." That will be true if our eco-
nomic institutions do their job and promote this.

Thank you very much.
The CHAIRmAN. Well, thank you, Mr. Zaelke.
Welcome, Mr. Sweeney. We are pleased to have you here. You

have just arrived. Would you like to proceed with your testimony
or would you like to catch your breath?

Mr. SWEENEY. No, no. I am fine. Thank you.

STATEMENT OF JOHN SWEENEY, PRESIDENT,, AFL-CIO,
WASHINGTON, DC

Mr. SWEENEY. Thank you, Mr. Chairman and members of the
committee. Thank you for the opportunity to present the views of
the AFL-CIO on this important and timely topic.

I will submit my statement for the record, but would like to sum-
marize it here if I may.

Mr: Chairman, as you begin your work in the 106th Congress, I
believe that you must set the often arcane and mind-numbing de-
tails of trade policy in a larger context. In fact, you are writing
rules that established the terms of engagement for the global econ-
omy.

The process of global economic integration is well under way. We
cannot stop it, nor should we try. Product, capital, and labor mar-
kets are increasingly transnational, just as the process of produc-
tion is.

These integrating forces can help us meet our shared objective of
seeing to it that working people everywhere enjoy a better life and
that the benefits of rising output and rising profits are broadly
shared.

But this does not happen automatically. The way we write our
trade- rules can, and must, help guide the process. Markets are
powerful. As they spread across the globe, their power is intensi-
fied. But, by themselves, markets are not enough. They must be
constrained by the -rules of the road that harness their power to-
ward our highest aspirations.

Indeed, as we have seen in recent months, the power of the cap-
ital markets can bring productive, well-run economies to their
knees and leave millions of workers devastated in their wake. We
can do better.

As we write the rules in trade agreements, in investment agree-
ments, in our leadership in the multilateral institutions, and in our
development assistance programs, we must seek to assure workers
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at home and abroad that their interests are at the top of the agen-
da.

U.S. trade policy is one crucial element in this project, one that
must be addressed sooner rather than later. The debate over trade
policy -has focused on a phony choice between free trade and -protec-
tionism.

It should be clear by now that we are not debating whether the
United States will continue to trade and invest with the rest of the
world, or even whether trade and investment flows will continue to
grow.

We are, instead, debating whether trade, investment, and finan-
cial policies should protect only a narrow set of commercial inter-
ests or whether we can write rules for the global economy that will
lead to broadly-shared prosperity.

It is heartening to see the beginning of a new consensus, that we
need not sacrifice our standards and our values to achieve eco-
nomic growth, even in a global economy. Freedom of association
and a vibrant union movement are essential building blocks in po-
litically stable capitalist economies. Countries that allow their chil-
dren to work instead of attend school squander their own economic
future for dubious short-term gains.

Let us agree on the principles we value, and then let us work to-
gether to design a coherent and consistent set of international poli-
cies that will uphold and advance these principles.

The world community has agreed three times now that all coun-
tries, rich and poor, will respect and promise core worker rights.
If we agree on the principles we seek to uphold in the global econ-
omy, we must, next, reach agreement on the means to promote
these principles.

It is often argued that worker rights and environmental protec-
tions are tangential to global economic rules, that these so-called
social objectives can have nothing to do with the international trad-
ing system.

Yet unions, wages, working conditions, and workers' rights, as
well as the type and form of environmental protection, all represent
economic decisions by employers, workers, and governments. These
decisions affect the location of production, the price of traded goods,
and the pattern of international trade.

The distribution of the rewards from the international trading
system depends upon the rules governing worker rights and the en-
vironment. Changing those rules will improve the outcomes.

Let me illustrate my point with an example. For decades, we
were told that we had to look the other way as Indonesian Presi-
dent Suharto jailed labor leaders and quashed democratic opposi-
tion since the Indonesian economy was growing and trade and in-
vestment flourished. But the form of capitalism practiced by the
Suharto government proved unstable. The people of Indonesia, stu-
dents, workers, and ordinary citizens, demanded change.

Finally, after continued pressure by the AFL-CIO, other labor
and human rights organizations, and with the support of th,:t U.S.
Government, labor leader Muchtar Pakpahan is free, and Indonesia
is starting to ratify the ILO conventions and revise its labor laws.
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Twenty miles outside of Jakarta, Pakpahan's union has just or-
ganized a paper goods factory employing 500 young women. They
have democratically elected their officers.

One of the three officers is a. 19-year-old woman, Susiana, who
now makes above the minimum wage and will vote in the upcom-
ing elections. Susiana is the best hope for the future of her country,
a young, empowered union member, employed, and hopeful..

These early changes in Indonesia did not come about because we
continued to open markets, sign off on loans, and look the other
way. They came because we threatened to cut off trade benefits
through our GSP program and because the U.S. Government raised
the imprisonment of Muchtar Pakpahan in the context of the inter-
national loans and aid requested by the Indonesian Government, in
short, because we insisted that the abuse of workers' rights not go
unnoticed and applied economic pressure to achieve that goal.

The enforcement of core labor standards is the ethically right de-
cision. It is also economically the right decision. Such standards
help promote faster, more equitable growth around the world. They
give workers economic voice and contribute to the development of
a real middle class. This is the lesson of our own history.

Higher wages contribute to workers developing a real stake in
their jobs, and productivity rises. Higher, more equitably distrib-'
uted incomes also foster domestic demand, thereby shifting the
global economy away from its excessive and unstable reliance on
export-led growth. For all these reasons, we need a dramatically
different approach to U.S. trade policy, both substantively as well
as procedurally.

First, any new grant of trade negotiating authority must ensure
that all trade agreements, including bilateral, regional, and multi-
lateral agreements, incorr orate enforceable labor and environ-
mental standards as an integral component of the core agreement,
not in weak and unenforceable side 'agreements. Unilateral grants
of preferential trade benefits should also meet this standard, at a
minimum.

Second, we ought to move forward with new trade authority. It
is essential that we undertake needed reforms in U.S. trade policy.
The volatility of the global economy must not be allowed to destroy
efficient and productive U.S. industries.

We must strengthen and streamline the safeguard provisions in
U.S. law, at a minimum ensuring that Section 201 can be applied
more quickly and effectively when import surges cause injury to do-
mestic industries. Urgently, immediate steps must be taken to ad-
dress the flood of under-priced imported steel coming into our mar-
ket.

Third, because trade agreements have become so much more
complex in the last decade, it is appropriate for the Congress to re-
tain a stronger consultative role in trade negotiations04-3

Fourth, we need to address the problems faced by the developing
countries more directly, by offering deep debt relief and develop-
ment funds as part of an overall program of engagement and aid.

Trade preferences linked to improved labor rights and environ-
mental standards change the financial incentives for countries
seeking market access and increased foreign direct investment.
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Debt relief and aid can help provide the resources necessary to im-
plement higher standards.

Finally, we would like to, see the U.S. Government enforce exist-
ing trade laws and agreements more aggressively. We need to use
the worker rights provision in GSP more consistently and effec-
tively to send a message to our trading partners that these issues
are of importance to us.

We have been encouraged by the'Clinton Administration's will-
ingness to highlight the importance of labor and environmental
standards in international agreements most recently in the State
of the Union address.

We support the administration's initiative to fund additional ILO
programs to help developing countries implement core labor stand-
ards more effectively. We hope to see concrete progress in these
areas this year.

Mr. Chairman, members of the committee, I thank you for the
opportunity and for, taking the initiative to hold these hearings. I
hope the issues that we are discussing here today will form the
basis for a lively and constructive dialogue in the year to come.

Thank you very much.
The CHAImAN~i. Thank you very much, Mr. Sweeney.
[The prepared statement of Mr. Sweeney appears in the appen-

dix.]
The CH~imANt~~. We will proceed with the other witnesses, and

then open it up to the questions.
Mr. KATZ, IT IS A PLEASURE TO HAVE YOU. Please proceed.

STATEMENT OF ABRAHAM KATZ, PRESIDENT, U.S. COUNCIL
FOR INTERNATIONAL BUSINESS, NEW YORIK1 NY

Mr. KATz. Thank you, Mr. Chairman, for the opportunity to tes-
tify on labor and environmental issues related to trade policy.

The U.S. Council for International Business has long been active
in formulating and promoting business views on these issues,
which I can summarize as follows. First, business has a major
stake in the forthcoming trade negotiations. Second, we share the
growing concerns and interests in improving workers' conditions
worldwide.

Business also has a major stake in protecting the environment.
Both objectives require continued economic growth, which in turn
depends on further liberalization of trade and investment.

Third, the difference between the business position and that of
organized labor and environmental NGOs boils down to this: they
advocate a unilateral, sanctions-based approach using trade as a
weapon to impose their objectives on foreign countries.

We continue to assert the importance of multilateral cooperation,
not only in trade, but also in matters relating to labor and the en-
vironment. Business fears that the unilateralist approach would
undermine the rule-based system which provides the certainty and
predictability needed to do international business.

Fourth, most countries, especially the developing ones, reject the
unilateral sanction-based approach. They insist that their legal and
contractual rights cannot be overridden by political decisions in
this country, or other industrialized countries.
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They argue that the objectives. of the labor unions and environ-
mental NGOs constitutes a protectionist threat, depriving them of
their comparative advantage, a violation of their sovereignty, and
unacceptable interference in their internal governance.

Developing countries are watching the debate over labor and the
environment closely. They dug their heels in at Marrakesh in 1994,
and Singapore in 1996, and in the current FTAA negotiations.

If the U.S. returns to the charge at the forthcoming ministerial
meeting, it may well jeopardize achieving our trade policy objec-
tives, as well as our ability to make progress on our labor and enyi-
ronmental objectives through multilateral cooperation.

Fifth, business objects to the unilateral sanctions-based approach
because its trade and investment could be seriously impaired by
sanctions imposed on countries in which they do business, for rea-
sons totally extraneous to company actions.

Sixth, business recognizes that if it is to be persuasive on a mul-
tilateral cooperative approach, it must contribute constructively to
achieving legitimate labor and environmental objectives.

I will list a few initiatives that have made such contributions. On
labor, our initiative, the U.S. Council's initiative, spearheaded the
adoption last June by the ILO of the Declaration of Fundamental
Principles and Rights at Work.

Cooperating with worker leaders in ILO, we are on the way to
adopting a. credible follow-up mechanism as we speak to deal with
the egregious violations of fundamental workers' rights. This mech-
anism will stress sunshine, peer pressure, and technical assistance.
Trade measures to enforce the declaration are explicitly excluded
by the terms of the declaration.

We also sparked the current negotiation on a convention on abu-
sive child labor. The President has referred to this in his message,
and it is committed to funding activities on both the declaration
and child labor.

On the environment, I cite the ICC's Business Charter for Sus-
tainable Development of 1991. The principles in this charter form
the basis for practical guidance to companies in their environ-
mental management measures.

Even before the NAFTA negotiations began, we initiated an ex-
change of best practices on both labor and environmental manage-
ment with Mexican business organizations. The latter was particu-
larly successful and continues to this day under the aegis of the
Commission for Environmental Cooperation.

On trade and the environment, beginning in 1993, my organiza-
tion developed proposals to establish internationally-agreed criteria
on the use of trade measures in multilateral environmental agree-
ments, MEAs, and guidance to WTO dispute settlement panels on
how to resolve conflicts between MEAs and the trade rules. We
submitted these proposals to the Trade and Environment Policy
Committee, the TEPC, of the U.S. Government.

Unfortunately, NGOs could not accept any role for WTO on envi-
ronment management, and the WTO's Committee on Trade and
Environment mirrored this stalemate in our own country.

In conclusion, I urge you to work for a simple formulation on fast
track in which any mention of labor and the environment reflects
the multilateral cooperative approach as in the Senate's bill last
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July. There is a danger that I know that you appreciate about set-
ting the bar for the negotiators too high.

In that event, they will not be able to deliver the goods and we
in the business community will regret it very much if new trade
opportunities that might arise from a new trade round were to be
held hostage to labor and environment conditions that were unat-
tainable from the start.

My' written submission goes into greater detail about the nego-
tiating context. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Mr. Katz.
[The prepared statement of Mr. Katz appears in the appendix.]
The C~vm~dP J. It is now a pleasure to call on Professor Lash.

STATEMENT OF WILLIAM H. LASH, III, PROFESSOR, GEORGE
MASON UNIVERSITY LAW SCHOOL, ARLINGTON, VA

Professor LASH. Good morning, Mr. Chairman,. Senator Moy-
nihan, members of the committee. I am delighted to join you this
morning to discuss the triangle of trade, labor, and the environ-
ment. Seldom have issues so compatible been viewed as mutually
exclusive.

Trade is the most potent force for promoting environmental qual-
ity and labor rights, but this force must be used in a spirit of co-
operation, not coercion. Instead of utilizing trade as a hammer to
achieve labor environmental goals, we must strive to further liber-
alize trade and reap the inevitable benefits of labor and environ-
mental standards improving.

A wealthier country has more resources available for environ-
mental protection. No greater environmentalist than President
Clinton has recognized that only a prosperous society can have the
confidence and the means to protect its environment.

Leading economic studies substantiate this assertion. They dem-
onstrate that a nation's environmental quality improves after it
reaches a per capita income of $4,000 to $5,000. Pollution is di-
rectly correlated to low per capita income. A free trade agenda, pro-
ducing a world more prosperous, will also be a more environ-
mentally sound world.

Similarly, trade improves labor conditions. Increased trade cre-
ates new demands for labor and a better bargaining position for
workers. Trade provides choices. Before rushing to link trade with
labor conditions, we must examine the alternatives facing the
worker in the developing world.

Poor labor conditions are often the best option when compared
with unemployment, criminal activity such as child prostitution or
narcotics trafficking. For many, work in a factory, albeit below U.S.
standards, is a far better option.

As economies grow, they adopt improved labor practices. This
century has already witnessed Japan, South Korea, Taiwan, and
Singapore move from poverty to wealth. Other states are posed to
make the same economic leap. Economic progress fueled by trade,
not economic coercion, paved the way for these transformations.

Improved labor and environmental conditions in the United
States were not the result of pressure tactics applied by more in-
dustrialized partners. Over the past 30 years, American GDP has
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more than doubled, while worker safety and environmental quality
has similarly increased by doubling.

I have seen the human face on the global economy. This face has
been created, however, not by sanctions or regulations, but by the
marketplace. U.S. firms have made investments in the environ-
mental quality of their host states around the world.

For example, Texaco has constructed artificial reefs off the north-
ern shore of Columbia. This innovation has led to more sustainable
fishing techniques being adopted by Colombian fishermen.

Similarly, Chevron has been funding the development of sustain-
able industries in Papua, New Guinea. U.S. firms have an equally
impressive record for promoting human and labor rights overseas.
Companies like Exxon and Freeport Moran voluntarily establish
economic sustainable development programs for communities in
Latin America and Asia.

And, as my colleague Mr. Sweeney noted, the freeing of the labor
leader in Indonesia was a great accomplishment, but also behind
the scenes, many corporations from Unical and other oil companies
were also lobbying on site for improved labor and human rights.

GSP is not the large carrier it once was in a high tariff world.
The open trade has made GSP less significant and these other de-
velops have come from on-site foreign direct investment of U.S.
companies.

Assume that the U.S. were to use its trade policy to coerce other
states into adopting our labor and environmental standards. The
entire trading system would be jeopardized by such a radical propo-
sition.

First, as we have seen, the developing world recognizes the dan-
ger of labor and environmental barriers serving as the Trojan horse
of protectionism. By conditioning trade on nonmarket-based issues,
we would effectively close the door on the world's poorest nations
and further burden support and consensus for the fragile WTO sys-
tem. They will resist.

The developing st-ates realize they cannot make the leap to our
labor or environmental standards and still be competitive in mar-
kets less environmentally or socially conscious in the U.S. Calls for
enforceable standards are simply disguised calls for trade sanctions
and closed markets.

Additionally, we must be mindful that trade is a two-way street,
and sanctions a double-edged sword. No country, including the
United States, is in complete compliance with all of its labor or en-
vironmental laws.

In some cases, we find the environmental or labor standards of
our trading partners exceed our own. Would we be so eager to con-
dition trade with labor or environmental standards when U.S.
firms are facing the denying of market access or trade sanctions?
In the U.S., many States still use prison labor. Federal defense con-
tractors are forced to make purchases from Federal prison indus-
tries.

U.S. firms already are being threatened by the European Union
environmental linkages and eco-labeling. For example, the U.S.
paper products industry claims no American firm can meet EU sus-
tainable development requirements.



123

If the EU i6 successful in conditioning trade with this environ-
mental barrier, -,ie face a potential loss of $2 billion in paper ex-
ports, and a resulting loss of 34,000 American jobs.

Imposing environmental and labor standards on other Nations
also poses a threat to harmonious foreign relations with our trad-
ing partners. Senator Kerrey and Senator Grassley have both al-
luded to the problems of sovereignty. By conditioning international
trade on environmental and labor issues, we implicitly encroach on
the sovereignty of o ur trading partners.

The production of goods is, most properly, the business of the
state producing those goods. By linking of these issues to a state's
environmental and labor standards, we needlessly intrude upon
their sovereign laws with no appreciable benefit to U.S. consumers
or our economy.

In conclusion, let me add that economic development, promoted
- by freer trade, generates the ability and the willingness of nations

to devote more resources to improving both the environment and
labor conditions. Therefore, the linkages of trade policy with envi-
ronment and labor issues should occur as a positive outgrowth of
free trade and economic growth.

Thank you for your time.
The CHAIRMAN. Thank you, Professor Lash.
[The prepared statement of Professor Lash appears in the appen-

dix.]
The CHAIRMAN. Mr. Sweeney, let me start out by saying that I

agree with you on what you had to say about safeguards, Section
201. I think it is important that we take a -careful look to see how
we can make that a more effective tool than it has been in the past.
I also have to say I agree that I think a better job down through
the years could have been done on enforcing the trade agreements
that we have entered.

One of the thoughts that have come about during these hearings
in the last two or 3 days is that in developing a trade agenda, it
is important that we, the Congress, be more specific as to the goals,
the purposes, the objectives, the time frame.

I wonder, could you tell us what would be your concrete objec-
tives to be made a part of the upcoming WTO ministerial, as well
as any ensuing multilateral trade negotiations?

Mr. SWEENEY. We would hope that, out of the WTO ministerial
meeting, would come some agreement on a work group that could
be addressing the issues such as core labor standards. They have
had working committees in the past on major issues, and so far
there has been a reluctance for the WTO to formally get involved
in that whole area.

We realize that it is not something that can be accomplished at
this ministerial meeting, but certainly to approve a working group
or some process where we could be discussing these issues.

The CH.AIRMAN. As you well know, most people think that this
country cannot participate effectively in trade negotiations if the
President does not have what we now call trade negotiating author-
ity.

Under what circumstances would you support the extension of
trade negotiating authority to the President? For example, would

56-759 99- 5
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you support the extension of negotiating authority for the launch
of multilateral talks within the WTO?

Mr. SWEENEY. We would support any number of different proc-.
esses if, as a part of that agenda, we were talking about core labor
standards. I mean, we have the will to address intellectual prop-
erty and the issues of capital. It is about time we addressed the
issues of workers, both in our own country as well as in other coun-
tries.

We are not attempting to impose the standards, that we have in
our own country on other countries, but certainly to provide for the
basic rights of workers in terms of freedom of assembly, collective
bargaining, and to address the issues of child labor and forced
labor. Those are issues that should be addressed in our trade nego-
tiations.

The CHAIRMAN. If that were done, would you grant the President
the authority to modify our own labor laws in the process?

Mr. SWEENEY. To modify them in what way? To improve them?
Sure.

The CHAIRMAN. Whatever way he thought appropriate.
Mr. SWEENEY. We would have to talk about that.
The CHAIRMAN. Well, I do hope we can discuss these matters fur-

ther because I think we all agree that it is critically important that
the United States be in the leadership role of trade negotiations.

I think there is a general consensus that, if the President does
not have trade negotiating authority, other countries are not going
to take us seriously. So, we have to see if we cannot seek and find
some way out of this dilemma.

Mr. SWEENEY. And, Senator, we agree how important trade is to
the economy of our own country, as well as the global markets as
well. But we certainly think that we should take the high road in
terms of how we address issues regarding workers in different
countries.

I cited the Indonesia situation, where there was really no one to
speak for the workers in the initial stages of the financial crisis.
We are talking about austerity programs and sacrifices being
forced on working people. They should be at the table to talk about
it. On the other hand, in Korea, where there is a labor movement,
there was a more productive and beneficial round of negotiations
there.

The CHAIRMAN. Thank you, Mr. Sweeney.
Mr. Katz, the U.S. Council, under your leadership, has been a

consistent advocate of ensuring that labor and environmental
standards were not used to impose barriers to international trade.
At the same time, the council has been one of the foremost contrib-
utors to efforts to refine our thinking about the nexus of these
issues.

In your judgment, are there ways to ensure that our efforts to-
wards trade liberalization move forward, while addressing the con-
cerns that have been raised by labor and environmental groups?

Mr. KATz. Mr. Chairman, I am absolutely convinced that we can
make progress by the multilateral cooperative route. This was real-
ly behind our idea on the Declaration of Principles. It was also be-
hind our idea-and I say ours, and that includes the employers'
group generally in the ILO-to deal more effectively with abusive
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child labor. I am proud to say that we worked very well with the
workers' group to make that progress.

But it is going to be a slow business. To a large extent, it is a
question of the low standards of living in the countries that Profes-
sor Lash pointed out. We can make faster progress if we can use
persuasion to get these countries to adopt these core labor prin-
ciples.

I call them principles rather than standards, because all you see
are the words in the declaration. The standards are the complete
conventions of the ILO that Senator Moynihan is so familiar with,
a number of which we could not possibly ratify.

But the principles are something that we believed in the ILO
stem from membership in the ILO and are inherent in the constitu-
tion. The idea is to make peer pressure and cooperation work in
the ILO, and not to bog down situations in legal wrangling. I do
not want to knock the convention route and the supervisory ma-
chinery. It has had a lot of success. But we have to go further, es-
pecially in the developing countries where, as Mr. Sweeney said,
there are some terrible situations.

By the way, we supported him on the Indonesian case. I have
twitted him sometimes about how we let the administration let his
application on GSP linger for, I think, 2 years, and then the revolu-
tion took over. But somehow, GSP has been used on small coun-
tries who did not have a lot of trade.

One of the motivations that I had in originally proposing this
idea that emerged in the declaration, is that we would have this
set of core principles, that not only we, but the European commu-
nity and others, would use in terms of dealing with unilaterally
granted benefits, both in the trade area or in the financial area,
pursuant to Mr. Frank's resolution on finances.

This is a set of criteria that is unmistakable. It deals with the
major cases and not with legal technicalities. I think we have made
progress in that sense, and I hope now the thing is to make it effec-
tive in terms of the follow-up mechanism.

I want to say that our guy just came back from an informal
meeting in Geneva where it was really the employers and the
ICFTUT that are driving this thing forward.

I am sorry for taking so long in answering this question.
The CHARMAN. Senator Moynihan?
Senator MoyNiHAN. Well, might I first say that we are not sad-

dened, but learned that you are going to retire on February 1 and
that weighs on our minds.

Mr. KATZ. I will be around.
Senat 'or MoyNiHAN. You will be around. Good. Good. Because you

did a wonderful job with the core principles. I will put it that way.
And the ICFTU, which is the International Confederation of Free
Trade Unions and the Ame rican business.

Secretary Daley was here 2 days ago and really was not familiar
with the ILO as a tripartite organization in which business is a
part. I told him that one of his more distinguished predecessors,
Herbert Hoover, had sent observers to the international labor con-
ference in 1923, and it has always been involved in that.

I guess I would like to ask all of you here, or I guess first to Mr.
Sweeney, to John. In an address to a German business group in
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Bonn in 1997, Mr. Ruggiero, the head of the WTO, said, as regards
to labor standards, they are not the work of the WTO, they are the
work of the ILO, and they should work together.

For what it is worth, the World Trade Organization is now lo-
cated in the original building of the International Labor Organiza-
tion. The ILO is now in a marble palace up on the side of the Hill.
I do not think any working man would dare go in there except to
fix the plumbing. But, be that as it may.

Can you not accept that parallel cooperative mode, that we com-
mit ourselves to both trade and labor standards? Labor standards
began as a phenomenon that said, if you raise labor standards in
your country you lose out in trade. It has always been trade-relat-
ed.

Mr. SWEENEY. It has to be a part of the WTO agenda, as well
as the ILO. Mr. Ruggiero has been reluctant to address the labor
issues on the WTO agenda, but has modified it somewhat in terms
of establishing the relationship between the WTO and the ILO.
That relationship has to be much stronger.

Senator MoyNiHAN. Yes.
Mr. SWEENEY. Mr. Ruggiero is retiring, and we are hopeful that

the new director will be willing to designate a working group who
can, between now and the next meeting,, be addressing these
issues. We were also encouraged by the President's inclusion in the
State of the Union message the point about appropriating some
monies for the ILO to provide some technical assistance, as well as
a process for addressing these issues.

We are happy to hear Abe Katz moving a little closer to us in
terms of the ILO agenda, and we have been involved in the tri-
partite discussions, and we commend you for your support of the
ILO through the years.

Senator MoyNiHAN. Something has happened. These core stand-
ards are a large event. Not since the Philadelphia convention, the
Declaration of 1944, has there been a more important thing. It
seems to me they have great potential.

I would say to Professor Lash on the question of sovereignty,
that is what treaties are all about. You cede a certain amount of
sovereignty when you agree in to multilateral treaty. Obviously,
you are agreeing.

These core labor standards are derived f-rm conventions, trea-
ties, that are the supreme law of our land. There has been a prob-
lem, though. I guess you could say that there is sort of an inverse
relation between labor standards in a country and a number of
labor conventions that country has ratified. That is why, if you
want to know where the highest labor standards in the world are,
you will find them in Guatemala. It proves it. They have ratified
all of the ILO conventions.

So, monitoring is the thing we have to move to. When the ILO
began down on Constitution Avenue in 1919, the Pan American
Union, you did not have that particularly intrusive mode of mon-
itoring, of inspecting. It came with the International Atomic En-
ergy Agency, Ithink, and inspectors going around. But surely we
can do that.

Mr. SWEENEY. Sure.
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Senator MoyNiHAN. Yes. And I think there is a lot more agree-
ment here than you can know.

Just one last thing. George Becker was here the other day sitting
where you are with representatives of the steel industry, which is
going through an awful experience.

He made the point that we have to have a more effective 201
process and not wait until half of the industry is decimated before
you say, well, now, how did that happen? That is why we think,
and the Chairman made the point, if we get negotiating authority
we can use it to that point, as well as others.

The CHAIRMAN. That is correct.
Mr. SWEENEY. And I was happy to hear what the Chairman had

to say about 201. It is crucial, really, that you address the issues
of how effective, and also how long it takes in the process.

Senator MQYNiHAN. Thank you. Thank you, gentlemen.
The CHAiRMAN. Thank you, Senator Moynihan.
Senator Baucus?
Senator BAUCUS. Thank you, Mr. Chairman.
I have two questions, so with however many minutes I have, if

we all together could respect the equal allocation of time.
The question to you, Mr. Katz and Mr. Lash, earlier panelists

have suggested, with expansion of GATT and WTO into various
other areas, like intellectual property, the argument is, well, is the
next step not logically either core labor standards or something
similar?

Not to say they all have to-be adopted willy-nilly, immediately,
but maybe in some phased basis, some suggested working group,
to at least look at it. Because, clearly, labor is a part of doing busi-
ness, just as intellectual property is a part that is very important
to companies that have intellectual property rights. Why not ex-
pand on a reasonable, phased-in basis that makes some sense, be-
cause it is part of business?

Professor LASH. I will take a whack at it. First, Senator Baucus,
historically, when we look at trade policy we drew the line at the
border and how you produced. Production and process measures
were the business of a particular state.

I do not think we can really compare labor to IP protection or
investment issues because there you are seeing capital movement
across the borders, you are seeing patent and software technology
moving across the borders, and U.S. industries were being more di-
rectly affected by someone stealing my IP, by someone expropriat-
ing my investment in a developing state.

With labor, we see a lack of consensus with our trading partners
as to whether we want this as part of the WTO. In fact, there has
been a resounding no. We are also seeing less of a direct impact.
The ILO is a much more appropriate forum, as Senator Moynihan
has pointed out. They have been in business for almost 80 years,
and that ain't hay around this town.

I think that the WTO lacks the expertise, and really the collec-
tive will. The attempt to link with the word of enforcement and
sanctions gets away from the goal of the WTO. We are talking
much more about sanctions rather than incentives.

Senator BAUCUS. Thank you. Mr. Katz?
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Mr. ,KATZ. Certainly I agree with Professor Lash. I would sum-
marize by saying, labor is not an item in international commerce.
Taxation is not an item in international commerce. It certainly af-
fects where you do business and how you do business.

Macroeconomic policy, interest rates affect trade, and that is a
matter of internal governance -as well. If the idea is to equalize ev-
erything within a country, all aspects of the economy within a
country, there would not be any trade.

I mean, that is on a very theoretical level. But, fundamentally,
countries regard labor relations as their own business, a matter of
internal governance. We could not accept the German system here.
Maybe Mr. Sweeney could, but it would not work in this house. The
Germans, I think if they were smart, they might come closer to us,
but that is their business.

Interestingly, the European Union has not been able all these
years trying to establish an economic and monetary union to equal-
ize the labor conditions, the labor legislation, the labor regulations
in each country. This is a very national thing.

Senator BAUCUS. I appreciate that.
Mr. KATz. Let me just add one more thing.
Senator BAUTCUS. Very briefly, please.
Mr. KATz. We can study this thing, but it has been studied, the

relation between trade and labor. The OECD did an exhaustive
study. The WTO report has done a very good job on the relation-
ship between trade and labor.

Senator BAUCUS. All right. One other question, if I might.
Mr. KATz. Go ahead. I am sorry.
Senator BAUCUS. Those are very interesting answers. I very

much appreciate them.
The other question is on a tota!'Iy different subject, and that is

the nexus between environment and trade. As we all know, the
GATT appellate panel did rule, in effect, that the United States can
stop shrimp from being imported to the United States by compa-
nies who do not sufficiently protect sea turtles, because we Ameri-
cans have passed unilaterally a law protecting sea turtles.

The original GATT panel said, no, the United States cannot do
that. Then the appellate panel essentially said, yes, it can, but not
in this particular instance because the United States is basing its
restrictions only on turtle extruders-I do not know what they are,
but they are something-and saying essentially that, yes, the
United States, in principle, can. But the technique that is used in
this case, that is requiring turtle extruders, which was too specific
and perhaps more general means could be utilized.

So the WTO has ruled that the United States unilaterally can-
and presumably any country under Article 20, 1 guess it is, of the
GATT-unilaterally pass a law to protect its environment, so long
as it does not discriminate and so long as it is done in a way that
is fair to all countries concerned.

Do you all think that is an appropriate ruling? I was curious
what comments any of you might have on that.

Professor LASH. Senator, I think it is a ver important and ap-
propriate ruling, both, for the consensus of teWTO to exist. If
people believe la te WTO is going to be used to water down U.S.
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or other countries' environmental standards domestically, that
would undercut the trading regime.

I think the question of scientific standards are important, phyto-
sanitary standards are important. But getting back to the earlier
issue of sovereignty, we may have joined the WTO, but we have
made it very clear in this body when they passed the legislation
implementing WTO that it could not undermine U.S. scientific or
health standards.

Senator BAUCUS. But this is a case where the United States has
unilaterally passed environmental law that affects another country
and says, in effect--

Professor LASH. Well, now exporting to the U.S.
Senator BAUCUS. Correct.
Professor LASH. Again, we are not telling people how they can

best harvest shrimp.
Senator BAUCMS Right. We are talking about the U.S.
Professor LASH. Exactly. They can harvest shrimp any way they

want to. Once it comes to our border, if U.S. health and environ-
mental standards say, we do not want this particular method being
used, we have the right to close it.

Senator BAUCUS. Right. Yes. Mr. Zaelke, briefly, please.
Mr. ZAELKE. Yes. Thank you. I am not quite as optimistic about

the interpretation of the appellate decision as you are, but it does
say under some circumstances that the U.S. can take unilateral
measures.

Let me take the opportunity as well to respond to Mr. Katz's en-
vironmental groups. The ones that I work with do not all say that
we must pursue unilateral measures to the exclusion of multilat-
eral. Multilateral, where we negotiate with all of our partners, is
clearly the preferable way to go. This is the right thing for us to
do.

Sometimes, though, the situation is so desperate, in the case of
sea turtles which are all endangered, that some country has to step
up to the plate first and move forward to take care of the problem.
That is also critical to getting other countries to negotiate in good
faith for the multilateral solution. So we need to use unilateral
measures, which the WTO now says we can, in the right cir-
cumstances.

Senator BAUCUS. Thank you. Thank you, Mr. Chairman.
Mr. SWEENEY. Senator, may I just make a quick response to Mr.

Katz's response to Senator Baucus when he said, in terms of com-
merce, that workers .or labor standards are not a part of commerce.
That is the core difference on all of this.

I mean, he just does not appreciate the fact of workers being a
part of commerce, workers being part of the production and the
profits that result from commerce. He wants to ignore the role of
workers in that process, and that is at the basis of what we are
talking about.

The CHAIRMAN. I will, next, call on Senator Kerrey.
Senator KERREY. Thank you very much, Mr. Chairman.
Reading, especially, John, your testimny and Mr. Katz, your

testimony, you both appear to be writing teDeclaration of Inde-
pendence; the truths are all very self-evident. Our problem, of
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course, is; that we have got to try to resolve the conflicts that are
there.

It seems to me that one easy way to do it, and I would say this
to you, Mr. Katz, I look outside the window and I see the United
States' economy never better: very low unemployment, very low in-
flation, very strong economic growth.

The economy is doing quite well, in spite of the fact that we have
ver y high labor standards, in spite of the fact that- we have very
tough environmental regulations. Every time we propose to do any
of tat, we hear from businesses who tell us that precisely the op-
posite is going to happen.

So it seems to me that we do from time to time, even in the
United States, act unilaterally on the basis of values, saying we
value certain things other than just economic growth. We manage
to do both. In fact, in your statement you acknowledge, and I quite
agree with you, by the way. I think unless we have economic
growth, unless our standard of living is rising, it is going to be very
difficult for us to do anything.

I am wondering if you, Mr. Katz, see in Mr. Sweeney's statement
about changing the 201 provisions, do you think that is unilateral
sanctions? Do you support making changes of that kind?

Mr. KATZ. No. Senator, 201 has to do with imports that adversely
affect our economy. The problem with 201, the basic problem, is
that it has to be administered in a nondiscriminatory fashion. In
other words, if you do not like item X, it is not a question if you
do not like. If it is determined that item X is causing severe injury
in the United States, you cannot bar the import of item X from
Slobovia, you have got to do it across the board to the whole world.

Senator KERREY. Is that a no, then?,
Mr. KATZ. No, that is not a no. You have to be clever in using

201.
Senator KERREY. So you support it so long as we are clever.
Mr. KATZ. As long as you are clever.
Senator KERREY. Do you support Mr. Sweeney's position on that,

so long as the position is imposed in a clever fashion?
Mr. KATZ. As long as it is clever and does not violate the multi-

lateral trade rules, yes.
Senator KERREY. So you would not see that as a unilateral sanc-

tions-based approach.
Mr. KATZ. It has nothing to do with that, actually. I think where

Mr. Sweeney and I differ-let us be very clear about this. Mr.
Sweeney would say, if a country violates, let us say, these core
principles, we will withdraw trade concessions from them. I am
talking about contractual trade concession in a trade agreement.
We both agree that what is in GSP is a unilaterally granted bene-

fi.I sup to us to withdraw it and nobody has any right to say

Senator KERREY. Mr. Katz, just in follow-up. And I do not mean

to pick on you because I have a limited amount of time and I want-
ed to as well talk to John a bit. But about your fairly hard position
here by saying that you want to end the practice of trying to do
this whole thing with side agreements. You wanted to actually end
the negotiating authority I think it is going to be very difficult to
get to that point. I would ust alert you to that.
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I would like to get back to Mr. Katz. You are saying that a sanc-
tion that would be placed on a nation that was doing something
that we regarded as wrong, in general, you would not support, or
is it just labor standards that you object to?

Mr. KATz. No, sir. It depends on what you are talking about. In
the case of labor, in the NAFTA, as you know, there are three ac-
tionable provisions by agreement: child labor, minimum wage, and
occupational safety and health. Interestingly, that is sort of dif-
ferent from the ILO basic principles.

Under certain circumstances, if the arbitral group-now, this is
a multilateral arrangement, or plurilateral arrangement-decides
that a country has got a persistent pattern of violating these three
principles, it can tell the country to cease and desist. And if it does
not, it can levy a fine and, in the last analysis, it can snap back
tariffs to enforce the fine.

Senator KERREY. Both you and Mr. Lash have concern about sov-
ereignty. Can you square that a little bit? When a nation, let us
say, Indonesia, says we are in serious trouble, we are going to sur-
render our sovereignty and appeal to the International Monetary
Fund, which receives substantial support from the United States of
America, including people who sometimes get adversely affected as
a result of their policies, that then encourage these nations to ex-
port their way out of the problem.

How do you square your concern for trade agreements we might
sign that might surrender our sovereignty? You. say that other na-
ti'ons are going to be unwilling to surrender their sovereignty, that
if we put this into the basic authority, that other nations are going
to say, oh, no, we are not going to go along with that because we
are surrendering our sovereignty. They surrender their sovereignty
in working out deals with the IMF.

It seems to me that then they turn around in negotiating with
us and say that they are not willing to surrender sovereignty. It
seems to not quite square itself and I wonder if you could perhaps
do it for me.

Mr. KATZ. Well, Senator, I think it is apples and oranges. In the
case of IMF, we have legislation, thanks to Mr. Frank, that says
that the executive director in the IMF, taking a look at their per-
formance with respect to labor rights, can vote against a loan to In-
donesia, or any other country. Now, that is part of it. It is not a
surrender of sovereignty. That is a unilateral action which that
country has no contractual right to contest. It cannot say, you must
do this.

Whereas, in a trade agreement, that is a contract. All of a sud-
den, you come along and say, I do not like the way you are treating
labor, I am going to violate your contract. Nobody is going to agree
to that. We will not agree to it, I can assure you.

If we have -an agreement in the GATT and the European Union
says to us, we do not like your labor laws, and they certainly do
not because it gives us a competitive edge, therefore, we will cut
off your trade.

Senator KERREY. Thank you.
The CHAIRMAN. Senator Chafee.
Senator CHAFEE. Thank you, Mr. Chairman.
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Mr. Sweeney, I am troubled by where we might be going on labo r
and environment standards. I was looking at page seven of Profes-
sor Lash's paper in which he said that, according to Jack
Creighton, CEO of Weyerhouser, the new EU eco-labeling "in its
present form could threaten $2 billion worth of U.S. pulp and paper
exports. This would result potentially in the loss of 34,000 U.S.
jobs."

I am just not clear how far we go on this. On labor issues, you
are arguing that we should enforce minimum wage laws and child
labor laws against our trading partners. On its face, that might
seem simple.

But suppose the Germans say, we do not like your minimum
wage laws compared to ours, which say workers must be paid for
40 hours even if they work 35 hours. Well, let us just stick with
this particular example here, although it is an environmental case.
Perhaps Mr. Zaelke can chime in also.

What do we say if the EU says to us, you are not replanting your
forests in an ecologically sound fashion, Weyerhouser. You may
have been doing it for 100 years, but that is not the correct way
according to our view, and therefore we don't want your paper
products. What do we say then?

Mr. SWEENEY. I will let Mr. Zaelke answer the environmental
issue.

Senator CHAFEE. Well, maybe you could address a minimum
wage example. The Germans say, you U.S. people have got a lousy
minimum wage law, and you do not even guarantee vacations like
we do, while we Germans have up to 6 weeks of vacation. What
is the matter with you in the U.S.?

Mr. SWEENEY. We are not advocating minimum wage, vacations,
or any of those conditions as a part of core labor standards. We are
talking about the right of workers to assembly, the right to collec-
tive bargaining, and addressing the issues of child labor and forced
labor. We are not imposing our standards on any other country.

Senator CHAFEE. Well, that seems more reasonable at least.
Now, you said child labor. What if the Germans say, well, we want
to go further. You are talking child labor, restrictions, but we think
minimum wage is important.

Mr. Katz, what do you say to that?
Mr. KATZ. I want to support Mr. Sweeney. We have done this in

the past. These are general principles. By the way, one of the rea-
sons that we developed this system is that we, the United States,
cannot ratify Conventions 87 and 98, freedom of association and
right to collective bargaining.

It is at variance with 12, 15 separate items in U.S. law and prac-
tice. This deals with the basic principles. Nobody will contest that
we have freedom of association in this country. Nobody will contest
that we have collective bargaining in this country. We do not want
this defined any further.

In the follow-up discussions to this declaration, there was an
idea, let us explain what we mean by these things. Both we and
the workers said, do not try. If you try to explain, you get into de-
tail which will get into trouble. We both support the principle, and
we will know a bad case when we see it. We know the bad cases.
John pointed out one very bad case, which was Indonesia.



133

Senator CHAFEE. All right. What do you say, Mr. Zaelke, about
the worries of the CEO at Weyerhouser?

Mr. ZAELKE. First of all, I think eco-labels are the lightest pos-
sible touch that we could have for environmental protection, and I
would hope that we would all find a way to support them.

They do not have to be a condition of access to a market, they
can simply be the disclosure of critical information on environ-
mental impacts to consumers. This is something that, again, if we
looked at the heart of labeling, we would find business supporting
this very thoroughly as well. It is not enough, but it is a good start.

Senator CHAFEE. I am not sure I understand the answer. The EU
eco-labeling apparently sets some standard of some type, does it
not?

Mr. ZAELKE. Yes.
Senator CHAFEE. He says it is going to cost the loss of $2 billion

worth of U.S. pulp and paper exports. Now, this man must know
what he is talking about. What do we say to that, that it is fine?
That this eco-labeling is a good thing, so let us have more of it?

Mr. ZAELKE. If the paper consumers in Europe look at European
paper produced under certain environmental protections and U.S.
paper produced under others and decide they do not want to buy
U.S._paper because it has too much chlorine in it, then I would say
that was a victory for the consumers and the environment. And if
Weyerhouser uses, then they will have to go back and find other
markets or change their production processes.

Senator CHAFEE. Are you suggesting that eco-labeling is just sort
of an informative thing to allow a more intelligent purchaser or
more informed purchaser, but has nothing to do with keeping our
paper out? Our paper can still be sold in Europe, but for people
who hate chlorine in paper processing, they can decline to buy it?
Is that what you are saying?

Mr. ZAELKE. For most of the environmental labels, that is the
case.

Senator CHAFEE. All right. What do you say, Mr. Katz, briefly?
Mr. KATZ. Senator, it is disguised protectionism, that is what it

is.
Senator CHAFEE. If it is left up to the consumer?
Mr. KATZ. Look, it just encourages the consumer to boycott. If

you give me the time, I will give you a little anecdote.
Senator CHAFEE. Well, I have limited time myself, so I cannot

give you the time, I am afraid. I am sorry.
Professor Lash?
Professor LASH. Senator Chafee, the eco-labels that I talked

about in my submission are typically drawn about by coalitions of
foreign industry. So, not surprisingly, they are drawing up rules
that will exclude our paper in favor of other European producers.
There is no global standard on this. It is not purely giving con-
sumer information, it is giving consumer misinformation, designed
to draw A border and keep U.S. products out.

Senator CHAFEE. I worry about that.
Thank you, Mr. Chairman.
The CHMRnMAN. Well, thank you. It is 12:00.
Senator MoYNrnAN. If you could just give Mr. Katz time to tell

his anecdote.
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The CHmiRMAN. Yes. Sure. Mr. Katz, would you care to?
Mr. KATz. My anecdote on labels. I was at the social summit in

Copenhagen and flying down to Brussels. I was sitting next to a
charming young lady from the Danish Environment Minlistry We
got to talking about various things and got into the eco-lbein
issue. She said, oh, you mean our green label by which we keep out.
Greek imports? [Laughter.]

Senator CHAFEE. Mr. Chairman, I am not sure what a social
summit is, but it sounds like something pretty good. [Laughter.]

Mr. SWEENEY. Mr. Chairman, I just thought Senator Chafee al-
most had Abe Katz endorsing the minimum wage increase. [Laugh-
ter.]

The CHAIRMAN. Gentlemen, I appreciate very much your helpful
testimony today. This is really just the beginning of a debate and
discussion to develop a new consensus on trade.

I have to tell you, I cannot think of any policy question more im-
portant than this one. So we will expect to continue to carry on a
dialogue with you, and we appreciate your being here today. Thank
you very much.

The committee is in recess.
[Whereupon, at 12:10 p.m., the hearing was concluded.]
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ADDITIONAL MATERIAL SUB~MITTD FOR THE, RECORD

PREPARED STATEMENT OF HON. CHARLENE BARsHEFSKY

Thank you, Mr. Chairman, for inviting my testimony on the role of trade in our economy,
and the state of American trade policy today. I am grateftd to you, to Senator Moynihan, and to
the Committee for offering us this opportunity to discuss our trade policy record and agenda for
the future, and I look forward to continuing the close working relationship we have had with the
Committee. And let me say that you have called this hearing at an opportune time, because we
are opening a year in which every part of our trade agenda will be'ambitious and will hold great
promise for our country.

- Last week, President Clinton called for the initiation of a new multilateral negotiating
Round able to meet the demands of the 21 st century. This will begin at the World Trade
Organization's Third Ministerial Conference, chaired by the U~iite States - and the largest trade
event ever held in the United States - and it will shape world trade in the next century. Our
multilateral agenda will be accompanied by the regional, bilateral and sectoral negotiations we
have underway in each part of the world; and by enforcement of our rights under WTO dispute
settlement, the North American Free Trade Agreement and through our domestic trade laws.

We hope and expect to carry out this agenda in the tradition of bipartisanship and close
consultation between the Executive and Legislative branches which have characterized many
years of American trade policy. And I believe it is entirely fitting that we begin the discussion at
the Senae Finance Committee.

My testimony will touch on each of these points, including trade negotiating authority,
which we believe will help us achieve our goals. But let me begin by discussing the context in
which we have developed our policy agenda and in which we carry it out.

TRADE POLICY PRINCIPLES

Trade policy fbrms part of both our national economic policy and our approach to the
world beyond our borders.

At home, engagement in world trade, based on fair rules and the rule of law, offers
American firms, agricultural producers and workers larger markets. Almost 80%/ of world
economic consumption takes place outside the U.S., and if America is to continue to grow and
remain competitive in the future, trade policy must ensure that Americans have far access to these
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markets. Trade also offers American consumers a greaer choice of products at competitive
prices and higher quality.

Overseas, trade helps increase world prosperity, advances the rule of law, and helps to
strengthen international peace. *As President Franklin Roosevelt said in 1944:

"A basic essential to peace, permanent peace, is a decent standard of living for all
individual men and women and children in all nations. Freedom from fear is eternally
linked with freedom from want. [And] it has been shown time and time again that if the
standard of living in any country goes up, so does its purchasing power - and that such a
rise encourages a better standard of living in neighboring countries with whom it trades."

These principles have formed the basis of American trade policy since the end of World
War HI. We have advanced them on a bipartisan basis through a stong working partnership
between the Executive Branch and Congress through ten Administrations, ever since the creation
of the General Agreement on Tariffs and Trade in 1948. The Clinton Administration's trade
policy, we believe, is firmly in this tradition: such advances as the passage of the North American
Free Trade Agreement, the Uruguay Round, our 35 bilateral trade agreements with Japan - a
total of 270 trade agreements - would not have happened without the advice, support and
contribution of the Finance Committee and Congress as a whole.

TRADE AND THE US ECONOMY

The results of these policies have contributed immeasurably to the peace and prosperity
America now enjoys. We have the most dynamic, creative and competitive economy in the world,
and are ideally placed to succeed in, the next century.

Since 1992, we have had uninterrupted growth - our economy has expanded from $7. 1
trillion to $8.5 trillion in real terms (1998 dollars) and last month, the present economic expansion
became America's longest in history.

We have created jobs. Employment in America has risen from 109.5 to 127.2 million jobs,
a net gain of nearly 18 million, as unemployment rates fell ffrm 7.4% to 4.3%.

And we have raised wages. Since 1992, average wages have reversed a twenty-year
decline and have grown by 6.0% in real terms, to S449 a week on average. This famil prosperity
is reflected, for example, in record rates of home ownership.

Altogether; we have achieved an historic combination of high growth, low unemployment,
low inflation, low interest rates and rising wages unmatched in decades. The reasons for this are
many. They include improved support for education and job training and an uninterrupted
reduction in the federal deficit beginning in 1993 and culminating with the budget supluses of the
past twoyar. But trade and participation in the world economy have played an irreplaceable
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role.

And overseas, as trade has grown and international trade rules have strengthened, the
hopes of the wartime generation have been in many ways reazed.

Peace among the world's great nations has grown more secure.

Prosperity has blossomed - as world exports have grown from $60 billion to $6.5 trillion
in constant dollars since 1960, world economic production has quadrupled and real per capita
income has more than doubled, from under $3 100 to over $63 00 las year.

As a consequence, people have better lives. In 1955, the world average life expectancy at
birth was 48 years; now it is 65. Where the worldwide infant mortality rate was 148 per
thousand, today it is 59.

And faith in markets under the rule of law has been vindicated: those nations which shut
off the free flow of goods, services and information have tended to stagnate while those which
remained open to the world have tended to prosper. One need only examine the ghastly
experiment which has taken place on the Korean peninsula - as South Korea has risen to become
one of the world's leading industrial powers, while North Korea is afficted by chronic hunger -
to show how stA is the contrast. And there is no stronger Vindication of our work than the fact
that Russia, China and 16 other economies have abandoned central planning and seek WTO
membership.

The Administration in which Secretary Rubin, Secretary Daley and I serve has had the
good fortune to build upon this foundation. Since 1992, we have negotiated 270 separate trade
agreements which have helped open markets and create opportunity for Americans, These
agreements include five which have fundamentally transformed world trade: the North American
Free Trade Agreement, which cemented our strategic trade relationship with our immediate
neighbors; the Uruguay Round, which created the World Trade Organization with a binding
dispue settlement mechanism and extended iterational trade rules, to new areas through
agreements on agricultue, services, intellectual property; and three multiateral agreement on
information technology, financial services and basic telecommunications.

US TRADE TODAY

As a result, America's trade has flouished. Last year we exoted $932 bilion.i goods
and services -- a 5 1% increase from the 1992 level of $617 billion, despite a slowing in export
growth due to the financial crisis. Our goods exot were very evenly divided among four major
markets, meaning that we have critical trade interest in each part of the world:

CWaada Asia-Pacific Lifin Anmica European Union
$156 billion $166 billion $143 bilion $150 bilon
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Measured by country, our largest five goods expor markets were Canada at $15S6 billion
followed by Mexico at $71 billion, Japan at $57 billion, the United Kingdom at $40 billion and
Germany at S25 billion.

Service export figures are only partially available fbr 1998. Our full-year 1997 service
exports, divided regionally, were more heavily weighted to Asia and Europe but still indicate
critical interests in each region:

Canada Asia-Pacific Latin America European Union
$20.5 billion $73.6 billion $34.2 billion $74.8 billion

In 1997, our six largest service export markets were JApa with $34 billion, the United
Kingdom with $23.7 billion, Canada at $20.5 billion, Germany at $13.5 billion, France at SSA.
billion and Mexico at $9.3 billion.

Altogether, the United States was the world's largest exporter in 1998. We were also the
largest exporter of the goods and services supporting the highest-wage jobs: agricultural
products, advanced technology products and capital goods. Our goods exports now support 11.6
million American jobs.

The United States was also the world's largest importer, at $ 1.1 trillion in goods and
services imports in 1998. Imports play an important role in our economy, by raising living
standards for consumers (especially lower-income Americans), dampening inflation, ensuring the
widest possible choice of products at the best prices, and providing essential inputs for U.S.
industries, many of which then export their goods at equally -competitive prices. However, open
markets depend on fair trade rules, and we are and will be vigilant in enforcing our laws against
import surges, subsidies, dumping, or other measures intended to artificially boost exports or
protect foreign markets.

TRADE AGENDA IN 199

This brings meto our agenda for the years to come. As in the past, we hope to base our
work on the foundation of a bipartisan consensus and a strong working relationship between the
Administration and Congress. Generally speaking, our trade policy seeks the following goals.

- Address the trade effects of the financial crisis which now directly affects nearly 40%o of
the world.

- Continue our progress toward open and fair world markets through a new negotiating
Round, as well as our role as host and Chair of the WVTO's Third Ministerial Conference,
regional negotiations and bilateral talks.

- Advance the rule of law and defend US rights by ensuring full compliance with trade
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agreements and strongly enforcing our trade las".

- Encourage the foil parficipatici' ofail economies, including economics in transition and
developing nations, in the world trading system on a commercially meanipngfizl basis;

-Ensure that the trading system helps lay the foundation for the 21Ist-centwry economy by
offering maximum incetives for scientific and technological progress.

- Ensure that trade policy complements our efforts to protect the world environment and
promote core labor standards overseas; and

- Advance basic American values including transparency and accessibility to citizens and
involvement of civil society in the institutions of international trade.

TRADE NEGOTIATING AUTHORITY

As we pursue this agenda, the Administration will consult with the Committee and
Congress on the renewal of traditional trade negotiating authority. The President, in his State of
the Union address, called for a new consensus on trade. He said we must find the common
ground on which business, workers, farmers, environmentalists and government can stand
together. This commitment to common ground has been a hallmark of the Committee's approach
to trade policy over the years. I want to personally thank you, Mr. Chairman, and Senator
Moynihan a well, for your commitment and hard work toward this goal in the last Congress.

Consistent with that approach, we believe negotiating authority should bolster the
traditional bipartisan support for trade policy and allow us to pursue an agenda that reflects
consensus goals. It is a tool which can help us negotiate with greater credibility anid effbetivencss
on behalf of American economic interests, and thus contribute to our goal of opening markets,
increasing growth and raising living standards.

TRADE EFFECTS OF FINANCIAL CRISIS

Letnme now address our agenda in detail. I will begin with the trade effects of the
financial crisis affecting Asia, Russia and parts of Latin America.

This crisis has now lasted a year and a half, and its effects on our trade interests have been
severe. Countries which have implemented [MW reform programs have seen a number of good
results, including currency stability and returning investor confidence. However, real economies
continue to suffer. Six major economic -Hong Kong, Indonesia Malaysia, South Korea,
Russia and Thailand - are likely to have contracted by 6% or more last year.

As a result of this crisis, the American trade imbalance has widened. This reflects largely a
sharp drop of about $30 billion in American exports to the Pacific Rim, and a consequent break
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with the pattern of rapid U.S. export growth of the Past fewv years. Our overall import growth
last year (with the principal exception of the steel sector, in which imports rose very rapidly in the
second lbalf of 1998, affecting thousands ofjobs) remained consistent with growth rates in
previous years. Thus the larger deficit largely reflects predictable macroeconomic factors.

Our trade policy response begins by ensuring that our trading partners continue to live by
comtets, at the WTO and in our regional and bilateral agreements. The strength of the

trading system is an enormous advantage here - despite the worst financial crisis in fifty years, the
world has resisted the temptation to relapse into protectionism. This has greatly reduced the
potential damage to our economy, and particular to Anmican manufacturing exporters and
agricultural producers. In addition, other markets - particularly our NAFTA partners Canada
and Mexico, to whom U.S. goods exports grew by $13 bilion last year - have in part
compensated, thanks to the more open North American market NAFTA has created, for some but
not all of these lost exports. An ambitious trade agenda will further strengthen our effort to
ensure that the crisis does not cause the world to move backward.

We-continue with a policy response covering several areas:

IMF Recovery Packages - We have supported reform packages with the IMF at the
center in affected countries. Several of these contain trade conditionalities which we vigorously
monitor.

Restored Growth in Japan - A return to growth in Japan,,Asia's largest economy, is
essential for the economic health of the region. The Administration's view is that this will require
fiscal stimulus that continues until solid growth is restored, financial reform, and deregulation and
market-opening. USTR's responsibilities lie in this last area. In addition to an aggressive bilateral
agenda, the agreement We reached in Japan last May sets out concrete deregulatory measures in
telecommunications, housing& medical devices, pharmaceuticals and financial services sectors, and
measures. to strengthen competition policy enforcement and transparency. When fully
implemented, these will create opportunities for exporters and workers in America, other Pacific
economies and Japan. We are now discussing new measures in these sectors and energy as well.

Steel - The President's January 7 Steel Report to the Congress lays out a seven point
action plan on the steel import surge. Among other points, the plan projects a roll-back of
imports from Japan - the key cause of the import surge - to pre-crisis levels, and states that the
Administration is prepared, if necessary, to self-initiate trade cases to ensure that this roll-back
takes place:. The plan also outlines actions taken by the Comnmerce Department to expedite
ongoing dumping investigations and apply any dumping margins retroactively. In addition, the
Administration expresses strong support for an effective safeguards mechanism; and commits, us
to continue to assess the effectiveness of steps taken to date, and working closely with the
industry, labor, and members of Congress, to assess additional steps. To assst in this ongoing
review, we also announced that preliminary steel import data will be released, thus enabling the
miustay's business planners to reta to imports on a more tamnely basis.
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L GROW AND HIGHER IVING STANDARDS

Let me now turn to our negotiating agenda. In this agenda, we seek enduring goals -
growth, higher livin standards, the rule of law, a rising quality of lie better protection of beal"
safety and the environment, and the advance of basic values. As President Clinton said in the
State of the Union address, we need to find new methods of negotiating an address a broader
aray of issues to secure these goals in the next century.

1. New Round and WTO Ministerial Conferenc

This is the basis of President Clinton's call for a new, accelerated negotiating Round for
the 2 1st century. The Round would begin at the Third WTO Ministerial Conference, which I will
chair and which will be held in the United States from November 30th to December 3rd. This will
be the largest trade event eve held in America, bringing government leaders, Trade Mnisters,
business leaders, non-governmental organizations and others interested in trade policy from
around the world. It is an extraordinary opportunity for us to shape at least the next decade of
multilateral trade negotiations and to highlight our economic dynamism to the world.

The Round President Clinton has called for would be so("eha different from previous
Rounds, in that we should be able to pursue three dimensions simultaneously: first a negotiating
agenda to be completed on an accelerated timetable; second, second, institutional reforms and
capwcty-building at the WI'O; and third, ongoing results in priority area.

To begin with, we would hope to advance a number of important initiatives in the months
leading up to the Mnisterial Conference and at the event itself. They include:

- An "Information Technology Agreement HI" adding new products to the sectors already
covered by the first ITA.

- Extend last May's multilateral declaration not to assess customs duties on electronic
commerce, to make sure that the Internet remains an electronic duty-free zone.

- Build consensus on the sectoral liberalization initiative begun in the Asia-Pacific Economic
Cooperation forum. This would eliminate tariffs and in some case liberalize services in
chemicals; energy equipment and services; environmental goods and services; fish and
fishery products; gems and jewelry; medical and scientific instruments; toys; and forest
products. Meaningful participation by Japan in the fishery and forest products sectors
would be 'asential to success.

The second dimension of institutional reform would promote transparency, allow the
WTO to facilitate trade and participation for less developed nations, help it coordinate more
effectively with international bodies in other fields, and continue to strengthen public confidence
in the WTO as an institution. Here we would hope to take up such issues as:
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- Trade facilitation. Most of the world's regional trading arrangements - ASEAN, APEC,
the European Union, Mercosur, NAFTA, the proposed IFTAA - contain a critical element
of trade facilitation, often begining with customs reform to reduce transaction costs and
make trade more efficient. The WTO can help accomplish this on a much broader scale.

Capacity-building. We need to narrow the growing disparity between the rich countries

and the poor countries. We have to ensure that the WTO can work effectively with
member economies and other international institutions, particularly with respect to the
least developed nations, to ensure that they have both access to markets and technical
assistance to meet the kinds of obligations that will help them grow. This and other issues
will be addressed at a Hfigh-Level Meeting on Trade and Development this March.

- Addressing the intersection between trade and environmental policies. As trade promotes
growth overseas, we must at the same time ensure clean air, clean water and protection of
our natural heritage, as well as effective approaches to broader questions like biodiversity
and climate change. We have already scheduled a Hfigh-Level Meeting of trade and
environment experts in March, which we anticipate will provide fresh and valuable input
to our work in this area and help frame a vision for future work.

- Addressing the intersection between trade and labor. Again, as in our domestic economy,
growth can and should be accompanied by safer workplaces, elimination of exploitive
child labor and respect for core labor standards. The WTO in particular can work in more
coordinaton with the International Labor Organization on some of these issues. As the
President has announced, the US will provide funds for a new multilateral program in the
ILO to provide technical assistance for international labor rights initiatives, and through
our own Department of Labor will help our trading partners strengthen labor law
enforcement. These and other such efforts should be a focus of renewed cooperation with
the ELO.

- Coordination with the international financial institutions, in a world where the separation
of trade from financial policy has become entirely artificial. The WTO must work more
effectively with the IME and World Bank to achieve their common goals of a more stable,
predictable and prosperous world.

- Transparency. We will also seek reform, openness and accountability in the WTO itself.
Dispute settlement must be transparent and open to the public. Citizens must have access
to panel reports and documents. Civil society must be able to contribute to the work of
the WTO, to ensure both that the WTO can hear from many points of view including
labor, environmental consumer and other groups, and that its work will rest on the
broadest possible consensus.

With respect to the expedited negotiating agenda of this Round, we are now consulting
with Congress, industry, and other interested parties on a detailed negotiating agenda for talks
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which would begin after the Ministerial. While the final scope of the agenda is yet to be
determined, we believe that at a minimum they should include such issues as:

- gdilur where we envision broad reductions in wtarfs the elimination of export
subsidies, and further reductions in trade-distorting domestic supports linked to
production. We must seek transparency and improved disciplines on state trading
enterprises, seek reform of the EU's Commn Agricultural Policy, and ensure that the
world's agricultural producers can use safe, scientifically proven biotechnology techniques
without fear of trade discrimination.

- Servies in which we hope to see specific commitments for broad liberalization and
market access in a range of sectors, including but not limited to audiovisual services,
construction, express delivery, financial services, professional services,
telecommunications, travel and tourism, and others.

- Gmmaent RammsMin which purchases are over $3.1 trillion per year, mutch of it in
sectors where America sets the world standard:_ hgh thnology, telecommunications,
construction, engineering, aerospace and so forth. At present, only 26 of the 133 WTO
Members belong to the plwiflateral WTO Government Procurement Agreement. We thus
look to bring more countries under existing disciplines. We are also seeking'an agreement
on transparency in procurement to create more predictable and competitive bidding,
reducing the opportunity for bribery and corruption anOl helping ensure more effective
allocation of resources.

-Inelletual==Zwhere our efforts to ensure full compliance with the existing
provisions of the Uruguay Round will be combined with campaigns against piracy in newly

-developed optical media technologies such as CDs, CD-ROWa digital video discs and
others; and end-user piracy of software.

-IzDuSia tarffand nnmadiff..~E where we will seek to continue our progress in
reducing bound and applied tariff level*, and continue to address non-tariff measures in
industrials sectors.

- A forward work-program on newer issue for the multilateral system to consider,
icuigconsidering how-gr = and inemmpolicie meet the test of asrn

fatir and open trade and how the WTO can help to create an international pro-competitive
regulatory climate, particularly in services, and father advance our efforts against bribery
and coruption

Outside the context of the Round, we are pursuiing the accesion of 31 economies to the
World Trade Organization: Latvia, whose accession is complet and awaiting ratification; and
Albania, Algeria, Andorra, Armnia, Azebaijan, Belaros, Cambodia, China, Croatia Estonia,
FYR of Macedonia, Ceorgia, Laos, LI thiania, Jordan, Kazakatan, Moldova, Nepal, Oman,
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Russia Samoa, Saudi Arabia. Seychelles, Sudan, Taiwan, Tonga, Ukraine, Uzbekistan, Vanuatu
and Vietnam. In ail came we seek a commercially meaningful agenda. This includes the greatest
possible commitments to all WIO agreements, including the most recent ones.

We are also exploring ways to more fulfly integrate the least developed countries,
particularly in Africa, into the system. This includes both seeking deeper commitments, and
technical assistance in fuilling those commitments, and legislation to improve trade relations with
Africa.

2. Regional Trade Agenda

At the same time, we are pursuing an active agenda in each region of the world. A brief
review is as follows:

Canada - With Canada, our largest trade partner, we have serious concerns on a range of
agriculture matters. We took an important step on these last month, with the invaluable help of
several Finance Committee members, by concluding a market access package opening
opportunities for American grain farmers, cattle ranchers and other agricultural producers. We
will continue our work in these areas this year. We will also address major market access
impediments to our magazine publishers (as I note in the section on enforcement) and other media
and entertainment industries. We will also continue to enforce our bilateral sectoral agreements.
At the same time, we intend to work with Canada on bilateral issues of mutual interest, and on
negotiations toward the Free Trade Area of the Americas and at the WTO where we share many
goals.

Mexico -- Trade with Mexico has expanded very rapidly since passage of the North
American Free Trade Agreement. Last year, Mexico passed Japan as both our second largest
goods exports market and our second largest overall trade partner. We will continue to monitor
implementation of Mexico's NAFTA commitments, scheduled to be complete by 2008, and
address bilateral issues including land transportation, corn syrup and sugar, and
telecommunications barriers as well as piracy in intellectual property rights. We have also stepped
up our efforts in the trilateral work program now underway in more than 25 Committees and
Working Groups, with the intention of maximizing our gains under the NAFTA.

Western Hemisphere - The Miami and Santiago Summits of the Americas have called on
us to complete work on a Free Trade Area of the Americas no later than the year 2005. This
year, in accordance with Summit directions, we intend to achieve "concrete progress" toward the
FTAA in our nine Negotiating Groups and through business facilitation and other measures. At'
the same time, we will seek approval from Congress of an expanded and improved Caribbean
Basin Initiative with benefits similar to those now accorded Mexico and Canada.

Europe - We are working to remove barriers and strengthen trade relations with the EU
through the Transatlantic Economnic Partnership begun last year. This includes negotiations on
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seven separate agenda items: technical trade barriers, agriculture (including biotechnology and
food safety), intellectual property, government procuent, services, electronic commerce and
advancing shared values such as transparency and participation for civil society. We are also
working to ensure the protection of American interests as the EU expands to include Central and
Eastern European nations. At the same time, we are enforcing European compliance with dispute
settlement decisions and wil address problems in our trade relations both bilaterally and through
the new negotiating Round President Clinton has proposed.

&ta- Under the Asia-Pacific Economic Cooperation (APEC) forum we are looking
long-term toward free and open trade in the region. This year, its I noted earlier, we will seek
WTO consensus on the nine-sector liberalization package begun in APEC, and begin work on six
additional sectors. We will also address bilateral issues with Korea, the ASEAN nations and other
Asian trade partners. This will include seeking Normal Trade Relations with Kyrgyzstan,
Mongolia and Laos, and negotiating a broad trade and commercial agreement with Vietnam.

Japan - In trade relations with Japan, our third largest trade partner, we will continue our
intense and sustained effort to open and deregulate the Japanese 'market. We have concluded 35
bilateral trade agreements with Japan since 1993; we will monitor their implementation closely
and enforce them vigorously. We will also address sectoral issues including rice, steel, insurance,
film and other topics. And as I noted earlier, we are pursuing an ambitious set of goals under the
Enhanced Initiative on Deregulation and Competition Policy, both in individual sectors and in
broader structural issues.

China - We will monitor imd strictly enforce our agreements on intellectual property and
market access with China, and address bilateral trade problems in agriculture, direct marketing
and other areas. At the same time, we will continue to seek broad market-opening through our
negotiations toward China's accession to the World Trade Organization, which I address more
Mily below. -

Africa - USTR is implementing the President's Partnership for Economidc Growth and
Opportunity in Africa by supporting economies reform, promoting expanded trade and investment
ties, and encouraging Africa's ful integration into the world trading system by negotiating
bilateral agreements, technical assistance and otner measures. A sound policy framework in
African countries that opens economies to private sector trade and investment offers the greatest
potential for growth and poverty alleviation as well as trade opportunities for the U.S.. Last
month, for example, we signed a Bilateral investment Treaty with Mozambique and over the next
few months we expect to sign Trade and investment Framework Agreements, or TIFAs, with
South Africa, Ghana, and the West Afican Economidc and Monetary Union. We also place a
very high priority on Congressional approval of the African Growth and Opportunity Act.

Broader efforts to encourage full integration of developing countries into the trading
system will also bolster our Ahiica policy. In this regard, we will seek renewal of the Generalized
System of Preferences.
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Middle East - Building upon our Free Trade Agreement with Israel, we have inaugurated
a program that aims to bolster the peace process, while advancing American interests. Starting
with a framework of bilateral trade and inrvestrmn consultations in the region and a newly
inaugurated industrial zones program, we will help the Middle Eastern countries work toward a
shared goal of increased intra-regional trade.

OECD - We strongly support passage of the OECD Convention on Shipbuilding
Subsidies and will work with you to ensure its success.

IL ENFORCING THE RULE OF LAW

Second, US trade policy will support and advance the rule of law internationally by
ensuring the enforcement of trade agreements and U.S. rights in the trading system.

Much of our enforcement work takes place at the World Trade Organization. We have
filed more complaints in the WTO - 41 cases to date -- than any other WTO member, and our
record of success is strong. We have prevailed on 19 of the 21 American complaints acted upon
so far, either by successful settlement or panel victory. In almost all cases, the losing parties have
acted rapidly to address the problems. We will insist that this remain the case in all our disputes,
including those with the European Union on beef hormones and bananas, and with Canada on
magazines. At the same time, the U.S. has complied fully with all panel rulings it has lost,
although these are few in number. And we will, of course, useour rights under the NAFTA to
ensure open markets to our goods and services, in Canada and Mexico.

We are also monitoring implementation of WTO commitments. All WTO developing
country members are scheduled to fulfly implement their intellectual property commitments, and all
members are required to implement customs valuation commitments by January 1, 2000. We will
insist on strict compliance with these deadlines.

Likewise, we are vigilant to ensure enforcement of textile quotas and implementation of
textile market access requirements overseas. A number of our trading partners clearly have
further work to do in market access, including some of our largest and fastest growing textile
suppliers. We have and will continue to aggressively pursue our rights, whether through the
consultation process or ultimately through the WTO dispute settlement regime.

U.S. trade laws are also a vitally important means of ensuring respect for U.S. rights and
interests in trade. We will continue to challenge aggressively market access barriers abroad using
laws such as Section 301, "Special 301" and Section 1377, to open foreign markets and ensure
fair treatment for our goods and services, ensure nondiscrimination in foreign government
procurement and ensure compliance with telecommunications agreements.

To ensure that we have the maximum advantage of domestic trade laws, I am pleased to
announce that the Administration will reauthorize by Executive Order two laws for which
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these Jaws in the Committee's legislti*v agenda.

The Administration is also, of course, committed to fill and vigorous enforcement of our
laws addressing dumping and subsidies, and on injurious import surges.

UIL INTEGRATING TRANSITON ECONOMIES

Third, our trade policy will continue our progress toward integrating China, Russia and
other economies in transition into the trading system. This will both advance specific American
trade interests, and contribute to our larger goal1 of a more secure peace in the next century,

This task is the last great step -in the process which began with the formation of the GAT
and continued with the admission of Germany and Japan: the integration of China, Russia and
sixteen other economies in transition from communist planning into the trading system. These
economies and a number of Mddle Eastern nations are the two largest groups remaining outside
the trading system. Their entry will make membership in the trading system nearly universal; and
the accession of the transition economies will be a fundamentally important step in their domestic
reforms as well. This would remove large distortions in world markets, dramatically enhance
market access for American producers, and bolster international stability by givin these nations a
greater stake in world prosperity beyond their borders

To support rather than undermine both domestic reform in these economies and the rules
of the trading system, these countries must be brought into the WTO on commercially meaningful
terms. The result must be enfrceable commitments to open markets in goods, services and
agricultural products; transparent, non-discriminatory regulatory systems; and effective national
treatment at the border and in the domestic economy.

This is an ambitious task, but not an impossible task. Central European countries like
Poland, Hungary and the Czech Republic have succeeded, and their experience shows that WTO
membership has assisted their domestic economic reform policies. The most recent successful.
WTO applications, Latvia and Kyrgyzstan, have had the same experience.

In the months to come, we will negotiate intensely with all acceding economies. including
China - the largest prospective WTO member. We have made important progress with China in
the past two years, and the visit of Premnier Zhu Rongji in April offers China a chance to make a
decisive advance. We will consult closely with the Commnittee and with other members of
Congress as negotiations proceed.

Likewise, at the most recent summit with Russia (September 1998), President Yeltsin
agreed to work to intensify Russia's WTO accession efforts. Russia's current economic
difficulties clearly present challenges and Russian Cabinet reshuffling has slowed the process, but
we will continue to consult with the Russians toward a commercially viable accession package.
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IV. THE 21ST-CENTURY ECONOMY

Fourth, trade policy will help lay the foundation for the 2 1st-century economy by ensuring
that the trading syste is compatible with rapid advances in civilian science and technology.

In medicine, environmental protection, agriculture, entertainment, transportation, materials
scecinformation and more, science is advancing at extraordinary speed. This offers the world

tremendous potential to increase wealth raise productivity, improve health care, reduce hunger,
protect the environment and promote education. These are also areas in which the United States
has a significant comparative advantage.

Under President Clinton, our trade policy has made high technology a strategic priority.
Consistent with national security, we have aimed to ease the development and commercialization
of new technologies, and ensure strong incentives for scientific and technological progress. We
have negotiated far-reaching new agreements in sectors like computers, semiconductors,
information technologies and many other areas This work continues in multilateral, sectoral and
regional negotiations.

In the multilateral system the rapid advance of technology requires us to improve the
trading system's institutions and negotiating methods. In a world where successive generations of
new products arise in a matter of months, and both information and money move instantaneously,
we can no longer take seven years to finish a negotiating Round, or let decades pass between
identifying and acting on trade barriers. We will have to move'faster and more efficiently, which
is a significant reason for the President's call for an accelerated Round.

We must also ensure that trade policy, both in the WTO and in our regional and bilateral
negotiations, helps ensure that we can take advantage of our comparative advantage in knowledge
industries and other new technologies. Three broad issues cut across many sectors:

Intellectual Property Rights - Our success in this field over the past decade owes a great
deal to the Finance Committee's work both in the Trade Act of 1988 with its creation of "Special
301," and on the Uruguay Round. Today, the vast majority of our trading partners have passed
modern intellectual property laws and are improving levels of enforcement. In this area, we will
spend a great deal of time ensuring that all WTO members comply with their obligation to
introduce fil intellectual property protection by Jantuary 1, 2000, (For countries, like China,
which are not WTO members, we will vigorously monitor compliance with bilateral agreements.)

We have also launched campaigns against worldwide piracy of new optical media
technologies, and against end-user piracy of software. These issues are integral parts of owt
regional negotiating agenda in Asia, Latin America, Europe, Affica and the Middle East. Looking
ahead, we muist extend protection of intllectua property right beyond basic laws aW
enforcement to protect new technoloies like genetically. engineered plant varieties.

.14
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GlAl Electronic Commerce - In accordance with the President's Global Electronic
Commerce initiative USTR seeks to preserve electronic trade over the Internet as duty-free. At
the last WTO Mnisterial Conference, in May of 1998, we won agreement to a "standstill" for
tariffs on electronic trnmsin.As I noted earlier, we will seek to extend that agreement this
year. Likewise, in our negotiations toward the Free Trade Area of the Americas, at APEC and in
the Transatlantic Economic Partnership, we have created special committees to advise us ways to
ensure all participants can take maximum advantage of electronic commerce.

Biotechnology - A third top priority for us in this are is biotechnology. Among the chief
sources of innovation in this field are American agriculture and medicine. USTR will seek to
ensure that pharmaceutical companies, farmers and ranchers can use safe, scientifically proven
techniques like biotechnology to make agriculture both more productive and friendly to the
environment, without fear of encountering tradle discrimination. This is a priority for Us in the
Transatlantic Economic Partnership negotiations and in developing our agenda for future WTO
negotiations.

We also have an active sectoral high-tech agenda. This includes, for example, the ITA II
agreement I discussed earlier. We are also working closely with our civil aircraft industry to
ensure its future and combat foreign, particularly European, subsidies and other unfair practices.
This work extends into many other fields.

V. RISING QUALITY OF LIFE

Fifth, US trade policy seeks to ensure that worldwide as in the United States, trade and
growth go together with a rising quality of life, including setting high standards of environmental
protection, the observance of core labor standards, and high levels of consumer protection.

1. Trade and the Environment

Our Administration believes that prosperity through open trade and the protection of
health, safety and the environment need not confit, and should be mutually supportive. This is
the case in our domestic economy, where in the past three decades our GDP has risen in real
terms from $3.7 to $8.5 trillion - while our percentage of fishable and swimmable rivers and
streams doubled, the number of citizens living in cities with unhealthy air fell by half, and many
endangered or threatened species, including the bald eagle, are recovering. Where there are
potential conflicts, we should strengthen our ability to resolve them in a manner that protects the
environment, health and safety and does not undermine the trading system. This includes working
to ensure that the proper expertise is brought to bear on complex technical and scientific issues
particularly those with enirnetl health and safety dimensions.

in many case elimination of tr-ade barriers will also contribute to a cleaner environment
and the conservation of natural resources. For example, this can help countries gain access to
cost-effective equipment and technology. APEC's work toward an agreement to liberalize trade
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in environmental goods and services, pail of which has now moved to the WVTO, can help
countries monitor, clean up and prevent pollution, and ensure clean air and water. Likewise, the
APEC initiative on energy equipment and services can promote rapid dissemination of efficient
power technologies, this allowing production of power with reduced carbon emissions and
contributing to international efibrts to address climate change.

At the same time, as the trading system ensures that members avoid using environmental
standards as disguised trade barriers, in eliminating barriers to trade we must not compromise on
the achievement and maintenance of high levels of environmental, health and safety protection.
And the system must work together with multilateral environmental institutions.

At our suggestion, the WTO is convening a High-Level Meeting on trade and the
environment this spring to more fully address these questions. This marks a new level of
awareness and interest in the world trading community on trade and environmental issues.

We will also continue to support the effective implementation of the North American
Agreement on Environmental Cooperation in conjunction with the NAFTA. Cooperative
activities that have occurred as a result of this agreement have improved environmental protection
in a number of different areas - for example, an agreement on the conservation of North
American birds; the creation of a North American Pollutant Release Inventory; an agreement on
regional action plans for the phase-out or sound management of toxic substances, including DDT,
chlordane, PCBs and mercury; and the creation of a trilateral working group that has improved
the enforcement of environmental protection laws. Benefits have also resulted from the
implementation of the Border Environment Cooperative Commission (BECC) which was also
entered into in conjunction with the NAFTA. The BECC has fifteen environmental infrastructure
projects under construction today, funded in part by the North American Development Bank,
including the first wastewater treatment plants in Juarez.

2. Trade and Core Labor Standards

Likewise, the trade system must help to assure the dignity and safety of workers. Here
again, we can draw lessons from our experience at home, where since 1970, as manufacturing
production doubled, the number of workplace deaths fell WK0.

At the Singapore WTO Ministerial Confleence in 1996, the WVTO for the first time
recognized the importance of labor standards and cooperative work with the International Labor
Organization, while clearly separating advocacy of labor rights from protectionist trade policies.
We wish to build on this to ensure that the trading system works more effectively with the
International Labor Organization, with businesses and with citizen activists to ensure observance
of internationally agreed core labor standards - banning forced labor and exploitive child labor,
guaranteeing the freedom to associate and bargain collectively and eliminating discrimination in
the workplace.
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To bolste these efforts, the President recently announce a $25 million program to help
the ELO work with developing countries to put in place basic labor protections, safe workplaces
and guarantee worker rights and enforce their own laws so that workers everwhere can eqoy the
benefits of a strong social safety net. These are fundamental human rights and common concerns,
land trade policy has a place in addressing them, as we have begun to do with our neighbors, for
example, through the North American Agreement on Labor Cooperation.

We are also ua&4n steps in a mumnber of other areas, which the Secretary of-Labor will
address in her testimony. These include special attention to export processing zones, which at
times have lower labor standards and less adequate worker protections, reports on workplace
standards in different regions, and reports on issues of special concern including child labor.

VL ADVANCING AMERICAN VALTE

Sixth in 1999 we will seek to advance basic American values and concepts of gcod
governance, by making the institutions- of trade more transparent, accessible and responsive to
Citzens.

As the President has said, as trade grows, the rules of trde do more to ensure that
markets are open to our goods and services, and the trading syste coordinates more fully with
envirometl labor and financial institutions, the need for transparency, accessibility and
responsiveness grow. This is natural and a development which we both support and are working
to realize.

One princpal forum here is the WTO, where we are seeking agreements -on more rapid
release of documents, ensuings that citizens and citizen organizations can file amicus briefs in
dispute settlement proceedings, and that dispute settlement proceedings be open to public
observers. in the interim President Clinton has made a standing offer to open any dispute panel
involving the United States to the public, if our dispute partner agrees.

A seood forum is the FTAA negotiations, in which - for the first time in any trade
negotiation - we have create a Civil Society Committee to give business associations, labor
unions, environmntalgroupsstudt associationsconsumrpesnais and others a foral
means of conveying concerns and ideas to ad of th governents involved in the talks.

A third is our creation of new Transatlantic Dialogues with the European Union for
consumers, labor and environment as part of the Transatlantic Economic Partnership. We are
working with these Dialgue to pronme our shared values with Europe in the activities and.
negotiations we are undertaking as part of the TEP and imdltilaterally.

CONCLUSION

This is an ambitious and far-reacbing agenda. We plan to work closely with the
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Committee and Congress as a whole to realize it, and look forward to the benefit of your thoughts
and advice at this hearing and in the months ahead. This includes the renewed negotiating
authority that will help us bring our negotiations to a successful conclusion.

In conclson, Mr. Chairman, much has changed in the international economy in the fifty-
one years since the United States led 23 countries in creation of the GATT. Our national interest
in economic events beyond our borders has grown, our people have found new opportunities and
new challenges in trade, and many new nations have become active in trade.

These developments in many ways are the result of America's conmmitmnent to a vision of
open and fair trade under the rule of law, and to the bipartisan policies we have pursued for many
years to realize it. As a result of this success, we now face some new and complex challenges.
The President's State of the Union Address outlined these challenges and the need for a new
consensus to meet them.

But as deeply changed as today's world may be, the vision President Roosevelt laid out in
one of the darkest moment of human history - an open world, prosperous and governed by the
rule of law - remains valid in a world more prosperous, healthy and hopeful than ever before.
And the necessity for a bipartisan consensus on our goals, and a strong partnership between the
Executive and Legislative branches of government, remain essential to achieve this vision. With
your advice and your help, as we open a new Round of negotiations and embark on a highly
ambitious agenda for the next century, we hope to bring it closer to realization than ever.

Thank you very much, Mr. Chairman and Members of the Committee.
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RESPONSES OF QUESTIlONS SuBmirED BY SENATOR BAucus

Question 1: Issues of great interest to the cattle industry were raised astpart of
the recent U.S.Canada discussions on agricultural problems. Specifically, te tre-
mendous distortions created on feed barley prices available to Canadian cattlemen
was raised by the U.S. but not resolved during the negotiations. Can you confirm
that this issue and other issues of interest to the cattle industry will continue to
be pursued with Canada at a high level?

Answer 1: During the intensified bilateral talks that we initiated last year with
Canada on a broad range of agricultural trade matters, we did discuss the concerns
of the cattle industry. We did not resolve all the concerns, but made important
progress on a range of issues of concern to Montanan ranchers. We intend to con-
tinue to pursue our unfinished cattle trade agenda with Canada.

Subsequent to concluding our December 4, 1998 Record of Understanding (ROU)
with Canada on agricultural trade matters which we consider to be a good start to
our intensified bilateral efforts, the Commerce Department initiated a countervail-
ing duty investigation of Live Cattle from Canada following the receipt of a petition
from industry. One of the allegations on which the case was initiated was the claim
that the Canadian Wheat Board restricts exports of feed barley. According to the
petition filed in the investigation, this practice allegedly suppresses feed barley
prices in Canada, which, in turn, benefits Canadian cattle ranchers.

Recently, Commerce sent the Government of Canada a detailed questionnaire ask-
ing about the operations of the Canadian Wheat Board. A response is expected in
this month. A preliminary countervailing duty determination with respect to this
issue, and other alleged subsidy programs, will be made on May 3, 1999. While the
final determination is currently due on July 15, 1999, it is expected that this date
will be extended to match the final determination date in the companion antidump-
ing investigation.

Question 2: As you are aware, prices remain very depressed in the cattle sector.
The industry has filed unfair trade petitions against imports of live cattle. These
cases will hopefully provide some significant measure of relief if affirmative deter-
minations are made. However, there are also very large volumes of imported beef,
which are also contributing to the distressed prices of live cattle. It is my under-
standing that U.S. cattlemen cannot pursue unfair trade practices in the trade of
beef. The slaughter houses in the U.S. also own facilities abroad (both packing &
producers) and so are unlikely to take action to correct the problems flowing from
imports. What actions can the Administration take to eliminate the pricing pressure
on cattle from the historic highs of beef imports? An escape clause action under Sec-
tion 201 requested by USTR? Changes to U.S. antidumping law to permit cattle pro-
ducers to file against beef imports where unfair trade practices are perceived? Bilat-
eral consultations with Canada and other countries?

Answer 2: The Administration understands clearly that prices in the cattle sector
are very depressed and is trying to alleviate that pressure to the best of our ability.
Over the course of the last year, we have pressed Canada hard on issues of concern
to the cattle industry. Indeed, in the last few months, we have made significant
progress on a range of cattle related issues. As example, under the improved North-
west Cattle Project, the US has shipped over 50,000 head of cattle into Canada-
mostly from Montana--&ver the last few months. We expect this program to con-
tinue growing over time. In addition, we recently persuaded the Canadian govern-
ment to collect and disseminate cattle trade data-including information on cattle
on feed and cattle inventory which should provide US cattle ranchers the greater
transparency that they have sought for years from the Canadian government.

In answer to the specific questions that you ask above, here are some facts and
thoughts :

A petition under Section 201 must allege that a product is being imported
into the United States in such increased quantities as to be a substantial cause
of serious injury, or threat thereof, to the domestic industry producing a like
or directly competitive product. The composition of the domestic industry is a
complicated, fact-intensive issue that can be resolved only after the ITC has ex-
amined all of the relevant facts and law.

The Department of Commerce is statutorily responsible for administering
countervailing duty cases and antidixmping law and therefore is best positioned
to answer your questions on these important matters. That said, it is our under-
standing that the Commerce Department has provided a full response to your
questions on these issues in a separate response to you.

We, of course, remain willing to work with the affected industry, and would
be happy to meet with U.S. cattle ranchers to examine ways to level the playing
field and address unfairly traded beef imports.
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Question 3: British Columbia's Reduction of Timber Fees As you are well aware,
the United States and Canada negotiated the 1996 Softwood Lumber Agreement as
a means to address unfair Canadian lumber subsidies. Canada's trade-distorting
subsidies have cost the U.S. lumber industry billions of dollars and tens of thou-
sands of jobs. The Administration has stated repeatedly that the Agreement is a pri-
ority, and it is certainly a priority to the many workers in my home state.

I am concerned, however, about the future of this important Agreement. On June
1, 1998, the Province of British Columbia reduced its already low, administratively-
set timber fees by about 160/-exactly the type of new subsidy that the Agreement
was intended t~o prevent. As I understand it, we were aware that British Coumbia
was contemplating such a reduction as early as January of last year. Yet, the Ad-
ministration did not request arbitration until the end of July, and arbitration did
not begin until December. In the meantime, scores of U.S. mills were either shut
down or forced to run fewer shifts.

First, I hope you can discuss your agency's efforts to address British Columbia's
breach of the Agreement. Why was our response-and the beginning of arbitration-
plagued by delay? Can we make Canada respond to arbitration in a more timely
manner?

Answer: From January to May, 1998, BC discussed with us their plans for
changes to their stumpage regime. In those talks the Administration strongly en-
couraged BC to avoid any stumpage reduction and make policy changes that would
move their provincial lumber regime to a market-driven orientation. Subsequently,
the BC government decided from a range of policy options the changes it would
make, and those measures were implemented on June 1. After reviewing the meas-
ures, which included a stumpage reduction, we requested consultations under the
Agreement on June 22, 1998, held dispute settlement consultations on July 10 and
ultimately requested arbitration on July 28.

Two factors influenced the arbitration process: 1) the desire to explore a nego-
tiated settlement in coordination with U.S. industry and which addressed U.S. in-
dustry's concerns; and 2) the desire for an acceptable arbitration panel. The Admin-
istration pursued both objectives simultaneously. The Administration sought a nego-
tiated settlement until it was clear that no negotiated solution was obtainable. The
Administration proceeded with arbitration immediately thereafter. Selection of a
panel that the Administration believed would arbitrate fairly and justly was a pre-
requisite for us to proceed. Once the panel selection was finalized, the arbitration
proceedings have progressed smoothly and in a timely manner.

Questions 4: 1 understand that the Lumber Agreement contemplates "curing" a
breach. British Columbia's lumber companies have now been receiving additional
subsidies-in violation of the Agreement -for more than 7 months. What measures
will he taken to compensate for these additional subsidies? Will additional duties
he collected?

Answer. Until the arbitral panel rules on whether the actions taken by British
Columbia violated the agreement, we cannot speculate on the remedy. If the United
States wins the case, Canada then would be required to "cure" the breach, and we
would intend to consult closely with Canada as it develops a proposal. We will have
the ability to return to the panel if we believe that Canada has not cured the
breach.

Questions 5: Recent reports indicate that the BC Government is considering addi-
tional changes to its timber policies to lower its already subsidized costs. BC took
other actions to lower the cost of timber by cutting back its environmental regula-
tions last year. Has your agency sought clarification of British Columbia's recent
proposals in this area? What actions will your agency take to ensure that BCs pro-
posals are consistent with the Agreement?

Answer. The Softwood Lumber Agreement requires BC to notify the United States
of any changes to its forestry practices, including stumpage policies, within 45 days
of the change. To date, we have been informed of the changes in the time period
required by the agreement. The Administration, however, has sought early warning
of such notifications, particularly in British Columbia. We received some informa-
tion prior to the public announcement and have requested meetings with officials
from both the federal and provincial governments for more detailed information and
explanations. Once we receive more information on the new practices, we will evalu-
ate them (seeking U.S. industry views in that process) and determine an appro-
p riate course of action.

Questions 6: The U.S. lumber industry and its workers endure over $7 billion of
subsidized Canadian imports yearly While Agreement has been successful in par-
tially offsetting the damage caused y these trade-distorting. subsidies, the Agree-
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ment is' at bet, merely triage. A long-term solution is needed: Canada should stop
the subsidiesby selling its timber competitively, permit bilateral free trade in logs
or both.

What steps is this Administration taking to secure such a long-term solution?
Answer: Thrughout our discussions with provincial and federal officials in Can-

ada we have encouraged the adoption of policies tha increase pricing transparency
and market orientation as well as the elimination of government support for indus-
try. in short, our objective has been to level the playing field for U.S.- industry. Not
surprisingly, most of our discussions have focused on the situation in British Colum-
bia. We continue to press for a long-term solution, while and at the same time en-
suring the Softwood Lumber Agreement is being implemented consistent with U.S.
interests.

CHINA

Question: I've long been a supporter of normalizing trade relations with China.
But that doesn't mean that I am not concerned about our growing trade deficit and
China's caution toward continued liberalization. For that reason, we must pay great
attention to China before and during this next round of the WTO.

Right now China as a non-member, is just out of our grasp when it comes to set-
ting standards and resolving long-standing disputes (such as TOK problem). And
this gap can only widen as we enter the next round unless we make significant
progress soon.

What do you see as the major issues in China's WTO accession talks and what
would you like to achieve during Zhu Rongji's scheduled visit to Washington in
April?

Answer W Nhile the United States has made some significant progress on a number
of market access components of China's WTO accession package, significant gaps
still remain. In the market access area, major differences exist For services such as
distribution, telecommunications, financial services (banking, insurance and securi-
ties); for agrculture both regarding tariff barriers and management of tariff rate
quotas; and for industrial products such as motor vehicle, paper, and chemicals. In
addition, we must resolve sanitary and phytosanitary barriers to our exports cover-
ing Pacific Northwest wheat, citrus and meat.

The visit of Premier Zhu Rongj'i presents an opportunity to resolve all outstanding
issues, For our part we will endeavor to present commercially meaningful proposals
that also address 6 hinese concerns. However, the decisions rests with China. If
China continues to reject reasonable terms for membership, negotiations on WTO
accession are likely to stall for a number of years as global negotiations in the WTO
commence.

COMPLIANCE BY OUR TRADING PARTNERS-EU

Question: The WTO beef and banana cases--and more recently the Canadian peri-
odicals case-have all come to stand for much more than the restrictions at issues;
the bigger question is whether the WTO dispute settlement system works. And
whether, it can ensure the rights of US farmers and other businesses.

Europe, and now Canada following Europe's lead, are both trying to turn the
WTO into a system of endless procedural hair-splitting. Our farmers as well as any
industry will not accept a toothless trading system. They can, however, accept a sys-
tem that guarantees that their rights are enforced, even if that means retaliation
in the event of noncompliance.

This is not a new topic-I raised it in 1991 when the Uruguay Round broke down
due to Europe's intransigence on these vary issues. I suggested then that the credi-

biit of the Round wold hinge on whether they would be resolved. We are now
at te apex of that test.

If the Europeans refuse to abide by the rulings, can we expect retaliation in the
banana, beef and periodicals cases to take effect according to USTR's announced
schedules?

Answer. While we would prefer that all WTO members implement the results of
WTO dispute settlement proceedings, if a member does not do so within the imple-
mentation period specified for a particular dispute, the Administration is prepared
to exercise its WTO rights.

With respect to the EC bananas dispute, on Marchf2, the WTO arbitrators an-
nounced an initial decision regarding the U.S. request fo suspension of concessions
as a result of the EC's failure to implement a WT-consistent banana regime. The
following day, the United States announced that it would withhold liquidation and
increase bonding requirements for selected European products pending the comple-
tion of the arbitration proceeding. This action simultaneously respects the WTO ar-
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bitration process, preserves U.S. rights to impose higher tariffs as of March 3, and
imposes consequences on the EC for its failure to implement a WTO-consistent re-
gime.

With respect to the EC beef hormones dispute, we are urging the EC to comply
with the WTO rulings and are discussing with the EC ways to reach a mutually
accep tal-e solution on that basis. If, however, we are not able to do so, the timetable
for this dispute would permit the U.S. to increase tariffs on selected products in
mid- June or, if the EC requests arbitration to review the level of concessions that
the U.S. proposes to suspend, in mid-July. The Administration is in the process of
taking the internal steps that precede the exercise of our WTO rights to increase
tariffs, should that be necessary.

With respect to the Canada maaines dispute, Canada terminated the measures
found to be in violation of its WTO obligations. However, Canada has proposed, but
not yet passed, new magazine measures (C-55) which are equally discriminatory.
We are working with Canada to persuade it not to adopt these new proposed meas-
ures. Should we fail to resolve this matter with Canada through a negotiated solu-
tion that opens markets, and C-55 is enacted, we have made it clear that we will
withdraw trade benefits of an equivalent commercial effect.

COMPLIANCE BY OUR TRADING PARTNERS-EU

Question: The WTO beef, banana and other cases have highlighted a number of
apparent defects in the Dispute Settlement Understanding. en te Uruguay
Round Agreement was sent to Congress, it was well understood that losing parties
would be given an automatic 15-month grace period to come into compliance-dur-
ing which time they could continue to violate the WTO rules.

We did not anticipate, however, that some WTO members would try to turn the
15-month grace period into something considerably longer. The tension between
"compliance procedures" and retaliation rihts poses a significant problems for the
United States. If it remains unresolved and affects future disputes, it could also un-
dermine our support for the WTO. This question speaks to the credibility of the
agreement.

Will the United States insist that these issues are addressed and resolved in
the WTO Dispute Settlement Review now underway?-

Answer: The dispute settlement review has been going forward through informal
discussions in the WTO Dispute Settlement Body (DSB). The DSB did not complete
discussions last fall on the proposals that had been tabled by governments, so the
WTO General Council decided to continue and complete the review process by the
end of July 1999. The United States tabled a paper in the review last October. In
our paper, we focused on two important themes: compliance with the rules and
transparency, including opening the dispute settlement process to the public. In the
review we have called for clarification of the rules to better ensure prompt imple-
nmentation of panel rulings, and stressed that we will not tolerate a situation in
which one violation of WTO obligations is simply replaced with another, different
violation. We have been working closely with the trade agencies, the Committees
of jurisdiction and our private sector advisors to develop proposals on these issues,
and also have also taken into account the comments we received from the public.

ENVIRONMENT

Question: The objective is to signal your longstanding and continuing interest in
trade and the environment, by looking back at NAFA and looking ahead to the
upcoming WTO negotiations.

With respect to NAF TA, the Administration negotiated an environmental side
agreement live years ago. Views about the success of the side agreement are mixed.
The Administration's 1997 report on the effect of the NAFTA notes that significant
progress is being made, especially rgrdin trans-boundary pollution and infra-
structure projects. It also claims tat the Mexican government is improving its en-
forcement of environmental laws. On the other hand, some environmental groups
remain critical.

Five years ago, as part of NAFTA, we negotiated an innovative side agreement
to promote greater environmental operation and assure that Mexican environ-
menta laws are adequately enforcect. King back, what's worked and what
hasn't? Looking ahead, what lessons can we learn, from the NAFTA: environ-
mental side agreement, for future trade negotiations?

Answer: The NAFTA's environmental agreement was designed to improve co-
operation towards addressing ke environmental issues. This agreement is having
concrete, positive effects on the North American environment. It has led to new en-
vironmental initiatives along the U.S.-Mexico border-including infrastructure
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projects which could total $500 million over the next three years. The environmental
issues facing the three NAFTA parties existed long before the NAFTA, but NAFTA's
environmental institutions have improved our ability to address North American en-
vironmental problems in real ways.

Two institutions were founded under a separate agreement: the Border Environ-
ment Cooperation Commission ("BECO") and the North American Development
Bank ("NADBank"). In their four years of operation, these organizations have made
substantial progress in addressing pollution problems on the U.S.Mexican border.
Fifteen infrastructure projects supported by these institutions are under construc-
tion, worth a combined $350 million. Seventy-five million dollars in EPA grants has
been allocated to seven projects, leveraging an aggregate $18 million, with most of
these projects beginning construction in the first quarter of 1999. In addition, sev-
eral dozen technical assistance efforts are underway to develop future projects.

The Commission for Environmental Cooperation (CEC), composed of a Ministerial-
level Council, a Secretariat and a Joint Public Advisory Committee, that oversees
the North American Agreement on Environmental Cooperation (NAAEC), has gen-
erated progress on numerous fronts, both in cooperative work that is designed to
lay the groundwork for important progress as we enter the next century with our
neighbors, and in specific projects to protect the environment. For example, the CEC
has significantly advanced the conservation of North American birds; implemented
regional pilot projects for the Global Program of Ac, 'ion to protect the marine envi-
ronment; established a biodiversity information network starting with avian species;
created a North American Pollutant Release Inventory; and initiated many other
projects over its few years of existence. The CEC also helped the three NAFTA coun-
tries devise regional action plans for the phase-out, or sound management of, toxic
substances, including DDT, chlordane, PCBs and mercury. Important work is also
underway on enforcement cooperation, including training and other steps.

The NAAEC's process for public submissions on environmental enforcement mat-
ters is also working as intended, with the Secretariat evaluating all the submissions
it has received in a fair and objective manner and pursuing issues further where
warranted in accordance with the Agreements terms. We believe that these proceed-
ings not only can act as a deterrent for the NAFTA parties to circumvent their envi-
ronmental obligations, but that they can also provide a useful and transparent
forum in which citizens can raise their concerns about environmental enforcement
and have those concerns taken seriously and evaluated fairly.

The NAAEC is also a good illustration of the value of building public participation
into international decisionmaking. Its Joint Public Advisory Committee and each
Party's national level advisory committees ensure decisions are made utilizing valu-
able input from interested stakeholders in all three countries.

As a general matter, this Administration seeks to ensure that U.S. trade and en-
vironmental policies are consistent. For instance, we have been careful to negotiate
trade agreements that preserve our ability to adopt and maintain laws and regula-
tions to protect health, safety and environment in the United States. Beyond this,
however, we believe that appropriate trade policies can advance our environmental
objectives, and vice versa.

Looking towards future trade negotiations, it is important to note that environ-
mental protection and enforcement issues vary greatly among U.S. trading partners.
An approach that may foster improved environmental protection in one situation
may be less effective in another. However, the Administration is committed to ad-
dressing these issues, through various fora and by various means. Moreover, as part
of any process of preparing. for and conducting negotiations we will consult widely
with Congress and the public and will determine on a case-by-case basis the best
-approach to these issues.

Question: With respect to the WTO, a high level meeting of trade aird environ-
mental officials (including representatives ofMN~s) for March in Geneva.

At the suggestion of the United States, the WTO is holding a high-level meet-
ing, in March, to discuss the relationship between trade and environment. What
do we hope to accomplish at this meeting?

Answer: The March 15-16 High Level Symposium on Trade and Environment was
the first time that the WJTO brought together high level officials from trade and en-
vironment ministries, along with environmental NGOs and the business community,
to discuss these important issues. We had a thorough consideration of a broad range
of issues that relate to trade and environments, including the various proposals that
we have made to make the WTO more transparent and open. The meeting was not
a negotiation, but an opportunity to help provide more guidance and energy to the
WTO's work on these issues as we prepare for the 3rd WTO Ministerial Conference
and the Round that we anticipate will folow from it.
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JAPAN INSURANCE AGREEMENT

Question: Ambassador Barshefeky anid Secretary Rubin, last July (more than 6
months ago) the US Trade Representative issued a public statement that the Gov-
ernmnent of Japan had failed to live up to a series of its obligations under the US-
Japan Insurance Agreement (bi-lateral). Since -that time, no further progress has
been made. In fact, Japan's Ministry of Finance has refused to meet with the US
claiming to have met all of its obligations according to its multi-lateral agreement
on financial services under the WTO.

These bilateral commitments serve as the basis for Japan's new WTO insurance
obligations which are scheduled to become effective as of March 1, 1999. Ambas-
sador Barshefeky, I understand that you have raised questions about Japan's ratifi-
cations of its obligations to the WTO. But we must do more.

This behavior by Japan, in blatant disregard of our pre-existing bilateral agree-
ment, underscores the need for both the USTR and Treasury to follow through when
they negotiate a trade agreement. We can't afford to have Japan thumb its nose at
us and hope that this issue is eventually resolved in the quagmire of the V/TO dis-
pute resolution p recess. Time is of the essence.

How does the USTR and Department of Treasury intend to address this prob-
lem, prior to the time (March 1) when the agreement is scheduled to go into
effect?(without the specifc deregulation actions called for).
What leverage can we use to ensure that Japan fully meets its primary sector
deregulation obligations?

Answer: In December 1997, Japan agreed to bind many of the key provisions of
the 1996 bilateral U.S.Japan Insurance Agreement within its V/TO Financial Serv-
ices schedule. U.S. industry welcomed this action by Japan.

Japan has made some progress in opening and deregulating its insurance market.
For example, in September 1997 the Ministry of Finance granted the first ever i-
cense for direct marketing of risk-differentiated automobile insurance to a U.S. firm.
Nevertheless, the Administration is seriously concerned about Japan's unwilli ngness
to fully implement all of the specific deregulation actions called for uder our bilat-
eral insurance agreement.

The United States has expressed its concerns on numerous occasions directly to
Japan and at the WTO. We have also approached interested third parties, such as
the EU, on this issue. The U.S. will continue to use every opportunity, both bilat-
erally and multilaterally, to convey to Japan the depth of our concerns and the ur-
gency that our governments expeditiously engage in a constructive process to ad-
dress outstanding issues. In accordance with U.S. industry's recommendation, we

joined a consensus to allow the V/TO Financial Services Agreement to come into
force on March 1. We delivered a strongly worded statement in Geneva on February
15, 1999, expressing our serious concern with Japan's implementation of its bilat-
eral market-opening commitments, which are now incorporated in the WTO agree-
ment.

A USTR-led interagency team met with Japanese government representatives on
March j, in Tokyo to discuss preparation for the next round of consultations under
the bilateral U.S.-Japan insurance agreements. Both governments agreed to hold
consultations in mi'd-April. The venue and exact dates of these working level talks
will be decided through diplomatic channels. Both government agre to address
a wide range of issues and concerns related to primary sector deregulation, as well
as the activities of large Japanese insurers and their subsidiaries in the third sector.
The Japanese side was represented by officials from the Ministry of Foreign Affairs,
Ministry of Finance, and the Financial Supervisory Agency. We have requested that
in addition to these three agencies, the Japan Fair Tade Commssion also attend
the upcoming consultations. We are working closely with other agencies and with
U.S. industry as we seek to resolve these important issues.

The Administration is prepared to utilize all of the tools at our disposal to ensure
the full benefits to U.S. industry from our bilateral Insurance Agreement. With the
entry into force of the V/TO Financial Services Agreement on March 1, the United
States now enjoys multilateral rights of enforcement under the V/TO Dispute Settle-
ment rules with respect to measures Japan has committed to take to deregulate and
open its insurance market. Of course, we continue to retain our rights under U.S.
trade law to enforce our trade agreements.

RESPONSES TO QUESTIONS SUBMITTED BY SENATOR BREAux

Question 1: In your statement last week, you indicated that the APEC Tariff Ini-
tiative remained a priority for the Administration. According to the agreement
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reached in Kuala Lumpur, an agreement on the nine sectors is supposed to be
reached in time for the WTO Ministerial meeting in November. Can you tell us
about the Administration's game plan to achieve this before the November WTO
Ministerial?

Where are we at this point in the process?
What is the Administration doing to make sure that the Japanese live up to their

commitment In Kuala Lumpur to work with the U.S. to get an agreement at the
WTVO?

Last year, President Clinton raised this. issue with Prime Minister Obuchi. Fol-
lowing the obstructionism of the Japanese in Kuala Lumpur has the President been
in communication with the Prime Minister to ensure that the Japanese do not scut-
tle this initiative again in November?

Answer 1: The Administration has made clear to both APEC members and non-
APEC WTO members that concluding an agreement in 1999 on tariff liberalization
for the eight sectors covered by the APEC sectoral liberalization initiative is a high
priority (The ninth sector, a telecommunication MRA, does not have a tariff compo-
nent). Wre see this as a key goal for the WTO Ministerial.

In accordance with the agreement reached at the Kuala Lumpur APFC Leaders
Meeting, we will introduce the APEC proposal into the WTO, promote and explain
the proposal through a series of informal WTO and plurilateral meetings, and im-
press upon key WTO countries the importance and commercial value of these initia-
tives through extensive bilateral contacts. On the basis of these activities, which
would involve close coordination with, and participation by other APEC members,
we would hope to be able to begin WTO negotiations later this year with a view
towards achieving a concrete result by the start of the WTO Ministerial.

The first part of the game plan has now been completed. On behalf of APEC, the
New Zealand Chair formally introduced the AJPEC proposal to the WTO oil January
26. We have followed up this action with a series of bilateral contacts to non-APEC
WTO countries. Also, we are now working with other APEC Countries at the Senior
Officials I Meeting at Wellington to undertake further action to promote the pro-
posal in the WITO.

A key factor in the Success of this effort is strong support by participating APEC
members-all of which, including- Japan, have committed to work constructively to
achieve an agreement in 1999. We were, of course, very disappointed by the role
Japan played in the APEC process last year. I However, we expect them to abide
by the commitments made at Kuala Lumpur. We will continue to remind them of
this obligation, at every appropriate opportunity and at all levels of government.

Question 2: Your recent statement regarding the format for the next round of
WTO negotiations indicated that there are some issues where you would expect to
reach agreement even before the three year wrap up of the negotiations as 21 whole.
Is it your thought that some of the APEC sectoral agreements might be included
in such as "Early Harvest?"

Answer 2: As indicated above, in accordance with the agreement reached in
APEC, we are seeking WTO agreement on the eight sectors in 1999-by the time
of the VITO Ministerial. If we are successful, Implementation Could begin very
shortly thereafter.

Question 3: Last week, Deputy USTR designate Susan Esserman told this Com-
mittee there are some remaining issues regarding the WTO accession agreement
with Taiwan. According to the U.S. forest products industry, one of the most egre-
gious of those issues is the continuing refusal of Taiwan to live up to its commit-
ment regarding the elimination of paper tariffs by 2000 and wood tariffs by 2002.
USTR has apparently raised this with Taiwan on several occasions-without a satis-
factory answer. What do you plan to do to make sure that Taiwan lives up to this,
commitment?

Answer 3: As indicated above, we will be seeking to conclude negotiations on for-
est products, along with the other eight sectors, in the VITO this year. We have
made clear and will continue to make clear to Taiwan, that we expect them to live
Lip to their bilateral and APEC commitment in these negotiations.

Question 4: USTR Barshefsky indicated that efforts will once again be made to
conclude a VITO accession agreement with China this Spring. China is also an
APEC Member Country, and the proposed APEC tariffs are significantly more lib-
eral than the offers China has made in the WTO context. What is the Administra-
tion strategy to ensure that these two negotiations do not coincide in a way which
reduces China's willingness to meet the higher APEC standard?

Answer 4: Negotiations on China's accession to the VITO and China's participation
in the APEC sectoral initiatives are complementary. As a result of the Kuala
Lumpur Ministerial, negotiations on the APEC sectoral initiatives has moved into
the VITO where the APEC sectoral initiatives will be negotiated with other VITO
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members with the Support of APEC members to achieve bound duty reductions by
as many Countries as possible.

Since China is not a member of the WTO, it did not participate in the ITA sec-
toral initiative. Moreover, China considers the APEC initiatives as voluntary. Con-
sequently, once China is admitted into the WTO, it will be pressed by other WTO
members to implement the agreed sectoral initiatives as part of the necessary criti-
cal mass needed for approval.

RESPONSES TO QUESTIONS SuBmrrrED BY SENATOR GRAHAm
Questic:2: In your testimony before the Senate Finance Committee, you indicated

that the Administration's proposed resolution to the dispute with the European
Community (EC) banana regime will not negatively impact the Caribbean banana
industry. Please detail the terms of the Administration's proposed resolution to this
dispute and exp lain how the proposal affords Latin American banana producers
open access to E C markets, while E C preferences to the Caribbean banana industry
continue.

Answer.- The United States and Caribbean Countries share key objectives for Eu-
ropean Union (EU) banana policy. Both want an EU system that provides sufficient
incentives for growers in Caribbean countries to produce bananas and that enables
Caribbean bananas to continue to enjoy access in the EU market. The United States
believes that the EU can institute a system that achieves this shared objective in
a WTO-consistent manner. The basic elements Of Such a system would include tar-
iff preferences that would make Caribbean bananas competitive with Latin Amer-
ican bananas in the EU market and an incentive for distribution companies and im-
porters to continue to purchase bananas from certain vulnerable Caribbean coun-
tries to supply the EU market.

The specific elements of such a system would include some combination of the fol-
lowing:

* a zero tariff on bananas from African, Caribbean and Pacific (ACP) countries
entering the EU market; a non-prohibitive tariff on Latin American bananas en-
tering the EU market;

" a WTO-consistent tariff-rate quota system (TRQ) for all countries supplying the
EU market; a nondiscriminatory import licensing system if a TRQ system is
used- and

" a reference price mechanism for certain vulnerable Caribbean countries, which
would be determined by objective criteria, to provide an additional incentive to
purchase their bananas;

We at USTR stand ready to discuss these ideas or to consider other proposals
from Caribbean producing countries that would fulfill these objectives.

RESPONSES TO QUESTIONS SUBMITTED BY SENATOR GRAsSLEY

Question 1: The European Union, which is the second largest market for U.S. ag-
ricultural products, made specific commitments pursuant to the Uruguay Round
Final Act and tile accompanying Ageement on Agriculture, to reduce tariffs on agri-
cultural imports to zero by 2001. This means that the p resent three percent ad valo-
rem tariff on pork imported from the U.S. will be completely eliminated.

However, pork, like other U.S. products imported to the European Union, is sub-
ject to special "safeguard"~ measures. The European Commission, on its own initia-
tive, or at the request of a Member State, can impose new import duties if there
is some perceived threat to the European Union's Common Agricultural Policy.

Isn't this a case of the exception swallowing the rule?
What can we do in our negotiations with the European Union to soften or elimi-

nate the barriers to agricultural trade with the EU tat will still exist after 2001?
Answer 1: Pork Trade: The Uruguay Round Areement on Agriculture (URAA)

made good first steps toward bringing agriculture into conformity with international
trade rules governn other goods and services, but much remains to be done. Prior
to the URAA, th ErUnoprated a variable levy equal to the difference between the
international price and the internal European pice, high enough to ensure that im-
ported pork could not underprice Europe an pork. The URAA required that the vari-

ablelev beconvrte toa bund tariff (see accompanying schedule), consisting of
a lowv tariffo on limited quantities under a tariff rate quota (TRQ) and very high tar-
iffs above the TRQ. The United States, which was shippi ng about $10 million annu-
ally of pork products to the EU market prior to the UWA exported around $25
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million of pork products to EU countries in 1997 and 1998. In the new V/TO agri-
culture negotiations that will be launched at the Seattle Ministerial in December,
the United States aims to increase TRQs and reduce tariffs.

The EU pork tariffs are backstopped by safeguard provisions that are widely ap-
l icable in the WTO, not just on Euro pean imports of U.S. pork. For instance, the
nited States used Section 201 for safeguard protection against EU wheat gluten

in 1998 and is using again for lamb imports. In general, the U.S. position remains
that we prefer only rare and brief usage of safeguards. The United States has used
safeguards to protect some of our products from imort surges. The EU has not in-
voked safeguard provisions on pork imports as of ths date.
WTO and Other Negotiations:

Getting to the second part of your question, our office and USDA are continuously
engaged in negotiations with the Europeans to reduce barriers to agricultural trade.
This happens bilaterally on individual issues and in the Transatlantic Economic
Partnership and multilaterally in the World Trade Organization. Regarding reform
of the Common Agricultural Policy (CAP), we support Agenda 2000's focus on eco-
nomic efficiency and global competitiveness. The more market orientation it brings
to Europe, the better it will serve Europe and the global trading environment. How-
ever, current CAP reform proposals could go much farther toward achieving these
objectives. We take every opportunity to encourage thoroughgoing CAP reform.

In the WTO Round that will be launched at the Seattle Ministerial late this year,
the United States will pursue, among other things,

Elimination of export subsidies; Market access expansion through tariff re-
ductions, further liberalization of tariff rate quotas, and improved disciplines on
tariff rate quota administration; and Domestic support that does not distort
trade.

Separately, the triennial review of the Agreement on Sanitary and
Phytosanitary (SPS) Measures is underway. In that process, the United States
is insisting that the SPS Agreement be upheld, ensuring that members' SPS
measures accord with scientific evidence and scientific principles.

In addition, we will seek strengthening of disciplines or clarification of how the
trade rules apply in some new areas:

State Trading Enterprises (STEs) can distort trade, and they frequently oper-
ate behind a veil of secrecy. The United States has much to gain from V/TO
disciplines on STEs because they allow some countries to undercut U.S. exports
into third markets and restrict imports. We intend to build upon our ongoing
efforts in the WTO's Working Group on STEs so that we will be ready to move

aggrssielyin this area when negotiations begin.
Bioecnolgyholds tremendous promise glblyfor food consumers and ro-

ducers, and the United States leads in developing these genetically modifielor-
ganisms. With the world's Population growing by about 2 percent annually,
there are 80 million more mouths to feed each year. The principal threats to
realizing biotechnology's promise for improving the productivity of agricultural
producers, enabling them to conserve habitat and helping to guarantee the food
supply, are policies not based on science regarding importation, planting, and
labeling of biotechnology products. To ensure that overly restrictive rules do not
hobble biotechnology's potential, the United States led a coalition to stop a
flawed Biosafety Protocol at an international conference in Cartagena, Colombia
in February. Vice President Gore spoke strongly in favor of gaining the benefits
of safe, scientifically approved biotechnology without fear of trade discrimina-
tion. Trade rules must ensure that the world's producers are able to use safe,
beneficial scientific techniques that make farms and ranches more productive
and friendly to the environment.

Question 2: Cashmere sweaters have been included on the list of items scheduled
for punitive, 100 percent duties in our dispute with the European Union over trade
preferences granted to Caribbean nations for the import of bananas into the Euro-
pean Union. You recently stated that items like cashmere were included on this list
becuse they are luxury products not essential to the economy. However, cashmere
is a key product for many .retailers, who have absolutely nothing to do with our
dispute with the European Union over bananas. The potential removal of these
items from the shelves of U.S. retailers will ensure that these companies will lose
revenue, and therefore lose jobs. Is there a way to enforce the dispute resolution
panel's findings without targeting cashmere?

Answer 2: The Office of the United States Trade Representative, in conjunction
with a number of agencies including the Departments of Commerce, Justice, Labor,
State, and Treasury, and the International Trade Commission, develops the list of
products to be subject to increased tariffs. The products that were selected for inclu-
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sion on the bananas retaliation list are those that will inflict economic and political
costs on the EC while causing minimal economic disruption to the United States
economy (including consumers, manufacturers, importers, wholesalers, and retail-
ers). The cashmere sweaters that are included on the bananas retaliation list serve
both purposes. Scottish cashmere sweater manufacturers are pushing the UK gov-
ernment to help resolve the bananas dispute. The adverse impact on the U.S. econ-
omy resulting from an increase in tariffs on cashmere sweaters is less than the ad-
verse impact resulting from an increase in tariffs on other products. (From a con-
sumer perspective, there are substitutes for cashmere sweaters from Europe. From
a retailer's perspective, very few retailers are dependent on cashmere sweaters from
Europ. USTR recognizes that this conclusion is of little comfort to the U.S. retail-
ers that sell cashmere sweaters from Europe. But, we will always have to make
tough choices about the products to include on a retaliation list as long as we be-
lieve that trade retaliatory measures-like the proposed increase in tariffs on se-
lected products in response to the EC's failure to comply with WTO dispute settle-
ment rulings-are an effective means of resolving trade disputes.
Attachment.
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RESPONSES TO QUESTIONS SUBMITTED BY SENATOR KERREY

Re: Third Generation Wireless Standards
Question 1: What efforts has the USTR made and what measures does it intend

to pursue to ensure that the EX. market is opened in 1999 to all American Third
Generation wireless technologies?

Answer 1: 1 will continue to make every effort in 1999 to ensure that the Euro-
pean market is open to all American third generation wireless technologies. In many
conversations with European colleagues in the last three months I have heard re-
peatedly that Europe welcomes competition among wireless technologies. Nonethe-
les s, with Secretaries Albright and DaleyadFC hirnKeadIav
sought and received written assurances from the European Commission that the
European market will be open to all third generation standards that win approval
in the industry-led standards negotiations now taking place under the auspices of
the International Telecommunication Union (ITU).

While I welcome the assurances we have received, I will be vigilant in assuring
that real market access opporunities develop for U.S. equipment and service suppli-
ers in this highly regulated sector.

Question 2: What actions will USTR take in 1999 to curb the recent drop in tele-
communications exports and assist the American digital industry in capitalizing on
the tremendous worldwide growth of wireless services?

Answer 2: First, it is clear that recessionary conditions in Asia and elsewhere are
largely the cause of the approximate 4% overall decline in telecommunications
equipment exports witnessed in 1998. Our telecommunications equipment exports
to Western Europe and other regions not in recession are growing, while those to
Asian economies in recession have declined.

Second, we have laid a firm foundation for growth in U.S. telecommunications
goods and services, including wireless technologies. Two major WTO agreements are
in the process of implementation-the Information Technology Agreement and the
Basic Telecom Agreement that will assure lower costs and higher demand for U.S.
exports over the next few years and beyond. We are currently in the process of con-
sultations with all interested U.S. parties as to how we can build on these agree-
ments in the new round of WTO negotiations that will begin next year.

Finally, we have completed mutual recognition agreements (MRMs) for tele-
communications equipment in Europe and APEC that will lower the cost and speed
of regulatory approvals for these rapidly evolving high tech products. Telecommuni-
cations equipment MRA negotiations have just begun in Latin America, with a No-
vember 1999 target for completion.

Question 3: How can rapidly changing American high tech and digital industry
interests be protected through the WTO when the inherent delay of such proceed-
ings would render the sophisticated subject matter of the dispute obsolete and irrel-
evant befc-,e the case ever reaches resolution?

Answer 3: The WTO agreements are a strong positive force for open markets and
fair, nondiscriminatory treatment of U.S. exporters of telecommunications goods and
services. Under the new dispute settlement procedures adopted in the Uruguay
Bound, the speediness of the dispute settlement process has been improved signifi-
cantly. Our trade partners take their obligations under these agreements seriously,
and they understand the willingness of the United States to pursue dispute settle-
ment when its rights under the WTO agreements are infringed. More often than
not, U.S. trade complaints are resolved by our trade partners without resort to the
WTO. We certainly have seen instances of unreasonable delay in product approvals
which allowed overseas firms time to catch up to U.S. industry-this is one of the
protectionist tactics which the MRA program will help us in the future to avoid, by
making the process of obtaining regulatory approvals more transparent and stream-
lined.

Question 4: Does your office intend to press the Europeans about their 3G wireless
standards position at the upcoming Trans-Atlantic Business dialogue in February
and the U.SIE.U. Bilateral meeting in March?

Answer 4: The Trans-Atlantic Business Dialogue is a forum for exchange between
private sector representatives of the united States and Europe. At the Februar
meeting, a TAB D subgroup discussed the issue of third generation wireless stand-.
ards and developed a compromise proposal on the standard which all parties con-
cerned supported. We welcomed this development. As the matter of third-generation
standards is primarily for marketplace actors to decide, our goal will be to ensure
that industrial policy concerns of governments do not impede the industry-led effort
to develop 3G systems.

On March 4-5, U.S. agencies and the telecommunications directorate of the Com-
mission of the European Communities met for semi-annual talks on teleconimuni-
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cations policy matters. At those talks, both sides indicated support for the February
TAB D compromise proposal on standards, and agreed that an industry-led ap-
proach was the best manner to resolve the issue. Industry consultations on this
issue, coordinated by the International Telecommunication Union, were held in
Brazil from March 8-19. We will, of course, remain vigilant to ensure that European
member states remain open to any technology which emerges from industry-led ef-
forts to develop third generation wireless standards.

Question 5: How does your office p lan to counter the E.U.'s assertion of fair play
in their telecommunications plcies

Answer 5: The negotiationson thrd generation wireless standards under the aus-
pices of the ITU will come to a conclusion at the end of this year. An important
milestone will be recorded in March, when the negotiators face a self-imposed dead-
line for determination of the key radio characteristics of these standards. We can
and should take the assurances we have received from Europe at face value as these
negotiations proceed. We will continue to indicate our concern, however, that Euro-
pean governments not undermine the industry-led ITU negotiations by prematurely
specifying standards for licensing of third generation services or by foreclosing ac-
cess to the standards eventually adopted by the ITU.

RESPONSES TO QUESTIONS SUBmiTTED BY SENATOR LOTTr

Question 1: Given the refusal of the European Union to comply with WTO panel
rulings regarding bananas and beef, the United States has been forced to threaten
retaliation to enforce its rights. Retaliation in the bananas case is scheduled to
occur imminently. Is USTR prepared to go forward with retaliation in the bananas
case in accordance with the WTO-guaranteed timetable? That is, will USTR suspend
concessions no later than February 1?

Answer 1: With respect to the banana dispute--on March 2, the WTO arbitrators
announced an initial decision regarding the U.S. request for suspension of conces-
sions as a result of the EC's failure to implement a WTO-consistent banana regime.
The following day, the United States announced that it would withhold liquidation
and increabe bonding requirements for selected European products pending the com-
pletion of the arbitration proceeding. This action simultaneously respects the WTO
arbitration process, preserves U.S. rights to impose higher tariffs as of March 3, and
imposes consequences on the EC for its failure to implement a WTO17-consistent re-
gime.

Question 2: When the Administration testified before Congress regarding the Uru-
guay Round Agreements, it argued that one of the primary benefits of the WTO was
the ability of victorious parties in WTO disputes to enforce decisions-either
through compliance by the losing party or authorization of the wiing party to re-
taliate. In practice, however, the compliance procedures under the WTO have exhib-
ited serious defects and have called into question the ability to gain any meaningful
relief from decisions of dispute settlement panels. What, if anything, is the Adminis-
tration doing in conjunction with this year's review of the WTO dispute settlement
system toaddress concerns about the enforcement of decisions by WTO dispute set-
tlement panels, and the ability of parties to gain relief in a timely manner?

Answer 2: For the most part, the WTO dispute settlement system has proven val-
uable in achieving tangible gains for American companies and workers, and also as
a deterrent-our trading partners know it is ready and available to, us if they do
not fulfill their obligations. We have been successful iin reaching rapid resolution of
many of our complaints through early settlement, and have also achieved substan-
tial benefits from full litigation and resulting panel decisions which enforce our
rights. Since the WTO's creation in 1995 we have filed more complaints--44 to
date-than any other WTO member. At present, we have 29 active cases, including
20 as plaintiff and 9 as defendant, and are involved as a third party in a number
of other cases. Our overall record of success is very strong. We have prevailed on
19 of the 21 American complaints acted upon so far, either by successful settlement
or panel victory. While there have been some problems with compel ance in individ-
ual cases, we ~.lieve we can address any failures in individual cases through the
cases themselves, and in this year's review of the WTO dispute settlement system.

We find unacceptable the failure of the European Union to implement the WTO
panel and Appellate Body rulings on bananas, and we are engaged in talks with
the EU regarding its compliance deadline on beef hormones in may. As to both of
these -matters, we will continue to insist on full compliance, and as our actions on
the banana case have shown, we will exercise our fulfl rights to secure it. At the
Finance Committee hearing of February 23, a number of Senators called attention
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to the problems in the WTO dispute settlement system. We immediately took the
Committee's message directly to the Director-General of the WTO and other Mem-
bers in Geneva, and reminded them that all Members must abide by the rules.

As the Committee is aware, a 1994 Ministerial Decision called for a review of the
WTO's dispute settlement provisions, to be undertaken four years after the entry
into force of the WTO Agreement. This review has been going forward through infor-
mal discussions in tile WTO Dispute Settlement Body (DSB). On December 9, 1998,
the WTO General Council agreed to extend the DSU review into 1999, to conclude
b y the end of July 1999 with a report to the General Council. On February 11, 1999,
the Dispute Settlement Body resumed the DSU review, and began an intensive dis-
cussion of compliance procedures, such as those that have arisen in the context of
the European union's failure to comply in the dispute involving banana imports.

The United States tabled a paper in the review last October. In our paper, we
focused on two important themes: compliance with the rules, and transparency, in-
cluding openin the dispute settlement process to the public, In the review we have
called fo crication of the rules to better ensure prompt implementation of panel
rulings, and stressed that we will not tolerate a situation in which one violation of
WTO obligations is simply replaced with another, different violation.

In the review discussions this year, we will continue to seek enhancement of in-
centives for prompt compliance with WTO obligations, as well as enhanced trans-
parency of the WTO dispute settlement process. We have been working closely with
the trade agencies, the Committees of jurisdiction and our private sector advisors
to develop proposals on these issues, and also have also taken into account the com-
ments we received from the public. We look forward to a continuing dialogue with
the Committee on these issues.

Question 3: The European Union has mandated the use of a technical standard
that effectively excludes American wireless telecommunications technology from Eu-
ropean markets. This could deny American 3G wireless supplier-s the chance to sell
equipment and services to EX. consumers, and will artificially encourage the E.U.
standard as a de facto world standard. What efforts has the USTR made and what
measures does it intend to pursue to ensure that the E.U. market is opened in 1999
to American innovation, as our market is open to European competition?

Answer 3: In many conversations with European colleagues in the last. three
months, I have heard repeatedly that Europe welcomes competition among wireless
technologies. Nonetheless, with Secretaries Albright andDale and FCC Chairman
Kennard, I have sought and received written assurances from the European Com-
mission that the European market will be ope oaltidgnrto tnad
that win approval in the industry-led standards negotiations now taking place under
the auspices of the International Telecommunication Union (ITU).

While I welcome the assurances we have received, I will be vigilant in assuring
that real market access opportunities develop for U.S. equipment and service suppli-
ers in this highly reguate d sector.

Question 4:- The global market for wireless services is expected to triple in growth
to one billion subscribers over the next five years, leading to an enormous potential
for job creation in the United States. However, both second ana third generation
CDMA is now excluded from Europe (currently the biggest cellular market), signifi-
cantly hindering U.S. exports of telecommunications equipment. Does the Adminis-
tration intend to take any steps in 1999 to curb the recent drop in telecommuni-
cations exports and -assist tile American digital industry in capitalizing on the tre-
mendous growth worldwide in wireless services?

Answer 4: First, it is not the case that third generation CDMA is excluded from
Europe. We should await the outcome of11 the industry-led 3G standards negotiations
in the ITU before we reach any conclusion about the future openness of the Euro-
pean market to American technologies in this area. Once industry has done its work
in the ITU, we will look to European governments to deliver on the promises of
openness we have received, and to fulfill their WTO comihitments. In the interim,
we will continue to monitor how EC Member States will ensure that their 3G licens-
ing processes accommodate, on an equally timely basis, any newly converged stand-
ard(s) and all others agreed by industry and recommended by the ITU

Second, it is clear that recessionary conditions in Asia and elsewhere are largely
the cause of the approximate 4% overall decline in telecommunications equipment
exports witnessed in 1998. Our telecommunications equipment* exports to Western
Europe and other regions not in recession have not faltered.

Third, we have laid a firm foundation for growth in U.S. telecommunications

god and services, including wireless technologies. Two major WTO agreements are
in the process of implementation-the Information Technology Agreement and the
Basic Telecom Agreement that will assure lower costs and higher demand for U.S.
exports over the next few years and beyond. We are currently in the process of con-
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sultations with all interested U.S. parties as to how we can build on these agree-
ments in the new round of WTO. negotiations that will begin next year. Finally, we
have completed mutual recognition agrements (MRAs) for telecommunications
equipment in Europe and APEC that will lower the cost and speed of regulatory ap-
provals for these rapidly evolving high tech products. Telecommunications equi
ment MRA negotiations have just begun in Latin America, with a November 19T69
target for completion.

Question 5: Europe's exclusion of U.S. wireless technology raises serious questions
regarding its compliance with international a ements, including the WTO Agree-
ment on Techncal Barriers to Trade and the Basis Telecom Agreement. The ability
to gain effective relief under such agreements, however, is uncertain due to the ex-
treme delays that have plagued dispute settlement proceedings. How can the high
tech and rapidly changing American digital industry protect its interests through
the WTO when the inherent delays and uncertainty of the system would render the
sophisticated subject matter of the dispute obsolete and irrelevant before a case ever
reaches resolution?

Answer 5: The WTO agreements are a strong positive force for open markets and
fair, nondiscriminatory treatment of U.S. exporters of telecommunications goods and
services. Under the new dispute settlement procedures adopted in the Uruguay
Round, the speediness of the dispute settlement process has been improved signifi-
cantly. Our trade partners take their obligations under these agreements seriously,
and they understand the willingness of the United States to pursue dispute settle-
ment when its rights under the WTO agreements are infringed. More often than
not, U.S. trade complaints are resolved by our trade partners without resort to the
WTO. We certainly hae seen instances of unreasonable delay in product approvals
which allowed overseas firms time to catch up to U.S. industry-this is one of the
protectionist tactics which the MBA program will help us in the future to avoid, by
making the process of obtaining regulatory approvals more transparent and stream-
lined.

Question 6: The Administration recently sent a letter to European Commissioner
Martin Bangemann expressing U.S. concerns over the E.U.'s discriminatory indus-
trial policy relating to 3G standards for wireless equipment and services. While
Commissioner Bangemann has denied that the E.U. was deliberately excluding com-
petition from its markets, the steps taken by the E.U. appear to have the potential
to block American companies from competin in the European wireless tele-
communications market. Does your office intend to pursue this issue at upcoming
meetings with E.U.? What specific steps do you intend to take?

Answer 6: USTR will certainly will take every opportunity to develop further the
dialogue on 3G wireless standards that U.S. officials have initiated with counter-

p arts in Europe. As the matter of third generation standards is primarily a matter
or marketplace actors to decide, our goal will be to assure that industrial policy

concerns of governments do not impede the industry-led effort to develop JG sys-
tems, including the approval of converged or multiple standards, as deemed nec-
essary by ITU participants.

We are continuing to monitor progress towards this goal in the ITU standards dis-
cussion, and in upcoming 3G licensing activities by European Community Member
states.

RESPONSES T'O QUESTIONS SUBM1TJED BY SENATOR MACK

While I remain impressed with the capable and tireless efforts of Ambassador
Barshefsky in pursuing as expansive a trade agenda as possible given the tools she
has at her disposal, I am disappointed by the apparent unwillingness of the Admin-
istration to get engaged in the fight to enact fast track legislation.

I believe the Administration's relative silence is reflected in the vocal lethargy of
the business community. Business appears to have all but given up hope on seeing
any such legislation until after the next round of elections. If the Administration
believes, as I do, that this "fast track" negotiating authority is important to our
country's economic well being. I will look forward to seeing their active involvement
in the effort to enact this legislation.

Question 1: Most will ask about the Administration's intent with respect to envi-
ronmental and labor objectives. However, I will be content simply to ask, what has
the Administration done to respond to concerns over the monitoring and enforce-
ment of trade agreements?

Answer 1: This Administration has made monitoring and enforcement of trade
agreements a top priority in its trade policy. To ensure that agreements yield the
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benefits bargained for, we have developed an ongoing strategy of active use of the
dispute settlement provisions of our trade agreements, vigorous monitoring and en-
forcement of trade agreements strategic application of U.S. trade laws, and contin-
ued engagement in multilateral, regional, bilateral and sectoral negotiations. -

Much of our enforcement work takes p lace at the World Trade Organization. We
have filed more complaints in the WVTO--48 cases to date-than any other WTO
member, and our record of success is strong. We have _prevailed on 22 of the 24
American complaints acted upon so far, either by successful settlement or panel vic-
tory. In almost all cases, the losing parties have acted rapidly to address the prob-
lems. We will insist that this remain the case in all our disputes, including those
with the European Union on beef hormones and bananas. The WTO arbitration pan-
el's recent decision in the bananas case, finding $191.4 million worth of damage
from EU policies, and our recent settlement with Canada involving U.S. magazines,
are important indications of the success and utility of this system. At the same time,
the United States has complied fully with all panel rulings it has lost, although
these are few in number.

We continually monitor implementation of WTO commitments. All WTO develop-
ing country members are scheduled to fully implement their intellectual property
commitments, and all members are required to implement customs valuation com-
mitments by January 1, 2000. We are insisting on strict compliance with these
deadlines. Likewise, we are vigilant to ensure enfrcement of textile quotas and im-
plementation of textile market access requirements overseas. A number of our trad-
ing partners clearly have further work to do in market access, including some of
our largest and fastest growing textile suppliers. We have and will continue to ag
gressively pursue our rights, whether through the consultation process or ultimately
through the WTO dispute settlement regime.

U.S. trade laws are also a vitally importent means of ensuring respect for U.S.
rights and interests in trade. We will continue to challenge aggressively market ac-
cess barriers abroad using laws such as Section 301, "Special 301" and Section 1377,
to open foreign markets and ensure fair treatment for our goods and services, en-
sure nondiscrimination in foreign government procurement and ensure compliance
with telecommunications agreements. To ensure that we have the maximum advan-
tage of domestic trade laws, the Administration has extended by Executive Order
the substance of two laws for which authority had lapsed: "Super 301 " and Title
VII. The Administration is also, of course, committed to full and vigorous enforce-
ment of our laws addressing dumping and subsidies, and on in~urious import surges.

Question 2: As some of you may be aware, in 1996 the U.S. hamber of Commerce
in Japan issued a report of nearly twenty years of trade agreements entitled, "Mak-
ing Trade Talks Work." Among its findings was that agreements are often forgotten
or ignored; there is minimal follow-up; and no government agency has access to the
text of these agreements. Please describe any coordination efforts between our trade
agencies to ad dress these serious shortfalls?

I hope you will agree with me that in order to pass this "fast track" legislation,
it is critical for the American people to know that there are safeguards for U.S.
workers against unfair trade practices by foreign producers. I certainly hope any fu-
ture discussions of "fast track" authority will include specific information on the
types of enforcement and compliance initiatives this Administration has undertaken.

Answer 2: 1 would welcome an opportunity to discuss the types of enforcement and
compliance initiatives this Administration has undertaken. To carry out this work
as effectively as possible, we have added new personnel to carry out a larger en-
forcement workload, without compromising our efforts to negotiate further market
access in key markets. Specifically, we have created an Enforcement unit headed
by an Assistant U.S. Trade Representative, and Congress last year provided us with
funds to hire seven new attorneys to handle the added- volume of work at the WTO
and elsewhere. We also work closely with the Commerce Department, the Customs
Service, the Department of Agriculture, the State Department, the Department of
Labor, the Treasury Department and other agencies involved in enforcement of
trade laws and agreements.

As our record demonstrates, the Clinton Administration is strongly committed to
the full enforcement of U.S. unfair trade laws to ensure that U.S. industries do not
have to compete against injurious foreign pricing and unfair subsidy practices in the
U.S. market. The assurance of fair trade is integral to the bargain of keeping and
pursuing open markets, and USTR works closely with the Commerce Department
to defend te consistency of U.S. law and practice whenever it is challenged in the
WTO. By the same token, however, that bargain also requires that other countries
play by the same rules when they take antidumping or countervailing duty actions
which affect U.S. exporters. The steps we have taken and will continue to take, with
help from the Commerce Department, to advance and protect U.S. interests in for-
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eign markets ensure that U.S. policy with respect to unfair trade practices is com-prehensive, vorous and balanced so as to provide the maximum benefit for ourcompanies and workers.

Question 3: Ambassador Barshefsky, as you know, I have long been concernedover the historic failure of the Chinese to respect Intellectual Propery Ptihts. Canyou tell me what, if anything, the Chinese have been doing to address this short-coming?
As a case in point, I have recently been informed of a dispute dealing with U.S.pharmaceutical companies and a Memorandum of Understanding (MOU providingfor their protection. It is my understanding that the Chinese have interpreted thisMOU as providing protection to some, but not all, pharmaceutical companies. It ismy understanding that you are aware of this matter and have already contacted theChinese government. What has been the response of the Chinese to your concerns?Answer 3: We have been continuously monitoring China's implementation of ourbilateral agreements on intellectual property rights (ZPRs) and we meet frequentlywith Chinese officials to discuss implementation issues and new concerns as theyarise. Our 1992 MOU required basic changes in China's patent and copyright lawsand regulations and also required China to provide "administrative" protection forcertain pharmaceutical products. In 1995, we concluded a comprehensive agreementon enforcement of IPRs, focusing on stopping copyright piracy and trademark coun-terfeiting. We also obtained commitments from China on market access for copy-righted works, such as computer software, motion pictures and sound recordings. In1996, we followed-up on the 1995 Agreement with an enforcement action under ourtrade law because Chna was not implementing its prior commitments under ourbilateral.

As a result of our bilateral agreements and our continuing consultations on IPRprotection and enforcement, China has revised its patent, trademark and copyrightla~ws and regulations. New forms of protection for plant varieties and trade secretshave also been provided. China has also improved the enforcement of these laws.Chinese authorities have conducted numerous raids-seizing pirated goods and ma-chinery-against the producers of these illegal products. China has also created anIPR enforcement infrastructure at the local and- provincial levels so that IPR ownerscan take action against piracy and counterfeiting. Courts specializing in IPR caseshave been created and judges and prosecutors are receiving training.Notwithstanding these improvements, serious problems remain, especially in theretail markets. Pirated and counterfeit goods remain openly on sale and raids onlocal markets produce only temporary results. Sustained efforts to keep illegal goodsoff the market and to change consumers' attitudes are necessary to address this as-pect of the JPR enforcement problem.
With respect to the specific example you cite, our 1992 MOU provided that certainpharmaceutical products that could not be patented in China prior to concluding theAgreement would receive administrative" ? protection if they met certain criteria. Re-cently, a court in China revoked administrative protection granted to a productowned by a subsidiary of a U.S. company. The court based its ruling in part on analleged U.S. interpretation of the MOU. I have clarified with Chinese officials theU.S. interpretation of the terms of the MOU. I understand that the case is now onappeal to the Supreme Court in China.

RESPONSES TO QUESTIONS SUBmiTTED BY SENATOR MURKOWSKJ
Question: You recently indicated that the APEC Tariff Initiative remained a prior-ity for the Administration. According to the agreement reached in Kuala Lumpur,an agreement on the nine sectors is supposed to be reached in time for the WTOMinisterial meeting in November. Can you tell us about the Administration's gameplan to achieve this before the meeting?
Where are we at this point in the process?
Has the President been in communication with the Prime Minister on this issuesince Kuala Lumpur to ensure that the Japanese do not scuttle this initiative againin November?
Answer: The Administration has made clear to both APEC members and non-APEC WTO members that concluding an agreement in 1999 on tariff liberalizationfor the eight sectors covered by the APEC sectoral liberalization initiative is a highpriority. (The ninth sector, a telecommunication MRA, does not have a tariff compo-nent). We see this as a key goal for the WTO Ministerial.
In accordance with the agreement reached at the Kuala Lumpur APEC LeadersMeeting, we will introduce the APEC proposal into the WTO, promote and explain
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the proposal through a series of informal WTO and plurilateral meeting, and im-
press upon key WTO countries the importance and commercial value of thVese initia-
tives through extensive bilateral contacts. On the basis of these activities, which
would involve close coordination with, and participation by other APEC members,
we would hope to be able to begin WTO negotiations later this year with a view
towards achieving a concrete result by the start of the WTO Ministerial.

The first part of the game plan has now been completed. On behalf of APEC, the
New Zealand Chair formally introduced the APEC proposal to the WTO on January
26. We have followed up this action with a series of bilateral contacts to non-APEC
WTO countries. Also, we are now working with other APEC countries at the Senior
Officials I Meeting at Wellington to undertake further action to promote the pro-
posal in the WTO.

A key factor in the success of this effort is strong support by participating APEC
members-all of which, including Japan, have committed to work constructively to
achieve an agreement in 1999. We were, of course, very disappointed by the role
Japan played in the APEC process last year. However, we expect them to abide by
to the commitments made at Kuala Lumpur. We will continue to remind them of
this obligation, at every appropriate opportunity and at all levels of government.

Question: Your recent statement regarding the format for the next round of WTO
negotiations indicated that there are some issues where you would expect to reach
agreement even before the three year wrap up of the negotiations as a whole. Is
it your belief that some of the APEC sectoral agreements might be included in such
an 'Early Harvest?"

Answer: As indicated above, in accordance with the agreement reached in APEC,
we are seeking WTO agreement on the eight sectors in 1999-by the time of the
WTO Ministerial. If we are successful, implementation could begin very shortly
thereafter.

Question: Is Japan currently in compliance with the 1996 Insurance Agreement?
If not, what steps do you intend to take to ensure that Japan lives up to its commit-
ments?

Answer: The U.S.-Japan Insurance Agreement is designed to increase market ac-
cess for U.S. firms by addressing a number of different aspects of the Japanese in-
surance market. Japan has made some progress in opening and deregulating its in-
surance market. For example, in September 1997 the Ministry of Finance granted
the first ever license for direct marketing of risk-differentiated automobile insurance
to a U.S. firm. Nevertheless, the Administration is seriously concerned about Ja-
p an's unwillnns to fully implement all of the specific deregulation actions called
for under our bilateral insurance agreement.

We have conveyed to Japan our disappointment with its unwillingness to o en its
insurance market to genuine competition. We would urge Japan to take a 1 nec-
essary actions to ensure that the provisions of the Insurance Agreement are fully

imTRled an interagency team met with Japanese government representatives

on March 4 in Tokyo to discuss preparation ' for the next round of consultations
under the bilateral U.S.-Japan insurance agreements. Both governments agreed to
hold consultations in mid-April. The venue and exact dates of these working level
talks will be decided through diplomatic channels. Both governments agreed to ad-
dress a wide range of issues and concerns related to primary sector deregulation,
as well as the activities of large Japanese insurers and their subsidiaries in the
third sector. The Japanese side was represented by officials from the Ministry of
Foreign Affairs, Ministry of Finance, and the Financial Supervisory Agency. We
have requested that, in addition to these three agencies, the Japan Fair Trade Com-
mission also attend the upcoming consultations. We are working closely with other
agencies and with U.S. industry as we seek to resolve these important issues.

The Administration is prepared to utilize all of the tools at our disposal to ensure
the full benefits to U.S. industry from our bilateral Insurance Agreement. With the
entry into force of the WTO Financial Services Agreement on March 1, the United
States now enjoys multilateral rights of enforcement tinder the WTO Dispute Settle-
ment rules with respect to measures Japan has committed to take to deregulate and
open its insurance market. Of course, we continue to retain our rights under U.S.
trade law to enforce our trade agreements.

RESPONSES TO QUESTIONS SUBMITTED BY SENATOR ROBB

Question 1: I understand that the European Union is employing the use of a tech-
nical standard that effectively excludes American wireless telecommunications tech-
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nology specifically third generation wireless equipment and services-from Euro-
pean markets. Concern has been expressed to me that such action will artificially
encourage the EU standard as a de facto world standard, creating serious disadvan-
tae orU.S. business firms.

Wha stps oesUSTR intend to take to ensure that the EU market is kept open
in this particular area? What further actions might USTR take to assist the U.S.
digital industry in capitalizing on the tremendous growth worldwide in wireless
services?

Answer 1: First, I will continue to' make every effort in 1999 to ensure that the
European market is open to all American third generation wireless technologies. In
many conversations with European colleagues in the last three months I have heard

repeatedly that Europe welcomes competition among wireless technologies. Nonethe-
less, with Secretaries Albright and Daley and FCC Chaiman Kennard, I have
sought and received written assurances from the European Commission that the
European market will be open to all third generation standards that win approval
in the industry-led standards negotiations now taking place under the auspices of
the International Telecommunication Union (ITU).

While I welcome the assurances we have received, I will be vigilant in assuring
that real market access opportunities develop for U.S. equipment and service suppli-
ers in this highly re ate sector.

Second, we have laid a firm foundation for growth in U.S. telecommunications

good and services, including wireless technologies. Two major WTO agreements are
in process of implementation- the Information Technology Agreement and the
Basic Telecom Agreement that will assure lower costs and higher demand for U.S.
exports over the next few years and beyond. We are currently in the process of con-
sultations with all interested U.S. parties as to how we can build on these agree-
ments in the new round of WTO negotiations that will begin next year. Finally, we
have completed mutual recognition agreements (MRAs) for telecommunications
equipment in Europe and APEC that will lower the cost and speed of regulatory ap-
provals for these rapidly evolving high tech products. Telecommunications equip-
ment MRA negotiations have just begun in Latin America, with a November 1999
target for completion.

Question 2: A number of American wireless firms insist that Europe's exclusion
of U.S. wireless technology amounts to an unfair trade practice under WTO rules.
They argue that the European Union maintains obligations, under the WTO Agree-
ment on Technical Barriers to Trade and the Basic Telecom Agreement, that are
being compromised by the EU's adoption of a single, exclusionary wireless standard.

How can the American digital industry protect its interest through the WTO when
inherent delays in that organization's review process may well render the subject
matter of the dispute obsolete before the case ever reaches resolution?

Answer 2: We are monitoring very closely European Community Member State ac-
tion with repct to 3G standards and licensing, to assure they comply with all rel-
evant'WTO obl1igations in this vital area. As Commissioner Bangemann has said,
we expect that EC Member States will be open to all third generation standards
that win approval in the industry-led standards . negotiations now taking place
under the auspices of the International Telecommunication Union (ITU).

In general, the existence of the WTO agreements, including the Agreement on
Technical Barriers to Trade, is a strong positive force for open markets and fair,
non-discriminatory treatment of U.S. exporters of telecommunications goods and
services. Under the new dispute settlement procedures adopted in the Uruguay
Round, the speediness of the dispute settlement process has been improved signifi-
cantly. Our trade partners take their obligations under these agreements seriously,
and they understand the willingness of the United States to pursue dispute settle-
ment when its rights tinder the WTO agreements are infringed. More often than
not, U.S. trade complaints are resolved by our trade partners without resort to the
WTO. We certainly have seen instances of unreasonable delay in product approvals
which allowed overseas firms time to catch up to U.S. industry-this is one of the
protectionist tactics which the MRA program will help us in the future to avoid, by
making the process of obtaining reguatory approvals more transparent and stream-
lined.

Question 3: On December 19, 1998, you joined Secretary of State Albright, Sec-
retary of Commerce Daley, and FCC Chairman Kennard in a letter to European
Commissioner Bangemann expressing U.S. concerns over the EU's policies relating
to 2G standards for wireless equipment and services. As I understand it, in his re-
turn cor:-espondence Commissioner Bangemann denied that the EU was deliberately
excluci~rg competition from its inarkets.

How would you assess Commissioner Bangemann's January 19, 1998 response to
your letter? Will your office raise this matter at the upcoming Trans-Atlantic Busi-
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ness Dialogue in February and the U.SJ/E.U. bilateral meeting in March? If so, what
would be te most effective approach for solving the problem at hand?

Answer 3: 1 welcome the assurances provided byomnissioner Bangemann in his
January 15, 1999 letter. He reaffirmed Europe's support for the outcome of the in-
dustry-led, multilateral negotiation in the International Telecommunication Union
(ITU) on third generation wireless standards. The United States had sought reas-
surances that European industrial policy would not inhibit efforts to use any stand-
ards in the European market that emerge from the ITU's industry-led talks. His re-
sponse fell short, however, of specifying how EC Member States will ensure that
their 3G licensing processes accommodate, on an equally timely basis, any newly
converged standard(s) and all others agreed by industry and recommended by the
ITU.

The TransAtlantic Business Dialogue is a forum for exchanges between private
sector representatives of the United States and Europe. At a meeting in mid-Feb-
ruary of a TABD subgroup, private sector representatives indicated that tentative

progesswasmade towards identifying a standards proposal acceptable to all sides.
USRwill certainly will take every opportunity to develop further the dialogue

that U.S. officials have initiated with counterparts in Europe on 3G wireless stand-
ards. As the matter of third generation standards is primarily a matter for market-
place actors to decide, our goal will be to assure that industrial policy concerns of
governments do not impede the industry-led effort to develop 3G systems, including
the approval of converged or multiple standards, as deemed necessary% by ITU par-
ticipants. We are continuing to monitor progress towards this goal in t e ITU stand-
ards discussion, and in upcoming 3G licensing activities by European Community
Member states.

RESPONSES TO QUESTIONS SUBMITTED BY SENATOR ROTH

Question 1: What will be the goal of the United States when the dispute settle-
ment body of the World Trade Organization goes under review?

Answer 1: The DSU is under review and this will be completed by the end of July.
The US goals in this process are improved transparency and better assurance of
compliance. The United States tabled a paper in the review last October. We focused
on two important themes: compliance with the rules, and transparency, including
opening the dispute settlement p recess to the public. In the review we have called
for clarification of the rules to better ensure prompt implementation of panel i-ul-

igand stressed that we will not tolerate a situation in which one violation of
obli nations is simply replaced with another, different violation. We have been
working eelywith the trade agencies, the Committees of jurisdiction and our pri-

vate sector advisors to develop proposals on these issues, and also have also taken
into account the comments we received from the public.

Question 2: How deeply does the Administration seek to include the issues of
labor and the environment in trade negotiations?

Answer 2: We strongly believe that as we negotiate to expand our trade opportuni-
ties we also must ensure that workers in all countries are among the beneficiaries
of international trade. The President feels that international trade should lead to
increased standards of living internationally and not a race to the bottom. The
American people will not support trade liberalization if they conclude that it leads
to the exploitation of workers through the denial of their fundamental human

Th~e legislation implementing the Uruguay Round requires that the Administra-
tion seek the establishment of a WTO working party on the relationship between
trade and labor. We are taking this instruction seriously, and we made a substan-
tial, but unsuccessful, effort at the Singapore Ministerial to accomplish this goal. We
just have proposed that the 1999 VITO Ministerial initiate a forward work program
that will adress trade issues related to labor standards. We are continuing to
search for ways to build support for this initiative among our trading partners.

Other trade laws, such as those authorizing preferential duties, requre that eligi
bility be based on internationally recognized worker rights. We ha~ve be en successful
in using the trade preference programs to improve core labor standards in several
beneficiary countries and have withdrawn preferences when we have been unable
to achieve progress. We also have raised core labor standards in our trade negotia-
tions when appropriate, most recently in negotiating a textile agreement with Cam-
bodia.

An open trading system fosters prosperity and gives nations additional resources
to devote to environmental protecting it also fosters the diffusion of environmental
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technologies. Expanded trade and environmental protection can and should be mu-
tually supportive.

Where there is a potential for conflicts, trade agrements must strengthen our
ability to resolve them in a manner that protects the environment without under-

mithe trading system. Environmental standards must not be used as disgused
trade barriers. At the same time, we will not compromise on the achievement and
maintenance of high levels of environmental protection. We will retain our right to
exclude products that do not meet strict health and environmental standards.

Addressing environmental concerns is integral to the success of our trade agenda.
As the President said in May of 1998, the world trading community must do more
to harmonize its goals of increasing trade and improving environmental conditions.
Expanded trade can and should enhance the environment. Ensuring they do will be
one of our key goals in trade negotiations. Progress in this area is crucial to the
future of the world trading regime.

With respect to the WTO, our goal is to ensure that the WTO's forward agenda
contributes to sustainable development, an objective set forth in the WTO Agree-
ment's Preamble. At the suggestion of the United States, the WTO, is convening a
high-level meeting on trade and the environment this month to fully address these
questions. We expect the discussions to feed into our goals for the new round of
world trade negotiations.

Question 3& Is the European Union institutionally incapable of complying with
WTO rulings, and, if so, what should we do about it?

Answer 3: The EU has repeatedly expressed its strong support for the multilateral
trading system and the rules of the WTO. Our p referred approach is to work with
the EU when it loses a case to us in order to find an acceptable solution. We believe
that the EU is capable of doing this, and hope our future disputes can be resolved
in this manner. However, the United States must demonstrate to the EU that when
it is unwilling to convert these words into deeds that there will be Zcost.

PREPARED STATEMENT OF HON. MAx BAUCUS

Thank you, Mr. Chairman. I applaud you for calling these hearings.
Last week, as I prepared, I remembered one of the first times t'iat I attended a

Finance Committee hearing, back in 1979. You were on the Committee. So were
Senators Moynihan and Chafee. Senator John Heinz was making a point about a
provision of a tariff law. I tried hard to follow the debate. But it was one of the
most arcane things I'd ever heard in my life.

That hasn't changed. Trade policy still is pretty arcane. But the stakes have
changed. America's stake in the trade debate is vastly higher than it was twenty
years ago.

For the first time, we face a united, aggressive European Union, with a common
currency.

China, the world's most populous country, has entered the global marketplace,
with a bang.

We have a new, fragile, fledgling institution, the WTO, whose ultimate effective-
ness remains uncertain.

Economic turmoil has hit Asia, Russia, and Brazil. This has shown, more vividly
than ever before, the importance of international markets to the incomes of Amer-
ican families.

I'll give you an example. Over the past year, Montana beef producers lost their
entire Korean export market. U.S. producers lostt $60 million dollars in annual
sales. And the problem cascaded. Canadian ranchers, also unable to export beef to
Korea, turned around and dumped their beef in the U.S.

The same is true for wheat. The turmoil in Asia sharply reduced exports, and khat
has had a cascading effect. Yesterday, I heard from a wheat farmer in Eastern Mon-
tana, Ellis Murdock. He said: "The trains won't come pick up my wheat, because
no wheat is leaving the west coast for Asia. So I've got 40,000 bushels sitting in
a bin, and creditors demanding their money."

The same goes for timber, pork, lamb, steel.
That's why the upcoming round of trade negotiations, beginning in November, is

critical.
I'd like to make several points about the U.S. agenda for those negotiations.
The first hits me more and more, whether I'm talking to a trade minister in Ja-

karta or a rancher in Glasgow, Montana.
If we truly want to expand trade, we have to think "outside the box." It's not just

trade policy. It's currency valuation. It's lending practices. It's transparency. In
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some countries, it's an independent judiciary. Gone are the days when we can focus
solely on tariff laws.

Because of this, one key to our success will be our ability to cut across bureau-
cratic lines and develop an integrated and comprehensive American position.

Three additional points.
First, China, It's the world's fastest growing economy and will be a major eco-

nomic force in the 21st Centr. We have to figure out a way to bring China into
the WTO on acceptable terms. Here in Congress, we must, finally, establish perma-
nent normal trade relations.

Second, agriculture. Despite all of the problems, agriculture still provides the U.S.
with a considerable trade surplus. But we face threats. One is the WTO's apparent
reluctance to enforce some recent decisions, especially the decision regarding hor-
mone-fed beef. Another is the Europeans' likely attack on our food aid and GSM
support programs. Yet another is the scheduled decoupling of producer support pay-
ments in 2002,

And we must address the EU's common agriculture policy, so that we don't face
so many export barriers and subsidies in Europe.

We must, in short, expand trade in a way that helps our family farmers.
Finally, the link to environmental protection and labor protection. We started

down this path with the sidc agreements to NAFTA, and, as early as the Uruguay
Round, some of us have been calling for a "Green Round" of trade negotiations. We
must expand trade in a way that leads to greater protection of the environment, and
of labor rights, not less.

As President Clinton said last week, 'Trade has divided Americans for too long.
We must find the common ground on which business, workers, environmentalists,

farmers, and government can work together."
I thank the distinguished witnesses for joining us, and look forward to exploring

these issues with them.
Thank you, Mr. Chairman.
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STATEMENT OF GEORGE BECKER
INTERNATIONAL PRESIDENT

UNITED STEELWORKERS OF AMERICA
BEFORE THE UNITED STATES SENATE

COMNMEE ON FINANCE
WEDNESDAY, JANUARY 27, 1999

I. THE STEEL CRISIS

Mr. Chairman and distinguished members of the Senate Finanrce Committee, let
me first thank you for inviting me to appear before you today to discuss what is truly a
crisis in the American steel industry and for steelworkers all across this country.

Today, the jobs and future of steelworkers all across America are being threatened
by a flood of foreign steel, which has been dumped, into our market. Already, over
10,000 steelworkers' jobs in basic steel, iron ore mining, and coke production have been
lost and more will soon follow.

Perhaps worst of all, the current crisis was neither unforeseeable nor inevitable.
We are in a crisis today because for over a yea, our policymakers ignored our warnings
as foreign producers dumped millions of tons of steel into the U.S. market.

When the Asian currencies collapsed in late 1997 and early 1998, we warned then
that if decisive action was not taken that foreign-made steel would be dumped into the
American market as foreign producers struggled to avoid economic collapse. We
warned then that the International Monetary Fund's (OAF) insistence on export-based
solutions to the economic problems facing Asia, Russia, Latin America, and other regions
would be a prescription for disaster for our own industries. We warned that the longer
action was delayed, the more damage would be done, and the more difficult this problem
would be to solve. Eventually, we were joined in this effort by the major American steel
producers who saw their orders for new steel products evaporate.

Unfortunately, our predictions have been realize.

1998 was a disastrous year for the steel industry and our steelworkers. In the first
half of 1998, U.S. imports of foreign steel reached a record 18 million tons. As the year
went on, the crisis worsened. During the third quarter of i 998, a record 12.4 million tons
of imported steel surged into the U.S. market; an increase of 56 percent over the same
period in the previous year of 1997. The third quarter import level, if annualized, would
be over 49 million tons, or almost half of all expected shipments this year by the entire
U.S. steel industry.

While the most recent monthly steel import figures for November, 1998 show that
Japanese steel imports to the U.S. have fallen slightly, nevertheless, they remain far
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above their pro-crisis level. Shipments from South Korea rose 11 .6 percent and Russia's
shipments rose 22.4 percent.

Finished steel imports are up 133 percent from key Asian producers and up 54
percent from Russia and two nations of the Commonwealth of Independent States (CIS).
Other examples of import surges in 1998 include Australia, up 170 percent, South Africa,
up 120 percent, Romana, up 63percent, and Latvia, up 59percent.

Mr. Chairman, there's a human face behind these cold statistics. Up to 10,000
steelworkers now face layoffs, reduced work hours, and even termination because of
bankruptcies at some steel companies. The list of companies where steelworkers have
lost their jobs or had their work hours cut goes on and on: Gulf States Steel in Gadsden,
Alabama; Geneva Works in Provo, Utah; Bethlehem Steel's Lukens Division plants in
Houston and Washington, Pennsylvania, Sparrow's Point in Baltimore, Maryland; WCI,
Inc. in Warren, Ohio; USX's Fairless Works in Bucks County, Pennsylvania; and LTV's
Cleveland Works. And the list goes on and on.

American steelworkers are the most productive steelworkers in the world.
Whether it's hot-rolled, plate, coil, specialty, or any other category of product, we are the
most efficient producer of the highest quality steel in the world.

After the last steel crisis in the late 1970s and early 1980s, the steel industry lost
over 3 50,000 jobs as the industry downsized and modernized its outdated plants and
equipment. Literally hundreds of thousands of our members lost their jobs in
Pennsylvania's Mon Valley, in Ohio, Indiana, Illinois, and across this nation. Investments
in the revitalization of basic steel totaled over $50 billion.

In the iron ore mining industry in northeastern Minnesota, another $1 billion was
spent to modernize as employment went from 16,000 jobs in 1980 to 1,500 in 1982. In
fact, the Eighth Congressional District, which covers northeastern Minnesota, saw its
gross domestic product plunge by 50 percent as 28,000 people left the district during the
1980s. This scenario was repeated in other communities across America as well.

When steelworkers lose their jobs, there are consequences that go far beyond the
unemployment statistics. States and communities lose income tax. revenue, which is used
to finance schools, health care, police and fire protection, highway construction, and all
of the necessary services which government provides. Instead, federal, state, and local
governments are put in the position of having to make outlays for unemployment
insurance payments, food stamps, increased Medicaid costs, and increased welfare costs.

When steelworkers lose their jobs, it impacts many other businesses in the
community. Unemployed steelworkers can no longer afford to buy a home, buy a new
car or truck, buy new appliances, buy new clothes, or buy much of anything else.
Businesses that depend upon steelworkers as customers suffer too when steelworkers lose
their jobs.
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When a steelworker permanently loses his or her job, that's usualy one more
name added to the list of some 42 million Americans, including millions of children, who
have no health insurance in the richest country in the world.

The current crisis affects not only the men and women who work in our steel
mills, but also those who mine iron ore and coke, and those who ship these products on
the Great Lakes to our steel mills in the East and Midwest. Theirjobs are in jeopardy as
well because American steel producers are now turning to low-cost foreign sources for
iron ore and coke in a desperate bid to reduce their costs and recapture lost market share.

Mr. Chairman, steelworkers and the steel industry did what all of the economists
and commentators said we had to do to survive. We did al of this at a tremendous cost,
and not just in terms of money spent. It was also done at a tremendous cost in terms of
jobs lost, communities that suffered, families that were displaced, and lives that were
broken. We simply-cannot go through such a terrible experience again. Let me be clear:
there will not be a steel industry in America in the 2 1 " century if we do not act decisively
in the current crisis.

HI. THE CONGRESSIONAL RESPONSE

Many in Congress have taken notice of our plight. During the last session of
Congress, five separate measures were introduced in both the Senate and tht; House to
address this crisis.

Senator Specter took the lead in the Senate last September when he introduced
Senate Concurrent Resolution 12 1, calling upon the President to take "all necessary
steps" to respond to the increase in foreign steel imports from Asia, Russia, and other
parts of the world. Senate Concurrent Resolution 121 was included in the Continuing
Resolution which passed both the House and Senate and was signed into law last year.

In the House, House Concurrent Resolution 350 by Representative Archer, the
Chairman of the Ways and Means Committee, was brought to the floor on the suspension
calendar, but failed to muster the necessary two-thirds vote for passage. Unfortunately,
the Archer Resolution was misdirected in that it hardly recognized the scope and cause of
the problem at all and did not really call for a strong or effective response.

Subsequently, Representative Aderholt introduced a bill, H.R. 4762, providing for
a temporary ban on steel imports from Japan, Russia, and Brazil, and the retroactive
assessment of anti-dumping duties. While several Members joined as cosponsors of this
bill, it was clear from the outset that it would not get far after its referral to the Ways and
Means Committee where the Chairman, Mr. Archer, opposed any substantive action.

The Chairman of the House Steel Caucus, Representative Regula, introduced
House Concurrent Resolution 328 with over 76 cosponsors, calling on the President to
"take all necessary measures" to deal with the steel crisis and calling for enhanced
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enforcement of U.S. trade laws with respect to the surge of steel imports. The Regula
Resolution also called for the establishment of a task force within the Executive Branch
to monitor U.S. steel imports and to report to Congress with a plan for responding to the
effects of the import surge on employment~ prices, and investment in the steel industry.
This measure also failed to get floor action before Congress adjourned.

Finally, Representative James Traficant of Ohio introduced House Resolution 598
calling for the President to order an immediate 1 0-day review period of all steel products
coming into the U.S. from Australia, China, South Africa, Ukraine, Indonesia, India,
Japan, Russia, South Korea, and Brazil. The Resolution calls for a one-year ban on the
import of all steel products from any of these countries which are found to be violating
any international trade agreements with the United States. The Resolution also provides
for the establishment of a task force in the Executive Branch to closely monitor steel
imports into the U.S. to determine whether or not international trade agreements are
being violated and to report to Congress, as the Administration did, this month.

The Traficant Resolution passed on the House suspension calendar on October 15,
1998 by a vote of 345 to 44; a strong and unequivocal statement of bipartisan support for
enforcing our trade laws, including the anti-dumping laws.

In this session of Congress, Senator Specter has introduced S. 261, The Trade
Fairness Act of 1999, which would amend Section 201 of the Trade Act of 1974 to make
it compatible with the World Trade Organization (WTO). This proposed change would
make it easier to prove illegal injury. S. 261 would also implement a new steel 'import.
permit and monitoring process and provide for the dissemination of more information
about foreign steel imports arriving in U.S. ports. While not a part of this particular bill
Senator Specter has also expressed his support previously for creating an expanded legal
right of action for companies, unions, and others injured by trade law violations,
including providing injunctive relief. This may be a subject for further legislation by the
senator in the future.

While we support Senator Specter's bill and other legislative efforts to find relief
for the steel industry and steelworkers, nevertheless, it is all too apparent to us that our
existing trade laws are not working because they do not prevent the injury in the first
place. Instead, they rely upon action only after serious economic injury has already been
inflicted in the form of dumping and its associated lost markets and job losses.

Along with the steel industry, the Steelworkers have filed for relief under our anti-
dumping trade laws. The Clinton Administration has promised us an expedited review of
the pending cases and the Commerce Department has even made a finding of "critical
circumstances" in the pending hot-rolled steel dumping investigations of Japan and
Russia. I applaud the Administration's actions in this regard. However, these steps alone
are not enough. It has become increasingly clear to us that successive anti-dumping and
countervailing duty petitions will not solve the problem.
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When a doctor is confronted with a bleeding patient, the first thing the doctor
does is to stop the bleeding. Similarly, when confronted with the continuing loss ofjobs
and lost markets, our policyniakers need to act immediately to stop the assault of
illegally-dumped foreign steel in U.S. markets. This would be a first step in stopping the
bleeding and then moving on to address more permanent solutions which will make our
antidumping laws meaningful.

We favor any proposal that would strengthen the trade laws, speed up the process,
or deter foreign violators from exporting their economic problems to the U.S. and
destroying the jobs of American workers. Specifically, we favor the early passage of
legislation to impose a temporary quota on foreign steel imports. We are working closely
with Senator Rockefeller and other friends in the Senate, as we'll as with Representative
Visclosky and others in the House who will introduce suck legislation in the near future.

M. THE ADMINISTRATION'S RESPONSE

Earlier this month, the Clinton Administration also unveiled what it called "A
Comprehensive Plan for Responding to the Increase in Steel Imports." As I said in my
January 8 letter to the President, "unfortunately, this Plan is neither comprehensive nor
terribly responsive." The centerpiece of the Administration's plan appears to be $300
million in tax credits for steel companies adversely affected by the flood of foreign steel
imports and increased assistance for displaced steelworkers. But tax credits and more
money for newly unemployed steelworkers will do nothing to stop the flood of illegal
imports. In fact, in the absence of further effective action, it represents a surrender of our
markets, the surrender of steelworkers' jobs, and a further step toward the dismantling of
our nation's domestic industrial manufacturing base.

IV. THE NAFT A DISASTER

Mr. Chairman, it would be bad enough if the only crisis we faced was from
foreign steel being illegally dumped into our market. Other events, however, have also
magnified the impact of the current crisis.

The implementation of the North American Free Trade Agreement (NAFTA) has
been an unmitigated disaster for steelworkers and working people all across the United
States as well as working people in Canada and Mexico. By the government's own
admission, over 4,000 steelworkers have lost their jobs and been certified as eligible for
NAFTA trade adjustment assistance because their employers have shifted production to
Mexico and Canada. Nearly half a million American workers have lost their jobs
because of NAFTA.

NAFTA has transformed the U.S.' $1.7 billion trade surplus with Mexico in 1993
into a projected $14.7 billion trade deficit for 1998. During the five years from 1993 to
1998, other developed countries - such as those in the European Union - have
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maintained their trade surpluses with Mexico, even during the 1995 devaluation of the
peso. Likewise, the U.S. trade deficit with Canada in 1998 is projected to be S18.5
billion. The final trade deficit figures will be released in mid-February.

The so-called "free trade' system that NAFTA established across North America
has given predatory corporations a license to hunt for the cheapest labor and the lowest
environmental and safety standards on the continent. To make matters worse, the twisted
logic of NAFTA encourages even socially responsible corporations to join this hunt in
order to remain competitive.

No working person - U.S., Canadian or Mexican - should be forced to trade hard-
earned economic security and occupational safety for the "opportunity" to work harder
and longer for less. And no community should have to accept lower environmental
standards or imports of tainted food for the chance to keep some of its citizens working.
But that kind of blackmail is what NAFTA is all about.

As a result of NAPTA, thousands of companies have moved their U.S. operations
to Mexico. Thiey include many familiar and prominent names: RCA television sets,
Oshkosh overalls, American Standard plumbing fixtures, TrueTemnper hardware products,
Fruit of the Loom t-shizts, Farah pants, Woolrich coats, Smith Corona typewriters, and
Goodyear tires.

For working families and communities, NAFf A has failed, and not just in the
United States. It's also failed in Mexico, where workers have seen their wages drop by at
least 27 percent since the treaty was implemented. And it's failed in Canada, which has
lost more than 137,000 highly paid industrial jobs as a result of NAFTA.

North American workers, and our communities, deserve better. We deserve a
trade treaty that recognizes working families and communities as center to the economy
and that allows people to earn enough to actually buy the goods they produce.

V. THE INADEQUACY OF THE WORLD TRADE ORGANIZATION (WTO)

December 8, 1998 marked the fifth anniversary of the Uruguay Round
Agreements Act and our nation's participation in the World Trade Organization (WTO).
The Act mandates a review by the Administration and Congress of the effects of the
WTO on domestic interets and the costs as well as the benefits to the United States of its
past participation. Most importantly, Congress must consider the matter of this nation's
continued participation in the WTO. Should Congress conclude that continued
participation in the WTO is not in the national interest, it can, under the law, require the
withdrawal from the WTO by enacting a joint resolution early this year (and overriding
any presidential veto). What's more, if Congress does not act, we must remain in the
WTO until the next opportunity for review and withdrawal, which does not occur until
Deceznbek, 2004.
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Mr. Chairman, if& as we are constantly being told by the Administration and
others, our commitment to the WTO prevents us from dealing effectively with an import
crisis that threatens to destroy the American steel industry, then surely it is time for
Congress and the Administration to revisit that commitment.

As the steel import crisis has worsened, the Steelworkers union has pleaded with
the Administration for some restraint on imports. The Administration's response has
invariably been that quantitative restraints on imports, whether voluntarily agreed upon in
the form of VRAs (voluntary restraint agreements) or imposed in the course of trade
actions, just will not pass muster under the WTO. Ironically, it is the Administration's
own plan to provide $300 million in unsolicited tax breaks for the steel industry as a
response to the crisis that has now drawn the anger of European producers who charge
that it is an "illegal subsidy" under the WTO rules.

The Europeans have also fled an action before a WTO tribunal seeking to bar the
application of the 1916 Anti-Dumping Act. If the Europeans' view of our anti-dumping
law is upheld, it will mean that when the U.S. entered into the V67O global trade
aangement, we unwittingly wiped long-standing legislation off our own statute books
and willingly agreed to handcuffs that prevent our dealing with industry-threatening
massive trade law violations. Apparently, the view of some of our trading partners is that
there is literally nothing that we can do or should do to stop this catastrophe for the steel
industry and steelworkers. This is yet a further illustration of why we cannot rely upon
the WTO to solve the problem of illegal and unfair trade practices.

VI. THE LOSS OF OUR MANUFACTURING INDUSTRIAL BASE

The current steel crisis, the negative consequences of NAFTA, and the
inadequacy of the existing WTO structure in addressing that crisis, are all factors which
have resulted in the weakening and the loss of our industrial manufacturing base.

While most economic observers have noted the overall strong growth and
performance of the nation's economy over the past six years. these statistics obscure a
very different story of what is happening in manufacturing. According to the Bureau of
Labor Statistics (BLS), from December, 1997 to December, 1998, our nation lost
23 7,000 manufacturing jobs.

Many of these lost manufacturing jobs are the kind ofjobs that pay decent wages
which allow families to buy homes, cars, clothing, and the necessities of life. They are
the kind of jobs that provide health care benefits for workers and their families. They are
the kind of jobs that provide decent pensions so that workers need not fear living in
poverty in their old age. The loss of these manu featuring jobs also guarantees that the
continuing disparities in incomes 'between the highest income earners in America and
those at the lowest end of the wage scale will continue to increase even further.
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Recently, the Commerce Department announced that the trade deficit for the
month of Novem~ber, 1998 was a record S 15.5 billion. From January to November last
year, the trade deficit was $153.9 billion. Economists at the Economic Policy Institute
have estimated that a S$100 to S200 billion increase in the U.S. trade deficit would mean
the loss of 700,000 to 1.5 million jobs in manufacturing and other industries producing
tradeable goods.

The isste for us is not whether there is going to be a global economy, but what
kind of global economy we're going to have.

Is it going to be a global economy that entraps the poorest workers in the world in
permanent, dvcpening poverty or is it going to be a global economy that can truly lift
people out of Foverty by raising wages, benefits, and living standards?

Is it going to be a global economy that denies the right of workers to form unions
and to fight for better wages and benefits and safer and healthier workplaces, or is it
going to be a global economy that promotes and protects the rights of workers?

Is it going to be a global economy that accelerates the destruction of our
environment and the depletion of our natural resources, or is it going to be a global
economy that protects the environment and our natural resources?

Is it going to be a global economy that means the further loss of good-paying
manufacturing jobs here at home?

We must create a global economy that truly works for working families and
communities, raising wages, working conditions and environmental standards for us all.

In his State of the Union address, the President expressed his desire that we find
common ground to agree upon in advancing an international trade agenda. But until
there is tangible recognition that trade must benefit everyone and not 'just corporate
interests, it will be difficult to achieve such a consensus for all of the reasons described
earlier. A recent Wall Street Journal/NBC News Poll indicated that 58 percent of the
public thinks that foreign trade has been bad for the U.S. economy because cheap imports
have taken U.S. jobs. The way to change the public's negative perception about foreign
trade is to take the forceful steps we are advocating to stop blatant violations of our
nation's trade laws and the associated job losses. Perhaps then we can begin building an
international trade regime that truly serves the broad national interest and not just the
financial interests of a few.

MW. Chairman, can we as a nation afford to sit by and watch the further loss of
tens of thousands of manufacturing jobs? Can we afford to sit by and watch the loss of
thousands more steelworkers' jobs and the loss of our domestic steel industry? If we fail,
there will be no American steel industry.



186

PREPARED STATEMENT OF GARY G. BENANAV

INTRODUCTION

Mr. Chairman and Members of the Committee:
My name is Gary Benanav, and I am the Chairman and Chief Executive Officer

of New York Life International, a wholly owned subsidiary and the international
business arm of New York Life Insurance Company. New York Life is one of the
nation's largest insurance companies-a Fortune 100 company with annual sales of
$12.5 billion in 1997 and operations in all 50 states and overseas through a network
of 12,000 employees and 10,000 agents. New York Life International has overseas
business operations in Argentina, Mexico, Indonesia, Korea, Taiwan,,Hong.Kong
and representative offices in China. To date, the company has over $156 mill ion in
foreign sales and has created 4,600 jobs in these markets. We are committed to
strengthening our presence in the international marketplace and believe U.S. lead-
ership on international trade issues is essential to achieving that goal.

I also am representing the Coalition of Service Industries (CSI). CSI was estab-
lished in 1982 to: create greater public awareness of the major role services indus-
tries play in our national economy; promote the expansion of business opportunities
abroad for U.S. service companies; advocate for an increased focus on liberalization
of trade in servces in international trade negotiations; and encourage U.S. leader-
ship in attaining a fair and competitive global marketplace. CSI represents a broad
array of U.S. service industries including the financial, telecommunications, profes-
sional, travel, transportation, and information technology sectors, among others.

I believe the Committee's hearings are both timely and important, for as a nation
we face a critical time in meeting the demands and responsibilities of being the
global economic superpower. I appreciate the opportunity to offer views today on the
future direction of U.S. trade policy and on the importance of the services sector in
fueling the engine of economic growth and prosperity in the United States and
abroad. I will focus my remarks on four topics: (1) ti~f need for a reinvigorated
American trade policy; (2) the need for the United States to pursue aggressively new
negotiations to liberalize services trade, including, in particular, financial services
trade; (3) specific negotiating objectives of the services sector; and (4) the need for
trade negotiating authority.

THE NEED TO REINVIGORATE U.S. TRADE POLICY

Some suggest that globalization caused the current economic crisis that started
last year in Asia, but I suggest this is a confusion of cause and effect. Markets re-
ward sound economic policy, and capital moves in direct relation to the soundness
of policy. The challenge is not to retreat from globalization, but rather to pursue
trade, investment and economic policies that encourage dynamic domestic and inter-
national growth. This requires continued U.S. leadership in securing an open and
fair rules-based global trading system.

The crisis in Asia, and the accompanying threat of contagion, underscores the
sense of urgency in squarely addressing global trade barriers today. If further eco-
nomic meltdowns are to be prevented and the U.S. economy protected from after
shocks, the United States must take the lead in multilateral and bilateral efforts
to eliminate trade and investment barriers and establish a system of international
trading rules buttressed by national pro-competitive regulatory supports. It is time
to formulate a new American trade agenda and trade policy. But to lead by example
and articulate a trade policy that can achieve liberalization on a global scale, we
must create a strong domestic consensus that the benefits of open international
trade outweigh the costs of continued engagement.

THE NEED FOR SERVICES TRADE NEGOTIATIONS

The growing economic strength of service industries is the best argument for con-
tinuing the U.S. commitment to liberalizing services trade worldwide. Let me pro-
vide some background on the role of services trade in the U.S. economy and globally.

The U.S. services sector has contributed to domestic prosperity through innova-
tion and the efficient production of services necessary for economic growth. The
abilities to transport goods overnight to meet customer demands, communicate with
business partners around the globe instantaneously and mobilize necessary financial
resources rapidly have facilitated the sustained growth of the U.S. economy-fur-
nishing capital, enabling commerce and providing jobs. As the marketplace expands
globally, our greatest competitive advantage as a nation may now lie in the export
of services. This reality necessarily fosters concern with the economic viability of our
trading partners and the global trading system.



187

The creation and preservation of the traditional core and economic infrastructures
within nations depend upon the provision of key services to the population. In par-
ticular, the financial services industries facilitate economic growth and stability by
attracting long-term capital for investment, allocating resources and transferring
technology. Given that my particular area of expertise is insurance, I would note
the unique role played by our industry in protecting against risk and indemnifying
for losses-necessary securities for the promotion of entrepreneurial activity and the
protection of capital. By mobilizing savings into investment, insurance companies
provide liquidity in the market and help improve the health, safety and retirement
security of working people.

In 1997, the U.S. services sector represented three-quarters of U.S. national eco-
nomic output, employed 80 percent of the workforce and recorded a record trade sur-
plus of almost $88 billion, with services exports reaching $258 billion and services
imports reaching $170 billion. The services sector constituted 27% of all U.S. exports
in 1997 and the total services export surplus is projected to be $105 billion in 2001,
compared to just $300 million in 1985. Let me mention one industry that clearly
highlights the change from a manufacturing to a services-driven economy. The U.S.
travel and tourism industry contributed over $25 billion to the service trade surplus
in 1997. This amount constitutes the largest contribution to the overall services sur-
plus. In addition, travel and tourism support over seven million direct jobs and gen-
erate roughly $71 billion in tax revenues for federal, state and local governments.

The expansion of trade in services has been a powerful engine of growth for the
global economy. Cross border trade in services now represents more than 20 percent
of world cross border trade, or more than $2 trillion; services account for at least
60 percent, or some $210 billion, of annual flows of direct foreign investment. Serv-
ice industries are essential to the economies of both developed and developing coun-
tries as a major source of innovation, especially in electronic commerce, providing
essential infrastructure for trade in goods.

In his State of the Union Address last week, the President said that the United
States must "tear down barriers, open markets and expand trade" through new
WTO trade talks aimed at expanding exports of services, manufactures and farm
products. We fully support that declaration and the launch of trade negotiations in
conjunction with the 1999 U.S.-hosted WTO ministerial meeting.

We believe it is critical for the United States to pursue aggressively new negotia-
tions to liberalize services trade, in particular trade in financial services. Liberaliza-
tion of services markets, defined as open, fair and competitive markets, will enhance
global economic growth, provide developing countries with the infrastructure nec-
essary to sustain development and help restore investor confidence. Liberalization
of financial services is especially critical to the ability of countries to develop mod-
ern, efficient, well-regulated financial markets and attract private capital flows for
lon term investment.

The VITO is the approprate forum for pursuing the next stage of services trade
liberalization and the Geeral Agreement on Trade in Services (GATS) provides a
sound basis from which we can seek further liberalization commitments. Though ad-
mittedly complex, the GATS does provide a dynamic framework for achieving sub-
stantive trade commitments for global liberalization in the shortest time. New WTO
negotiations will give us the best opportunity to seek improvements to the evolving
international rules-based trading system for services. Given the sense of urgency
prompted by economic recessions hitting Asia, Latin America and Russia, U.S. lead-
ership in the WTO is essential.

SERVICES TRADE NEGOTIATING OBJECTIVES

While past negotiating efforts have produced important liberalizations for service
industries, all industries in the services sector continue to face uneven implementa-
tion of past commitments and continued maintenance of impediments to free and
fair trade, especially through regulatory systems that are used to limit competition.

Open, fair and competitive environments for services trade may be enhanced glob-
ally by obtaining commitments to:

* Expand the scope of commitments countries undertake to liberalize services
trade by limiting the exceptions countries are permitted to take in their na-
tionaI schedules;

" Ensure rights of establishment and ownership for U.S. foreign investors
through woly-owned or other forms of business ownership;

" Ensure national treatment for U.S. companies abroad, whereby foreign inves-
tors have the same access as domestic companies in the market;

" Eliminate unnecessary restrictions on cross border transactions;

5&-759 99- 7
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" Promote pro-competitive regulatory reform focused on adequacy of appropriate
and consistent rules as well as transparency and impartiality of regulatory ad-
ministration; and

" Remove obstacles to the free movement of people by allowing business person-
nel to easily obtain visas.

Pro-competitive Regulatory Principles
In particular, the financial services industry faces formidable barriers in countries

with arbitrary and non-transparent regulatory systems. The pro-tompetitive regu-
latory principles I just mentioned, complement market access commitments by pro-viding for balanced financial systems. For example, my company may be able to
enter a market as a result of a market access commitment, but the lack of a pro-
competitive regulatory system would make business operations unpredictable and
unprofitable.

While the WTO Financial Services Agreement completed in December 1997 sets
out a solid legal framework for market access, fair competition is not yet assured.
Regulatory requirements and restrictions too often deny foreign companies the op-
portunity to compete on an equal basis with domestic firms. A lack of transparency
in regulations, along with uneven enforcement, undercuts the benefits of market ac-
cess.

We advocate pro-competitive regulatory reform to ensure that financial services
markets are both competitive and solvent. Effective regulations that open markets
to fair competition will focus on solvency of the financial institutions not on limiting
the number of firms in the market, restricting the types of products that can be
sold, controlling the pricing of products or requiring burdensome approval proce-
dures. This is not to suggest that financial services firms want to eliminate any reg.
ulation of financial services. Quite the contrary, we strongly favor effective regula-
tion. We want to assure that firms are solvent and that accurate information is
available to evaluate a firm's solvency. To achieve those goals, we believe individual
regulations must be substantively adequate, impartial, minimally intrusive, and
transparent.

With regulatory systems that promote competition and solvency, financial services
firms can introduce innovative products, reduce prices, achieve efficiencies in oper-
ations, improve the quality of services provided, attract capital for long term invest-
ments, introduce new technologies, and create new employment opportunities.

By pressing to eliminate restrictions on foreign establishment or ownership and
cross border transactions, by removing obstacles to the free movement of persons
and by affirmatively promoting national treatment and pro-competitive regulatory
principles,.the United States will be helping to shape an agenda at the WTO that
will produce genuine global economic liberalization with positive benefits for U.S.
business and consumers.
Other Trade Initiatives

As CSI has noted, trade liberalization through new WTO negotiations offers a sig-
nificant chance for a quantum leap in world prosperity. But I would also like to
briefly address some other trade initiatives that are important in their own right.
While each of these initiatives is regional in scope, each complements the efforts
currently underway in the WTO to deepen and broaden the open global trading sys-
tem.

Free Trade Area of the Americas (FTAA). In our own hemisphere, regional trade
gre w 15 percent in 1997-twice the world average. Two-thirds of U.S. export growth

hsbeen in the Western Hemisphere. Countries in the regi on are negotiating with
each other and the Europeans to secure the benefits of this trade expasin. The
United States must take the lead in pursuing trade and investment lieaization
if we want to receive the benefits of this expansion.

We support efforts in the context of the FTAA to reach a hemispheric free trade
area, which would ultimately expand NAFTA to virtually all of North, South and
Central America. FVFAA represents an enormously ambitious undertaking that mer-
its the full commitment of the United States government. From the perspective of
New York Life, a regional free trade agreement that would break down existing bar-
riers and open up new opportunities in the vibrant markets of Latin America v ould
be an invaluable contribution to the potential to grow our company.

Transatlantic Economic Partnership (TEP). The United States and the European
Union are each other's single largest trading partner with two-way trade represent-
ing about 20 percent of world trade in goods. Our bilateral in vestment ties are ex-
tensive, with the EU accounting for nearly 60 percent of total incoming foreign di-
rect investment stock in the United States. The Transatlantic Economic Partnership
(TEP) effort alms to capitalize on these economic ties by intensifying U.S.-EU co-
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operation on trade issues. TEP specifically is designed to establish a common U.S.-
EU agenda for new WTO talks, as well as secure mutual recognition agreements
in a number of commercial sectors. Issues of -consequence to all business trans-
actions, for example, data privacy protection under the recent European Union Di-
rective, are actively discussed within this context with the aim of achieving trans-
atlantic agreement that can then be used as a basis for securing broader multilat-
eral agreement.

Asia Pacific Economic Cooperation (APEC). The APEC economies represent over
one-half of total world production and almost one-half of world trade and U.S. bilat-
eral trade with these economies is roughly two-thirds of all U.S. trade. The United
States has been an active participant in the APEC effort to achieve free and open
trade in the region. We must ensure that the momentum generated by APEC's work
to date is not derailed by the Asian financial crisis, and that APEC economies move
forward to implement previously agreed market opening steps. We strongly support
inclusion of pro-competitive financial services regulatory reform in the APEC work
program.

China. The Administration also must continue to vigorously pursue bilateral nego-
tiations with our important trading partners. These negotiations are particularly
important with regard to China which has not yet opened its services sector to full
participation by foreign companies.

Expansion of U.S.-China trade is vital to America's future economic prosperity.
Over the past decade U.S. exports have increased over 20-fold and those exports
support more than 200,000 U.S. jobs. As the largest emerging economy in the world,
China's integration into the rules-based international trading system is essential to
ensuring that China undertakes the obligations and responsibilities of the trading
system as well as receiving the benefits. We believe that China's participation in
the WTO is critically important not only for China, but the rest of the world. We
support the Administration's efforts to reach a commercially acceptable WTO acces-
sion agreement that will enable our industry to fully participate in the Chinese mar-
ket. We urge USTR to insist that China accept that opening its service sectors is
equally important as reducing tariffs on merchandise. Without meaningful commit-
ments on services, there simply can be no deal with China. And if China agrees to
play by WTO rules, then the United States should be prepared to provide perma-
nent extension of normal trade relations status to China.

TRADE NEGOTIATING AUTHORITY

What will it take to implement a broad and ambitious trade agenda and policy?
As the world's economic superpower, only the United States has the capacity to

lead the international) community by setting the example at home. I urge Congress
to extend broad, multi-year traditional trade negotiating authority to the President.
This negotiating authority is the essential foundation or infrastructure needed to be
able to conclude with credibility liberalization agreements with our trading part-
ners.

Another important step is to adopt domestic economic policies, including tax poli-
cies, that help create an environment that encourages competition and reduces the
costs of competing overseas. Congress' support and leadership last year in revising
and extending the deferral rules for U.S.-based financial service companies rep-
resents a tremendous step forward in conforming U.S. tax rules to U.S. trade poli-
cies. Permitting deferral of active financial services income is essential to maintain-
ing the competitiveness of our financial services firms, ar. ' I urge you to further ex-
tend this provision this year.

CONCLUSION

Mr. Chairman, as I suggested earlier, a pro-active American trade policy must
rest on a solid consensus among the Congress, the Administration, the business
community and the public that we have realistic and appropriate goals on the full
range of domestic economic interests affected by our participation in the inter-
national trading system. These hearings are the first step toward crafting a consen-
sus that expanding international trade and investment improves the lives of Ameri-
cans and that continued U.S. leadership in strengthening the rules-based inter-
national trading system is the surest way to sustain our domestic economic
strengths. U.S. services industries are committed to working with the Congress to
develop that consensus.
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REsPONSEs OF GARY G. BENANAV TOQuESTioNS SuBmrrTED BY SENATOR GRASSLEY

Question 1: 1 strongly believe that reducing trade barriers in services is crucial
to sustaining our economic vitality and enhancing our competitiveness. It is no sur-
prise that the United States is the world's largest exporter of services, accounting
for an astonishing sixteen percent of global services exports. There are two issues
that concern me with respect to the General Agreement on Trade in Services
(GATS), one of the Uruguay Round Agreements. As you may know, the first part
of the General Agreement on Trade in Services is a group of multilateral principles
for trade in services. The second part contains schedules of specific commitments.
This second part is where we would expect to see immediate reductions in trade bar-
riers.

My first concern is that while many countries made many specific commitments
in a large number of services sectors, these commitments cover only a fairly small
proportion of actual service production.

My second concern is that most of the commitments contained in the General
Agreement on Trade in Services reflected only a standstill on existing barriers to
trade. The commitments did not include real reductions to barriers to trade.

I would hope that, in future multilateral negotiations, we would at least have two
goals. First, I hope that we could expand the market access commitments that were
part of the national schedules.

Second, I hope that we could actually reform regulations that restrict competition
in services. How do you think we could achieve these goals? Are there some service
sectors that have higher trade barriers than others, and that demand immediate at-
tention?

What specific actions or reforms should we look at in the new multilateral nego-
tiations to achieve results in this area?

Answer:- New York Life International and CSI agree that reducing trade barriers
in services is crucial to sustaining American economic growth and enhancing our
global competitiveness. As services industries such as insurance, finance, tele-
communications, transportation and information technology underpin all forms of
global trade and commerce, we believe that utilizing all bilateral and multilateral
efforts to ensure an open and competitive global marketplace should be of critical
priority to our government. As preparations for new World Trade Orgniation
(WTO) negotiations are undertaken, we share your expectation that such negotia-
tions should achieve meaningful reductions of trade barriers as a result of scheduled
commitments in the General Agreement on Trade in Services (GATS) and that new
commitments should be specific, covering a substantial proportion of actual services
trade. To achieve the goal of meaningful liberalization of global trade in services,
New York Life International and CSI urge the United States Trade Representative
(USTR) to secure broader market access commitments covering substantial areas of
trade in services within the context of the GATS as well as through bilateral nego-
tiations. As a necessary complement to market access, we also urge the acceptance
of pro-competitive regulatory principles within the framework of trade agreements
to reform national regulatory structures that currently inhibit competition within
markets.

MARICET ACCESS

In anticipation of new negotiations to be initiated at the WTO Ministerial Meeting
in Seattle this November, the Office of the United States Trade Representative re-
quested public comment on setting U.S. trade agenda priorities. In response to this
Federal Register request for comment, CSI submitted a detailed statement (attach-
ment 1] outlining specific trade barriers faced by a number of service industries. In
this response, CSI also proposed recommended negotiatin objectives, including:

" Obtaining rights of establishment and ownership for foreign firms;
" Eliminating cross-border trade restrictions;
*Ensuring national treatment for foreign firms on par with domestic firms; and
*Remvn obstacles to the free movement of persons--particularly key business
peroinnel

Each service sector experiences problematic trade barriers as a result of restric-
tive laws and/or regulations which may impair the ability to open businesses, main-
tain a majority ownership in a business venture, control a distribution system, over-
see cohesive elecroic cross-border transactions or manage human resource/staffing
issues. CSI and the group of organizations with whom it works maintain continuous
dialogue with USTR on the nature of barriers that limit their trade and on goals
for the next negotiations.



191

PRO-COMPBMTIE REGULATORY PRICIPLES

To ensure meaningful commitments can be effectively implemented within na-
tional markets, CSI advocates the adoption of a set of principles for "pro-competitivregulatory reform." Government's role in promoting a competitive environment wit
in a market-based system may be effectively carried out through the adopti of
pro-competitive reguatory rules with four central features:

*Transparency, which secures a fair and open process for develop and dis-

*Adequacy, which is suficient to address serious market im ections and pro-
tect public interests;

*Impartiality, which ensures no one or *roup of comnp itors whether foreign or
domestic- is offered a more favorable position; and.,-

*Least Intrusive, which ensures that regulatiolis are applied to maintain effi-
cin markets but not distort them.

'Wt in te framework. of the GATS, WTO members should undertake commit-
ments for regulatory reform in tandem with market access commitments.

Question 2: Last July, negotiators for the United States, the European Union,
Canada and Japan explored new approaches to liberalizing trade in services. One
new way to liberalize services traAe-that was discussed at this meeting is the so-
called "horizontal" approach: the parties take on commitments such as the right of
establishment or national treatment and apply them across all service sectors.
These methods would result in a "to p dw" approach that assumes liberalization,
and puts the onus on countries to seek specific exemptions from their market access
commitments. This differs from the current approach taken by the General Agree-
ment on Trade in Services, which now applies the central obligations of national
treatment and market access only to those sectors that countries positively identify.

I realize that this change in the structure of the General Agreement would re-
quire support from a substantial number of WTO members.

What do you think of this approach? Wouldn't it put the ball back into the court
of nations that want to make lesser commitments to free trade?

Answer: The process of removing trade barriers by scheduling specific commit-
ments to opening markets through the GATS structure has provided invaluable in-
struction on the complexities of facilitatin a fr-ee global trading system through the
implementation of fair and consistent rule promulgated by the consensus of the
WTO membership. The United States should be able to take these lessons learned
and apply them to new and creative negotiating methods or modalities.

As discussed at the July 1998 Quad Meeting among the negotiators representing
the United States, the European Union, Canada and Japan, the horizontal approach
assumes liberalization as a central obligation applying across-the-board in a sector
and puts thie affirmative obligation on signatory nations to seek specific: exemptions
from the comprehensive commitment. In contrast to the current approach of sched-
uling commitments only in areas positively identified in a national commitment
schedule, the horizontal or "top down" approach assumes a wider scope of commit-
ments. This approach may be used within the context of the GAT S structure if
agreed to by member signatory nations.

New York Life International and CSI support efforts to identify new and creative
methods of negotiations which have as their goal achieving substantive commit-
ments to liberalize in the greatest number of countries within the shortest time
frame. While would agree that U.S. trade negotiators should utilize horizontal ap-
proaches to negotiations should these prove useful, other methods of negotiation
should not be foreclosed. Improvements to the GATS structure is an ongoing process
which should be continued. Comprehensive liberalization of the global marketplace
should remain our primary goal.

Question 3: Electronic commerce, or e-commerce-commercial transactions by elec-
tronic means-has soared in the last two years. In fact, c-commerce was not even
discussed--or was certainly not an issue-when the Uruguay Round was negotiated.
It did surface as an issue at the Geneva Ministerial, wheie WTO members agreed
not to impose tariffs on electronic transactions for one year.

Since e-commerce is likely to be on the services negotiating agenda in new multi-
lateral talks, what recommendations do you have to make sure that this promising
new commercial area is able to reach its full potential?

Answer: As the services sector encompasses approximately three-fourth of U.S.
GDP with an increasing proportion of this commerce Loth domestically and inter-
nationally occurring through electronic means, New York Life International and CSI
agree that electronic commerce or ue-commerce" will necessarily be an important
issue of high priority in new multilateral talks. As ain organization comprised of
service industries that utilize the dynamic global interconnection e-comnmerce pro-
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videos, OSI has assembled an Electronic Commerce Working Group with representa-
tives from a wide range of member service companies concerned with the innovative
and balanced development of e-commerce. This Group has undertaken an analysis
of e-oominerce issues affecting the services sector and has proposed a number of rec-
ommnendations for trade negotiating objectives relating to e-commerce [attachment

21In order to ensure that e-commerce reaches its full potential in a manner which
will benefit consumers and business, New York Li4fe International and CSI rec-
omnmend that U.S. trade negotiators propose the acceptance of the following prin-
ciples within multilateral and bilateral trade negotiations:

*Delivery Technology: the basic recognition of e-conunerce as a technology for do-.
livery of goods and services rather tha a separate services industry-as a tech-.
nology it may be utilized by all services industries for the effective distribution
and management of services products.

*Open Market Prerequisite: premature limitation or regulation of e-commerce
may stifle the potential for innovative growth.

*Non-discnrminator Access and Interoperability: fr-ee flow of information and
- connection shouldMb enabled and protected.

*Privacy Protection: business is committed to achieving consumer confidence in
data privacy-a balanced approach to protecting consumer personal data pri-
vacy would include recognition of differing data protection regimes consisting of
laws and industry self-regulation.

*Jurisdiction: choice of law should govern; where not specified, the default should
fall to the laws of the supplier of service to ensure consistent E.pplication of con-
tract law.

Attachments.
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ATTACUMET 1

COALITON OF SERVICE INDUSTRIES

RESPONSE TO

Federal Register Notie of August 19, 1998 [FR Doc. 98-22279)

Solicitation of Public Comment Regarding U.S. Preparations for the

World Trade Organization's Ministerial Meeting, Fourth Quarter 1999

INTRODUCTION

The Coalition of Service Industries. in coordination with the Air Courier Conference of
America. the Information Technology Association of America, the International
Communications Association, and the United States Council for International Business
is pleased to submit our recommendations to the United States Trade Representative
(USTR) pursuant to the Federal Register Notice of August 19. 1998: Solicitation of
Public Comment Regarding U.S. Preparation for the World Trade Organization's
Ministerial Meeting, Fourth Quarter 1999. We appreciate the opportunity to provide
these comments and look forward to continuing to consult with the USTR and all
involved government agencies as we work toward launching and a successful
conclusion of the negotiations.

Organizations which assumed primary responsibility for the initial drafting of specific
portions of this submission are as follows:

-1? General Issues
11. Distribution
Ill. Express Delivery
IV. Financial Services
V. Health Care
VI. Information Technology I
Professional and

Business-Related Services
ViII. Telecommunica~ions
IX Travel and Tourism

Coalition of Service Industries
National Retail Federation
kir Courier Conference of America
~oalitlon of Service Industries

U.S. Council for International Business
Information Technology Association of America

Coalition of Service Industries-
International Communications Association
Coalition of Service Industries

Other associations that have been Involved In dh" process of reviewing and
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1. GENERAL ISSUES,

A. IMPORTANCE OF THE SERVICES 2000 ROUND

Multilateral trade negotiations in services are complex and have had a short history.
The global trading community is only at the beginning of a process of removing complex
barriers to free trade in services through, negotiation.

The Services 2000 Round is, therefore, a critical element in maintaining and expanding
world prosperity - the first in which we can apply lessons learned about the structure of
the GATS and the difficult specialized services negotiating process. In general, the
overarching objective of the United States Government in the negotiations should be to
both broaden and deepen the commitments made in the GATS. Contestable markets
in every sector and in every WrO member is the ultimate goal.

Trade liberalization through Services 2000 offers the main chance for a quantum leap in
world prosperity. The new industrial revolution - the information revolution or the "Thifd

.Wave" - has made innovation and efficiency in the production of services integral to
economic growth. Services inputs are now a central factor in competitive success in
manufacturing a.nd agriculture. Telecommunications, transportation, finance,
insurance, distribution and information services underpin all forms of international trade
and all aspects of global economic activity.

To maximize opportunities of Services 2000 it is essential that the format for the
broader negotiations permits sufficient allocation of resources to the GATS negotiation
and does not hamper reaching substantive agreements on services in a short time
frame.,

We believe that the following factors should come to bear toward a successful new
effort in services.

A sound basis for making substantial progress in services in the 2000 negotiations
exists. Progress made in sectors such as telecommunications and financial
services is due to the realization by developing economies that services are the
basis for economic modernization.

The tumultuous -financial and economic stresses of the past year will lead not to
retrenchment, but instead will further progress toward liberalization.

Through several rounds of negotiations under the VVTO, countries learned to negotiate
within the complex GATS framework.I
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B. STRUCTURAL AND NEGOTIATING ISSUES

Since its conclusion in 1994 the GATS has drawn considerable criticism because or its
complex structure which facilitates obfuscation, not liberalization. In this paper, we will
not elaborate on the reasons for this. Instead, the primary issue for negotiators is
whether in these negotiations the failings of the CATS architecture should be
addressed.

We beiieve the answer must be derived from the twin objectives of (1) obtaining
maximum liberalization in (2) the shortest time. If improvements in the CATS structure
can be made quickly and in a way that facilitates the liberalization process, then itis a
worthwhile effort. Otherwise, trade liberalization should not be delayed by a
concentration of resources on structural CATS reform. In our view, CATS reform is
secondary to liberalization.

Classification and Dynamic Definition of Services

The existing classification of services used in the CATS is outdated and inadequate. it
omits certain services and inappropriately categorizes others. It should be revised to
reflect accurately the real structure of services industries in order to facilitate the
removal of barriers to trade in those services. We make specific recommendations with
regard to classification in the sectoral sections of this submission. However, we feel
that another useful exercise would be to review the classification scheme across
sectors so as to rationalize the entire structure to reduce overlap and redundancy
where appropriate. This has not been undertaken as a part of this submission.

Extending the Coverage of GATS Commitments

Apart from the issues of CATS architectural reform is the need to broaden and deepen
the substantive commitments to liberalization made within the CATS. The GATS lacks,
for the most part, substantive commitments. The new negotiations must secure
broader commitments to national treatment and market access in as many sectors as
possible. Current scheduled exceptions are too broad, and must be honed so only the
most "sensitive issues are excluded.

Innovative Negotiating Strategies

We urge negotiators to explore options in developing generic or formulaic approaches
to negotiating the liberalization of market a%-cess barriers, including negative list
schedules, sectoral commitments, horizontal commitments of revised modes of supply,
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and other approaches which can move beyond the traditional "request-offer' format and
speed the conclusion of agreements.

C. REGULATORY REFORM

In order to pursue meaningful seniices negotiations, WTO members will have to
consider making adjustments to their regulatory regimes. "Regulatory reform" is a
common set of principles that should be used as a guide or a test to regulations in
individual sectors. Sometimes ref erred to as "pro-competitive" regulatory principles,
they create a transparent framework of rules that permit markets to operate as freely as
possible while providing necessary protections - for example in the case of the banking
sector, ensuring safety and soundness.

The "Reference Paper" negotiated as part of the iNTO Agreement on Basic
Telecommunications is a model that should guile the development of a framework for
dealing with regulatory reforms in the Services 2000 Negotiations. The regulatory
principles embodied in this paper'have already had an important influence on reshaping
national regulatory systems towards a more market-oriented approach. The key is
effective implementation of those principles -- in their common, pro-competitive, open
market interpretation and application. We must learn from experience. The Reference
Paper.- we-a rer distcovering, must be interpreted clearly and forcefully for dispute
settlement to be effective in most instances. Similar initiatives in other sectors should
attempt to include specific and targeted language where possible.

Regulation should ensure that consumers (users) have access to quality,
reasonably-priced services that are available from reliable producers. Government's
role is to promote fair competition, protecting buyers from misleading, collusive, and
other anti-com~petitive practices. Regulation should have four central attributes:

Adequacy: it should be sufficient to rectify serious market imperfections and thus
protect the public.

Impartiality: governments should accord no one or no group of competitors, foreign or
domestic, a more favorable position than accorded other competitors.

Least intrusive: goveinments should apply regulation in ways that efficiently opens that
market and that least disrupt the smooth functioning of markets once opened.

Transparency: laws and regulations should be easily available to the public, and the
processes for arriving at regulations should be open and accessible to the public for
comment.

There is a substantial basis of support in certain industry sectors for efforts to achieve
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Itregulatory reform". Regulations are easily used to frustrate market access and
national treatment commitments. Regulatory conflicts are often a major source of trade
disputes. Countries should have an interest in regulatory reform because it is a key to
reviving high growth rates. This area should be a major focus of the new negotiations.
especially where incumbent producers have monopoly or residual market power as a
result of their incumbency or historic position.

D. ELECTRONIC COMMERCE

International trade in services, particularly cross-border trade, is conducted to a large
and increasing extent through electronic means. Computer technology has made many
services tradable, which until recently were not. Electronic commerce and the Internet
have thus added a new technological means of facilitating trade, adding digitized
information flows fto physical flows, much as ships increased trade over merely
land-based movement of goods.

The supply of services by electronic means can take place in any of the four modes set
out in the CATS framework, just as the supply of services by physical means can.
Accordingly, the supply of services by electronic technology is covered by the CATS in
the same way as all other means of delivery. Countries' commitments in the CATS
apply to transactions whether by digital, or traditional, forms of communication.

We reject the idea that there is a class of services that can be labeled electronic
commerce and thus be negotiated separately. There may be services products that
result from wholly new technological applications or inventions that might be identified
as electronic commerce, but these are more appropriately labeled "information
technology services", or services within specific-sectors. Barriers to these new forms of
services can be negotiated by sector or in a separate information technology services
sector.

On the other hand, it is also necessary to recognize the relationship between electronic
commerce and specific industry sectors. Electronic commerce as a means of delivery
cannot reach its full potential without significant commitments in virtually every industry
sector. The ability to provide services across borders is a necessary prerequisite for the
robust development and growth of electronic commerce. If service provision across
borders is not permitted, then the ability to deliver those services electronically will be
constrained -and fragmented in national markets.

E. GOVERNMENT PROCUREMENT

Governments spend billions of dollars on procurernont of services. In many countries
this procurement is conducted in closed processes that work against foreign suppliers.
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A two- pronged effort is now under way in the WrO. One prong of this effort is to
achieve agreement on transparency measures so that all WrO members can com imit
themselves to transparent procedures without yet making new commitments to market
access and national treatment. The other is to simplify the existing Agreement on
Government Procurement which has 27 signatories, including the U.S., to increase its
adoption by member countries. The core of this document would remain a commitment
to permit foreign bidders to receive national treatment as they compete for government
awards. We understand that government procurement is a sensitive subject and that
commitments in this area may need to be phased over a period of time. However, we
also feel it is an important area for progress to be made. The impact of governments
being able to obtain services globally is quite substantial. The possibility is to
dramatically improve the services which governments provide to their citizens, and to
lower costs. This will have a beneficial effect on economnies and society worldwide.

We support the goal of the Quad to achieve a Transparency Agreement in 1999. In
addition,- we feel that there are a set of overall objectives for services which need to be
achieved in this area. Whether these objectives can best be met through existing
mechanisms or through the Services 2000 negotiations is of less consequence to us
than the fact that they are actually achieved. Therefore, we believe that the objectives
in this area should be the following:

Insure transparency.
Insure access to an independent appeals and dispute resolution process.
Insure full market access and national treatment.

F. CONCLUSION

The Services 2000 Negotiations, thus, are an important milestone. They offer the
opportunity to move considerably beyond the status quo and to make progress in all
service industry sectors. It is important not to be sidetracked by architectural and
negotiating structure, rather all the effort should focus on achieving further liberalization
of services and the inclusion of regulatory reform and government procurement.



11. DISTRIBUTION SERVICES

A. SECTOR STATUS

The U.S. retail industry, represented by its trade association, the National Retail
Federation (NRF), strongly supports negotiations at the World Trade Organization
(WVTO) to further liberalize trade in distribution services. A growing number of U.S.
retailers recognize that there are many attractive business opportunities outside the
United States. Many foreign countries have a growing middle class that increasingly
demands the quality of service and broad selection of products that U.S. retailers can
offer at competitive prices. At the same time, many of these countries have
comparatively few retail outlets per capita.

Retail opportunities abound even in mature markets where one' increasingly sees the
business signs of familiar U.S. stores in many downtown and suburban shopping areas.
Notwithstanding the current global economic situation, many U.S. department,
specialty, discount, and mass merchandise retail companies have opened stores
abroad and are looking to expand their foreign operations to meet this growing
consumer demand outside the United States.

In the Uruguay Round General Agreement on Trade and Services (GATS), a number of
countries agreed to include commitments in their GATS schedules to bind at least some
part of trade in distribution services under the rules of the WTO. These ;ountries
include our largest trading partners - Canada, Mexico, the European Union, and
Japan. Among the general categories included under distribution services:

33 countries scheduled commitments on retail services.
34 countries scheduled commitments on wholesale services.
23 countries scheduled commitments on franchising.
21t countries scheduled commitments on commercial agents.
2 countries scheduled under "other' distribution services.

In many instances, these scheduled concessions were rather modest and included
broad exceptions.

B. CLASSIFICATION

The WVTO Services Sectoral Classification List defines "distribution services" as
encompassing retailing, wholesaling, franchising, and commission agents. This
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definition is, however, quite broad and somewhat vague. Therefore, negotiations at the
WVTO in this sector must take into consideration the entire network of activities that are
necessary to support retail and other distribution services operations. For example, in
the negotiations between the United States and China on China's accession to the
WTO, the area of distribution services covers all activities that support retail and other
distribution services operation, from the port of entry to the store, and ultimately to the
customer - e.g., customs clearance, storage and warehousing services; road, rail,
water, and air transportation services; marketing; after-sales services and customer
support; control of distribution networks and wholesale outlets; and protection of retail
trademarks. It is necessary to recognize that barriers in any of these areas will disrupt
the efficient operation of the distribution chain and, in order to support successful retail
and other distribution services operations, barriers in all areas supporting distribution
services operations must be addressed in some manner.

C. BARRIERS

In many countries, opportunities for U.S. retailers and other providers of distribution
services to establish and maintain and commercial presence are limited by various
laws, regulations, and policies. Some countries have protected their small stores from
competition by limiting the size of retail establishments and placing arbitrary and
onerous restrictions on where they may locate, price they may charge, and how they
may promote products. Restrictions imposed by countries to protect so-called " cultural
industries" have significantly hindered the establishment of retail operations by large
U.S. booksellers. U.S. direct sellers and other retail companies have been severely
hampered in establishing and/or expanding business operations in countries as a result
of local sourcing requirements, and tight limitations over ownership and control of
distribution systems. Restrictions on investment, limitations on foreign ownership,
restrictions on opening hours, constraints on the typesducts that may be sold to protect
local monopolies, lack of adequate protection for retail trademarks, and the
non-transparent and arbitrary application of commercial laws and regulations are further
examples of barriers facing U.S. retailers. In addition, some countries have
undermined the value of commitments they have already scheduled at the WVTO on
distribution services by including broad exceptions permitting restrictions to be imposed
under a vague "economic needs test."

The reduction of such barriers to trade in distribution services warrants greater attention
through specific sectoral negotiations at the WTo for several reasons. Since trade in
distribution services includes wholesaling, retailing, and franchising, this sector
represents the last link in the trade chain to the consumer and is, therefore, essential to
a well-functioning free and open trading regime. Larger retail establishments are more
likely to sell imported along with domestically-made products. Moreover, market access
Is only meaningful if goods can be effectively distributed at the retail level.



201

D. NEGOTIATING OBJECTIVES

The U.S. retail industry strongly urges U.S. negotiators to seek the elimination of foreign
restrictions to trade in distribution services. Once negotiations are underway, the
United States should focus generally on:

Obtaining commitments from as many countries as possible to bind the distribution
services sector in their GATS schedules.

Limiting as much as possible the number of exceptions taken by countries in their
schedule of commitments on distribution services.

Persuading countries to refrain from general, open-ended exceptions in their schedule
of commitments on distribution services.

Broadening and deepening the commitments from countries that have already included
distribution services in their GATS schedules.

Obtaining comrntments that allow for full market access for distribution services under
the principle of national treatment, rather than merely enshrining the current status
quo.

E. ECONOMIC IMPACT

In order to achieve the goal's listed above, U.S. negotiators should emphasize the
economic and employment benefits that other countries would realize by opening up
and liberalizing their distribution services sector. For example, the United States has no
significant restrictions on the retail services. Nearly one in five American workers is
employed in retail jobs that are well-paying and require a marketable set of skills.
Moreover, the U.S. retail industry registered sales receipts in 1997 of more that $2.5
trillion and economic activity in the sector has a significant multiplier effect throughout
the U.S. economy. Thus, the retail sector alone adds substantially to U.S. Gross
Domestic Product (GDP), economic growth, higher employment, and lower inflation. In
addition, the ability of the U.S. retailers to provide American consumers with a wide
variety of reason ably-priced products is a substantial contributor to a high standard of
living in the United States.

U.S. negotiators should impress on their foreign counterparts that, as in the United
States, an open and thriving retail industry and distribution services sector generally,
will be an important factor in improving the standard of living of their citizens, expanding
economic activity and growth, and developing a modern consumer society. Those
benefits should not be taken lightly. When U.S. retailers establish commercial
operations in a foreign country, those operations:



Provide much needed local investment.

Create jobs for many local people, not only in the retail establishment itself, but also in
the warehouses, and transportation and advertising services that support those
operations.

Allow local workers to develop business expertise and a better understanding about
proper business practices in the services sector.

Provide local consumers with a better selection of goods at lower prices that will help
improve the quality of'their lives.

Make their country's retail sector and the economy as a whole'more efficient.



Ill. EXPRESS DELIVERY SERVICES

A. SECTOR STATUS

Express delivery service, as provided by companies such as DHL, Federal Express,
TNT and United Parcel Service, is a relatively new and rapidly expanding industry,
having evolved during the past two decades in response to the needs of global
international commerce. The express transportation industry specializes in '**---

time-definite, reliable transportation services for documents, packages and freight.
Express delivery has grown increasing -fi -pirtant t6 businesses needing to use
time-sensitive, "just-in-time" manufacturing techniques and supply-chain logistics in'
order to remain internationally competitive. The express industry, has revolutionized the
way companies do business worldwide, enabling businesses to rely on predictable,
expeditious delivery of supplies. Producers using supplies from overseas no longer
need to maintain costly inventories, nor do business persons need to wait extended
periods of time for important documents. In addition, consumers now have the option
of receiving international shipments on an expedited basis.

Increased reliance on express shipments has propelled the industry to average annual
growth rates of 20 percent for the past two decades. The industry's e 'xplosive growth is
reflected in the rapid expansion of air cargo shipments: the expedited movement of
cargo by air now accounts for 37 percent of the value of world trade, a share which is
expected to continue to increase.

The express transportation industry is essential to the future growth of world trade and
commerce, as more and more trade is centered on the type of high-value goods that
are carried by our industry, such as electronics, computers and computer parts,
software, optics, precision equipment, medicine, medical supplies, pharmaceuticals,
aircraft and auto parts, avionics, fashions and high-value perishables. In addition, the
industry encourages small and medium-sized businesses to grow by enabling them to
p-articipate in international trade. The express transportation sector, with its integrated
services that provide do or-to-door delivery, frees small businesses from the
burdensome and costly tasks of arranging for the transportation of their goods through
a myriad of unrelated and often non-communicating parties.;,

Express delivery operators, represented through their trade association, the Air Courier
Conference of America (A:CCA), strongly support free and open trade and investment
worldwide. Express operators provide integrated, door-to-door delivery service for
documents and packages, and customers expect value-added services like time
guarantees, electronic information, brokerage services and more. Express customers
are not as concerned with how their documents or parcels are moved - just that they
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arrive on time. This could be by plane, train, truck, van, automobile. motorcycle, or
even gondola. Consequently, a broad spectrum of issues affects the express industry.
and includes laws and regulations in the areas of intermodal transportation, air auxiliary
services, distribution, warehousing, customs, postal, telecommunications, logistics,
brokerage, insurance, and freight forwarding. For this reason, barriers to international
trade in the express industry can involve trade restrictions and trade distorting
measures in any of these pertinent service sectors.

* B. CLASSIFICATION

Under the Uruguay Round's Services Sectoral Classification List, express delivery
services are currently classified as "courier seWices" - a communications se -rvice (CPC
7512), along with postal, telecommunications and audiovisual services. This
classification fails to reflect the true nature of express delivery services, which provide
for regular~exchange of physical items over a network of locations and, as described
above, incorporate transportation, communications and other services.

Express delivery services should be reclassified to more accurately reflect the nature of
express operations which, at a minimuf-*--

Provide the business community and general public with regular (usually every
business day), expedited and reliable collection, transport and delivery of
physical objects across a network of geog~phic areas.

have management and communication systems that monitor and ensure
end-to-end quality of service; and

Involve the operation of such offices, buildings, telecommunications facilities,
computers, sorting equipment, .automobiles, trucks, aircraft, and other
vehicles as may be necessary to accomplish the basic function of express
delivery.

A reclassification of the industry would facilitate GATS 2000 negotiations that are
meaningful to the industry.

C. BARRIERS

As described above, barriers in any of the numerous operational areas encompassed
by express operators can hinder express delivery services. Among the most persistent
problems faced by the industry are inconsistent customs clearance policies that add
costs and delays to express services. These barriers include:
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Restrictions on the value and weight of express shipments.

Delays, generally of at least one day and up to 96 hours, from lengthy customs
clearance procedures.

Cargo handling restrictions that force express carriers to use local handling
companies - rather than our own employees - to transport our express
shipments from the baggage collection area to warehouses where they can
clear local customs.

Arbitrary -revaluation of declared value of shipments by customs.

Imposition of a variety of charges and fees for express shipments, including
shipments that are transiting one country on their way to their ultimate
destination.

To eliminate these and other barriers, ACCA believes that the WTO should require all
members to adopt and implement the express guidelines of the World Customs
Organization.

Because express operators provide integrated, door-to-door services, barriers to any
element of transportation linked to these services pose a problem for the industry.
Unfortunately, in markets worldwide ACCA members encounter a variety of
transportation restrictions that limit - and increase the cost of - express service. For
the express sector to achieve meaningful trade liberalization under the WTO, it must be
accorded access to land, air and other transportation infrastructures in all markets. For
Example, arbitrary operating restrictions on carriers to limit their market, such as types
of equipment and vehicles that can be used, and weight or size of packages, must be
prohibited.

Firms also face anti-competitive practices in many markets, particularly with respect to,
postal operations. Because some of the industry's operations are postal-related (e.g.,
the delivery of documents and small packages), express operators are frequently
affected by postal policies in foreign countries. In fact, throughout the world, countries
exercise varying degrees of authority over the delivery of printed matter.

Many countries have vested the national postal service with local monopolies over the
pick-up and delivery of letters and documents. This often imposes unfair or
unreasonable restrictions- on international service, which limits the operations of'
international express service companies. While we are not advocating that U.S.
policymnakers seek the dissolution of national monopolies for domestic postal services,
we do believe that the domestic monopoly claim should not be extended unfalirly ai~d
unreasonably to encompass cross-border services. Unified, end-to-end administrative
control makes rapid and reliable international express service possible.

U.S. negotiators should seek WTO commitments that would:
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Prohibit a foreign government from determining unilaterally the basic conditions of
express service to and from the United States (market entry, price regulation,
operating restrictions, and extraordinary or discriminatory taxation).

Ensure that a foreign postal monopoly does not have an outright, prohibition against the
provision of international service by U.S. express delivery providers.

Prohibit profits derived from services provided by national postal authorities from
subsidizing services that compete with foreign companies.

Prohibit taxation of private sector companies from subsidizing a national postal
administration's services.

Ensure that national postal administration's parcel and non-monopoly document
services that compete directly with foreign companies would be subject to effective
and impartial regulatory scrutiny to protect against illegitimate cross-subsidy.

Ensure that a postal administration's competitive services be subject to the same laws
and regulations imposed on private companies.

Prohibit a foreign country from unilaterally selecting the U.S. express carriers that may
service an international market with restricted entry.

Prohibit a tax on bilateral services that exceeds the net cost to a legitimate local
monopoly carrier.

Prohibit discriminatory treatment of U.S. carriers.

D. NEGOTIATING OBJECTIVES

With respect to the VVTO negotiating agenda, we urge that express delivery services be
a focus of the GATS 2000 Negotiations. Specifically, we advocate the negotiation of
pro-competitive regulatory principles for the express sector. These principles should be
legally binding on all WTO members, just as is the case for the telecommunications
pro-competitive regulatory principles agreed to during the previous GATS negotiations.

ACCA has detailed a proposed set of pro-competitive regulatory principles in a separate
submission to USTR. These principles would encompass liberalized customs, postal,
air cargo and other policies. We look forward to working with USTR throughout the
GATS 2000 process to liberalize treatment of express delivery services, thereby
expediting the flow of goods globally.
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IV. FINANCIAL SERVICES

A. BENEFITS

Increasing competition in financial services markets through liberalization of restraints
on foreign participation in financial services activities will enhance economic growth for
all countries. Such liberalization will help provide developing countries with: (1)
essential information and infrastructure to speed their modernization; (2) improved
health, safety and retirement security for working people and; (3) the broadest range of
products and services at the lowest cost for consumers. Additionally, it will help
enhance investor confidence, and attract and retain private long-term direct investment.
Liberalization promotes the development of modern,- efficient, well-regulated financial
markets.

B. SECTOR STATUS

WTO financial services negotiations provide an excellent opportunity to achieve
meaningful liberalization on a global scale. -By securing binding commitments by a
significant number of countries of the right of foreign companies to establish and to own
all or a majority share of their direct investments, the 1997 negotiations made important
progress.

Even though the 1997 agreement didn't include comprehensive agreements to reduce
or eliminate investment barriers for foreign financial service providers, the agreement
made major progress in a number of countries. Much remains to be done in the-
upcoming negotiations and the 1997 Agreement serves as a strong foundation to add
truly liberalizing commitments.

C. BARRIERS

The financial services 2000 negotiations offer an extremely important opportunity to
build on this base in a tiumber of ways:

Further the scope of commitments by reducing the number of exceptions countries
*have written into their commitment schedules.

Expand rights of establishment and ownership. While progress has been made in
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-securing bindings of existing practice in regard to establishment and full or majority
ownership, these rights should be expanded and secured from more countries that
made no such commitments.

Expand cross border trading rights. Little attention has been given to securing rights to
sell financial services-across borders in negotiations to date. WTO members
should, where appropriate take into account the views and legitimate objectives of
the regulators.

Modernize and reform regulatory structures that frustrate trade commitment and
competition. Regulatory regimes can be used to block gains made in trade
negotiations by imposing unnecessary restraints on foreign financial services
suppliers, and thus favoring local suppliers. Sucif practices prevent realization of
the goal of national treatment. They are inherently anti-competitive and inefficient.
These "pro-competitive regulatory reforms" should be directed At establishing fair,
competitive markets by focusing on solvency and transpaiency to provide the most
effective protection of consumers and markets.

Achieve impartial administration of regulations. Article VI of the GATS, applying to
Domestic Regulation, requires that "in sectors where specific commitments are
undertaken, each Member shall ensure that all measures of general application
affecting trade in services are administered in a reasonable, objective, and impartial
manner." It further requires each member to set up tribunals or procedures which
provide prompt review and remedies for administrative decisions affecting trade in
services, and it establishes that members must provide impartial review of these
procedures. These requirements for reasonable, objective and impartiAl
administration of regulations should be amplified by the establishment of principles
against which regulations should be tested.

Promote administrative and regulatory transparency. Clear and reliable information
about a country's financial services laws and practices advances equitable trade and
competition, reduces the possibility of manipulation, and is an essential component-
of a liberalizing agreement. Non-transparent regulations hamper foreign firms'
ability to do business. Transparency requirements make countries more
accountable for their actions and provide information needed to evaluate
compliance. with the agreement.

Reduce and remove obstacles to the'free movement of people. The temporary posting
of key business personnel should be facilitated by creating a system of easily
obtainable and renewable visas, and by easing or removal of other restrictions.

D. CLASSIFICATION

Should include language necessary to provide for protection and applicability for



pensions, long-term care, disability income and life insurance and reinsurance.

NEGOTIATING OBJECTIVES

Foreign investors should have the right to establish through a wholly owned presence or
other form of business ownership, and to operate competitively through established
vehicles available to national companies.

Foreign investors should have the samelccess to domestic and international markets
as domestic companies. They should be treated to regulatory and other purposes
on the same basis as domestic companies.

Unnecessary restrictions on cross-border financial services businesses and
consumption of services abroad should be removed, to encourage trade without
requiring establishment.

Creating a system of easily obtained and renewable peii~its should facilitate the
temporary posting of key business personnel.

Existing investments should be grandfathered by Member countries that did not commit
to do so in the 1997 Agreement.

Countries wishing to accede to membership in the WTO7 should do so on the basis of
commitments to substantial financial liberalization consistent with the 1997 Financial
Services Agreement and the goals set forth above, resulting in commercially
meaningful access. Countries should be permitted to participate in the negotiations
in a way which encourages them to make such commitments.

Financial regulation principles leading to the development of sound, more competitive
markets should be negotiated. Such regulation will foster risk management
standards, transparency, product diversification and consumer choice important for
public policy purposes. It will also enhance financial security for citizens, nations
and the global financial system.

Transparent laws and regulations are necessary to liberalize financial services. Clear
and reliable information about a country's financial services laws and practices
promotes equitable trade and competition, and reduce the possibility of
manipulation.

A notification waiting period for all new national and sub-national taxation of financial
services should be established to provide industry and governments with a minimum
of one year to factor changing taxation rates in technical, solvency and pricing
decisions.

Nations should commit to lock in and improve pension policies that encourage private
savings for retirement, in recognition of worldwide aging populations and related
pressure on government social security systems.
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V. HEALTH CARE SERVICES

A. SECTOR STATUS

There appears to be little coverage of healthcare services in current agreements
between countries; therefore, these comments reflect preliminary thought process
around GATS negotiations for health care services. We intend to continue to gather
information and talk with businesses that are working throughout the world in the health
care services sector to bring additional clarity to the submission.

Theme are several'iemerging global trends that could benefit U.S. health care service
suppliers in overseas markets Including the rapid growth in health care expenditures in
a large number of countries. Rapidly expanding healIth care expenditures in many
developed countries are due to an increase in their aged populations, the demographic
segment that uses health care services most intensively. The entire spectrum of
geriatric services, both community and institutionalization, for senior citizens should be
explored. Increased health expenditures in rapidly developing economies are occurring
as newly emerging middle classes demand the levels of health care previously enjoyed
only in more developed economies, such as the U.S. and Western Europe.

We believe we can make much progress in the negotiations to allow the opportunity for
U.S. businesses to expand into foreign health care markets. In the U.S. competition
has provided reductions in the cost of health care as well as increased quality in the
ca re -that is being provided. Some types of services are consulting and training for local
pharmacy management; consulting and training for health care including treatment of
abusive behaviors; telemedicine; development of treatment protocols to enhance
healthcare quality;, sharing expertise on appropriate treatment; and, management of
overseas health care institutions.

According to official statistics from the U.S. Department of Commerce, in 1996 U.S.
receipts of health care services amounted to $872 million. This number was 2
percentage points less than the average annual export growth rate of nearly 6 percent
for health care services during 1991-1995. U.S. cross-border imports of health care
services amounted to an estimated $550 million in 1996. U.S. receipts and payments
for health care services accounted for less than 1 percent of such cross-border trade in
all service industries in 1996. The U.S. cross-border trade surplus in health care
services was $322 million in 1996.

CLASSIFICATION



211-

Below are the health care entries from the WTrOs Services Sectoral Classification List
(W-120) with reference numbers to the UN's Central Product Classification (CPC)
numbers. In current practice. many WTO members do not use the CPC references in
their scheduled commitments; practices may vary per sector. While the W-120 and
CPC classifications Orovide a reasonable start toward definition of the health care
services that should be covered in this negotiation, we need flexibility. We do not want
to be locked into only these specific existing classifications. For example, we need
flexibility to include some services which may not be captured by these definitions. We
also recognize that some of these services may be included as parts of goods
negotiations or in the definitions of other service sectors. We will continue our work to
provide negotiators with the most detailed and comprehensive description of the health
care services we are now providing or which we will want to provide.

WTO SERVICES SECTORAL CLASSIFICATION LIST (W-120)

Sectors and Sub-Sectors

Business Services

Professional Services
Medical and Dental Services 9312
Veterinary Services 932
Services provided by midwives, nurses,

physiotherapists and para-medical personnel 93191

8. Hearth Related and Social Services
A. Hospital Services 9311
B. Other Human Health Services 9319

C. BARRIERS

Historically, health care services in many foreign countries have largely been the
responsibility of the public sector. This public ownership of health care has made it
difficult for U.S. private-sector health care providers to market in foreign countries. In
addition, there ate substantive differences in emerging markets vs. OECD countries. In
most emerging markets there are few barriers to these services but barriers can be
erected in the future as laws and regulations are enacted absent commitments in
writing. Existing regulations are by and large not a problem in emerging markets.

However, existing regulations do present serious barriers in OECD countries, including:

Restricting licensing of health care professionals.
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Excessive privacy and confidentiality regulations.
Lack of transparency in the OECD countries'm regulations.
Difficulty processing permits for work and for facilities.

D. NEGOTIATING OBJECTIVES

Three general objectives are to encourage more privatization, to promote
pro-competitve regulatory reform, and to Qbtain liberalization. Specific objectives are:

Transparent licensing of health care professionals and facilities, which do not place
unnecessary or discriminatory burdens on U.S. providers.

Obtain market access and national treatment commitments allowing provisions of all
health care services cross border.

Allow majority foreign ownership of health care facilities.

Obtain a commitment for the cross-border provision and transfer of health care
information.

Seek inclusion of health care in WTO government procurement disciplines.

Strengthen international co-operation to promote pro-competitive regulatory reform
across countries.

Negotiate Mutual Recognition Agreements (MRAs) for licensing of professionals and
cooperative agreements on regulation of facilities.

Develop principles to guide regulators so as to minimize unnecessary costs on trade
and investment in the health care sector.

Simplify regulations and provide transparency for movement of personnel, both
professionals and patients.
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VI. INFORMATION TECHNOLOGY SERVICES

A. SECTOR STATUS

The information services industry has a vital interest in thd successful conclusion of the
World Trade Organization (WTO) 2000 Services negotiations. Information technology,
while a service industry itself, is critical to the success of the other services industries,
which, in turn provide a substantial market for information services. As the services
sector thrives, so will the information services sector.

While substantive commitments by many countries in the area of value-added
services (information services) are included in the General Agreement on Trade
in Services (GATS), some commitments are weak, while others are non-existent.
The 2000 negotiations provide an opportunity to broaden and deepen the current
commitments.

Recent international agreements affecting information technology services have
opened related sectors, such as basic and enhanced telecommunications and offered
protection and trade liberalization in other sectors (Trade-related Intellectual Property -
TRIPS, and the Information Technology Agreement - ITA).

GA TS Annex on Telecommunications and the WVTO Agreement on Basic
Telecommunications Services

~The Enhanced Telecommunications Annex provides substantial commitments for
information technology services and for access to telecommunications networks for the
provision of such services. Examples of services covered under this Annex are
electronic mail, on-line information and database retrieval, code and protocol
conversion, data processing, and electronic data interchange. While a number of
-Countries listed significant limitations with regard to foreign ownership and the required
use of public networks, on the whole, the provision of information technology services is
relatively open and burden-free.

The 1997 WTO-Agreement on Basic Telecommunications Services (GBT) and its
reference paper on pro-competitive regulatory principles is an integral element of
providing a liberalized environment for trade in information technology services. Under
a very broad and essentially open-ended definition employed for the negotiations, basic
telecommunications are considered any telecommunications transport networks or
services and the schedules of commitments cover a wide variety of services fitting this
definition. Some examples of basic telecommunications include: voice telephone
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services, packet-switched data transmission services; circuit-switched data
transmission services, telex, telegraph, facsimile and private leased circuit services.
analog/digit al cellular/mobile telephone services, mobile data service, paging, personal
communications services, satellite-based mobile services, fixed satellite services, VSAT
servii es, gateway earthstation services, teleconferencing, video transport and trunked
radio system services. Categories of service~included: local, long distance,
international, wire-based, radio based, resale, facilities-based, for public use, and for
non-public use (closed user groups).

The agreement, which opened trade in the $600 billion global basic telecommunications
market, will promote competition in world telecommunications markets, spur innovation
and competition-based pricing and speed the delivery of robust information products
and services to consumers everywhere. Ultimately, we believe the agreement will
expand the market not only for telecommunications, but for other information service
providers as well.

The GBT commitments are a key element in securing the infrastructure for trade in
information services. Together with the agreement on enhanced telecommunications
services, we believe many of the basic elements to secure access to infrastructure over
which information technology services thrive, are subject to existing liberalization
commitments. It is our understanding that the GATS Annex on Enhanced
Telecommunications Services and the GBT cover the delivery of services electronically.
We urge the USTR to enforce these existing commitments, expand commitments from
those who made limited commitments,, and seek new commitments from those who
have not signed on to the GBT.

Information Technology Agreement (ITA)

Concluded in December 1996, the ITA provides for the elimination of customs duties
and other charges on information technologyproducts through equal annual tariff
reductions and covers five main categories of IT products: computers,
telecommunications products, semiconductors, semiconductor manufactu ring
equipment, software, and scientific instruments. The tariff reductions, which are
scheduled to begin on July 1, 1997 and to conclude on January 1, 2000, are to be
implemented by signatories on a most-favored-nation (MFN) basis.

The ITA will open up global trade in a wide array of information technology products,
valued at over $500 billion, and spur growth of the global information infrastructure.
The USTR estimates that the ITA will provide a competitive boost of 1.8 million jobs in
the U.S.

The agreement will bring significant benefits to software and telecommunications
companies. The agreement includes a broad definition of software products, which
covers multimedia and interactive software and "Nuisance tariffs" on software, (tariffs
below 3%) will be eliminated as soon as July 1, 1997. The agreement also covers a
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they are provided by many information technology providers as a routine service
offering. Customer loyalty programs, order fulfillment functions, remote monitoring
services, remote inventory services and remote maintenance and repair services are
examples of such services. Some involve physical functions while others such as
remote monitoring are performed entirely electronically. Current computer and related
services section of the CPC (listed immediately below) is somewhat limited given the
rapid advances in this dynamic sector.

CPC Computer and Related Services:

Consultancy services related to the installation of computer hardware (841)'
Software implementation services (842)
Data processing services (843)
Data base services (844)
Other (845 + 849)

The USTR should expand the definition of information technology services. We
recommend a number of services be included and the category be changed to
information technology services, We recommend the USTR consider the classification
revised CPC scheme below.

Information Technology Services:

Consultancy services related to the installation of computer hardware
Software implementation services
Data processing services
Data base services
Management consulting
Services related to management consulting
Customer services
Other

C. BARRIERS

The private sector has been the driving force behind the rapid growth, innovation, and
development of information technology services, the lnteiet and electronic commerce.
Despite thisrapid growth, a few barriers remain. Elimination of these barriers must be
industry led and market driven. Consistent with the U.S. Administration's Framework
for Global Electronic Commerce, we strongly recommend that the USTR continue to
recognize the course of industry leadership and self-regulation

Barriers also remain with regard to the current commitments of some countries.
Restrictions on foreign ownership and requirements for local partners of varying
descriptions hamper the ability to provide information technology services seamlessly.
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In addition, requirements to use public networks and restrictions on the use of leased,
lines also provide barriers to true global market access. Finally, national treatment is
not a reality in every country.

Practices in government procuremnent vary dramatically ,Across the globe and offer
considerable barriers to the provision of information technology services to
governments. They range from many of the OECD nations which have, both on paper
and in practice, highly organized and wholly transparent processes, to nations which
conduct procurement entirely behind closed doors. Likewise, a number of nations have
very open procurement markets while others are closed both to foreign firms and to
those firms not in favor, regardless of capability. Finally, there is the same range of
conduct regarding the ethics of procurement, with many "clean" systems and just as
many in which bribery and corruption are the norm.

The greatest barrier to the continued development of the information technology
industry globally, however, is the lack of market access and national treatment in the
industry sectors which information technology serves. If the financial 'services industry
is not permitted to sell mutual funds across borders, then the capability of the
information technology services industry to provide that service- electronically is moot.
For the information technology services industry to reach its full potential to deliver
benefits to individuals as well as entire economies, the markets in every other industry
sector must be opened and liberalized.

D. NEGOTIATING OBJECTIVES

We urge the USTR to set the following negotiating objectives.

Expand the coverage of existing agreements in information technology related and
enabling areas such as the Enhanced Telecommunications Annex, the Basic
Telecommunications Services Agreement, and the Information Technology
Agreement.

Develop a consensual view of and acceptance of the modes of supply as applied to
information technology services in the section above.

Expand the definition of information technology services.

Insure information technology services can be performed and delivered without
establishment.

Achieve full market access and national treatment for information technology services
and for services in a broad range of other sectors.

Seek commitments in government information technology services procurement for full

market access, national treatment, transparency, access to independent appeals.
and dispute resolution processes.
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PROFESSIONAL & BUSINESS-RELATED SERVICES

SECTOR STATUS

Professional and business-related services are those'-services for which the provider
requires specialized, technical knowledge - acquired through post-secondlary education
or equivalent training or experience - which is adapted and applied to the specific
needs of business clients. Many of these services are performed by licensed
professionals for which the right to practice is controlled by the government and/or
professional bodies. These licensed professions tend to be more regulated than
commercial services because the license holders are authorized to practice restricted
activities in return for which they are expected to assume public interest responsibilities.
Examples include accountancy, architecture, engineering and law. Other
business-related services share common characteristics with the professions, -Such as
high levels of human and intellectual capital input and close interaction betwee,1 the
provider and the client, but generally are not highly regulated or controlled by licenses
granted by government or professional bodies. Examples include management and
business, including computer-related, consulting services. Thus, this discussion topic
overlaps, with some extent, with the section on information technology services.
[Please note that this section addresses the licensed professions most closely
associated with services provided to businesses and, thus, does not cover medical
doctors, dentists, nurses, pharmacists, beauticians, etc. The medical professions-are
covered in the "Health Services" section].

Statistics on trade in services are notoriously poor, so it is difficult to know the volume of
trade in professional and business-related services worldwide. In the U.S.
balance-of-payments category of "business, professional and technical services," U.S.
providers exported $17.6 billion in 1996 and $21.3 billion in 1997. Imports were valued
at approximately one-quarter of these amounts. There is reason to believe, however,
that these numbers substantially understate the level of international business in this
sector, because they do not include data on earnings from foreign investments and
foreign affiliates, especially with respeqt to "accounting" firms and information
technology companies. Nor do they include fees generated by mobile service
providers, such as lawyers, architects, engineers and consultants, who serve
temporarily in foreign countries but are paid at home. I

Professional and business-related services receivea substantial coverage in the
schedules of commitments under the General Agreement in Trade in Services (GATS).

More than 60 WTO member governments have made commitments in accountancy
and related services, accounting for approximately 90 percent of the world market
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measured by gross revenues. Virtually all these commitments confirmed the status
quo with respect to market access and national treatment.

More than 40 WTO member governments made'commitments on architectural
services, and just fewer than 30 made commitments on urban planning an d
landscape architectural services.

Mor e than 50 WTrO member governments made commitments on engineering
services.

More than 40 WTO7 member governments have made commitments in one or more
aspects of legal services. The commitments mostly cover advisory services on
international and home country law. The commitments are mostly in the nature of a
standstill and do not achieve the American bar's objectives on Foreign Legal
Consultants or rules for examinations in foreign jurisdictions.

More than 60 WTO member governments also made commitments in computer-related
services an management consultancy, also accounting for about 90 percent of the
world market measured by gross revenues., Again, the comrnrtments largely
confirmed the status quo, which for the most part is relatively free of trade restriction
and discriminatory regulation.

It should also be noted that the WTO and the GATS have created an international legal
umbiell over substantial work initiatoii oy the professions themselves in the areas of
mutual recognition and standards. Two examples follow:

The International Union of Architects (UIA) Professional Practice Commission has
,produced the "UIA Accord on Recommended International Standards of
Professionalism in Architectural Practice." The American Institute of Architects and
the Architectural Society of China serve as the Commissions' joint secretariat. The
document was initially adopted by the UlA's 91 national member sections in July
1996. A revised and expanded edition, including recommended policy guidelines,
wilrbe presented for adoption at the XXI UIA Assembly in June 1999 in Beijing. A
primary objective of this document is to allow member sections to more easily
negotiate bilateral mutual recognition agreements (MRAs).

The Americain Institute of Certified Public' Accountants (AICPA) strongly supports the
work of the International Federation of Accountants and the International Accounting
Standards Committee in developing a body of widely-accepted international
accounting and auditing standards and international guidelines on ethics. In
addition, the AICPA has joined with the National Association o(State Boards of
Accountancy to complete MRAs with the Canadian Institute of Chartered
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Accountants and the Institute of Chartered Accountants in Australia, Additional
discussQns are continuing with other professional bodies in Australia, England,
Ireland, Mexico and Scotland.

CLASSIFICATION

The professional and business-related services covered by this paper are found in the
following categories listed in the World Trade Organization's (WTO) "Services Sectoral
Classifibation List.-

* BUSINESS SERVICES
Professional Services

Legal services
Accounting, auditing and bookkeeping services
Taxation services
Architectural services
Engineering services
Integrated engineering services

Computer and Related Services
Consultancy services related to the installation of computer

hardware
Software implementation services

Other Business Services
Management consulting services
Services related to management consulting

CSI recommends that the U.S. Trade Representative seek the inclusion of several
additional classifications of professional and business-related services in the specific
commitments made by member governments. These are:

Actuarial services.
Counseling in business transactions.
Participation in the governance of business organizations.
Mediation, arbitration and similar non-judicial dispute resolution services.
Public advocacy and lobbying.

In the area of computer-related services, the "Information Tech nology" section of this
paper makes a number of useful recommendations.

13ARRIERS

5&-759 99 -8
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International trade in professional and business-related Services in conducted both by
individuals who have met specified professional qualification requirements or have
specialized business knowledge and by firms owned by and/or employing these
individuals. Professional and business-related services are rendered in all four modes
of delivery contemplated by the GATS. They may be provided across borders by
professionals travelling to another country or communicating electronically with clients
there. More typically, the services are provided by locally-established firms affiliated
with others abroad through ownership, contract or cooperative agreement. And in
some cases they are provided to foreign consumers visiting the provider's home
jurisdiction.

The impediments to trade in professional and business-related services stem from
regulations intended to protect local providers from competition and, probably more
importantly, from domestic regulations intended to protect defined national interests.
Most pr sessions are enveloped in national and/or sub-national systems of regulation,
which er eveloped toF respond to particular circumstances and political-demands.
These distinct systems have persisted even as the globalization of markets has
accel rated and, thus, have given rise to trade and investment barriers.

Imp diments to Professional Firms

Restrictions on the movement of capital and investment, such as foreign equity limits,
screening of investments and the application of economic needs tests, and
reserving ownership to locally-qualified professionals.

Restrictions on making current payments, such as profit remittances and the payment
of royalties and fees across borders.

Restrictions on the types of business structures permitted.

Numerical, geographic or other restrictions on the establishment of branch offices.

Requirements to employ only local people and professionals or the use of quotas to

limit intra-firm transfers.

Inadequate protection on intellectual property, such as software, practice
methodologies and training materials, as well as restriction on the use of
international finn names.



Impediments on Individual Professionals

Onerous professional qualification requirements, such as citizenship, permanent and/or
prior residency, local university degrees, and excessively long experience
requirements, and administering qualification examinations in languages other than
the WTO working languages.

The use of different technical standards or standards of practice in each national and/or
sub-national jurisdiction.

Difficulties in obtaining visas and work permits.

Impediments Affecting both Firms and Individuals

The lack of transparency in the regulatory process, including the failure to make laws
and regulations available, closed decision-making processes, the lack of opportunity
to comment before rules are adopted, and the absence of appeal processes.

LocaL establishment requirements.

Rules either requiring or prohibiting relationship between foreign and local professionals
or professional firms.

Customs duties on professional documents, project models, training materials,
promotional. publications, and software.

Scope-of-practice limitations that may prohibit the provision of selected or multiple
services to clients.

The assignment of contra-ct by government agencies, the mandatory rotation of
providers, and "Buy National' policies.

Prohibitions on advertising professional services.

Reciprocity laws or regulatory requirements.

D. BENEFITS OF LIBERALIZATION

Professional and business-related services are part of the intellectual capital
infrastructure essential to the operation of modern economies. For example:



Accounting and auditing services are critical to management control oflenterprises and
provide the assurance that underlies efficient capital markets.

Architectural and engineering services are essential to the creation of modem business
structures and processes.

Legal services make possible effective relations between buyers and sefers and
among business partners, as well as help to protect the investments and property of
national-of one country transferred to another.

Consulting services provide valuable management know-how, competitive insight, and
advice on modernizing and reengineering business enterprises.

Liberalization of trade and invest ment in this sector makes available to business users
state-of-the-art inputs to their production processes. Moreover, the international
operation of professional and business-related service providers are important conduits
for transferring state-of-the-art technology and training, which has ripple effects
throughout the host economies. And many professional services firms provide
international networks by whi6h host country services can be exported.

F. NEGOTIATING OBJECTIVES

U.S. negotiators should press governments that have not made specific commitments
on professional services to do so. The goal should be that all 132 Wro member
governments apply the GATS rules to professional and business-related services.
Some significant markets, such as India, Indonesia and the Philippines, are now
missing.

U.S. negotiators should press other governments to remove as many of the
"exceptions" in their scheduled commitments as possible. The aim should be full
application of the market access and national treatment rules to professional
services.

U.S. negotiators should champion freedomm of association" for U.S. and foreign
professionals, seeking to eliminate requirements or prohibitions of professional
associations in partnership or in other forms of "corporate" practice.

U.S. negotiators should work for an agreement on business mobility (temporary entry of
business people), which would remove the visa requirements and red tape for
qualified professionals entering another WVTO member country for specific.
temporary assignments.

U.S. negotiators should work for horizontal disciplines on domestic regulation of



professional and business-related service's under GATS Article VI that go beyond
the disciplines developed for the accountancy sector. In particular, they should seek
a meaningful 'necessity test" under which onerous regulations could be challenged
as "more burdensome than necessary, transparency rules that allow interested
parties to comment in advance on proposed Iegislatipn. and pro-competitive
regulatory structures.

US. hegotiators should seek an extension of the principles of the Agreement on
Technical'Barriers to Trade to service industries and professions.

With respect specifically to legal services, U.S. negotiators should focus on two
objectives: (1) adoption of the concept of "foreign legal consultants" whereby
lawyers are. permitted to practice their home country law (as well as third country
and international law) in foreign jurisdictions; and (2) "model rules" on bar
examinations that assure the exams are related the areas of law to be practices.
follow transparent procedures, are based on information readily available (through
training courses, etc.), and are administered in one of the working languages of the
WTO.
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TELECOMMUNICATIONS

A. SECTOR STATUS

As the new millennium fast approaches, it has become obvious that
telecommunications networks provide the underlying infrastructure and services upon
which most of the world's information and commerce depend. It is safe to say that
without a robust telecommunications infrastructure, the global economy as we know it
today would simply not exist. Vice President Gore has recently recognized that not only
is the telecom mu n ication s-enabled Global Information Infrastructure a vital
underpinning of world trade, the GIl has the capacity "to extend knowledge and
prosperity to our most isolated inner cities, to the barrios, the favelas, the colonias and
our most remote rural villages, to bring 21st Century learning and communication to
places that don't even have phone service today; to share specialized medical
technology where there are barely enough family doctors today, to strengthen
democracy and freedom by puffing it on-line, where it is so much herder for it to be
suppressed or denied."

Privatization and liberalization of the world's telecommunications markets will provide
the most efficient and effective means of insuring the global telecommunications
infrastructure's groWn' and enhancement. As experience in a number of countries now
amply demonstrates, a liberalized market leads to significant increases in infrastructure
development, more and better services, and lower prices for consumers. Moreover, a
liberalized, modern telecommunications system should increase capital investment,
thereby strengthening and facilitating growth of a nation's economy.

It now appears that much of the world's commerce in the future will be transacted over
the Internet's network of networks. A good deal of the communications will be of the
multimedia variety which will require advanced, broadband telecommunications -

services. Without liberalized open telecommunications markets, there will not be
sufficient incentives to upgrade what is rapidly becoming in many parts of the world an
inadequate, outdated telecommunications infrastructure.

WTO Agreement on Basic Telecommunications Services

The 1997 WTO Agreement on Basic Telecommunications Services (GBT), with its
accompanying Reference Paper, truly represents a watershed event not only for the
telecommunications industry, but also for the entire world economy. Seventy countries
participated and agreed to move in varying degrees toward full, technology-neutral,
liberalization of their telecommunications sectors through market access, foreign
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investment and adoption of pro-competitive regulatory' principles.

The GBT was a landmark agreement in a number of ways. It was the first successfully
sectoral negotiation - the agreement dealt only with telecommunications. Changes in
agriculture import quotas, for instance, could not be traded for concessions in*
telecommunications, insuring that allbenefits of the agreement accrue to
telecommu-nications alone. In addition, a Reference Paper containing pro-cbmpetitive
regulatory principles was developed and was incorporated into a majority of the
countries' offers. This Reference Paper legally binds the countries into "how" they will
implement many parts of the agreement. Thus, promulgation of regulations in
accordance with the Reference Paper's principles must be considered an integral part
of a country's implementation of the'GBT.

Under a very broad and essentially open-ended definition employed for the
negotiations, basic telecommunications was considered any telecommunications
transport network or services and the schedules of commitments cover a wide variety of
services fiting this definition. Some examples of basic telecommunications include:
voice telephone services, packet-switched data transmission services; circuit-switched
data transmission services, telex, telegraph, facsimile and private leased circuit
services, analog/digital cellular/mobile telephone services, mobile data service, paging,
personal communications services, satellite-based mobile services, fixed satellite
services, VSAT services, gateway earth station services, teleconferencing, video
transport and trunked radio system services. Categories of service included: local,
long distance, international, wire-based, radio based, resale, facilities-based,.,for public
use, and for non-public use (closed user groups). As discussed below, tome rethinking
of these categories of facilities and services may be in order.

In sum, the GBT and accompanying Reference Paper represents a tremendous first
step toward the ultimate goal of a fully open, competitive telecommunications market
worldwide. A good deal of work remains to be done, however. In addition, it is
important that new negotiations do not provide for countries to re-evaluate or back away
from existing commitments. New negotiations should build on existing commitments.

B. CLASSIFICATION

Sector Classifications and Sub-Sectors (CPC Codes):

Clearly, telecommunications market developments of the past few years warrant a
reexamination of the applicabiflity of the Standard Classification System last revised in
1991. It mhay be appropriate for countries to agree to a standardized set of services that
are independent of the padtar technology used to provide those services.
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C. BARRIERS

Although a monopoly telecommunications environment provided a fairly reliable,
working telephone system which served the world well for almost 100 years, most of the
rapid technological developments of the past two decades have resulted from the
increasingly competitive marketplace in a number of countries. Experience has shown
that the more open the market, in terms of free entry and exit and the number of
competitors present, the more robust the competition and the better the result for
consumers.

Unfortunately, even in the wake of the GBT, most of the world's telecommunications
markets still contain barriers that restrict access, curtail the scope of the playing field, or
tilt it in a variety of ways. In accordance with their GBT commitments, many countries
already have privatized their national telecommunications carriers, and others plan to
do so- in the near future. Privatization is an important step toward introducing.
competition into markets, but privatization by- itself will not produce an open and fair
competitive environment. Whether the incumbent carrier is controlled by the
government or is privately held, new entrants cannot effectively compete in the market
without full liberalization. In order f6r~competition to flourish, the regulator must be
completely independent of the dominant carrier and must actively implement and
enforce pro-competitive principles such as those enumerated in the GBT Reference
Paper.j

Barriers remain even under the- current commitments of some countries. Restrictions
on foreign ownership and requirements for local partn ers of varying descriptions
hamper the ability to provide telecommunications services seamlessly in these
countries or worldwide. In addition, requirements to use public networks and
restrictions on the use of leased lines provide barriers to true global market access.
Nor is national treatment a reality in every country.

The licensing schemes of many countries pose another significant barrier to the market
and to full and fair competition. Restrictions on the number of licenses awarded per
geographic area, onerous qualifications for licensees, exorbitant fees, and lack of
transparency in the bidding and award process must be eliminated. In many cases. the
totality of these requirements effectively limits participation to a handful of large carriers
and prevents smaller, perhaps more responsive or innovative carriers from
participating,

Variations on the same theme are regulations which favor facilities-based providers
over resellers. Many countries that have otherwise committed to liberalize their
telecommunications in the GBT have adopted policies designed to encourage
infrastructure investment. 'For example, cardiers may be required to implement a certain
number of switches before they #re permitted to interconnect with the incumbent.
These sorts of requirements, while attempting to achieve an arguably laudable goal, act
as a barrier by depriving consumers in these markets of a very valuable source of
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supply-resellers.

As experience has shown in this country, resellers continue to play a vital role in the
telecommunications marketplace. There are literally hundreds of these entities, with
their numbers increasing every month. These companies are usually small by
comparison with the giant facilities-based -carriers, but they are able to stay ahead of
their much larger competitors by constantly introducing new pricing arrangements, new
services, and innovations for consumers.

Another barrier to competition in many countries is the lack of number portability. Number
portability is essential in order for competition to develop because it allows customers to keep
their telephone numbers when changing carriers. Where no number portability exists, residential
consumers in particular are much more reluctant to shift their business away from the incumbent.
even when they are offered a significant price break.

Even in the business market, the ack of portability acts as a major deterrent to competition.
Businesses must incur significant expenses to reprint stationery and business cards and to inform
customers, suppliers, and others that they have changed telephone numbers. For example, before
portability was implemented in the domestic 800 service market, some competition did exist.
However, soon after the introduction of portability, overall demand rose and prices dropped.

D. NEGOTIATING OBJECTIVES

We urge the USTR to set the following negotiating objectives:

Update the 1991 Standard Classification System to emphasize services rather than the
technology employed to deliver the services.

Expand and deepen the commitments of countries that agreed to partial liberalization in
the GBT to include full liberalization and adoption of the Reference Paper, by a date
certain in the near future.

Schedule commitments to full liberalization and adoption of the Reference Paper, by a
date certain in the near future, of countries that are WTO Members but have not
made commitments under the GBT.

Seek commitments to full liberalization and adoption of the Reference Paper by
countries wishing to accede to the WTO.
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IX TRAVEL AND TOURISM

BENEFITS OF LIBERALIZATION

The travel and tourism industry is the word's largest industry, employing over 230
million people worldwide, and is expected to grew to almost 320 million by 201 0., The
travel and tourism industry is growing faster than world GDP growth. Its share of gross
domestic product is expected to increase from about 11.6 percent in 1998 to 12.5
percent by 2010. The travel and tourism industry creates good jobs spanning the
spectrum from entry level to executives. It is clearly a driver of economic growth in the
world. Liberalization of the industry will lead to faster industry growth, which will not
only spur direct growth in the industry, but growth in related industries such as
manufacturing of transportation equipment, and building and related critical
infrastructure development projects. Moreover, the travel and tourism industry
represents sustainable and ecologically friendly development.

B. SECTOR STATUS

In general, the tourism and travel related services sector tends not to be heavily
regulated and competition tends to be vigorous. There are, however, some significant
exceptions to this broad generalization.

C. CLASSIFICATION

This sector includes hospitality, restaurants, travel agencies, tour operators, tourist
guides services and other travel related services. The industry has developed since
these classifications were drawn up, and the specific services covered under these
broad categories need to undergo a thorough review and analysis to ensure that all
services that should be covered are included. It should also be clarified that this sector
includes travel reservation services and travel-related financial services, e.g. travelers
checks and certain foreign exchange services, which are distinct from those covered
under the banking, insurance and securities sector. (The tourism and travel related
services sector~ does not include air or other transportation sectors, which are covered
under the transport services sector.)
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D BARRIERS

Two of the most prevalent types of barriers fall under the rubrics of competition and
investment, which could be addressed either horizontally or on a sectoral basis.
(Needless to say, this industry, like many others, has substantial investments in
trademarks and intellectual property, and has an interest in the outcomes on these and
other general business concerns.)

Competition

Many cbuntries impose significant restrictions, often only against foreign firms or
enforce them in ways that favor domestic firms, on marketing and promotional
initiatives, including loyd1ty reward programs.

Investment

One hundred percent foreign ownership is often prohibited, and the form of doing
business is commonly restricted or controlled. In addition, when operating through a
franchise network, repatriation of profits, payment of royalties, and other similar issues
frequently become problematic.

Movement of Personnel

A third horizontal issue is of particular concern to the industry, and that regards the
freedom of movement for business personnel. The ability of travelers to move freely
around the world is the lifeblood of the travel and tourism industry. The industry has an
abiding interest in liberalizing the restrictions, not only on tourists and the industry's own
management, but generally on businesses' ability to locate the proper personnel in the
locations where they are most needed.

The other barriers are not covered in the general issues, though some do affect other
sectors, as follows:

Privacy

Many companies in the travel industry maintain records regarding customers' travel
preferences in order to serve particular needs better. Many countries are proposing, or
have already enacted, onerous restrictions on the flow of this type of information. Many
countries also require the disclosure of overseas spending by customers, thereby
discouraging foreign travel by their citizens.



Tourist Financial Services

Many countries proscribe significant restrictions on the provision of financial services for
travelers. Sale of travelers checks are often restricted to certain limited types of
financial institutions, as are foreign currency exchange services even though they pose
no risk to a country's financial system. Finally, access to local ATM networks is
occasionally prohibited.

Taxes on Overseas Spending

Some countries penalize their citizens when they travel abroad by imposing taxes on
overseas spending, often in ways that unfairly discriminate among payment products.
One large South American country, for example, imposes a 2 percent transaction tax
on credit and charge card spending abroad, but imposes no special taxes on cash
purchases. As a large proportion of spending by international travelers is transacted
through credit card payment systems, this tax discourages international travel and
tourism.

E. NEGOTIATING OBJECTIVES
The U.S. obiective should be the removal of as many of these barriers as possible.
Unfortunately, it is too early in the Dprocess to identify firm industry-wide priorities.
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PREPARED STATEMENT OF How. JOHN BREAux

(APRIL 28, 1999]

Mr. Chairman, I commend your holding this trilogy of Trade Hearings in the'Sen-
ate Finance Commnittee. With a fragile world economy, despite a robust US economy,
we can't afford to sit on our laurels. We must, as the Chairman has said, develop
a new 'consensus on US-trade policy especially before we host the next WTO Min-
isterial meetings later in the year.

So how do we form this new consensus? At a minimum, we need to respect and
enforce our current trade laws and trade agreements; we need to honor the transi-
tion periods negotiated in trade agreements upon which vulnerable US industries
rely; we need to resist or at least be very smart about offering unilateral trade con-
cessions; we should require proper and adequate consultations with the Congress
during all stages of trade negotiations and we should front-load private sector input
into the negotiations via more explicit negotiating objectives; we must recognize-and
give credit to our trade policy for its contribution to our robust US economy and
expand this growth potential; and we should further encourage voluntary efforts by
industry to improve labor and environmental conditions at home and abroad.

On this last point, I'd like to note that I've been impressed by the efforts that the
Nike Corporation has taken to address labor and environmental concerns and won-
der about the extent to which other multinational companies, both foreign and US,
are implementing similar programs. I offer a written summary of these Nike efforts
at an example for inclusion into the record.

Finally, I urge the Committee to push an aggressive trade agenda which should
include: passing~the OECD Shipbuilding Ageement; passing fair CBI Parity and Af-
rica Trade bills; passing FAST TRACK authority in time for the WTO negotiations
to break down telecommunications and financial services barriers as well as market
access barriers to US agriculture. We must also work aggressively for greater mar-
ket access for US forest products in Japan and Europe and I submit questions for
Ambassador Barshefsky and Secretary Rubin in this area.

I look forward to working with the committee to form a successful US consensus
on international trade and to passing trade legislation that can be enacted into law.
Attachment.

Labor and Environmental Initiatives

For the quarter century that NIKE has been producing performance sports footwear and apparel.
we have been a leader in innovation. We believe that with leadership comes responsibility.
NIKE has accepted for many years that it is not enough to produce the best performance athletic
products in the world; those products must also be produced in good working conditions and
manufactured in ways which minimize the impact on the environment.

As a global company, NIKE manufacture products on six continents, in more than 30 countries
including the United States. Although NIKE doesn't own the factories, through our
subcontracted factories, we help create new jobs for over 500,000 people worldwide. NIKE also
directly sustains over 10,000 high paying jobs in the United States. NIKE is proud of many of
the initiatives that we and our subcontractors have undertaken to improve factory working
conditions, promote environmental sustainability, and to contribute to economic and community
dovelopment. Consider that NIKE:
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*-Wrote the industry's first Code of Conduct in 1992 and has a comprehensive system to
enforce the code through internal and independent external third party monitoring. Based on
International Labor Organization (ILO) standards, the Code covers a range of worker rights
including fair wages, howrs and working conditions; prohibitions on child and forced labor,
and zero tolerance for worker mistreatment (including sexual harassment).

* Established a special labor practices department dedicated solely to ensuring proper
implementation of the Code and subcontractor compliance. As well, we have over 1,000
NIK.E employees in the factories every day helping to monitor working conditions.

" Works with, and is continuing to learn from, several non-governmental organizations (NGOs)
to directly incorporate their expertise into our external monitoring system.

" Participates, as one of only a h i l f companies in the President's Apparel Industry
Partnership (ALP) - a coalition of companies, human rights and labor rights organizations
which have created a Fair Labor Association dedicated to improving working conditions in
factories worldwide.

" Has been singled out as a leader in efforts to eradicate child labor by the US Department of
Labor for NIKE's initiatives to end child labor in soccer ball production in Pakistan.

* Is committed to providing a safe and healthy environments for workers in allI factories. NIKE
has conducted air quality testing in foreign footwear factories and is committed to ensure that
air quality in these factories are at or bel9w the U.S. Occupational Safety & Health
Administration's (OSHA) permissible exposure limits (PELs).

" Accelerated a program to replace industry standard petroleum based solvents with safer water
based compounds for all footwear products. Currently 95 out of every 100 pairs of NIKE
shoes are made with water based adhesives, and parallel efforts are being made in all other
solvent types and processes.

" Seeks to integrate principles of environmental sustainability into all major business decisions
including in the design, development and manufacture of product.

* Increased support of its current micro-loan program to 2,000 families in Vietnam and
broadened the program to three other Asian countries.

" Expanded worker education programs, including middle and high school equivalency courses
for workers in all NIK.E footwear factories worldwide.
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Thank you Mr. Chairman, and other members of the Committee, for inviting me here to discuss this
Admni tion's global evrnnalobjectives, EPA's international mission and our role in defining
the interface between trade and environment policies. I Would like to take this opportunity to identify
for the Committee the goals of our strong international program and the many ways we work to
achieve those goals both within and outside the trade agenda. I hope to assist you in attaining an
appreciation for EPA's interest in trade and environment issues and to make progress towards a
common Approach for developing a new consensus on these issues.

EPA's International Mission

EPA is a leader in the nation's efforts to protect and preserve public health and the vitality of
natural ecosystems in this country. My Agency is committed to achieving these goals by reducing

rik human health and the environment, preventingpollution, and fostering environmentally sound
and sustainable economic development in a cost-effective and efficient manner.

International cooperation is a key element in EPA's ability to achieve this mission. The
United States faces significant challenges in protecting the health of its citizens and its natural
resources from environmental hazards. In today's world, since pollution does not honor national
boundaries, overcoming these challenges requires the cooperation ofother counted Some examples
include:

Crossborder air, water sad waste pollution from Mexico, Canada and other areas
affect the health, environment and well-being of American citizens living along
borders as well as other areas of the United States.

. Improper use of chemicals abroad cm affect the safety of food and other products
impoted into the United States.

Health and environmental benefits resulting from the multi-billion dollar U.S.
investment by industry under the Clcan Air Act to reduce emissions of stratospheric
ozone depleting compoumds could be undermined by faiure to control production Or
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use of these chemicals in other countries, such as China, [nda or Russia.

Pollution of the marine environment in the wider Caribbean region can damage U.S.
fisheries and coral ref and jeopardize tourism and other livelihoods.

Pollution ofthe oceanand irreversible losa of species and habitat worldwide damage
natural systems critical to our well1-being and quality of life, and deprive us of'
commercially valuable and potentialy life-saving genetic materials.

T 1he longrange transport of persistent organic pollutants like DDT, chlordane and
polych oinated biphenyls (PCBs) can adversely affect health and environment in the
United Stales.

One of the major goals of EPA's Strategic Plan under the Government Performance and
Resutictis aimed atreducing global risks that atitct health and environment in the Uni ted States.-
EPA's efforts wnder this goal are grouped in five major 'mras: (1) protectng Noith American
ecosystems, including marine and Arctic environments, (2) m'ieting U.S. commitments wider the U.N.
Framework Convention on* Climate Change, (3) redi'cing stratospheric ozone depletion in
conformance with U.S. commitments under the Montreal Protocol on Substances that Deplete the
ozone Layer, (4) protecting public health and ecosystems from persistent organic pollutants- that
circulate at global an Iregional scales and (5) strengthening environmental protection worldwide and
achieving cleaner and more-cffectiye environmental protection in the United States.

EPA's international environmental program help protect the health and environment of
American citizens. They enlit the cooperationofother nations in reducing transboundary and global
environmental threats to the United States and reduce the cost of the nation's environmental
protecton. They also serve the nation's broad foreign policy, economic and national security
interests.

Reducing Environmeata Threats Along Our Borders

Over half of the U.S. population lives in the 19 States that form our borders with Mexico and
Canada. Nowhere are the benefits of EPA's international programs more apparent than along our
common borders with Mexico and Canada and in the Arctic and wider Caribbean region.

In 1993, this Administrtion concluded the U.S.-Mexico Border Environmental Cooperation
Agreement, which created the Border Environmental Cooperation Commission (BECC) and the
North American Development Bank (NADBank). In addition, the Administration negotiated the
North American Agreement on Environmental Cooperation. Thes efforts have led to specific
environmental gains in all three countries. NAFTA highlighted the problems unique to the U.S.-
Mexico border and, as a result, Congress, border state legislators federal and state agencies have
devoted their efforts and resoures to effectively resolving these problems in strong cooperation with
Mexico without interfering with the trade agend&
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* The BECC and NADBank have been established to certify and fundi enviroguental
inafrastructure projects. FifinmBECC-cldprotswohaombindS3omilonao
serving 3.5 million U.S. and Mexican citizens we now tinder construction or complete. The
institutions% using their own and EPA resoucs are developing additional projects for future
construction.

* Since 1995, EPA has provided $425 million for border drinking water and wastewater
infrastructure construction, as well as $200 million specifically for colonias waoe facilities.

* Border XXI, the binational border environment plan, bring together many federal, state, and
local agencies on both sides of the border, as well as Tribal entities and norilgovernment
organizations to ensure cooperation to maximize resources and avoid duplicative efforts. In
advancing the goal of sstaiable development, Border XXI emphasizes public involvement
in its development and implementation and works to build capacity and decentralize
environmental manage ement.

* The second phase of Border XXI indudes efforts to address pressing health and natural
resource needs. The addition of the Environmental Health, the Natural Resources, and the
Environmental Information Resources Workgroups to the Border XXI Program resulted in
the participation of Health and Human Services Department and the Departfnent of Interior.

* The ten border states (U.S. and Mexico) are cooperating by developing state-to-state
strategic plans to address the degradation of the border environment.

* Border XXI places an emphasis on measuring the progress of border environmental efforts
which has resulted in a process to develop environmental indicators for the U.S.-Mexico
border area. The first Indicators Report was released in July 1998.

* A binational joint advisory committee representing various sectors of the public was
established to provide recommendations to the Air Workgroup on air pollution improvement
efforts in the El Paso-Ciudad Juarez-Dofia Ana County air basin.

* The United States has jointly developed an emissions inventory methodology with Mexico,
which Mexico adopted. As result, Mexico is now systematically developing compatible air
pollution emission inventories all over the country, including cities along the border.

*Continuous air monitoting data is now being collected. in three priority areas--El Paso-
Juarez-Sunland Park, imperial-Mexicali, and San Diego-Tijuana.

* The Good Neighbor Environmental Board and Region I of the Mexican National Advisory
Council for Sustainable Development-the two national public advisory committees on U.S.-
Mexico bordarissues-are working individually and jointly to develop recommendations on
a number of sustainable development policy issues.
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* Regional subgroups,-such as the Environmental Enforcement and Complianc subgroups, are
being established along the border to facilitate the cooperation of various entities working in
the border areanon specific projects. 7Te regional subgroups also allowopportunities for the
public to have input into environmental improvements.

*Fourteen sister city puirs along the borderare developing joint contingency plans forchemnical.
emergency response. To date, three pairs ofsister cities have developed and signed binational
joint plans and several others are preparing or finalizing their plans.

* Mexicazi and U.S. federal entities are cooperating in the area of environmental enforcement'
and compliance through the sharing of information and through trining and technical and
legal'consultations on many aspects. In particular, voluntary environmental compliance,
including environmental auditing and adoption of pollution prevention practices and
technologies is promoted by environmental agencies on both sides of the border.

* Many efforts have been made to expand availability of environmental information and to
increase public participation in environmental decision making in the border 'area. Among
these efforts is the creation of a bilingual Border =,Iweb site as a mechanism to increase
public access to information.

- Long-standing cooperation with Canada has resulted in corresponding environmental gains
along our northern border. Benefitting from the Great Lakes Water Quality Agreement and other
cooperative agreements, mercury levels in fish in Lakes Mchigan, Huron and Erie have dropped by
more than 75 percent since 1970. Phosphorous loadings into Lake Erie decreased by more than 50
percent over the same time period, improving water quality and raising fish stocks. EPA and
Environment Canada ameworking closely with public and private interests on both sides of the border
to eliminate health and environmental risks from persisftt organic pollutants in the Great Lakes.

U.S. and Canadian efforts to achieve the goals of the U.S.-Cuiada, Air Quality Agreement
resulted in reductions of sulfate wet deposition over eastern North America by over 20 percent of
1979 levels. U.S. and Canadian federal, British Columbia provincial and Washington state agencies
are cooperating to achieve shared goals for the Puget Sound-Straits of Georgia Basin eco-region.
Theiop four priorities weminimiig hab at loss, protecting w nemplants and animals, minmizing
introduction of noin-native species, and creating marine protected areas. Joint contingency planning
with Mexico and Canada is helping prevent and ensure appropriate response capabilities for chemical
accidents or other hazadous spills along inland bordlers.

Redudaxg Global and Regienal EnvienenWa Risk

Global dteat have local effects sincefthey can affct the health and wel-being, of every U.S.
citizen Depletion of di. stratospheric ozone layer increases the amut of the sun's ultraviolet
radiatoarkchagdeeamdI'sswface,dierebyincreasiqg*ef~inincatkctswbmsppr3ssi



ofhwnan immune system. Pollutior. ofhe oceans originating inothrcounties threatens health and
environment along U.S. coasts. Similarly, the United States is 'vulnerable to the impacts of climate
change caused by global greenhouse gas emissions. Even if we are able to reduce our emissions to
1990 levels (as called for in the Framework Convention on Climate Change), we believe there is a
delayed effect from already accuulated emissions which will continue to effect global temperatures
and result in rises in sea levels through the next century. Loss of biological diversity is damaging the
health of ecosystems and depleting the world's commercially valuable and potentially life-saving
genetic materials. The global ramifications of the nuclear accident at Chernobyl underscored U.S,
vulnerability to the results of environmental mismanagement in other countries. Environmental
problems like ozone depletion and water pollution also have adverse economic effects for industries
like agriculture and fishing.

The Administration is committed to meeting the challenge of these global environmental
problems, working at the global, multilateral, regional, and bilateral levels. EPA plays a role, in
coordination with the Department of State, in negotiating certain global and regional environmental
agreements. The Agency also, in accordance with its statutory authority, draws on Its policy and'
technical expertise to implement international agreements and programs on global and regional
environmental problem directly affecting the United States. The Agency was a leading policy and
technical voice in the international negotiations on the Montreal Protocol on Substances that Deplete
theOzoneLayer. EPA was a key participant on the U.S. delegation to many technical working group
meetings, and had lead responsibility for domestic implementation of the Protocol through the
promulgation ofregulationsrunder the Clean Air Act. The Agency is also instrumental in carrying out
U.S. responsibilities related to the provision of technical assistance to developing-country Parties to
the Protocol. EPA is Wha leading role in the inter-agency effort to reduce legal exports and imports
of chlorofluorocarbons (CFCs) through enforcement- cooperation with other countries.

EPA also provides policy and technical leadership in international efforts to implement the
Framework Convention on Climate Change, as well as international agreements to prevent and reduce
pollution of the marine environment from dumping, vessels and land-based sources. The recent
agreement under the London Convention to ban the sea disposal of radioactive and industrial wastes,
for example, helps protect U.S. coastal areas, fisheries and human health. Through U.S.G. activities
like the U.S. Country Studies Program and the United States Intiative on Joint Implementation
(USI), EPA assists developing countries in identifying innovative, cost-effective ways to reduce
greenhouse gas emIssigns. [ncreasing private sector investment in developing countries while
enharcing environmental and human health benefits are goals of the LJSII, the Country Studies
Program and related programs. These activities stimulate the development and diffusion of clean,
energy-efficient technologies in developing countries while lowerin the cost of greenhouse gas
reductions to the U.S. industry.

EPA has been a global leader in international efforts to control the long-rage transport of
persistent organic pollutants, such as DDT, chlordane and polychlorinated biphenyls (PCBs). The
Agency recenty helped secure international consensus on the need for a legally binding convention
on then pollutants. Such a convention wil enis the cooperation of nations in limiting the



production of chemicals long banned or restricted for use in the United States and whose continued
use abroad poses a threat to health and environment in this country. EPA played a major role in
international negotiations resulting in the adoption of the prior informed consent (PIC) agreement for
the transboundazy movement of certain toxic chemicals and pesticides.

Similarly, EPA has a key role on implementing the Global Programme of Action on Land-
Based Sources of Marine Pollution adopted at the Washington Conference in 1995, and in
negotiations on.a Land-Based Marine Pollution Protocol under the Cartagena Conventionf for the
Wider Caribbean Region. The development and implementation of effective controls on land-based
sources of marine pollution such as outfalls and runoff will go far toward advancing important U.S.
environmental and economic interests. Clean beaches and healthy coral reefs, for example, are ver
important to the tourist, fishing and recreation industries.

This Administration vifl continue efforts to improve regional environmental cooperation, and to build
such cooperation arrangements in regions targeted for trade liberalization, such as APEC and the
FTAA. In the Western Hemisphere, we are leaders in the follow up) to the Miami Summit Action Plan
and thc 1996 Bolivia Sustainable Development Summit:

* In the area of biodiversity, USAID is initiating or expanding projects on environmental health
and education, and on the Central American Biodiversity Corridor, a biodiversity Internet site
(in cooperation with UNDP). In the energy sector, DOE has focused its resources on
renewable energy, technology exchange and rural electrification.

* EPA and the Department of Justice are cooperating to develop a network of experts in
environmental law and enforcement to explore strengthening laws and regulations in the
hemisphere. EPA and Justice are also examining ways to address water issues - both clean
dnnking water and waste water - and land-based sources of marine pollution.

* NOAA, working under a cooperative agreement with USAID, is considering the
establishment of a Marine Environment Center in the Caribbean Basin.

* Regarding transparency and enhancing the participation of civil society, with our leadership,
the Bolivia Summit has mandated the OAS to develop an Inter-Amnerican Strategy for Public
Participation in Sustainable Development Policy-making.k

-With respect to the Asia Pacific region, our leadership role on environmental issues will continue:

* The United States has taken the lead on implementing two of the sustainable development
initiatives launched at the July 1996 APEC Envirornent Ministerial.

1) "clean production", whose goals are to reduce pollution in key industry sectors by
promoting appropriate cleaner production technologies, policies and practices while also
striving to achieve broader adoption of cleanerproduction technologies through institutional
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and professional partnerships; and

2) the marine environment, whose goals are to develop integrated approaches to coastal
management, prevent, reduce and control marine pollution and manage marine resource in
sustainable way. (The initiative is "sustainable cities .

Th. United States is working to integrate environmental issues within the scope of other
APEC working groups, e.g., the energy working group is looking at issues of energy
efiiency and clean technology.

Elevatig the Qualfty anid Reducing the Cost of Environmenta Proteci n the Unked Stana

The United States is a world leader in environmental protection, with significant expertise
residing in both the public and private sectors. Cooperative research and regulatory development
enables the United States to share the costs of envionmna protection efforts and to benefit from
scientific and technological breakthroughs in other countries, thereby elevating the quality and
reducing the cost of environmental protection in the United States.

Cooperative research with severalcountries, including Canada, Glermany, Sweden, Japan,
China, and India, has yielded valuable infomation to the United States at a fraction of the cost of
colecting and analyzing the data here, In acooperstive study with China, for example, EPA was able
to assess the loss of lung function in children due to their exposure to come and fine air-borne
particulate mte. Joint testing with Gemmay on the de-velopment of thennal destruction techniques
for hazardous waste saved the U.S. taxpayer millions of dollars and accelerated the U.S. domestic
pogram in this area three to four years. Shared testng through the Organization for Economic

Cooperation and Development (OECD) of over 700 high production volume chemicals greatly
reduces the cos and administrative burden of chemical testing in the United States. OECD's long-
standing Test Guidelinies harmonization program for toxic chemicals data has been expanded to
explicitly consider pesticides data, thereby leading to even greater resource savings for national
regulatory agencies and industry as well as more consistent scientific and regulatory conclusions.
Cooperation with the European Union is helping to enhance the effectiveness of ecolabeling as a
market-based environmental policy tool.

EPA is also working with many developed countries. in sharng environmental management
expertise on new, non-regulatory mechanisms for protectin the environment Other countries are
extremely interested in our experience with voluntary. non-regulator programs like the Common
Sense Initiative a multi-stakeholder approach to environmental protection. In addition, as EPA
mooves away from the mediw-by-medium approach of th pea toward a mom integrated viewofthe

eniomnit can learn much from theexpeienoe ofothercountries that have already applied such
tecniques. Swedish and Dutch authorities, for example, have been implementing multi-medi
systems Of eniomna protection for many years. Similarly, experience in Glermany and other
Countries in rehabiitating derelict industrial sites offers valuable lesaors for the "Brownuhelds"
program in the United States.
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Serving Broader National objectiw

As emphasized by the General Accounting Office in its recent review of international
environmental programs across the U.S. government, "EPA's international programs also serve
important U.S. economic, foreign policy, and security interests." Working closely with other U.S.
agencies, for example, EPA has actively supported regional cooperation under the auspices of the
Middle East Peace Process Multilateral Working Group, including bringing together regional parties
to cooperate on reducing risks from pesticides, small cAommunity wastewater, and preventing and
responding to chemical accidente or oil spills.I

The Agency's emphasi oncommwnityb denvinent management plays an important
role in encouraging the development of more responsible, participatory decision-makig in countries
around the world. Reduced environmental problems can relieve pressures for illegal immigration,
promote economic and political stability, and serve other national security interests.

EPA's Interet in Trade and Environment Issues

Export CreditAgencies

Our national programs dealing withtrade and invertrent abroad should complement the effort
to raisetheenvironmental quality and sustainabilityofthe multinational investments made by the U.S.
taxpayer. At., Congress' direction and with EPA technical support, the US Treasury Department has
made sure that the lending and guarantee policies of the multil 'ateral development banks assess and
address the environmental and social impacts of the projects of their borrowers. This is good
business, as well as sound policy, because sustainable growth ensures that the markets for US goods
will be there not just tomorrow but also the day after tomorrow.

For the same reason, my agency has supported the development of minimum environmental
standards by the US Export-import batik and the effort to harmonize the environmental standards of
our major trading partners upward We can all be proud of these examples of global U.S. leadership.
*The process of dialogue has been slow, at times disappointingly so. The good news is that recent
European elections appear to have brought greater receptivity from our friends and competitors to
the idea that we should not compete at the expense of the environment.

Environmeual Technology Eirort Promotion

Technical cooperation has played an important role in foreign policy initiatives in Latin
America and with Mexico, China, India, Russia, and South Africa. EPA's technical assistance and
training programs create demand - and markets - for environmental technologies and expertise,
therebyenhancing commercial opportuities for U.S. business and industry and creating high-wage
jobs for American citizens.

Senior private sector individuals and groups have recently reaffirmed the key role EPA's
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international-technology and capacity-building prograrrs play in creating commercial opportunities
for U.S. suppliers of environmental technologies anid expertise. In so doing, they have differentiated
the export assistance (supply-side) role of the Department of Commerce, Export-import Bank and
other export promotion agencies from EPA's role in creating demand for U.S. technologies and
expertise through the development of environmental standards, institutions and human resource
capabilities. EPA's short-term technical assistance to the Royal Thai Government, forexample, not
only helped solve pressing health and environmental problem in the Mae Moh Valley, it also led to
the sale of almost S200 million for U.S.-made air pollution monitoring and control equipment.

In the Report which accompanied EPA's FY 1998 appropriations bill, the SenaW
Appropriations Committee urged EPA to "play stronger role in enhancing opportunities for industry
to export environmental technologies to other countries." It specifically directed the Agency to
"develop a strategy to coordinate and promote the export of environmental technology and services
and coordinate such activities with other Foderal agencies." In response to this appropriations report,
EPA this past October published a Report to Congress entitled "EPA Strategy for Promoting U.S.
Environmental Exports." . The Report noted that EPA's international initiatives help the U S *
environmental technology sector expand its export base and that EPA's export-enhancing activities
can be grouped into five general categories:

Creating Demand for U.S. Technologies and Services: EPA's international training,
technical assistance and other capacity building programs help to drive the demand for U.S.
environmental goods and services. Joint funding for environmental training of foreign
officials, for example, has helped strengthen environmental management capabilities
worldwide while leading to over $l150million in sales for small and medium-sized companies
in the United States.

Cooperation With Other Federal Agencies: EPA works with other Federal agencies and
departments, such as Ex-Im Bank and DOC, to help match U.S. technology and service
providers with opportunities which arise from our capacity-building programs. EPA also
participates as a partner in AID's Asia Environmental Partnership and co-chairs, along with
DOC, the Environmental Trade Working Group.

Cooperation With The U.S. Private Sector: EPA works both with intermediary
organizations s" las the National Association of State Development Agencies and directly
with U.S. private sector fims to organize technology demonstrations in other countries,
strengthen technology development and dissemination through programs such as the Small
Business Innovation Research grants and the Envirornental Technology Verification (EMV
programs, and to direct U.S. businesses toward specialized export assistance at local, state,
federal and international levels.

Strong Environmental Standards: By encouraging the adoption of strong environmental
standards at bilateral, regional and global levels, EPA helps to drive the demand for
increasingy sophisticated environmental technologies.
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Removing international Barriers to the Flow of Environmental Goods and Services:
Through foray such as NAFTA, APEC and the WTO, EPA is working with its puarte Federal
agencies to reduce tariffs for environmental goods and services. We are also working with
these other agencies to reduce non-tariff trade barriers.

EPA's reputation as the world's foremost national environmental agency has been a key
element in the success of our international programs. Equally important, however, has been our
reputation for honesty and objectivity. EPA is careful to stress that we do not endorse particular
private sectr firms or seek to promote certain pods or services. Our programs form a foundation
upon which export promotion agencies such as DOC and programs such as the Asia Environental
Partnership may build. In essence, EPA helps to foster the rising global demand for environmental
technologies; our partner agencies help U.S. business to fill the demand.

The Trade Insid~ioas

-In the 1999 State of the Union address, President Clinton said "we must ensure that ordinary
citizen benefit from trade -a trade that promotes the dignity of work, and the rights of workers, and
protects the environment...[wJe have got to put a human face on the global economy." Our goal in
seeking to ensure that trade negotiations support protection of the environment is to do just that -
put a human face on the global economy by ensuring that we continue to protect the health, safe-ty
and environment of our citizens.

EPA works extensively with the Office of the U.S. Trade Representative (USTR), particularly
its Office of Environment and Natural Resources, to ensure that U.S. international trade policies are
mutually supportive with environmental policies- reflecting the Administration's continuing
commitment to sustainable economic growth with strong health and environmental standards. EPA
is represented on the sub-cabinet Trade Policy Review Group (TPRG) and the, Trade Policy Staff
Committee (r'PSC), coordinated by USTh and responsible for the development ofU.S. international
trade policy.

Through my Agency's participation in the negotiation of the NAFAP the Uruguay Round
Agreements Establishing the WTO and, most recently, the ongoing Free Trade Area of the Americas
(FTAA) negotiations, EPA has worked to ensure that U.S. obligations under international trade
agreements do not hamper, but rather father, the ability offederal and state governments to maintain
and enforce high levels ofdomestic environmental protection that we daemappropriate. The dispute
settlement bodies of trade institutions should not be able to second-guess levels of protection that
countries determine to be necessary to protect their citizens. President Clinton reiterated this goal
at the W70' 5O* Anniversary in May 1998 when he said "international trade rules must permit
sovereign nations to exercise their right to set protective standards for health, safety and the
environment and biodiversity".

.As we approach the 1999 W1O Ministerial to be held in the United States in November, we
have platform in the greatest countryon earth to inspire our trading partners to fulfill the President's



call tbr ensurig dta"ve do moi to make sre that this new economy lift living standards around
the wod, and that spiritedeconmccompetitionamong nations nevrbecomeamce to the bottom
in environmental protections ... we should level up, no t down." WrO rules should be consistent with
leveling environmental, health, or safety standards upwards i.e., towards more protective standards.

Ineczo~lharmonization of good laboratory practices, test guidelines and mutual
acceptanc ofdata for industrial chemicals and pesticides means more efficient damadevelopmen by
industry and greaw assurance of the quality ofdata EPA uses in determnining acceptable use of these
products. The mutual acceptance ofdata for risk assessment purposes must now be expanded beyond
countries of the Organization. for Economic Coopeation and Development to include emerging
markets in Asia and Cennul and Eastern Europe. EPA's efforts to promote the "leveling up" of
health and environmental standards improves health and environmental conditions, and also protect
U.S. business who already must comply with high domestic standards, while respecting its
international obligations.

There are otherways to maintain the high levelsof health and environmental protection in the
United States and to share these levels with other nations. The first is to maintain our right to deny
entry of products that do not meet our health and environmental standards. [n order to adequately
protect the health of American citizens, we must maintain our right to prohibit entry of products -
particularly food products - that do not meet our standards. Certain products (e.g., pesticides,
foods with pesticide residues) must be approved before they can be marketed. Consistent with our
statutory obligations (e.g., FIFRA, TSCA. FFDCA), the United States will continue to prohibit the
entry or use of these prodwns unless the exporting country/producer provides information that the
product meets our health, safety or environmental requirements.

EPA also tries to achieve its goal through its international program on safe pesticide use,
which help to improve the quality of th U.S. food supply. Many off-season fut and vegetables are
imported from developing countries whose health and environmental inspection and regulatory
systems are considerably less stringent than those in the United States. By working with foreign
health and environmental protetion agencies and agricultural producers, EPA is able to promote
safer pesticide use and food production practices in countries producing a significant amount of
export crops for the U.S. market. Since 199 1, for example, EPA has provided technical assistance
on pesticide management to many countries in Central America. Much of the produce grown in
Central America is intended for the U.S. market.

North A merican Agreement on En vionmentuJ Cooperation

As you are probably aware, I represent the United States, in consultation with the other
federal agencies, on the Council of the CEC. To date, the CEC has focused its cooperative work
program on environmental issues important to the North American region. This cooperative work
program has been very successful in creating dialogue among our notions, fostering the exchange of
information, and causing the development of cooperative plans of action on many issue. Last year,
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my counterparts, and I began the development of a more comprehensive trade and environment
program in the CEC intended to build on our project kcoking at the environmental effects of the
NAMTA increase our understanding of our trade and environment issues generally, and specifi Ily
work with civil society to find useful solutions.

The U.S. and its NAFTA partners have determined tt some transboundazy environmen
inarelate to Mexo and Canada are better addressed on a regional scale through the Commnission

for'Environmental Cooperation (CEC), whc hwas established under the North American Agreement

on EnvironmenWa Cooperation, rather than bilaterally. For instance, the three parties have develo
regional actions plans for the elimination or sound management of DDT, mercury, PCBs and
chlordane, and arm negotiating procedures to notify and assess transboundazy environmental impacts
of significant federal actions. They are also considering a conservation strategy for North American
migratory songbirds. The CEC has facilitated cooperation among the North American nations on
several other issues such as environmental enforcement; development ofa North American pollutant
release inventory; regional greenhouse gas emissions trading; and regional implementation of global
environmental agreements.

The positive focus on the cooperative work program may have diminished the need for the
Part V dispu settlement mechanism, which could eventually lead to revocation of NA.FTAbenefits.
I fact, no country has raised an issue under Part V and to our knowledge , no government has been

subject to public pressure to do so. The Article 14 ciize's submission process, on the other hand,
has been used many times by NGOs in all three countries and is quite successful. The ultimate
outcome of this process, if the CEC Secretariat decides to take it to completion for any submission,
is a factual record on an assertion that one government has failed to effectively enforce its domestic
environmental law. Thus, the process enables citizens to question the environmental enforcement
actions of any government in North America and to get an answer to those questions.

Thi3 leads we to Muad I find to be one of the most useful aspects of the NAFTA side
agreement: the commitment of the three governments to effectively enforce their existing domestic
environmental laws. I believe the NAFTFA environmental review process was critical to assessing
ike environmental regimes ofour trdi.partners early in the trade negotiations. This review enabled
ust ienter into the NATA with a better undersanding of what dhe environmental repercussions of
that agreement were without imposing any of our own standards abroad.

The Un~ited States is committed both to ensuring that the trade agreements we negotiate are
consistent with our environmental objectives, and to ensuring that Congress and the public are
informed about the possible impact of such agreements on the environment. At the beginnn ofthe
NAFrA aegodahin the AdministriAion isued a study evaluating potential environmental effects
of vilrl five trade apeesuent. At the conclusion of both the NAFTA and the Uruguay Round
negotiations, the Administration issued a reports describing how environmental issues had been
addressed in the apersnsts, and outlining the potential environmental implications of those
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As the United States has entered into negotitions on new trade agreements, we have sought
to include mechanism for considering the environmental implications of those agreements. -For
instance, as part of the US-E.U. Transatlantic Economic Partnership initiative (rEP), we are creating
an Environment Working Group that has been tasked, inter alia, with informing trade negotiators of
the potential impact of other TEP negotiations on health, safety, end environmental interests. in
addition, we have been working with the Secretariat of the NAFTA Commission on Environmental
Cooperation on a methodology to identify the environmental effects of trade liberalization.

Multilaterally, in the Wf 0 Committee on Trade and Environment (CTE), the United States
has shared our positive experience with the NAFTA and the Uruguay Round reviews and pressed for
agreement in the WTO/CTE that governments should review the environmental implications oftrade
agreements. With your support, EPA stands ready to offer appropriate technical cooperation and
assistance to help partners stren gthen their environmental regimes.

Transparency and Pubik Panipadon

Finally, the CEC demonstrates the value of public participation to other international
institutions. President Clinton, in his May speech at the V/TO, proposed that the WlT0 "provide a
forum where business, labour, environmental and consumer groups can speak out and help guide
further evolution of the WTO." In my experience, an openness to the public benefits international
decision-makingt. At each of the annual CEC Council sessions, my Canadian and Mexican
counterparts and I spend a few hours in an open meeting with the public to hear their concerns and
ideas regarding the implementation of the NAFTA side agreement so that our decisions are informed
by public comment. Eich CEC Party has established National Advisory Committees sothat each
delegation stays in touch with its own public. The Joint Public Advisory Committee, a senior level
group that advises all three governments, is actually one arm of the CEC itself. When appropriate,
representatives of the advisory committees have been invited into the Council sessions. These types
of public participation efforts are useful and should be models for other institutions.

Itis my hope that the V/TO ministerial to be held on American soil can promote transparency
and public participation in a future V/TO round of negotiations. 11e President has called for an
opening of the process at the V/TO. He specifically asks that "hearings by the V/TO be open to the
public, and all briefs by the parties be made publicly available,.., that the WTO provide the
opportunity for stakeholders to convey their views, such as the ability to file amicus briefs." H ook
forward to a high-level meeting that brings together the trade and environment ministers in order to
provide strong direction on these and other issues important to the environment in the V/TO and
comparable fora.

Let me close by saying that I believe the trade and environment issue needs to be addressed
on a dual track: we need to tear down barriers, open markets and expand trade, but at the same time
we need to make parallel progress on evrmntlprotection. EPA's international program, as
described above, aims to achieve this parallel progrs through th casssuime envionena
tehnology export pronmotion and internationa cooperation- I aeiM. yorcniuehupr

for these efforts. -Thank you for holding these timely hearings on this very important ise
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RESPONSES TO QUESTIONS FROM SENATOR GRASSLEY

Question: In 199b, the Carter Administration released an official, $1 million study
called "Global 2000." This report, which was sponsored by our State Department
and twelve other federal agencies, offered a frightening vision of the future. This
terrifying study predicted, among other things, that energy, minerals, and even food,
would be in severe shortage by the year 2000. Of course, nothing of the sort hap-
pened. Thanks to the free market reforms of the Reagan Administration, we now
have the longest economic expansion in American history. Thank goodness we did
not adopt the Carter Administration's proposals for price controls, population sta-
bilization policies, synthetic fuels, command and control type energy rationing, and
other government-sponsored limits on economic growth.

But if we had taken this Carter program seriously-if we had planned our trade
policies according to the analysis and assumptions of the "Global 2000" report, for
example-we might have done grave damage to our economy

I have a healthy skepticism about these doomsday predictions. My question for
you is this: If thirteen United States government agencies could be so wrong in
1980, how can you now ask us to believe that the environment will suffer if we do
not pursue environmental goals in the context of multilateral negotiations?

Answer: This responds to your question regarding the relationship between trade
negotiations arnd the environment. In your reference to the Global 2000 report, you
ask why it is important for the U.S. to pursue environmental goals in the context
of multilateral trade negotiations.

The decision to pursue environmental police's and considerations in the context
of multinational trade negotiations currently rests on many important consider-
ations. In my prepared and oral statements to the Committee on Finance, I de-
scribed how environment and trade issues already intersect in today's world in nu-
merous ways. These intersections create challenges as well as opportunities for
democratic societies. The U.S., like many other countries, has found that the prin-
ciples of protecting human health and the environment, while maintaining global
competitiveness is not necessarily incompatible. Today, the U.S. has one of the
strongest economies, and some of the strongest environmental protections in the
world. Indeed, in the long run, we cannot have a prosperous economy without a
healthy environment, and vice versa.-As this Administration has stated, international agreements and investments
must permit sovereign nations to set tough environmental and public health stand-
ards-and that nations should work together to harmonize these standards upward.
This Administration will be calling for a trading system that is even more protective
of health, the environment, and American competitiveness.

PREPARED STATEMENT OF CALMAN COHEN

Good morning, Mr. Chairman. My name is Calman Cohen, and I am President
of the Emergency Committee for American Trade (ECAT), an association of the
heads of major American companies with international operations representing vir-
tually every sector of the economy. I am pleased to have the opportunity to present
ECAT's views to the Committee on U.S. trade policy in the era of globalization.

Mr. Chairman, before I begin my testimony I would like to take the opportunity
to thank you and Senator Moynihan for your continued leadership on trade and in-
vestment policy and particularly for the bipartisan manner in which you have devel-
oped trade legislative initiatives.

Before addressing the specifics of ECAT's views on the U.S. trade agenda, I would
like to discuss how the global trade and investment activities of American compa-
nies are producing significant returns for the U.S. economy.-

GLOBAL INVESTMENTS, AMERICAN RETURNS

As you and other members of the Committee may be aware, at the end of last-
year the chief executive officers of thirty three of our member companies joined
ECAT's Chairman, Ernest Micek, Chairman and CEO of Cargill, Incorporated, in
sending a letter to the President stressing the importance of pursuing a positive
trade agenda in order to promote the continued health of the U.S. economy. Above
all else, ECAT member companies believe that a policy of expanding U.S. inter-
n~ational trade and investment is essential to sustain U.S. economic growth and
standards of living.

American companies, both large and small, are operating in a global economy that
is increasingly concentrated outside the United States. Indeed, 96 percent of the
world's consumers are located outside the United States. With the lowering of trade
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barriers and technological advances, American companies are increasingly able toreach these consumers. As a result, trade has accounted for one-fourth of our Gross
Domestic Product (GDP).

Global integration has strengthened the U.S. economy by generating new eco-
nomic activity here at home in research and development and capital investments,
as well by acting better, higher paying jobs. As documented in ECArs pathbreak-
ig 1998 study 1Gobal Investments, American Returns, the trade and foreign direct
investment of merican companies have complemented rather than reduced eco-
nomic activity in the United States in areas such as research and development and
investment in physical capital. American fir ms engaging in trade and investment
have provided- important new business opportunities in the United States, as they

.purchase over 90 percent of the intermediate inputs--totaling $2.4 trillion-for their
products from U. S.suppliers. At the same time, the foreign affiliates of Americanfrs are an important market for U.S. products and services, accounting for 40 per-
cent of U.S. exports. This new economic activity generated by U.S. trade and invest-
ment promotes U.S. economic growth and a higher standard of living overall.

iMPORTANCE OF POSITIVE TRADE AGENDA
The.- expansion of U.S. trade and investment that has occurred over the last 50

-years would not have been possible without U.S. political and economic leadership
in maintaining an open trading system which has led to the tearing down of trade
barriers and the dramatic rise in world trade. As our economy has' become more
closely integrated into the world economy, it is now more important than ever that
the United States not abandon its over half-century of leadership of the world trad-

Tegains we have made over tue last 50 years can be lost if we are not vigilant
in mnaintaining our commitment to an open trading system. The United States also
achieved an extensive degree of global integration from the late 1800s to 1913, dur-

in hich trade and investment reached high levels. This period was followed by
decades of global fragmentation caused political conflicts, as well as protectionist
trade and investment policies such as the prohibitive U.S. tariffs under the infa-
mous Smoot-Hawley Tariff Act of 1930. It was. only in the early 1980s that the
world began to move beyond the level of international economic integration achieved
in 1913. 1

In this time of global economic challenges, the United States must lead by exam-
ple by Keeping its markets open and moving forward with a positive trade agenda
that promotes greater economic opportunities for U.S. companies and American
workers and their 'amilies. A positive trade should set out a framework and nego-
tiating objectives to be agreed to at the 1999 WTO Ministerial that will, first, ensure
continuing liberalization of trade in goods, services, and agriculture and, second, call
for WTO members to enter into an immediate standstill of trade restrictive meas-
ures. An agreed standstill would help the United States and other WTO member
countries resist domestic pressures to close markets in the face of rising imports but
would not prevent in the United States and elsewhere the provision of appropriate
relief under existing law to affected industries. It is imperative that U.S. trade rem-
edy statutes, that serve as models for trade remedy statutes throughout the world,
remain WTO consistent. These laws must also remain balanced, reflecting the inter-
ests of domestic petitioners as well as U.S. importers and exporters. If tey do not,
U.S. manufactured and a 'cltural exports will suffer as targets of foreign trade
remedy statutes that are likely to be made harsher to mirror any imbalanced U.S.
standards. U.S. exports will also be put at risk of foreign retaliation in response to
WTO inconsistent U.S. trade remedy laws.

The positive trade agenda should also include a commitment to achieve China's
fulfl integration into the international trading system, but it should not be at any
prie As the largest emerging economy in te world, it is imperative that China
adopted rules and responsibilities of the multilateral trading system. Bringing

C nothe international trading system as a full participant will help ensure
the posblityr of global trade expansion for decades to come. If China agrees to

ade byte T rules and to a commercially-acceptable protocol of accessic',, the
United States should extend normal trade relations status to China on a permanent
basis.

Renewal of the President's fast-track negotiating authority is also an integral part
of a positive trade agenda in order to provide the basic domestic infrastructure to
achieve further trade liberalization and other trde policy objectives. Fast-track re-
newal legislation needs bipartisan support and shoul reflect an agmement among
the Administration, the Congress, and private sector on realistic and appro-
priate objectives on labor and environment.
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In -order -to 'create momentum for action on these critically important trade policy
initiatives, the .positive agenda should also encourage early action on items on which
consensus can bhe achiev~od; such as CBI-Parlty legislation and a miscellaneous tariff
bill. In order to 'move -forward on this positive agenda, we must re-engage the sup-

port of the Congress, the Administration, and American workers and their families
for trade expansion. Among other things, we must do abetter job of explaining to
the American people the benefits that accrue from expanding international trade
and investment. In doing so, we must recognize that while trade, investment, and
improved technology lead to a growing economy and a higher U.S. standard of living
overall, dislocations occur which -must be addressed through meaningful worker re-
training and adjustment assistance. ECAT is contributing to what must be a comi-
prehensive trade education effort, supported by government and the private sector,
through the dissemination of the findings of its study, Global Investments, Amer-
ican Returns, and its work with member companies to develop an innovative trade
education program for workers entitled, "TradeWorks."

THE CHALLENGES AHEAD

The United- States and its trading partners must face the reality of a rising trade
deficit and the pressures on the open trading system by acting in accordance with
the rules of the multilateral trading system. This will not be an easy task. Our trad-
ing partners must join us in this endeavor. For this reason, we stress the impor-
tance of an agreed multilateral standstill on the imposition of trade restrictive
measures in the period leading up to the WTO ministerial.

The integrity-of the WTO and its dispute settlement process must be maintained
by insisting that the European Union and our other major trading partners uphold
the decisions of WJTO dispute settlement panels. In preparing for the next ministe-
rial and the possibility of a new global round of trade negotiations, we must ensure
that the framework and results of any negotiations strengthen WTO rules and ex-
pand market access for U.S. goods,C agrculture, and services. Finally, in seeking
more constructive partnership with Chna, -we face the complex and difficult chal-
lenge of securing China's entry into the WTO on the basis of a commercially-accept-
able protocol of accession at a time when the Chinese Government is renewing its
effort to repress political dissent and has imposed new restrictions on trade and in-
vestment.

Whild ECATs membership is clear-eyed about the seriousness of the challenges
that lay ahead, we believe tat armed with a positive trade agenda, ECAT and the
U.S. business community, together with the Administration and our allies in Con-
gress, will be well positioned to offer constructive alternatives to protectionist initia-
tives. We believe that, in both the short and long run, pursuing a positive trade
agenda is the best means to guarantee that the trade and global -investments of U.S.
companies will continue to produce American returns in the form of continued eco-
nomic. growth and higher U .S. standards of living.

I appreciate the opportunity to present ECA's views and would be happy to ad-
dress any questions the Committee may have and ask that the letter of ECAT CEOs
and the executive summary of ECAT's study, Global Investments, American Re-
turns, be made a part of today's record.
Attachment.
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~~EMERGENCY COMMITTEE FOR AMERICAN TRADE

December 30, 1998

The President
The White House
1600 Pennsylvania Avenue
Washington, DC 20500

Dear Mr. President:

As you prepare to present the state of the Union address to the nation, we in the Emergermy
Committee for American Trade (ECAT) are writing to share our views regarding the focus of~
America's international trade agenda. Above all else, we believe thal a policy of expanding US.
trade and investment remains -essentiai to sustain U.S. economic growth and standard of living. It
requires your leadership and the maintenance of an open trade system in which foreign markets
continue to provide growing opportunities for America's manufacturers, farmers, and service
providers.

To encourage our trading partners to keep their markets open despite the ripple effects of the
Asian financial crisis, the United States should lead by example and enunciate a positive trade
agenda. First, such an agenda should set out clear objectives for the 1999 WTO ministerial,
including U.S. goals for the liberalization of agriculture and services trade, as well as other%
sectors. It should also call for our trading partners to enter into a standstill of restrictive trade
measures in advance of the ministerial. An agreed standstill would help the United States and
other WTQ members resist domestic pressures to close markets in the face of rising imports, but
would not stymie the provision of appropriate relief to affected industries in the United States and
elsewhere, It is imperative that U.S. trade remedy statutes, which serv as models for trade
remedy statutes in other WTO countries, remain consistent with W1'O rules and take into account
the interests of U.S. importers and exporters. If they do not. U.S. manufaw~ed and agricultural
exports will suffer, as they are frequent targets of foreign antidumpinig and countervailing duty
laws.

A commitmnt to achieve China's full1 integration into the international trading system should be
the second key aspect of a positive trade agenda. As China is the largest emerging economy in
the world, it is iniperative that China adopts the rules and responsibilities of the multilateral
tradng system. Bringing China into the international trading system as a fuM participant will help
to ensure the possibility of global trade expansion for te~e o come. If China agrees to abide
byWVTO rules and to a commealy acceptable protocol of accession, the United States should
agree to support the permanent extension of normal trade relations status to China.

Renewal of broad. multi-year trade negotiating authority, or "fa trak", should be fth third part
of the U.S. trade agenda to provide the basic domestc infrastructure for achii-Ming trade
liberaliztion and othewtade policy initiatives. Any such legislation should reflect a consensus
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among the Administration,- the Congress, and the business conaliny on realistc and appropriate
objectives on laor and envirosinemt

The agenda should also include early action on items on which consensus can be achieved, such as
CBI-Parity legislation and a miscellaneous tariff bill. Early action on these bills in the 106'
Congress could create momentum for progress on the broader positive trade agenda.

To move forward on this positive trade agenda will require the re-engagemnent of the Congress and
American workers for trade expansion. Toward that end, ECAT is developing a trade education
program designed to improve ECAT member company employees' understanding of how
expanding international trade and investment improve the lives of Americans. In addition, ECAT
recoignizes that while trade, investment, and iinproxed technology lead to higher U.S. living
standards over dislocations occur and must be addressed through meaningfiz worker re-training
and adjustment assistance.

We believe that the United States and its trading partners are at a crossroads on international trade
and investment. Under your continued leadership and armed with the above outlined trade agenda,
our country can continue to improve living standards here at home for Amnerican workers and
famers and their families and lead the way toward increased global prosperity. We would
welcome the opportunity to discuss our recomnmdations with you.

s1ny

Ernest S. Micek
Chairman and Chief Executive Officer
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Chairman

Emergency Committee for American Trade

Johir P, Stafford
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EXECUTIVE SUMMARY

In public and private-sector debates over U.S.trade and investment polices the role in the
U.S. economy of American companies with

global operations, has often been misunderstood.
Although there is no doubt that the United States
plays an important role in the world economy, most
Americans are unaware of the critical contributions
that trade and foreign direct investment (FDI) of
American companies with global operations make
to the U.S. economy.

To broaden public understanding of the positive
role of these companies, this study eatpands upon
the researching ECAT's previous Maissrey studies
in two important ways. First, it k~cujses on the key
issue of thie U.S. standard of living. Second, it
broadens, the scope of the study to include al three
major sectors of the economy. manufacturing, agri-
culture, and services.

There are two key points in Mahastay HlL First, by
raising U.S. worker productivity, American
companies with global operations help raise the
U.S. standard of living. Second. because the U.S.
and foreign activists of these. companies tend to
complement each other, the ability of these
companies to help raise the U.S. standard of living
depends crucially on their ability to undertake
foreign direct investment abroad.

Maiissuy Iff is based upon analysis of the invest.
meava. research and development. eatporms imports.
and purchases from suppliers of American
companies with global operations and many other
data from 1977 through 1994. The primasy data
source is surveys of such companies conducted by
the Bureau of Economic Analysis (BEA) within the
U.S. Deparw.:ent of Commerce.

The following sections summarize the major
findings arid conclusions of the study

1. Setting the Stage: The World Economy
in which American Companies with
Global Operations Compete

American comnpanies today operate in a world
economy that is increasingly concentrated
outside the United States and that is rapidly
expanding its international linkages through
FDJ and international tra&

" The U.S. share of the global economy is
shrinking. For decades the U.S. economy has
been growing mo re slowly than the rest of the
world, such that the U.S. share of toral wordd
output has been declining. This share was
approximately 50 percent in 1945. but is down
to only 20 percent today.

* FDI and trade help U.S. integraton into the
global economy. American companies with
global operations have helped integrate the
United States more closely into the growing
world economy. Average annual outflow of FDI
from the United States quadrupled from the
1960s through the 1980s, and total trade as a
share of U.S. output rose from 5.6 percent in
1945 to 24.7 percentrin 1995.

By partipating in the wndd economy American
companies with global operations masintain a sig
nificantl presne in dhe United Stains

N Most employment is in the United States,
at abroad. In 1977, U.S. parent companies

accounted for 72.8 percent of total worldwide
employment of American companies with
global operations and by 1994. they accounted
for 74.3 percent of the total
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" Profits earned by foreign affiliates are mostly
repatriased. In 1989 (the most recent year for
which thate data are available), U.S. parents
repatriated 72.8 percent of their foreign
affiliates' net income.

" Most intermediate inputs are purchased
from domestic suppliers, not foreign
suppliers. From 1977 through 1994, more
than 90 percent of all intermediate inputs
purchased by U.S. parents came from
American suppliers, not foreign suppliers.

Overseas, American companies with global
operations are located primarily in developed
countries, and the Waes from these operations
are overwhelmingly in local markets.

" Most affiliate activity abroad is in developed
- not developing - countries. In 1994.
developed counties hosted nearly two-thirds of
U.S. foreign, affiliate' employment and accounted
for more than three-quarters of foreign affiliate
asset and sales.

" Foreign affiliate saei are mostly abroad, not
back to the United States. In 1994. only 10
percent of total U.S. affiliate sals'went to the
United States. The other 90 percent stayed
abroad, and fully 67 percent of all sales were
within the host countries of the foreign affiliates.

11. The Importance of American Companies
with Global Operations to the U.S.
Standard of Living: Generating High
Productivity

American companies with global operations
contribute in several important ways to the U.S.

s tandard of living, and this contribution is larger
tan that of purely domestic firms.

*Investment in Physical Capital. American
companies with global opiaons, undertake the
majority - 57 parent in most yeaw - of coda
U.S. investment in physical capital in the
manufacturing crr.

" Research and Development. American
companies with global operations perform the
majority - between 50 percent and 60 percent
- of total U.S. research and development

" Exports. American companies with global
operations ship the large majority - between
60 percent and 75 percent - of total U.S.
exports. Their foreign affiliates are important
recipients of these exports; their share has
increased to over 40 percent today.

" Imports. American companies with global
operations also receive a sizable share of U.S.
imports - roughly 30 percent. These imports
benefit the U.S. economy in many ways,
including giving U.S. companici access to
foreign-produced capital goods and technologims

All these activities help increase U.S. productivity
and thereby enhance the U.S. standard of living.

IIl. The Importance of American Companies
with Global Operations to the U.S.
Standard of Living: Paying Higher Wages

American companies with global operations pay
their workers higher wages than those paid by
comparable American companies without global
operations.

N A study of I115,000 U.S. manufacturing plants
indicated that U.S. parent plants pay comparable
workers higher wages than-purely domestic
plants. Production workers receive an average of
6.9 percent less at comparable domestic plants
employing more than 500 employees and
15.2 percent less at comparable domestic plants
employing kwer than 500 empleyes.
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Non-production worker receive an average of
5.0 percent less at comparable domestic plants
employing more than 500 employees and 9.5
percent less at comparable domestic plants
employing fewer than 500 employees. These
results control for possible wage differences
attributable to variations across plants in age,
industry, location, and size. In light of all these
controls, it seems likely that these wage
differences are attributable to workers at U.S.
parents b~einig more productive than workers at
comparable domestic plants.

IV. The Importance of American
Companies with Global Operations to
the U.S. Standard of Living: Linkages
to American Suppliers

In adton to directly raising die U.S. standard
of living themselves, American companies with
global operations may also raise the U.S.
standard of living dirough their interactions
with domestic U.S. suppliers

" Evidence exists that companies benefit from being
exposed to other dynamic, successful firms.
Exposure to 'worldwide best practices" -

whether those best practices are in the same
country or abroad - tends to foster innovatcion,
cost control, and other improvements that boost
firm productivity.

" The very large amount of purchases of intermedi-
are inputs from domestic suppliers by U.S.
parents of American companies with global
operations suggests the possibility that U.S.
domestic suppliers have sufficient exposure to
these high-productivity parents to realize some
productivity gins. For the past 20 years U.S.
parents; have purchased over 90 percent of their
intermediate inputs - $2.4 trillion in 1994 -

from domestic, not foreign. suppliers.

I t anavc.11 C.0~,4fT Tea

V. How Foreign Direct Investment Abroad
Complements U.S. Parent Activity and
Contributes to a High Standard of
Living in the United States

Because the U.S. and foreign activities of
American companies with global operations
tend to complement each other, die ability of
dhese companies to raise the U.S. standard of
living depends crucially upon their ability to
undertake FDI abroad.

" Analysis of BEA data, academic research, and
cAse studies of 10 major American companies
demonstrates chac U.S. FD! generally
complements rather than substitutes for U.S.
parent activity. Within American companies
with global operations. 'affiliate expansion
generally triggers in U.S. parents additional
investment, research and development, trade,
and input purchases from domestic suppliers.
As stated earlier, these activities are kev deter-
minants of the U.S. standard of living.

" Restrictions on FDI that prevent U.S.
companies from expanding abroad generally
will reduce U.S. parent activity and thus. lower
the U.S. standard of living.

Vt. Conclusions and Policy
Recommendations

Ile United States must continue to strengthen
die open system of global trade and inv trnn
in order to maximize the contributions of
American companies with gobal operations to
an improved standard of living for, all
Americans. To that end, U.S. trade and
investment policies should take into account die
following recommendations based on the
research and findings in this study:
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*The U.S. government should maintain itn open
trade and investment policies. Moreover, thee
policies should recognize the ways in which
trade and foreign direct: investment benefit the
U.S. economy.

*The U.S. government should continue to
negotiate aggressively for more open foreign
narkets and should persuade foreign govern-
ments to end restiictions on trade and
invCStment. Removing these restrictions will
create a 'win-win* situation that benefits both
foreign countries and the United Scate.

*The U.S. government should strive to continue
to harmonize its international tadle, investment,
and tax policies. In the case of American
companies with global operations, this harmo-
nization should take into account the many
ways that their foreign operations tend to
complement their US. activities.

*Given that most services are inherently non-
tradable, firms in these industries must invest
abroad to serve global markets. Accordingly,
efforts to liberalize trade and investment should
focus special attention on the unique needs of
U.S. servces industries.
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. EMERGENCY COMMITI7E FOR AMERICAN TRADE

Octoer L22.19

!Comments of the Emergency Committee for American Trade (ECT
Regurdfng UM. Preparaions for the World Trade Oreanization'l

Ministerial Meeting. Fourth Quarter 1999

ECAT's views ame submitted in respond to the Federal Register notice of August 19,1998, by the
Trade Policy Staff Committee (TPSC) requesting public comment on proposals for the agenda of the
1999 MNnisterial VITO Conference. ECAT is an organization of the heads of leading international
business enterprises representing all major sectors of the American economy. Their annual worldwide
sales total over SV trillion, and they employ approximately four million persons. A copy of ECAT's
membership lit is included as an appendix

L Focus ofrthe 1999 Ministerial

As the United States approaches the next ministerial, ECAT believes that the enactment of broad-
based, multi-year fast-rack trade negotiating authority with strong bipartisan support must remain a
priority. Renewal of fast-track authority is essential to reinforce our global trade. infrastucture and
maintain America's leadership in the global economy. We urge early action in the next ,Congress to
enact fast-track legislation. which will support the ongoing liberalization process in the WTO and allow
the United States to reap the benefits of regional and bilateral trade agreements.

While renewal of fast-track negotiating authority remains a key U.S. trade policy objective, even
in the absence of fast track we believe thst the United States can use the occasion of the ministerial to
make progress on the built-in agenda, enhancing its chances for success through a number of initiatives,
It is an important opportunity to try to multilateralize the liberalization effort in the nine sectors identified
under the APEC Early Voluntary Sectoral Liberalization (EVSL) initiative and to secure an "early
harvest" in some or all of these sectors which can serve as a downpayrnent for the upcoming WTO
negotiations under the built-in agenda. Calls for a major new round of negotiations should not delay the
achievement of these objectives.

Progress on the built-in agenda and broader sectoral liberalization can also be promoted by
renewed efforts to broaden VITO membership to include those emerging economides that are not currently
subject to VITO rules, particularly China. China's admission to the WTO on the basis of a commercially
viable protocol of accession should be given top priority on the ministerial agenda. The continuing
financial instability in Asia and the slowdown in the global economy make it more important than ever
that China be subject to the discipline of WTO rules and a participant in sectoral liberalization initiatives.

The ministerial alW provides an important opportunity for the United States to provide leadership
in responding to the global economic crisis by urging a closer working relationship among the VITO,
IMF. and World Bank. Finally, the United States can assume a constructive role within the ministerial on
divisive issues such as labor and environment by emphasizing those areas and initiatives in which
intermai6nal cooperation and consensus have been achieved. In emphasizing consensus in these areas,

1211 Connecticut MAene, N.W., Suite 501, Washat. D.C. 2zOas~boee 202.659.5147 Fax 202.659.1347



259

the United Stae can lessen the chances that disagreements on these issues wil impede progress on other
aspects of the built-in agenda, such as the agriculture and services negotiations.

EL Imnlementalom of xisine Aeents and Work Fromms

ECAT believes that the full and effective implementation of the WTO Agreement should continue
to receive the highest priority on the ministerial agenda. The chief areas of concern of ECAT member
companies include: the implementation of market access commitments for industrial goods, trade in
services, PMd agriculture, full implementation of the telecommunications and financial services
agreements; implementation of obligations under the Agreement on Trade Related Aspects of Intellectual
Property (TRIPS), particularly by developing countries; and the removal of residual balance of payments
restrictions, particularly with respect to India and its prohibitive tariffs. The implementation of the
obligation under the Agreement on Trade Related Investment Measures (TRIMS) topas out prohibited
measures such as local content and trade balancing requirements by the year 2000 is an important goal.
In seeking to implement this goal, the United States should work in close consultation with U.S.
industries to ensure the maintenance of their competitiveness in foreign markets.

At a time when WTO member countries are facing increasing global economic pressure, it is
paramount that the United States, whose unfair trade remedy statues have long provided a model for
other WTO countries, affirm its commitment that its trade remedy laws remain balanced and consistent
with WTO rules. Nearly half of the WTO membership now have their own antidumping laws in place-
many of them patterned after U.S. law. Developed and developing WTO member countries are
aggessively enforcing these laws. As a result, U.S. manufactured and agricultural exports are
increasingly the target of foreign antidumping actions. It is, therefore, imperative that the United Stiles
ensure that its antidumping and other unfair trade remedy laws give due consideration to the interests of
both import sensitive industries and U.S. exporters.

To help the United States and other WTO members resist domestic pressures to enact
protectionist measures to close their markets in response to the global economic downturn, the United
States should take the lead in the ministerial in proposing that WVTO members enter into a standstill
commitment. Such a commitment would ensure that the liberalization achieved under the Uruguay
Round and subsequent GATS and sector] negotiations is preserved, and a foundation is created for
future liberalization. -

IL adtd Neeotiations

Affricult

The new round of agricultural negotiations is an important opportunity to achieve further
liberalization in market access and to reduce domestic support and export incentives. The negotiations
should be broad in scope and not allow for exemption of trade-distorting measures. The negotiations are
likely to have the best chance for success if they are expanded to include other sectors of the economy in
order to allow for a balancing of concessions. The: United States should make it clear that it expects to
achieve substantial, progressive reductions in support and protection as a result of the negotiations, and is
willing to continue the negotiations until this goal is reached.
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The negotiations should aimn to reduce tariffs across the board, with the suggested goal of a
reduction in average tariff bindings over six years by 50 percent from current levels. Special effort
should be made to reduce the highest tarffs to levels that would not prohibit imports. The negotiations
should clarify that tariff-rate quotas are only transitional measures and should provide for their phase-out.
Sectoral zero-for-zero tariff agreements should also be encouraged.

The negotiations should seek another reduction in the aggregate measure of support beyond the
Uruguay Round level. The agreement on domestic support should be structured to provide incentives for
market-oriented reform. The negotiations should also seek in immediate end to export subsidies. With
regard to state tradi ng entities (STEs), the United States should seek to eliminate their monopoly contr i
and discipline non-market behavior. The monopoly powers of STEs should be ended in ways that ensure
the rights of establishment, non-discrimination, and national treatment for foreign and domestic firms.

General Areement on Trade I. Serykae (GATS)

In seeking to expand liberalization commitments under the GATS, the United States should adopt
a negotiating strategy that aims to narrow reservations as a means to secure broader, more meaningful
market-access commiitments. In addition, in order to make the e.,csting GATS national treatment
provisions anid market access commitments meaningla, the negotiations should promote the
establishment of strng, transparent, and impartial regulatory regimes in local markets. Strong regulatory
regimes in local markets are essential to the international competitiveness of U.S. services providers.

TRIPS Aereement

The TRIPS Agreement, establishing minimum standards for both the protection and enforcement
of a broad range of intellectual property elements, represents a major advance in the protection of
intellectual property arow4O the globe. It, therefore, is critical that the United States make clear that the/
TRIPS Agreement provides a baseline for the protection and enforcement of intellectual property rights
and that it will not be a party to any weakening of the agreement. Whether at this stage, when many
developing countries have yet to Moly implement the TRIPS agreement, a new multilateral negotiation is
necessary to facilitate continued progress in gaining additional improvements in protection of intellectual
property is an open question. The built-in agenda for the TRIPS Agrement provides an active program,
in and of itself, for the timely and proper implementation of the agreement and for the strengthening of
some of the protection rrendy found in the agreement that .is of interest to U.S. intellectual property-
'right holders.

One area of particular concern is widespread violation of trademarks of U.S.-branded apparel by
WTO member countries. The WTO should continue to encourage member countries to implement the
TRIPS agreement and to actively monitor on-going compliance in this area.

Aereement on Textiles sand Clothint I(i

The ministerial agenda should include an assessment of WTO members' compliance with the
ATC, particularly their adherence to the bound tariff rates on textile and apparel items agreed to during
the Uruguay Round. As part of this review, WTO members should reaffirm their commitment to abide
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by bound rates and to adhere to the phase-out scdule for textile and a&pre quotas negotiate under the
ATC.

It is also important for the United Stane to recognize the important role thut the ATC: played in
securing concessions on intelectual property rights and other key isame from textile and apparel supplier
countries dining the Uruguay Round negotiations. The textile and apparel sector can play a similarly
significant role in any future major trade negotiations. Further liberalization in the tex~tie and apparel
sector, particularly in the areas of tariff reductions which remain high relative to most industrial products,
would promote the competitiveness of U.S. apparel marakcturers in world markets. We would urge that
any agreement to initiate a new round of negotiations include discussions to further reduce textile and
apparel tariffs to begin before the termination of textile and apparel quotas in 2005.

IV. Sinenogre MIn~serfal Work Proeram

Trae k efitaio

ECAT strongly supports the inclusion of business facilitation issues in the ministerial agenda. We
believe the United States should seek a WTO agreement on trade facilitation which would encompass the
adoption of a binding WTO agreement based on the rules contained in the International Convention on
the Simplification and Harmonization of Customs Procedures (Kyoto Convention), a work program on
trade facilitation. and a commitment to simplify rules of origin.

The United States should urge the W~O to support the efforts of the World Customrs Organization
(WCO) to itrengthen the Kyoto Convention. The United States should propose that the revised
convention be used as a basis to develop a set of binding V/TO rules establishing high standards for
customs procedures to be adopted by WTO members.

The United States should also encourage the WTO to focus its trade facilitation efforts on
customs procedures and establish a WTO working group on the harmonization and simplification of
customs procedures. The working group should be given a mandate to examine the impact of custornsr
related barriers to trade on V/TO commitments, assess the feasibility of enforcing the Kyoto Convention
through wrO dispute settlement procedures. develop new initiatives to simplify trade procedures, and
consider ways to improve customs transparency as required wnder GATT Article X

In'addition, the United States should support the simplification and harmonization of non-
preferential rules of origin so that they no longer create unnecessary trade impediments.

Government Procurement

ECAT supports the efforts of the WTO Working Group to develop elements for a WITO
agreement on transparency in government procurement. Such an agreement is essential in order to
promote predictable and competitive bidding environments within V/TO member countries. ECAT also
believes that efforts should continue to broaden the membership and coverage of the V/TO Government
Procurement Agreement.
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ECAT believes tata implementation and continuing expansion of the ITA agreement should
remain on the ministerial ageda. In addition, if negotiation on JT* il on non-tariff barrlers-such as
reform of government product regulations to facilitate trade--do not make progress over the next several
months, the ministerial agenda should include efforts so reinigorate these discussions.

The ministerial agenda should inclde an update on the progfess of major accession negotiations.
ECAT members believe that it is vitally important to bring China under the discipline of WTO rules.
China's admission to the WTO should not be at any price. It muist be based on a commercially viable
protocol of accession, which provides meaningful market access for U.S. goods, Services, and W -zlture.

The accession negotiations with Saudi Arabia and the Ukraine are also of particular importance to
ECAT member companies. The Russian accession negotiations are also of concern. ECAT believes that
as economic and political stability are restored in Russia, efforts should continue within the accession
negotiations to secur meaningful market reforms and market access.

V. Sectors] Market Access Initiatie

11m 1999 Mnisterial should be used as an opportunity to continue efforts to expand ongoing
market access initiative. T~he United States should urge that -the ministerial agenda support
multilateralization of the Early Voluntary Sectoral Liberalization (EVSL) market access packages on
toys, chemicals, medical equipment and instruments, and energy sector goods, as well as on the four
other sctor being prepared for endorsement at the November APEC Leaderes meeting. The EVSL
negotiations present an important opportunity to expan the liberalization achieved in the zero-for-zero,
negotiations in seamor covered in the Uruguay Round and to extend the negotiations to include non-tariff
barriers. The multilaterization of the EVSL negotiations could provide important momentum for
progress on the built-in agenda.

For eamsple, in the toy sector, even after entering into the Uruguay Round zero-for-zero
agreement, the EU, Canada, Japaa, and Korea maintain high tariffs on a number of nmor toy categories
which could be lowered as a result of the EVSL initiative. In the chemicals sector, mualtilaterization of.
the FVSL initiative could provide the opportunity for pining broader membership for the Chemical
Tariff Harmonization Agreement at an earlier date than might otherwise have been achieved.
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1. LYTRODUICTION

Thank you, Mr. Chairman, and is always it is a pleasure to meet with the Corrnuttee. I am
parti~ulardy pleased to be here today because this hearing shows the Comnmittee's concern for the
trade position of the United States and demonstrates the Committee's intent to work with the
Admrinistration in addresing the challenges we face. This year is one in which the Congress and
the Administration must work together in a nonpartisan manner. The jobs of Anmican, workers
and the future of our econov-dc growth depend on this cooperation.

T'he Asian financial crisis has slowed growth and affected the world economy, inch dng American
lknnersmand workers as wellas onother key emerging markets, such asBaziL Along with the
rest of the Administration, the Commerce Department supports the efforts of our trading partner
to work their way out of the current financial crisi4 and restore growth to their economies. We
have urged Japan to open its economy, reform its financial system, and stimulate domestic
demand; we have encouraged Kore to open its markets and follow the prescriptions of the
Internatonal Monetary Fund (IMF) stabilization package; and we have worked closely with
Russian officials to help them adopt market-based reforms. At the same time, President Clinton
and I have made it very clear that we will not stand by and allow U.S. workers, communities and
companies to bear the brunt of other nations' unfair trade Policies.-

The Asnciiscu ttingdeeplyintoour exports. We do not like it but we understand thut
Asian countries cannot afford to buy our products as their economic tragedy cuts deeply into, their
living standards. Mr. Chairn,~ we are working to ensure that other countries mgktsts remain
open and to seek "urher trade liberalization, Our markets are open to them, abd they must do the
samne for us.

There is much progress to be made& We still have market access concerns with American-made
flat glass in Japan, American soda ash, power generators, and telecommunications equipment
markets in China remain limited despite their 1992 commitment not to engage in import
.ubstitution practices. We see Kore refusing to treat American companies fairly in competig for
contracts for the huge new airport they are constructing.
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Thes matters mnust be addressed by our trade policy Our support for an open trading "yem. has
&Iways been contingent on fair trade rules, strong trade remedy laws and compliance with our
trade agrees. We have been enforcing our laws and our agreements as vigorously and as
expeditiously as possible and will continue to do so with Congress's help. In addition, we need
trade negotiating authority so we can negotiate a more open and level playing field. We look
forward to working together with this Comirnee on these matters.

11. THE SING

Mrt. Chairman, let me now turn to discuss the economic and trade situation that faces us as We

near the end of this millennium.

While we face many trade challenges, we cannot forget that fair and open trade has provided
remarkable benefits to the world and the U.S. economy, Since the formation of the World Trade
Organization (WTO) and its predecessor, the General Agreement on Tariffs and Trade (GATT),
in 1948, worldtrade has grown 15 fold aid tariffs have been reduced by 901/. Where the trade
club once comprised only a handful of developed countries, the WTO now comprises 133
members .. most of them developing economies. Trade has contributed to enhanced global
understanding, world-wide economic development and the solidification of democracy in many
countries.

U.S. exports have been at the fbrefront of our economy, and through 1991 provided one-third of
all our economic growth. Jobs supported by exports of goods pay significantly more than the
average U.S. job. Good jobs and good wages are the keys to an expanding economy and a rising
standard of living.

As we meet today, our economic expansion is entering its 941 month - the longest peacetime
expansion in history. Enployment is at record levels, and unemployment is at nearly a 30-year
low Inflation is low and economiic growth and productivity ame strong.

Stil we face challeges. As exports to the financiay distressed Asian economies have
plummeted, our trade deficit is rising at a rapid rate, and we are almost certain to set a new trade
deficit record again in 1999. The deficit with Asia accounts for about 70 percent of our global
trade deficit.

However, we Must appreciate whet this deficit represents. The main reason the trade deficit is
rising is that our strong growth enables us to buy hundreds of billions of dollars of goods and
services from abroad, as well as the many trillions of dollars of goods and services we produce at
home -_ while many of our trading partners are caught in recessions and have sharply cut back the
goods and services they an buy from us. Most of the trade deficit is due to a sharp drop in
exports, highlghting the need for recovery in Asia. The Amnerica economy has dunonstated its
resilient capacity to respond to faltering foreign demand for our exprts by shifing capital and
labor to non-export secors, keeping U.S. growth and employment strong,
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But we cannot ignore areas of concern. Thousands of firms and workers have been hit hard by
the impact of the Asian crisis on our exports, which fell 15 percent to Asia las year. We must
look ahead and work hard to ensure that foreign markets are as open to our goods and services as
ours is to thosp made abroad. We must also equip our firms with the informatio n and resources to
compete effectivey in foreign markets. Finally, we will actively enforce U.S. trade statutes to
ensure that every foreign exprter to the United States follows the rules and does not dump
below-cost exports on our markets or unfairly subsidize its exports to us in a manner that injures
U.S. firms and workers

By far our two largest deficits are with Japan and China. Last year we ran an estimated deficit of
$63 billion with Japan and S58 billion with China. 'Measured in dollars, the S5 trillion Japanese
economy accounts for 70 percent of all of Asia's production of goods and services. There is
simply no substitute for strong domestic measues by Japan in order to boost its demnand which is

eseta for a recovery of intra-Asian trade as Well as U. S. exports to Japan and Asia. The deficit
with China continues to grow, going from $ 18 billion to nearly $60 billion in six years. The
causes for the growth in this deficit ae many, but clearly real and sustained access to that market
fior U.S. firms is a major objective.

The global firiancia czisa is hurting Amicani manufacturing, and that crisis needs to be solved.
it is also imperative that ways be found to head off future crises. That is why Secritary Rubinws
efforts to develop a new global financial architecture are so important. But our trade architecture
needs attention as well.

Trade is certainly having an impact on U.S. manufacturing jobs. Total employment in the United
States in December 1998 was at an all-time high of 132 million American workers - representing
the creation of a net 1.7 million new jobs in just one year. Almost all of the job expansion was in
America&s th"vin" services sectors. Manufactwring, though, did not fare as well; and over the lasm
yeaw 237,000 manufacturing jobs were lost, Man of these job lose were related to the decline
in America's exports to Asia. VWa makes this particularly troubling is dwa expor-related
rnanufactwiaig jobs are among the Kighes pail obs we have, paying 13 -16 percent more than the
overall U.S.- average.

MT: AMERICA'S TRADE POLICY IN THE 21ST CENTURY,

The Adisnistrfio has a tWade policy in place designed to respond to these and other challenges

that will face America as we move ito the 21sit century.

Presdentt Clinton ousline the prkncipl elaeew of the Admneisuttion's trade pokiy in his State
of the UmioR Addmes lao week. The Presien staed that "we ought to tear down barners, open
markets, and cqxpehiwlrae." The Presiet also emnphaaiaed that we must vigorouaiy enforce our

LrtIMw; prwvie nsistanc to U.S. manufacturers who have bee WKu by the presen financial
crisis; and partcipat with other natons in a new round of global trade negotiations to expand
exports of services, mmnafictued goods and farm products. To nmnuuen the likelihood of
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success of our trade policy, it Is estal for Congress to grant the President the trade negotiating
authority he needs to effetively engage out trading partners.

I intend to coninu working with Secetary Rubin and Ambassador Barshefsky to pursue open
markets everywhere because that is where our economic &ture lies. Expanded trade is a key
clement of the President's strategy for a strong U. S. economy. This Administration fuzndamnentally
believes free and ffir trade will create a !evel playing field that will secure the benefits of global
integration for Ameuican workers as well as the 96 percent of the world's population that lives
outside our border.

The Department of Commerce is working to adanc the President's trade policy by addressing
three key objectives.

First, we will aggressively promote and adequately finance our exports. 1Thousands of' smaller
companies are not corning near their export potential We need to help than.

Second, we will enforce- our trade laws in a manner consistent with our international obligations
and ensure that our existing trade agreements are fully implemented.

Third, we will work to remain engaged with our trading partners in new negotiations, eliminate
trade baers, &ad strengthen the multilateral and regional trading system We can ill afford to
rest on past accomplishments in an age when standing stWl means falling behind.

1. !Exp and Trade Promotion to Lahance Exprt Growth

The fi.'rst point I warn to make concerns the depth of our commitment to promote our exports.
Thousands of smaller and medium-sized enterprises (SIMEs) are not coming near their export
potential, nor are they able to take advantage of the opportunities available to them. In general,
we must accept a sene of urgency in our drive to promote export activity in the United States. In
addition to the jobs and revenues it gemeates, exports creae loyal clienieles, and shape consumer
preferences and narket standards that multiply business opportunities in the future.

Helping small businesses epo is one of the central missions of Commerce, as these firms offer
great potental for export growth and are the most likely to need assistance. If we are to succeed
in restoring the contribution of exports to our overall economic growth, we need to enlist the
drive'anid creativty of our small business sector

We are focusing on delivering our export products and services over the Internet and maximizing
our use of e-commerce and video-conferencing to bring distant markets closer to home. One
exciting concept we are working with is called the virtua 'gold key'. employing the Internet to
bring U.S. exporters and foreign buyers togeher without the expense of setting up and attending
a thU-scale show or mission.
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In the pen fiscal year~we have begun using technology to reach traditionally underserved
exoting comnuanis through a sems of conferences made availabe to exporters awoss the
country by satellie broadcasting. These events reach deep into America's rural c.mannWities
thanks to our special Rural Export [idtiative.

We are expanding the U.S. Export Assitance Ceter (USEAC) network and dedicating one
individual in selected domestic field offices us a smal and medium-sized enterprise outreach
specialist. And we are establishing formal likages between the National Institute of Standards
and Technology's (NIST's) Mauaafactuuring Extension Partnership centers and the International'
Trade Administration's (ITA's) Export Assistance Cennr to iden* and assist "export rtady
manufacturing firms. -.We are also belinnfing to work with the National Governors Association to
increase our already clos relationship with the states on export promotion efforts.

Our 105 Export Assistance Centers regularly co-sponsor Basics of Exporting Seminars'in
partnership with a variety of public and private sector partners. In addition, USEAC staff
regularly participas visiting lecerms in undergraduate anid gradu ate-level international
management courses throughout the United States and its territories, In addition to augmenting
ihe training provided by our puartes, our USEACs constantly recommend focused training
possibilities to their clients. Vital issue like the Asian financial crises, the implenmentation of the
euro, opportunities in Northern Ireland, Y2K and c-commerce have all been the focus of
conference series held across the United States by our offices.

Our educatonal efforts are not necessarily directed only to U.S. companies; We also attempt to
reach out to importers of U.S. goods. For example, together with the American Rusines
Information Center, our staff in Japan has undertaken outreach to small1 and medium-sized
Japanese importers to show them how to find U.S. vendors and exporters via Inernes. These
efforts, reached 800 Japanese importers in ten Japanese cities in 1998.

Since the Asian financial airn began our overseas Senior Commercial Officers in East Asia have
provided weekly "snapshots" of the economic and commercial situation at their posts. We shre*
these with our client companies through our USEAC network.

We have Aurther expanded our export promotion assistance by consolidating both general and
country-specific counseling and information services within the Trade Information Center. Now
caller to 1-800-USA-TRAIDE can receive even more help. In order to guarantee that this
increased information will be available to SUMs, the Center has upgraded its websites, extensively
to include country-specific inration on most regiorns of the world, including ongoing
information on the Asian financial crisis,.

As Chairman of the Trade Pr'omnotion Coordinating Committee (TPCC), I anm working together
with other agency heads in a coordinated fashion to respond effectively to real-time market
dynamics in emerging markets, increas, our outreach to SMEs, anid promote and foster e-
commerce. The TPCC is also deveoping and undertaking strategies to help U S. exporters take



268

advantage of new opportunites creawed by the introduction of the euro, as well as Latint
America's pursuit of regional market integration.

Pr~d~tsntaiearogem& rn~prs Let me highlight a number of our more
targeted export promotion initiatives. This month the President announced a new initiative to
expand and enhanie the Adminisfttion's xcport promotion efforts to reflect these new global
realities and respond to stepped-up export advocacy by other countries. By expanding the
availability of export credit, reaching out to new customers an markets, and delivering higher
quality services to U. S. exporters, we can increase U. S. manufacturing exports and protect
high-wagejobs. This Sl08 million initiative will support 51.8 billion in new U.S. manufacturing
exports that will sustain or create 16,000 high-wage U.S. manufacturing jobs. There are five
components to the initiative.

* Increase Funding for Ex-Im Bank by 10 percent. Ex-Im Bank will use this money to help
meet the demand for financing capital equipment and aircraft exports in developing
markets, expand its insurance and guarantee programs to keep U.S. products flowing to
emerging markets and expand environmental technology exports that create U S. jobs
while protecting the environment

* Increase: fnding for Trade and Development Agency-fianded feasibility studies to allow
additional opportunities for U.S. firms to enter t planning stagesofmajjorexport-

*genierating infrastructure projects.

* Provide a new type of political risk insurance through te Overseas Pri Investment
Corporation (OPIC) to make possible up to SV bilion in' ertn
investment Let me note here that nailti-year reauthorizatrion FOIC, a vital TPCC
agency, wigl be critical to promoting U. S. private sector effors in many developing
markets and emergig economies. We strongly urge Congress to reauthorize OPIC before
its current authorization expires in September 30, 1999.

* Expand t~ nmber of commercial officers overseas, increase the nmrber of
mamdfaturing- reLae trade Wusions, and iniprov coordination between the U.S. and
Foreign Commnerdal Service (US&FCS) and the Mawfacstwing Extension Parnrship to
begin delivering export promoton services to all of the Departmnent's small business
clients.

* Support oeste paticipation by U S. industry and govers~wem in international standard-
settig bod*es awgning adachs in key overseas markets to proasote product standards
that help eiupad U.S. exprts. wad increasng the Department's efforts to help these
countries establish the legal and regulatory "infrastructure to promote uuispwem
commercial trasactions.

Let ow emphasiAe Whs la poit. U.S. exporters continue to face intense ard well-Laded efforts
by foreign governments to premote their own standards n odct cenicaao processes in
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target markets. creating barriers to market entry for U.S. products. One example of our recent
eforts in this are involves Third Geneation Wireless Standards. Along with Ambassador
Barshefaky, Secretary Albright, and FCC Chairman Kennard, I have sought assurances from the
European Union that it will support the outcome of the industry-led standards-setting talks for the
7Tird Generation Wireles Standards at the International Telecommunications Union (ITU). In
reply to a letter we senit last mth, Cominussioner Bangemann reaffirmed the Eli's support for
the outcome of the ITU's industry-led multilateral negotiation. However, we felt the response
fell short of addressing several specific U.S. concerns regarding Europe's acceptance of all
standards that are adopted by the ITU. We will therefore continue to press for an outcome that is
satisfactory to the U.S. industry. I was pleased that the President's initiative included $9 million.
to support our standards strategy. Two agencies of the Department - ITA and NIST -- will
cooperate on this initiative to make it easier and cheaper for U.S. exporters to sell their products
in developing markets.

Recognizing the pivotal role of trade finance in helping U.S firms compete overseas, the
US&FCS implemented a significant change in the way it operates in the domestic field The
USEACs now are regularly co-staffed by InternatiorAl Trade Officers from the Small Business
Administration (SBA),.along with Ex-lIn Bank Finance Offiers. Comnbining the trade counseling
of the US&FCS with the financial. assistance provided by Ex-Im. Bank and SBA is one way we are
working to ensure that small and medium-sized companies can compete internationally. Our
proposal to improve linkages between USEACs and MP centers is also a logical exension of
this eft.

Trade financing wil also be essential for restoring trading relationshps. Commerce has worked
with Ex-Im Bank the Department of AgricultureA and other partners in the TPCC to meet U. S.
exporters' demand for financing supprt in ight of the credit crunch in Asia. These programs now
support over 20 percent of U.S. exports to Thailand and South Korea, up from just four percent a
yea ago. Our strategy is to maintain trade finance liquidity in the Asia region; assist in the
privatization of projects, particularly in the infrastructure arem and encourage these countries to
liberalize their markets and undertake essential structural reforms.

We are also helping U S. exporters adjust to the financial crisis by strengthening their position in
other dynamic markets where U.S. goods and services continue to enjoy good prospect

Rurog* On Januay 1, 1999, 11 of the 15S members of the European Union (EU) created a new
currency, the ataro. The resulting euro market has more than $6 trillion in GDP. Our goal is to
ensure that U.S. companies. have a competitive edge in vital European markets, and that our
businesses are filly equipped with the requisite marketing and financial information to seize these
opportunities.

In order to raise the level of aware among U.S. firms of opportunities in Europe Commerce
has conducted a major serie of saeas around the country. In these seminars, we give U S,
firms expet. advice and timely information on the euro. This is especially important to small and
mium. exporters who may otherwise lack access to the information t*e vitally need.
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Tjhe introduction of the euro is an integral Part of the European Union's lager economic strategy
to increase the competitiveness of its firms and stimulate greater investment and growth across
Europe. Europe will and should set its own growth strategy, and reforms that produce higher
growth in our European trading partners should be good news for Americans. We export more
than S$100 billion a year to the European Union, and the European subsidiaries of U.S. firns sell.
many multiples of that amount every year in the European market. Growth iii Europe, in short, is
good for American firms and workers.

In addition to the ongoing effbrts that we have implemented over the past year, the Department
will conduct a public assessment in six months of how U.S. companies are faring under the euro.
We expect this assesment to be & tremendous resource to companies interested in evaluating the
EU as a possible market for their product or for companies looking for ways to improve their
business processes and expand business in the EU

Mr.Chairmian, one constant in U.S. trade policy is our strong economic partnership with the
European Union. While we have disagreements from time-to-time, such as our current dispute
over bananas, our bilatera trading relationship remains the largest in the world at about S300
billion in two-way trade. And we are aiming to strengthen this relationship even further through
the Transatlantic Economic Partnership, or TEP, which is aimed at reducing remaining barriers to
transatlantic trade. A Joint Action Plan for these government-to-government taks was
announced at the December 18 U. S-EU Summit and calls for cooperation and negotiation on
multilateral and bilateral1 issues, such as dispute settlement, transparency, trade facilitation,
industrtai tariffs, intellectual property, procurement, and regulatory cooperation.

The Commerce Department has also been the U.S. Government lead for the Trans-Atlantic
Business Dialogue .. TABD - since its beginning in 1 995, and we have been greatly impresse
with the valuable contributions it his made to liberalizing transatlantic trade, including its tireless
work to improve regulatory cooperation. The TABD Small Business Initiative is a collaborative
effort between the United States and the European Union to facilitate international trade between
U.S. and European businesses. Commerce staff has been designing mthaigmissions to
Europe and supporting European Union-led missions to the United State We have also
supportd TABD partnerig events by actively promoting the events to US&FCS customers who
might benefit through participatcli We are looking forward to another very productive year
working with the TABD in 1999

One of the most critical trade issues we face with Europe concerns implementation of the
Europea Data Protecton Directive, which could lead to disruptions in millons of cross-border
data Blows from Europe to the United States. Any such disruptions could have a significant
impact on trade between the U.S. and Europe. We have been working closely with the European
Commissioh and U.S. industry to seek a resolution to the is, mc that will allow data flows to
contmne unimpeded while ensuring that personal data eceivet adeuate privacy protection. We
hope to be able to conclude the discussions suczessfull. e .s soou as possible.
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Sout andQ~rs Ameic&Th71 devastation wroutM upon Central America, and the Caribbean
by Hurricanes Mitch and Georses was unprecedented. The cost in lives, disrupton of social
services and destUvcton of inrsrcueis staggering. MY Departamn will play a major role
in the Administration's effort to assist in the economic reconstruction of Central America.

LAst week, a Coninlere assessment team, comprised of representatives from te Nationa
Oceanic and Atmosphri Administrtion (NOAA), ITA, and! my Office visited the region to
assess damage and determine the role of the U.S. private sector in t reconstruction effort.
The NOAA contingent met with its counterparts in Centrul America to dscss Ways to
improve climate Predict iand methods of disster preparedness to preclude the level of
damage aod loss of life in Aftr natural diasters. The flndings fWr huision wil be
presented at a bu'sins roundtable that I will bost in early February and will als serve as fte
basis for a subsequent commercial reconstrution business mision to the region in March.
ITA's interest is not only in the actal reconstruction, but als in the transformation of the
region into a healthy, viable economic structure with up-to-date commercial and lega
frameworks.

Looking beyond the nations affected by the tragic Hurricanes, 1 see countries whose long-term
commitment to lowering trade bsmrersand introducing competitin will help them weather the
curren financial crisis. Given these prospects, we are intensifying our export promotion efforts

*through a number of new and ongoing initiative. Again we are happy to see that the trade
finance agencies are stepping up their activity in the region.

Another important (actor is the involvement of high-level U.S. Government officials, in promoting
U. S.-Latin Amnerican partnership. Over the"la two-years, I have embarked on five tips to Latin
America. Comminerce has also established an Inter-Americas Center in Miami to take advantage of
that city's status as a gateway to Latin America and the Caribbean.

Through new progarnj, we have been able to expand the way we promote the export of U.S.
products and services mcoss the world. One key example is the increased emphasis that our
officers place on advocacy. Dy bringing the ignificant personnel resources we have in place
around the world, we are improving the competitive position of U.S. companies when they
compete head to head with ftreign companies on major projects.

Avma;x Anothe key focus of our export promotion efforts is advocacy on behalf of U.S.
firms for speifc contracts and project. Foreig governments hav been employing aggressive
tactics to help their firms expand exports. Foreign governments ame particularly effective inusn
Lheir high-level officials as advocates for firms seeking business contracts from developing
nations. It was not until 1993, with the creation of the National Export Strateg, the Advocacy
Center, and the Advocacy Network, that the U. S. Government realized that international business
lost by Arnercan fie was far too important to ignore, and that our non-infterentioni st mtegy
was tantamount to ulateral econonic disarmansem
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The Advocacy Center at Commnerce is * unique, central coordination point that marshals the
resources of 19 U. S. Governument agencies in the Advocacy Network to ensure that sales of u. S
products and services have the best possible chance abroad. The Advocacy Center provides a
novel, creative approach to promoting U S. exports. Advocacy Center project managers work
one-ont-one with small and large U.S exporters. Firms of all sectors and sizes are learning that
the best way to ensure sales growth is to enter global markets now. In addition to supporting
large U.S. companies, the Advocacy Center has consistently provided small and medium-sized
U.S. companies with high-level United States Government advocacy.

More than 50 percent of the U.S. companies that have received direct support from the Advocacy
-Center are small or medium-sized businesses Hundrtdi more have benefirted from its services as

subcontractors and suppliers on large-scale 'infrastructure projects. With the Advocacy Cetnter's
assistance, these companies have won billions of dollars in business both directly and as
subcontractors for larger projects. For example, during fiscal year 1998, small and medium-sized
businesses accounted for one-third of the Advocacy Center's more than 60 advocacy successes.
Thene companies accounted for an estimated 5330 million in U.S. export content. Since the
inception of our aggressive advocacy program in November 1993. over-$SI billion of advocacy
successes are attributed to small and medium-sized companies.

To further promote small and medium-sized businesses, the Advocacy Center will 'establish an
Advocacy Coordinator to implement a strategy designed specifically to create additional small and
medium-sized advocacy success in the export market.

2. Ensure Enforcement of Trade Laws and Compliance witb our Agreements

My second point about our trade policy is 'the critical importance of aggressively enforcing our
trade lawi in a manner contentW with out international obigations, especially regarding steel, and
enforcing compliance with trade agreements.

Trade Law~s And Steel: This Administration is focused on the challenges we are facing in the area
Of steel. The President's recent report to Congress outlined a number of Administration efforts to
address the steel issue. supporting efforts to restore economic growth in Asia and Rusais import
monitoring; foreign subsidy monitoring; and the vigorous enforcement, of our trade laws. We will
continue to work closely with the Congress and all of our industries and workers to ensure that
the economic crises abroad do not result in 2 crisis at home.

We at Commerce are pursuing an aggressive program to ensure that American steel producers
and workers are not injured by unfair foreign competition, We are currently enforcing more than
100 antiduznping ad countervailing duty orders on steel products from a number of countries.
When we received antidumping petitions on hot-rolled steel from Russia, Japan and Brazl in
September, 1 immediately sMotd resources to ensure that we could expedite t investigations.
We intiated the case early, and we are on schedule to issue preliminary determinations in these
investigations by February 12 - which is an unprecedented 25 days early.
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Also for the first time we mad& an early critical circumstances determination in the Japanese and
Russian investigations, which is designed to pcI import surges when a petition is filed. This
will allow for the imposition of duties on imports of hot-rolled steel back to November 12, 1998,
if dumping is found.

When the global financial crisis began, we started an extensive monitoring program that closely
tracks imports and prices in key import-sensitive sectors, such as steel, to help us formulate a
swift response to potential import surges. And, in the past week, I obtained approval from the

-Office of Management and Budget for early public release of preliminary steel import data from
the Census, so that we can share these preliminary data with the industry. We have also relied on
these data to keep up the pressure on our trading partners, the EU and Japan in particular. to
adequately respond to the financial crises in Asia and Russia

Additionally, we recognized at the onset of the crisis that countries mnigh resort to subsidies in 'an
effort to export their way out of trouble. We, therefore, expanded our subsidy monitoring
program. For example, we stepped up our joint efforts with the U.S. Trade Representative to
confirm that the Korean government is root subsidizing the steel industry generally and Hanbo
steel in particular and to encourage the sae of the government's one-third stake in Korea's largest
steel producer, POSCO.

In addition, we recently issued tough new countervailing duty regulations that will strengtheit our
ability to combat unfair subsidies. We considered carefully the comments we received from the
steel industry and Members of Congress in preparing the regulations.

Let me emphasize that the United States has a critical economic interest in seeing financial
stabiliy return to Asia and Russia. Ifand when our tradingpartners return to prosperity, increase
transparency, antd adopt market-based reforms, they will be much tess inclne to violate our trade
laws. In the meantime, as the Administration has made abundantly clear, we will remain vigilant
in enforcing all of our trade laws.

tr~de a8=nc Cnsc Mr. Chairman, we understand that the bulk of our export losses is due
to the economic downturns in Asia and elsewhere. Still, while non-compliance with trade
agreement by our trading partner is riot a prinsay reason for our trade deficit, this
Administration will not allow it to be a cause for further deterioration in the trade balance.

Wherever we discover a viobaton or restriction of our access, the Administration moves
aggressively. This is the mission behind the Trade Compliance Center (TCC) that we created in
the Commerce Department's Market Access and Compliance unit two years ago to seek
compliance by our trading partners with their obligations. The TCC relies on the country and
industry desk expertise in Washington, contacts in the field and oversea in our Embassies to
accomplish its mission. in addition, I have asked over 150 associations to name compliance
liaisons to work with the TCC in a Patftmrhip to identio and reso compliance problems.
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Working carefully and closey with the Trade Enforcement Unit at the office of the U.S. Trade
Representative (USTR), the TCC coordinates compliance advocacy efforts that are aimed at M4
foreign implementation of trade angreements short of dispute settlement where possible. The TCC
supports USTR in developing information and strategies when dispute settlement cases are
necessary

For example, a currnt case is a Kortan procurement for escalators and elevators for the new
S6 billion Inchon International airport - the largest in Asia. A U.S. firm, a world technological
leader in elevators and escalators, was told it was ineligible to bid. We have pressed Korea to
acknowledge that our bilateral agreement under the WTO Government Procurement Agreement
(OPA) applies to contracts by it-, airport construction authority Our understanding that it was
covered was a basis that enabled us to reach an agreent when Korea joined the OPM. We are
prepared to take this matter to dispute settlement in the WTO if we cannot resolve this issue.

In addition, Departmin of Commerce analysts and country specialists are working in cooperation
with USTR staff and U.S. busine"si enhance efforts to obtain trade compliance and market
acces s in several aras of concern. One is the European aircraft market, where the European
Cornnussion has proposed a regulation that would prevent many U.S. aircraft from being used or
sold within the European Union because they use "hushldts' or replacement engines to comply
with international noise standards even though these products meen the very noise standards to
which the EU itself agreed. We are also working to obtain market access in the Philippines where
the use of a certain kind of plumbing pipe made by small U.S. manufacturers is prohibited while a
similar product by Philippine producers is evidently freely sold.

At the Department of Commerce, we are taking every effort to obtain ful compliance wherever
we see a problem. But if we cannot obtain compliance on the part of other countries the
Administration will not hesitate to seek enforcement either through the World Trade Organization
or through the use of U.S. trade laws.

Market AccLin Japa Our bilateral trade relations with Japan have shown mixed results in the
past year. While concrete progress has been made under the deregulation initiative, our medical
technology, semiconductors and cellular phone agreements, and on banking and securities,
problem have cropped up in sectors such as insurance, rice and flat glass.

I am also-disappointe!diat the 3apanes government denies access through a wide array of
barriers including anticompetiie and restrictive business practices; non-transparent,
discriminatory standards, discriminatory procurement policies; and a business environment that
protects domestic companies and restricts the free flow of fibreign goods and services into the
Japanese market.

U S. accss to the Japanese market remains restricted in sectors ranging from autos and
construction to glass and insurance. Our access has been undermined by continuing
anticompetitive practices in the Japanese economy or by overly narrow interpretations by Japan of
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the agreents' provisions. Reves*n these situations rmains a trade policy priorny for the
Administration.

Anticompetitive practice are still tolerated to too great an extent in Japan and allow Japanese
companies a protected home base Erom which to export. Flat glass is a case in point. After years
of keeping out American fie gSM from Japanese markets for example, Japan finally entered into
an agreementt with the United States in 1995 aimed at promoting a more open market with fair
opportunities -to compete in Japan. Today American glass mnanufacturers still have only a 1-2
percent share of the Japanese market, despite thefAct that Japanese 0 o11P nies freely admit U S
glass not only is better and technically supeior -but Is also less expensive than Japanese glass
even after U. S. companies ship it across the ocean. Compare this figure to the 10-20 percent and
higher market share that the U.S. flat glass industry eijoys in other countries' markets.

In addition, [ have been disappointed with Japan's recent actions on several critical issues for the
international economy. From its failure to support taff cuts in the Asia-Pacific Econormic
Cooperation (APEC) forum to its current efforts to retie substantial parts of its overseas
economic assistance, Japan's record is not what one would expect from the world's second
leading economy. And its falin imports from those Asian nations seeking to recover from the
crisis shift an even larger burden to the United States.

Japans recent fiscal decisions are encouragin& It wil be important to implement these Miy anid
rapidly. Japan is in a serious recession. The Japanese Government has formulated an economrric
recovery program, and we hope it works. But recession is no reason for Japan not to fully
implement its trade obligations, open its markets; deregulate its economy, or to do its pant to
absorb imprta from recovering nations:

China: Total two-way trade with China has grown from $5 billion in 1980 to $75 billion in 1997
..more than fifteen fold - since relations were first normalized, making China our fourth largest

trading* partner. US. imports from China, which hsive grown exponentially and outpace U.S.
exports five to one, account for the lion's share of total trade. Our most recent figwtes through
November show our export at S$12.9 billion and our imports at S65.8 billion. In light of this
burgeoning deficit, our trade policy a&d compliance efforts must address aggresively the
problem of access to China's markets and any abuses of our existing trade relationship.

While some elermns of China trade regime have improved, with overall reductions in taiffs,
overlapping non-tariff barrers to trad, continue to hamper market access. Burdensome export
petfrmaince, local content, technology transfer, equity, and other investment requirements
constrain investor options and lonfg-term investor interest. New restrictions over the past eight
months in a variety of sectors (telecommunications, power generation pharmaceuticals, retailing),
as well as foreign exchange controls, added to existing restrictions (insurance, distribution, ',
teleconvnuni~ations, and services overall, agriculture), irritate the overall commercial relationship.

The best solution to these problems would be a commitment by the Chines to market openness
and WTO~acceion on a commercialy meardnjz basis. The United States has been engaged on
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China's accession to the WVTO since 1986; negotiations began to intensify, in 1994 and have
continued to the present Progress hus been made in a variety of areas, including tazift the
Agreement on Trade-Related Aspects of Intelectual Property Rights, anid trading rights.
However, much more remains to be done, including a solid market access package which satisfies
our concerns for greaer market access for mianufactured products, agricultural goods and
services. We have maintained all along that China's accession will be driven by the quality of
China's offers, not a preconceived deadline or timetable.

But while we continue on this process, we must push for-the full measure of the trade rights for
which we have already bargained. This includes the 1992 Memorandum of Undierstanding on
'Market Access. Importantly, Mr. Chairman, China promised in the 1992 agreement that it would
not maintain import substitution programs or policies Here we have some signficant concerns,
We intend to pursue these concerns vigorously. while we simultaneously continue to support and
work for China's commercially meaningful accession to the WTO.

For example, the Department is reviewing the concerns raised by the Ameian Natural Soda Ash
Corporation allegin Chinese import substitution measures keep out U.S. sqda ash eve though it
is of superior quality and much less expensive than domestic production. (, hina, has also publicly
stated that certain types of power generating equipment used in Chinese power projects must be
of Chinese origin - harming exports of very competitive U.S. equipment.. And, recenty , the
Chinese authorities issued detailed instructions and-urgets for substitnting Chinese for -foreign
telecommunications equipment.

Last-monrth I co-chaired t 12th samoAdf of the U.S.-China Joint, Commssion oh Commerce
Trade (JCCT) with China's Minster of Foreign Trade and Economic Cooperation Shi
*Guangaheng. The JCCT, establish in 1983. isa &gayerun -o-govuwuneu forum that meets
yearly to enhance senior le"e dialogue on and expand U.S.-China commercial relations. The
concerns of our exprters and investors and how to resolve them in the near term have been a
focal point of the JCCT meetings sad my discussions with Minister SN. Industy, represented by
individl companies &Md industry associations, participated extensively in JCCT proceedings.

Over the course of owr meeting we agreed tha our companies and enterprises in China would
meet to discuss market restrictions they face on power generation equipment, phanuaeuticais,
telecommunications, seevice and quipmert, retailing, foreign exchange, and ir a host of other
areas. Howeam, we WtN seed pvunerawtogovermnent consultations to au#uent these
discussions. Working wis Ex-Im Bak we als announced our inten to appoint a U.S. trade
'finance offcer in Zew*4 to ad&awe project finance discussion, provide enhanced and expanded
support to U.S. aspal and projects, and help address the trade defcit. la addition we a&Weed to
hold furthe Wnbmatiom exchanges and semrinsts on export controls, expand secteral cooperation.,
and deepen our dialogue on cowuAsrcial law. This spring we will organtze a major conference on
enhancing joint efrts usl the area of staids testing, and certification, and the first ever multi-
agency inaticr ission to China.
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Progress in trade relations is more- important that eve to our overall relationship with China.
Without progress, we hice managing and coping with a growing source of irritation.

And-Brib=. Before we leave the subject of compliance, we should reflec on a momentus
achievement that has gotten far too ittle public notice. Twenty-one years ago, the United States
Congress passed the Foreig Cotrupt Practices Act (FCPA) - a courageous and farsighted
unilateral action, Bribery is a pernicious act that undermines democracy and robs the poor. This
Administraion placed &'high: priouity on getting the world's largest industrialized countries up to
our stodard, to ensure that our firm would no longer labor under a competitive disadvantage in
international trade.- Finally, with the strong support of the business community and members of
CongrtWs we have achieved that goal with a new Organization for Economic Cooperation and
Development (OECD) convention.

Thirty-four'nations have agreed to enact criminal laws that will follow closely the prohibitions
found in our FCPA. Now, the world's largest economics must outlaw the bribery of foreign
public officials in international business transactions.

The OECD Working Group on Bribery is monitoring the progress that the parties to the
Convention are making towards its effective implementation. The Administration will devote
-- -sufficienuesources to this exercise so that no party wil get a free ride at the expens of U.S.
exporters. The Coerce Department is committed to ensuring that the other parties to the
Convention live up to thei obligations.

In the next year or two, we will also focus on the WTO, on Latin America, on Asia, and on
getting developing countries to retbmm their legal systems.

The WTO's Government Procurement Agreement is a tough agreaeent under wtdch countries
agree to open, on a reciprocal basis much of their government purchase and commit to operate
their procurement system in an open and fai way. Becattse of its high standards and reciprocal
market opening rqre ntits membership has not been large. Consequently, we hope to -
conclude a WTO agreement on transparency in governments procurement Wt this year which
would not require specific purchase to be opened to international bidding. We want it to address
how governments publish laws, and regulations, and procurement opportunities. We would like
to have governns establlh clear criteria for how proposals will be evaluated; and most
importantly, award contracts based on those criteria.

We have also been involved in the Inter-Amnericani Convention, negotiated in the Organization of
American Stane (OAS), which requires counes, to criqpinalize the bribery of foreign govenme nt
officials. We signed this agreement in 1996 and President Clinton sent it to the Senate for
ratification last year. We hope to see action on it in the near future

We also want to work with the countries in Asia to address the problems of corruption.. Two of
the major countries - Japan and Korea-- signed and ratified the OEMD Convention.
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[mplementauion and enforcement may be problems in both case, but we wdl urge them to play a
leadership role on the issue in the region.

It seem logical that APEC should be the forum for our efforts, as it has agreed to pursue
transparency in government procurement and has begun drafting nonbinding princioies for
adoption on a voluntary basis. At the APEC leaders meetings in New Zealand in September, we
will pursue this further.

Finally, when Premier Zhu visits the United Staes this year, we want anti-corruption efforts on
the agenda. In December, I met with the Chinese, and we agreed to hold a seminar in China this
yewr on how to control corporate corruption.

As important as these agreements are, we also have to find ways to work toward domestic
reforms in countries with the most serious problems. As I travel around the world, I always raise
this issue with my counterparts. For 20 years the Commerce Departmtent has conducted seminars
around the world on anti-corruption and the rule of law, We have organized trainirig programs.
We set up resident advisors on government procurement and ethics. We have worked particularly
in Eastern Europe, the former Soviet Union, and the iddle East. I want to expand this program
in other parts of the world.

3. Continue to Tear Down Barriers ad Strengthen the Global Trading System

My third point concerns our continued need to bring down barriers to U.S. exports and to
deinonstratc our commitment to strengthening the multilateral and regional trading system.

As the President has said many times, we cannot create enough good jobs and increase wages if
we do not expad trade. And, trade negotiating authority is an important mnechanisnm to achieve
this goal. While we may be able to begin negotiations, the lack of fast track can affect the
momentum of negotiations, and its prolonged absence ultimately delays our trade agenda.

Mr. Chairman, we must enure that the WTO built-in agenda - encompassing, among other
issu es, talks on agriculture, services, and intellectual property rights to begi this year - stays on
track. WTO members must ensure tha the WTO continues to be an engine for increased trade
liberalization as we move into the nea century. The 1999 Ministerial is going to prove to be very
important for the World Trade Organization, and I anm proud that Ambassador Barshefikcy was
unanimously chosen by her colleagues in the WTO to chair this meeting.

We Must move ahead~ with tariff reductions. Work on sectorul tariff cuts begun in the APEC
forum must move ahead in the WTO. -In addition. we need to work on reducing the gap between
bound tariff rates and applied tariff rates. It is simply inconceivable to me that a country can
apply tariff ofl10or 15percent to our exports foryears - high as thatnay be -yet face no
penaltes under international trade rules for raising that tariff to 70 percent when it chooses to
offer protection, for example, to a new investment. We must get those bindings down.
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WTO members ==ut deepen their comment to services liberalization, which is also panl of the
built-int agenda. Many countries need to move from standstill commiitmnents made in the Uruguay
Round to elimination of barriers to services trade.

Continued emphasis needs to be placed on further protecting intellectuul property rights in the
WTO. We need to ensure that certain lest developed counties fully implemnt their intellectual
property rights obligations eve as we look at expanding those obligations.

Increased attention must be give to addressing problems caused by technical barriers to trade.
Many WTO members continue to struggle with properly implementing their obligations in this
area and these technical barriers are quickly becoming more important impediments to doing
business overseas than tariffs.

Finally, we must push for expanded participation in the WTO Agreement on Grovernment
Procurement and work to improve ttransparency in government procurement around the world.

Wain AMefirA And theCaIbbea The United States has been at the forefront of free trade
negotiations with our partners in this hemnisphere (the Free Trade Agreement of the Americas
(FTAA)) - negotiations dcosgnd to open new markets for U.S. exports. Greeter access to the
dynamic Latin American market is a major objective for U.S. trade'policy. Since tariffs in the
countries of the F'FAA are four times as high as ours, it makes sense for us to tackle them.

For the first time in 1997, our export sales to Mexco supassed tbhse to lapan, making our North
American Free Trade Agreemen (NAFrA) partners our firs and second largest export markets.
In just six yars (1991.1997), US. export to Latin America and the Caribbean Basin, including
Meidco, have more than doubled, frm 563 bilion to 3134 billion Latin America wad the
Caribbean (excluding Mexico) was the only major region with which the United States recorded a
significant trade surplus in 1997. There is no other put of the world where the United States is
so competitively positioned.

The Administration has long been committed, to the Caribbean Basin Initiative (CBI). Chairman
Roth's omnibus trade bill approved last year by this Committee included CBI enhance1ment, and
t House has also considered sevra propsals. The devastation wrought by the lauiicie in
Central America and due Caribbema underscore the importance of rapid passag of this
legislation. Whom the Pret et of Central America cam to Washington in December, they told
us the mos imports* thing the United Stae could do to support the reconstruction in the region
is to pan CDhancl et

We canow afford to be complacent while Europe and Asa are actively courting the Latin
American, and Caribbean regins. The EU has agreed with Argentina Brazil, Pauamy and
Uruguay (the Southern Common Market, or.Mercosu) to negotiate a reciprocal agreement The
largest trading partner of the Mercosur is the EU, which also is negotiating agreements with Chile
And Mexico.I



280

Afic- Sub-Sahara Africa is emerging from years in which it was largely an afterthought in U.S.
foreign economic policy. President Clinton's historic visit to Africa last March stiflilated a
process of expanded partnership between the United States Anid Africa on several fronts. including
the commercials frogt, and the result will be a brighter future for Africans and American.

The U.S. Governnt is focused on Africa as never before. The Aca Growth andtiportunity
Act Icgislation introduced in the last Congress energized the policy debate about Affica and
stimulated new thinking within the Clinton Administration. We expect the bill to be reintroduced
shortly, and we hope the 106th Congres enacts it promptly.

Meanwhile, the Administration is moving ahead to implement those portions of the President's
Africa Initiative the Partnership for Economic Growth and Opportunity in Africa, which do not
require new legislation. These measures include: debt reduction, new Overseas Private
Investment Corporation invesment funds, and technical assistance. The Partnership aims to help
integrate Africa into the global economy, and to build lasting commercial ties with the region's
emerging markets.

The Department of Commerce is "yll engaged on Affica. Next month, I will make my fifth visit
to Sub-Saharan Afica as Secetary of Commerce, for the meetings of the U.S.-South African
Binational Commission and Business Development Committee in Cape Town. I co-chair the
Commission's Trade And Investment Committee with my South Aftican counterpart Minister of
Trade and Industry Alec Erwin. We will continue our discussions on how to fnrther build the
U,.-South African cormnervial relationship.

Just last month I led a Presidental Business Development Mission to South Afica, Kenya. Cote
d'Ivonre, and Nigeria. The Mission, comprised of 15 U.S. firns, two Members of Congress, and
representatives of three U.S. Government trade finance agencies was a major milestone in our
efforts to forge a commercial partnership with Africa. I look forward to continuing our
commercial dialogue with African leaders in March at the ministerial-level Dialogue for African
Partnership in Washington.

,Mr. Chairman, these are wha I view as the critical elements of our trade policy: providing our
dynamic exporters itlepand tools to enter markets, enforcing our trade laws and ensuring
compliance with our apreemmaU, and working to knock down trade barriers through negotiations
and sttrengthen the global trading system.

TV. CONCLUSION

agforg Closing, I Want to Mention soMe additional Matters that warrant our Attention and will be
critical to sustain our trade policy objectives. This involves the need to address that situation of
those who have to date not shared equally in the benefits of trade. I understand there will be a
separate hearing to discuss labor and environmental issues, but I want to make two basic points
today.
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First, the Commerce Department has an important role to play in aiding U.S. firms that must
adjust to changing trade patterns, Our Economic Development Administration implements the
Trade Adjustment Assistance (TAA) Progranm for Firms which, through a national network of 12
Trade Adjustment Assistance Centers, certifies the eligibility of firms, conducts a rigorous
diagnosis. of the fims' operations, and provides technical assistance, on a cost shared-bass
designed to develop new methods, markets, and products. A recent independent evaluation
conducted by the Urban Institute concluded that the program is effective in helping firms recover
from the loss of sales or production caused by foreign imports., This year, the TAA Program for
Firms will come up for reauthorization, and Commerce is committed to working with the
Department of Labor and the Congress to reauthorize this important program.

Second, we need greter education throughout the country about the importance of trade to "our
domestic economy and future prospects. Every man or woman who has lost &job to trade knows
it and feels it intensely, but so few of our workers who owe their jobs to international trade are
fully aware of its beneficial impact, We must do better about educating our nation about the
objectives of trade and trade policy. We must convince our workers that trade can be on their
side, and that it speaks to their needs as much as to those of CEOs.

Of course if we are to make that argument, we must work to ensure it is a reality by taking better
account of concerns expressed by labor unions andl environmental groups. As we head to a new
century, let's stop fighting the old fight~ As President Clnton stated last week in his State of the
Union Address, "Somehow we have to find a common ground on which business and workers
and environmentalists and farmers and government can stand together." What we should be
doing is finding ways to improve trade, and the environment, and labor standards -- all at the same
time. One way of doing so is to strengthen the working relationship between the World Trade
Organization and the International Labor Organization, an issue in which members of this
Committee have been quite interested for some time.

Perhaps then, when the worker on the factry floor can see trade working on his behalf just as it
does for the CEO in the exective suite, all the elements of a successful trade policy will have
come together.

I want to close, Mdr. Chairman, by noting that on the 15th Street side of the Commerce
Department is engraved a quote from a wise American forefather, Benjamin Franklin. It says,,
"Commerce among nations should be fair and equitable." That was wise policy guidance in his
time, it is equally wise today, and it is the goal we are pursuing.

Thanik you, Mr. Chairman.
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RESPONSES'OF SECRETARY DALEY To0 QUESTIONS SUBMITTED BY SENATOR ROTH

L question: What exactly does putting a "human face" on the global economy mean?
Anwer. It means making every effort possible to ensure that all Americans-and

ordinary citizens in other countries too-understand that the global economy has a
direct and very important impact on their daily lives. It also means that we take
steps to ensure. that all people have a voice in decisions we make regarding the
world economy.

Much needs to be done to accomplish this goal. President Clinton, in his address
to the World Trade Organization in May 1998 and also in his recent State of the
Union address, laid out his vision of how we can accomplish these goals.

We must make international organizations more accessible to ordinary citizens.
Only in this way can we build faith in institutions such as the World Trade Organi-
zation (WTO). We continue to push for increased transparency in the WTO. WTO
documents should be made more readily available to the public, and we must open
up WTO dispute settlement proceedings to the public.

Stakeholders-labor and environmental 'groups,. for example-must be given a
greater opportunity to have their views taken into account as decisions in inter-
national organizations are made. Labor standards, the environment, and trade-es-
pecially enforcement of trade agreements-can be improved at the same time. In ad-
dition, we need to work with the International Labor Organization (ILO) to continue
to promote the recently adopted core labor standards set out in the Declaration on
Fundamental Principfes and Rights at Work.

Here at home, we must do a better job of educating ordinary -Americans about the
real benefits of trade. Exports support over 11 million U.S. jobs, and imports provide
Americans with a wide range of excellent products from which to choose.

We need to find a way to promote a more equitable sharing of the benefits of
international trade.

By opening up international institutions, by working to improve labor standards
and the environment as we work to open markets, and by educating ordinary people
in America and around the world about the benefits of trade, we will be putting a
human face on the global economy.

RESPONSES OF SECRETARY DALEY TO QUESTIONS SUBMITTED BY SENATOR
MURKOWSKI

Question: Does Commerce consider the impact that the timing of more AD du-
ties on steel will have on the steel consuming industries, whc employ forty times
as many employees as the US steel mills?

Answer: We believe that industrial consumers, such as the steel-consuming indus-
tries, have an important role in antidumping proceedings/ Commerce's commitment
to ensuring, that the interests of all parties are fairly considered is reflected in our
recently-revised regulations. We codified in those regulations two new procedures to
address domestic availability issues. See 62 FR 27323 (May 19, 1997).

First, the regulations require Commerce to question petitioners on the scope of
the petition during pre-filing consultations to ensure that the sco pe accurately re-
flects the product for which the domestic industry is seeking relief Second, the regu-
lations set aside a specific period early in an investigation for parties to raise issues
regarding product coverage so' that petitioners will have an opportunity to recon-
sidter product coverage and Commerce can amend the scope of -the investigation if
warranted.

These new procedures have already yielded positive results. For example, in the
ongoing antidumping and countervailing duty investigations on stainless steel sheet
and. strip, Commerce successfully utilized these procedures to eliminate five types
of steel products from the scope of the investigation.'

Other recent examples include the antidumnping and countervailing duty inves-
tigations of fresh Atlantic salmon from Chile in which, as a result of Commnerce's
pre-initiation consultations, petitioners decided to exclude from the scope salmon
that is not farmed. Similarly, in the recent investigations on steel wire rod from var-
ious countries, in response to a request by a domestic consumer of steel wire rod,
Commerce was successful in working with the parties to fashion an exclusion that
met the needs of both petitioners and the consumer.

'The products eliminated from the scope are: (1) flapper valve steel (similar to grade AISI
420F); (2) suspension foil steel, a specialty steel used in the manufacture of suspension assem-
blies for computer disk drives; (3) permanent magnet iron-chromium-cobalt alloy stainless strip
which is commonly used in electronic sensors; (4) certain electrical resistance alloy steel used
in the production of circuit breakers, industrial furnaces, and locomotive parts; and (5) certain
stainless steel strip used in the production of textile cutting tools.
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In addition to these new procedures, Commerce routinely addresses the issue of
poduct coverage through what are called "changed circumstance&" reviews.
Through these proceedings, Commerce has the authority to revoke an order with re-
spect to a particular product, if-the domestic industry expresses no further interest
in subjecting that product to the disciplines of the order.? The 1997 regulations es-
tablish deadlines for initiating and conducting these reviews.

Question: What consideration does Commerce give to imports that fill a niche in
the US market since US steel producers cannot or will not meet the domestic de-
mand for that product?

Answer: The examples of specific product exclusions listed in the answer to the
first question regarding steel consumers above, illustrate our efforts to address this
type of issue. Our experience indicates that the practices and procedures Commerce
has established are working to ensure that the scope of antidumping and counter-
vailing duty investigations provides the relief sought by the U.S. producers while
taking into account the needs of industrial consumers. In almost every instance
where a legitimate issue of product coverage has been raised, we have been able
to resolve the issue to the satisfaction of all parties.

Question: What role should US industrial users and consumer organizations play
in anti-dumping and countervailing duty proceedings?

Answer: In the Departmient's revised regulations issued in May 1997, we added
explicit provisions to ensure that industn'al users and consumers have the oppor-
tunity for meaningful participation in investigations, including participation in
shaping the scope of the investigation. They have the right to submit information
and argument to the Department and comment on the submissions of others. We
are committed to giving full and fair consideration to the comments on the record
made by industrial users and consumer organizations.

We also have tightened our requirements for submission of public summaries of
proprietary business information so that industrial users and consumers will be bet-
ter able to comment on data placed on the record.,

Finally, as noted above, we have set aside a period soon after initiation of an in-
vestigation for the purpdse of receiving input from industrial users and consumers
on supply and other scope concerns, so that petitioners can reconsider product cov-
erage and the Department can amend the scope of the investigation accordingly.

Question: Is it true that Commerce does not take any action to relieve the burden
on downstream users unless the domestic producers consent? If true, does Com-
merce require the producer to state the grounds for the objection?

Answer: It is important to keep in mind that we are dealing with a remedy for
unfair trade practices. Where there is injurious dumping or 'subsidization, the do-
mestic industry is entitled to the relief provided by the law. The fact that there is
limited domestic supply for a particular product may be the result of past unfair
trade practices that eliminated or discouraged competition by U. S, producers, Thus,
it would be inappropriate and would undermine the puroe and effectiveness of the
law if we were to make changes in the scope of reliefover legitimate ob sections by
the domestic industry. Where a member of the domestic industry does object to rev-
ocation, the Department has carefully inquired as to the basis of the objection, in-
cluding the nature of the party's interest in the relief provided by the order. In our
experience, domestic producers have agreed to changes in the scope of investigations
or product-specific revocations of orders when there is a legitimate issue of domestic
availability.I

Question: Does Commerce verify the basis of a producer's objection to relieving the
but-den on downstream users and does Commerce verify that domestic producers
make'or plan to make the product? If so, how?

Answer: The critical question is whether the domestic industry that succeeded in
gaining relief from unfair trading practices continues to be interested in coverage
of the product by the order. Nonetheless, as noted above, the Department does in-
quire as to the basis of the domestic industry's objection and as to its plans for pro-
ducing the product, in an effort to resolve scope issues to the mutual satisfaction
of both the domestic industry and of industrial users. We make these inquiries dur-
ing the period for considering scope and supply issues soon after an investigation
is initiated, as well as after an order is issued when a scope or supply issue is
raised. We have consistently found the domestic industry to be forth coming in re-
sponse to our inquiries and to have legitimate reasons for any objection.

2 Examples of where the Department has used this authority to grant product-specific revoca-
tions include: microwave amplifiers from Japan, rayon yam from Germany, corrosion-resistant
steel from Japan, cookware from Taiwan and Korea, steel rails and stel plate from Canada,
and sugar from France.

56-759 99 - 10
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RESPONSES OF SECRETARY DALEY To QUESTIONS SUBMITTED BY SENATOR BAucus

Question: What do you see as the major issues in China's V/TO accession talks
and what would you like to achieve during Zhu Rongji's scheduled visit to Washing-
ton in April?

Answer: The major issue in China's accession talks i-, whether it is prepared to
join the V/TO on a commercially meaningful basis. It must be willing, like other new
Members, to make significant market access commitments (reducing or eliminating
tariffs and non-tariff barriers) and apply all WTO provisions (like national treat-
ment, non-discrimination, etc.). The negotiation conce-rns the details and timing of
these commitments.

I am looking forward to Premier Zhu's visit this spring, and working actively with
other Cabinet officials on plans and arrangements for that visit.

While the Premier has broad responsibilities, he has had a particular focus on the
economic area, and we expect economic and commercial issues will be a large com-
ponent of the visit.

Commerce will be very interested in addressing trade and investment issues, mar-
ket access concerns, and the large U.S. trade imbalance with China. As you know,
our trade imbalance with China will approach $60 billion for 1998, the highest level
since normalizing relations aind double what it was four years ago-this is second
only to our deficit with Japan.

While there are a number of factors underlying the deficit, China's maintenance
of multiple, overlapping- market access barriers clearly is one of the most significant
causes.

With USTR as the lead, we are continuing discussions with Chinese counterparts
on V/TO accession, and hope the Premier's visit, will spur Chinese negotiators to
make efforts that -would further progress. A good market access package will be ex-
tremely important in reversing the trend in U.S.-China trade relations.

Given the importance of effective enforcement of our nation's unfair trade laws,
specifically the United States antidumping law, one of the Administration's major
objectives in these talks is to preserve our ability to use, as we do now, our nonmar-
ket economy methodology for measuring dumping in cases involving China.
British Columbia's Reduction of Timber Fees.

Question: First, I hope you can discuss your agency's efforts to address British Co-
lumbia's breach of the Agreement. Why was -our response-and the beginning of ar-
bitration-plagued by delay? Can we make Canada respond to arbitration in a more
timely manner?

Answer: From January to May, 1998, British Columbia discussed with us its plans
for changes in its stumpage regime. During this time, British Columbia was devel-
oping its proposal to change its stumpage regime and had not yet taken any action
that was in violation of the Agreement. We consulted extensively, though informally,
with Canadian and British Column'bian officials about their proposal.

Our goals during this period were twofold: first, to understand fully the stumpage
reduction that was contemplated in order to determine whether it violated the
Agreement, and second, to try to reach a mutually agreeable solution, i.e., a way
for British Columbia to accomplish its goals without violating the Agreement.
Throughout this period, we made clear our intent to go forward with dispute resolu-
tion immediately after British Columbia's stumpage change was implemented if the
reduction was not accompanied by an acceptable offset.

Having failed to alter British Columbia's course, the U.S. Government promptly
requested consultations (the first step in the dispute resolution process contained in
the Agreement) once British Columbia reduced its stumpage effective June 1, 1998.
Our goal, which was supported by the U.S. industry, was to use the consultations
to identify a mutually agreeable solution. However, when it became clear that a so-
lution was not within reach, the Administration, proceeded with arbitration.

The Administration worked with the Government of Canada to assemble a panel
that would arbitrate this issue fairly and justly. This selection process took some
time, but we are pleased with the selected panel. Since the panel was finalized, the
arbitration proceedings have progressed smoothly and in a timely manner. The U.S.
Government brief and Canada's first response have already been filed. The briefing
process will be completed by the beginning of March, and it will be followed by a
hearing. Soon thereafter, the panel will begin its deliberatiqns and will rule on the
issue this spring.

Question: Second, I understand that the Lumber Agreement contemplates "curing"
a breach. British Columbia's lumber companies have now been receiving additional
subsidies-in violation of the Agreement-for more than 7 months. What measures
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will be taken to compensate for these additional subsidies? Will additional duties
be collected?

Answer: We believe -that this does violate the Agreement. We have made it clear
to Canada and we are forcefully arguing before the panel convened under the Agree-
ment. We are confident we will prevail at the panel. If we revail, the panel does
not prescribe a cure, but we intend to ensure that the CanaJ-ans remedy the situa-
tion. Should we not prevail, we will be in close consultations with the industry to
determine what next steps should be taken.

Question: Recent reports indicate that the BC Government is considering addi-
tional changes to its timber policies to lower its already subsidized costs. BC took
other actions to lower the cost of timber. by cutting back its environmental regula-
tions last year. Has your agency sought clarification of British Columbia's recent
proposals in this area? What actions will your agency take to ensure that BC's pro-
posals are consistent with the Agreement?

Answer: The Softwood Lumber Agreement requires Canada to notify the United
States of any changes to provincial forestry .practices, including stumpage policies,
within 45 days of the change. While we have not yet been formally notified of the
most recent changes in British Columbia, we were notified informally prior to the
public announcement. Thus, we have had some preliminary discussions with British
Columbia and Canada.

We have sought clarification of these recent changes, and we are awaiting addi-
tional information about them. We will closely, scrutinize the information provided
and, if we believe that British Columbia's actions violate the Agreement, we will
work with the U.S. industry to protect its interests.

Question: What steps is this Administration taking to secure such a long-term so-
lution?

Answer: The United States has been pursuing stumpage reform in Canada for
seventeen years now. The Administration's position has always been that the only
way to guarantee a long-term solution to the lumber trade dispute is the adoption
of market-oriented forestry management systems in Alberta, British Columbia, On-
tario and Quebec.

Of course, Canada may manage its natural resources in whatever manner it
chooses, but we will continue to press for such a long-term solution at every oppor-
tunity. In the meantime, we will continue to protect our industry's interests until
such a long-term result is achieved. The Agreement is currently the best alternative
on both sides of the border, and we will continue to strictly enforce it, while we con-
tinue to encourage Canada to move toward market pricing. _

Question: Issues of great interest to the cattle industry were raised as part of the
recent U.S.-Canada discussions on agricultural problems. Specifically, the tremen-
dous distortions created on feed barley prices available to Canadian cattlemen was
raised by the U.S. but not resolved during the negotiations. Can you confirm. that
this issue and other issues of interest to the cattle industry will continue to be pur-
sued with Canada at a high level?

Answer: Last December the Commerce Department initiated a countervailing duty
investigation of Live Cattle from Canada. One of the allegations on which the case
was initiated was the claim that the Canadian Wheat Board restricts exports of feed
barley. According to the petition filed in the investigation, this practice allegedly
suppresses feed barley prices in Canada, which, in turn, benefits Canadian cattle
ranchers.N

Recently, Commerce sent the Government of Canada a detailed questionnaire ask-
ing about the operations of the Canadian Wheat Board. A response is expected in
mid-March. A preliminary countervailing duty determination with respect to this
issue, and other alleged subsidy programs, will be made on May 3, 1999. While the
final determination is currently due on July 15, 1999, it is expected that this date
will be extended to match the final determination date in the companion antidump-
ing investigation.

Question: As you are aware, prices remain very depressed in the cattle sector. The
industry has filed unfair trade petitions against imports of live cattle. These cases
will hopefully provide some significant measure -of relief if affirmative determiria-
tions are made.. However, there are also very large volumes of imported beef, which
are also contributing to the distressed prices of live cattle. It is my understanding
that U.S. cattlemen cannot pursue unfair trade practices in the trade of beef. The
slaughter houses in the U.S. also own facilities abroad (both packing & producers)
and so are unlikely to take action to correct the problems flowing from imports.
What actions can the Administration take to eliminate the pricing pressure on cattle
from the historic highs of beef imprt ? An escape clause action under Section 201

request b USRCha1 e IT S. antidumping law to permit cattle producers
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to file against beef imports where unfair trade practices are perceived? Bilateral
consultations with Canada and other countries?

Answer: While it is true that under the antidumping and countervailing duty
laws, parties requesting an investigation must be producers of the goods to be inves-
tigate d, based on our current knowledge we cannot say that some combination of
ranchers and beef producers cannot successfully file a petition under the law. This
is further complicated since Commerce may disregard the position of certain affili-
ated producers who oppose the petition or import the subject merchandise.

As with all situations such as this, the Adminstration would be pleased to work
with the affected industry, and we would be happy to meet with U.S. cattle ranchers
to examine ways to address unfairly traded beef imports.

PREPARED STATEMENT OF HON. BOB GRAHAM

(JANUARY 27, 19N]J

Let me first thank Chairman Roth and Senator Moynihan for holding these three
days of hearings to set the stage for this year's trade agenda, as we address the
many significant issues that will arise as we prepare for the WTO Ministerial.

As we begin the work of the 106th Congress and focus on global trade liberaliza7 '
tion, it is important that we give the affected U.S. constituencies an opportunity to
express their concerns regarding U.S. trade policy and the impact, both positive and
negative, that our actions may have on their industries.

Developing free trade agreements and encouraging investment between the
United States and both its trading partners is -necessary to 'assis -t -those nations that
are committed to economic reform, the eradication of poverty, the protection of
workers and the preservation of the environment. 11

Our efforts to promote free and fair global trade will not only benefit our trading
partners, but will also strengthen our position in the global economic community
and promote growth in the U.S. economy.

Binding and enforceable agreements to open international markets to U.S. agri-
cultural exports must be a primary component in our overall international trade
agenda.

Agricultural exports represent the only area of surplus in an otherwise increasing
trade deficit.

Agricultural exports are a critical component in the thriving U.S. economy.
However, our trading partners must be willing to liberalize their trade policies

and abide b exitin trade agreements, allowing U.S. agricultural products access
to their mar ets.

We must be prepared to enforce trade agreements, consistent with our WTO obli-
gations, when faced with unfair and restrictive trade practices that impede our ac-
cess to international agricultural markets.

As we work to liberalize trade agreements with Europe, Asia, Sub-Saharan Africa
and the states of the Former Soviet Union, we must continue to fulfill our commit-
ments within our own hemisphere.

We can begin to fulfill these commitments through enhancements to CBI legisla-
tion which will ensure the Caribbean Basin nations are able to compete for a share
of the U.S. market.

If we fail to address the needs of our neighbors in the Caribbean Basin, we will
bear the responsibility for the economic uncertainty and political instability that
have too often befallen these countries.

As we prepare to begin a new century, it is our responsibility as a good neighbor
to bring the countries of the Caribbean Basin in to the era of global free trade.

Today's witnesses have an extraordinary opportunity to help shape U.S. trade pol-
icy for the new millennium; they are particularly qualified to comment on new trade
legislation and policy may effect the US. economy, industry and agriculture.

I1 look forward to hearing their views.

PREPARED STATEMENT OF HON. Tom HARKIN

(JANUARY 28, 1999]

Good Morning. I would like to commend Chairman Roth and the Committee for
holding this series of hearings seeking input from a broad spectrum of groups. The
information we gather will help us craft a trade bill that will be in the best interests
of the United States. I appreciate this oppounity to testify' today on an issue that
I believe is Vital to the future peace and stability of the world. One which the U.S.
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must take a leadership role in because of the very nature of our society. I am speak-
igabout abusive and exploitative child labor. Personally, this is an issue I have

been working on for the past decade.
First, let me be clear about what I mean by abusive and exploitative child labor.

It is not kids helping on their family farm. It is not after school work. There is noth-
ing wrong with that. I worked in my youth-you probably did too. Abusive and ex-
ploitative child labor involves children-some as young as three-forced to work
under hazardous and slave-like conditions. They endure long hours for little or no
pay. They are denied an education and the opportunity to grow and develop. I am
talkn about kids who are nipped from their families and sold into bondage, some-
times even by their own parents. But just because parents sell their children doesn't
make it right.

These kids are forced to do the kind of work that endangers their physical and
emotional well-being. The International Labor Organization (ILO) estimates that
there are tens of mllions of children worldwide who are engaged in such economic
activity. Kids like the young Mexican boys and girls harvesting vegetables in the
fields of Hidalgo State. They are out there working long hours, all day long. They
are not in school. Sadly, many of these products end up here in the U.'S.

Unfortunately, they are not alone. There are children just like them in Pakistan,
India, Bolivia, ,South Africa and elsewhere in the world working in fields or at other
hazardous jobs. I have visited Nepal where I witnessed first hand children as young
as eight years old making hand-knotted carpets for export. Make no mistake, what
I witnessed there is the last vestige of accepted and condoned slavery. This must
end.

For the record, I believe in free trade. That is why I voted for the North American
Free Trade Agreement. But I also believe in a level playing field. U.S. workers can-
not compete with slaves. You can call it what you want to. You can dress it up with
all kinds of fancy words and cover it up, but these children working under slave-
like conditions out in the fields don't have a choice. And isn't that-the definition of
slavery?

When children are exploited for the economic gain of others, the child loses, his
family loses, and his country loses. And the world loses too. Every child lost to the
work p lace in this manner is a child who will not receive an education, learn a valu-
able skill, help their country develop economically or become a more active partici-
pant in the global market Wen jus t one child is exploited, every one of us is dimin-
ished.

Recently, I came across a startling statistic. According to the UNICEF report enti-
tled, "The State of the World's Children 1999," nearly I billion people will enter the
21st century unable to read a book or sign their name because they are illiterate.
This is a formula for instability, violence and conflict. Nearly one-sixth of all hu-
manity, about 3-112 times the population of the United States, will be functionally
illiterate on the eve of the new millennium. That's shocking, and the main reason
for this appalling situation is that many of these people were forced to work as chil-
dren instead of attending school.I

ILO Convention 138 is clear-the minimum age for employment is 15 years of
age-eveloping countries may invoke a transitional age of 14. This is not a West-
ern standard but the world's standard. While some may argue that the United
States cannot and should not be the world's labor inspector, I believe that there is
a sound economic rationale for holding countries to international standards regard-
ing abusive and exploitative child labor.

Children making pennies a day will never buy a computer or the software for it.
They will never purchase the latest music CD or a VCR to play American movies.
By allowing abusive and exploitative child labor to'continue, we not only doom the
child to a future of poverty and destitution, we doom future markets for American
goods and services. The markets of tomorrow are taking shape today. If we want
American goods to be purchased the world over, people must be able to afford them.

Some would argue, however, that traditional- trade agreements under GATT/WTO
must not take into account non-traditional areas that are not directly. related to
trade. Yet, at one time, agreements on intellectual property rights were not consid-
ered measures to be addressed by trade agreements. In the beginning, only tariffs
and quotas were addressed by the GATTF because they were the most visible trade
distorting practices. Ev'-ntually, the GATT evolved to include intellectual property
rights and services, which have become an integral part of our trade agreements.
Now, the WTO will consider rules dealing with foreign direct investment and com-
petition policy.

So, there has been a steady evolution of what is considered "directly related" to
trade. Is it so radical to now include basic protections against abusive child labor
into our trade agenda? Is seeking to stop abusive child lAabor so different than efforts
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underway in the WTO to prevent trade distorting government procurement prac-
tices? La bor considerations, especially the most egregious forms of labor exploitation
such as abusive and exploitative child labor, are clearly issues that can and should
be dealt with through trade policy.

Of course, trade policy alone could never end abusive and exploitative child labor.
That is why I am very, supportive of the campaign by the International Labor Orga-
nization (ILO) to end abusive child labor. Efforts, like the ZLO's International Pro-
gramme for the Elimination of Child Labor, which assists countries in removing
children from the work place and placing them in schools, are an integral part of'
the international approach to end this scourge. They should be encouraged and
strengthened. Ending abusive and exploitative child labor takes the combitied ef-
forts of businesses, consumers, governments, international bodies and~ non-govern-
mental organizations. But, just be cause trade policy alone will not end child labor
it is not an excuse to do nothing.

Even the GAIT recognizes that trade in some goods is simply beyond the bounds
of acceptable practice. For example, Article XX of the GATT allows measures re-
stricting trade in prison labor. And, before the GATT was formed, the U.S. banned
the importation of goods made with prison labor beginning in 1930. Seeking to stop
the importation of goods made with abusive child labor would fall under the samre
vein. Some practices are just beyond the realm of acceptable, and international law
recognizes them as such. In fact, this year the ILO will adopt a new convention
dealing with the most egregious forms of child labor.

While I commend the ILO's efforts, their conventions have no enforcement mecha-
nisms and rely on international pressure to "enforce" thejn. Unfortunately, the prac-
tice of abusive child labor is so pervasive, this has proved insufficient on a global
scale. Clearly, the WTO with its ability to move quickly and enforce its decisions
would be an ideal place to decide trade disputes arising from unfair labor practices,
which can distort trade as much as any other government action or inaction.

So, Mr. Chairman, I hope I have established that ending abusive child labor
should be an integral part of U.S. trade policy. It is not only an issue of development
or human rights, but an important aspect for the future of the global economy and
the future of U.S. markets. In order to effectively combat abusive child labor
through our international trade policy, I believe the Committee and the Clinton Ad-
ministration should place at the top of the trade agenda the following two important
initiatives.

First, I would strongly urge that during the next round of WTO trade discussions
taking place this fall in Seattle, Washington, the United States continue to seek the
formation of a working party to examine the relationship between workers' rights
and international trade issues.-At the very least, this group should examine the ef-
fects that core labor standards, including abusive child labor, have on trade. The
Labor Working Party could also build on the work of the OECD in this area. The
OECD found that trade liberalization and core labor standards are mutually rein-
forcing in terms of their economic benefits. Furthermore, the implementation of core
labor standards will benefit all economies no matter their level of development.

Second, the United States should continue to promote labor standards as a part
of any trade agreement. During the "fast track" debate in the 105th Congress, I in-
tended to introduce an amendment to promote adequate and effective protections
against abusive child labor as one of the principle trade negotiating objectives of the
United States. I firmly believe that a child deserves as much protection in our trade
laws as a song or a microchip. Should "fast track" legislation be introduced in the
106th Congress, I would seek similar language. It is my hope that the President and
this Committee would recognize the importance of such language and include it.

In closing, I would just like to say that I welcome the opportunity to work with
you, Mr. Chairman, and the other members of the Committee. In my experience,
I have not met a child or a family that did not want to put an end to abusive c1aild
labor. Together, we can ensure that our trade legislation includes protection for the
most vulnerable--children-and at the same time promotes U.S. economic interests.

PREPARED STATEMENTr OF HON. ORRIN G. HATCH

[JANUARY 26, 19991

Mr. Chairman, this series of trade hearings is a landmark event. Not since the
1987 hearings leading to the Omnibus Trade Act has this committee taken the bold
step of a top-down examination of our trade policies and their effect on our economy.
It may be regrettable that we seem to do this only once a decade, and we may not
have that luxury again. For one thing, the actual practice of international commerce
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is outpacing our ability to manage it. At the same time the trade issues are affect-
i5more Americans still more drectly as our share of 6D5P devoted to trade grows.
lust look at some of the major issues on the USTR negotiation menu:

In the agricultural area, disputes affect as many different commodities as they
do countries and regions-with the EU, we have differences over bananas, wine,
rice, beet wheat, and peaches. With Eastern Europe and Russia, our negotiators
are battling high tariffs and non-tariff barriers on imports of U. S. grains, oil
seeds, pork, and poultry. in the Western Hemisphere, we differ with our NAFTA
partners on bans of US poultry, fruits, beet grains, milk, and eggs.

* ~ntellectual property barriers to US imports are no less severe, with Special 301
investigations affecting Greece, Italy, other EU states, Poland, Hungary, Russia,
several Latin American states, and China and other Asian countries.

Over the next three days, we will hear from many US companies and associations
that are disadvantaged not only by foreign trade barriers, but by unfair trade prac-
tices, such as dumping, for which purpose this country has continuously insisted on
strong and legislated defenses in the form of our domestic trade laws.

Democracies tend to spawn conditions for protest. And trade can create many
good reasons to protest. Our policymakers have the somewhat daunting task of
aligning trade policies~ with trade practices that are at once fair and mutually bene-
ficial; and Congress has the equly nettlesome task of informing constituents that
some trade-related economic setbacks are the result of fair trade practices that will
never be seen by the victim as anything but fair.

Getting our WTO partners, for example, to agree on what's fair has been evolving
for more than 50 years, through over 12 GATT rounds. We're still not there, as evi-
denced from my fist of ongoing trade disputes mentioned above.

But we have something of a model on how to proceed from here, in the important
financial practices area. I refer to the work of the US Treasury Department.
Through coe cooperation with such institutions as the Bank of International Set-
tlements, the RAF, and the G7. Together with the Federal Reserve, these two US
Government entities have been laying the groundwork to establish international
early-warng mechanisms that alert us to the types of banking and currency crises
through whic we have all been suffering.

I, along with several other colleagues on this committee, have been troubled by
the spontaneity with which these crises have emerged, derailing much of our foreign
trade, and adversely affecting US producers through cheap imports, some of which
were dumped because of the economic crisis abroad. Currency and banking issues
are not usually the sole cause of unfair trade practices. But they can trigger, even
sustain the motives to engage in unfair trade.

In our January 20, 1999, committee nomination hearing, I challenged Treasury
nominee Timothy Geithner to tell this committee what Treasury has been doing,
and what it intends to do, to mollify the effect of these crises when they occur and,
more importantly, to inform us as to how we can foresee them With your permis-
sion, Mr. Chairman, I would like to insert my statement along with Mr. Geithner's
response in the hearing record. I invite my colleagues, as well as all serious stu-
dents of US trade policy to take due notice of the Treasury response. I believe it
is a model for responsible and responsive international cooperation and behavior to
avert financial crises. Is it a blueprint for building a new international crisis alert
system? Of course, not. But it's certainly a road map to get there. Will all countries
agree to the new standards that this cooperative effort seeks to establish? I doubt
it. But few countries will be able to ignore the value of these foundational standards
if they have any hope of attracting foreign direct as well as portfolio investment.

I thank the chair.
Attachment.

RESPONSES FROM TIMOTHY GEITHNER TrO QuEstIoNs FROM SENATOR HATCH

(JANUARY 20, 1999]

Question: Mr. Geithner, we just don't seem to be able to put in place the early-
warning mechanisms that alert us to impending crises. Please tell the committee
what steps you would recommend to deal with both currency and banking crises
that threaten global stability and, ultimately, our own national interests, to include
those of international trade, commerce and finance?

In responding to my question, please take into consideration some of the concerns
that motivate the question. They include the following:

On the matter of currency crises, how do we detect speculative~ pressures that are
building a crisis and do we have a truly reliable index to track nominal currency
devaluations?
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And, on the matter of banking crises, my concerns are several.
-Do we have reliable databases that foresee such events ds runs on domestic de-

posits or other banking services?
-How reliable are the institutional balance sheets of foreign institutions?
-Are we able to assess the ability of foreign banks to roll over debt?
-And, how do we ascertain the real value of assets held in reserve by foreign

banks?
Finally, we don't seem to have a good grasp on the length of banking crises, al-

though they seem to last about three years in developed economics and longer in
the lesser developed economics. However, Japan's banks are now headed into their
fifth year of problems.

Answer: We share your view of the importance of developing a stronger capacity
to anticipate and prevent financial crises. Improving the quality and distribution of
financial information and improving financial and bankng systems around the
world are two of the most important things we can do to establish the right incen-
tives for better behavior by countries and investors. We have been working with our
colleagues at the Federal Reserve and with our finance and centr banking col-
leagues around the world to formulate and agree upon practical measures to im-
prove these capabilities, as well as to reduce the frequency of financial crises and
the severity of those that occur. While it will take some time to complete this work,
we have made meaningful progress and have begun to implement a number of ini-
tiatives.

A key to anticipating potential financial difficulty in the global financial system
is the ability to compile and make available to decisionmakers as much accurate
and timely information as possible about a country's financial condition. Those deci-
sionmakers include both private investors and creditors, on the one hanld, and the
official community of national governments and multilateral institutions, on the
other. Serious efforts are underway to improve the availability of this data in a
number of ways.

After the Mexico financial crisis of 1995, the need for better and more transparent
data of this kind was widely recognized, and the International Monetary Fund
(IMF) agreed to establish a mechanism for the transmission of such data. Under the
IMF's Special Data Dissemination Standard (SDDS), established in 1996, participat-
ing countries are to publish a range of key country data such as foreign reserves,
monetary aggregates, interest rates, trade statistics, inflation data, etc. There are
now 47 participating countries. The program is being evaluated and improved con-
tinuously, and the United States is at the forefront of current efforts to enhance the
quality of the SDDS data on international reserves, a key element in assessing a
country's potential vulnerability. This would include the dissemination of more com-
prehensive and disaggregated data on reserves and related items, including reserve-
related liabilities, financial derivative positions and other supplementary informa-
tion that would make more transparent both countries' reserve positions and poten-
tial demands on reserves. We expect to achieve agreement in the IMF to implement
these enhancements in the coming months.

As part of the intense international effort to meet the challenges presented by re-
cent international financial crises, the Finance Ministers and Central Bank Gov-
ernors of the G-7 countries' issued a broad-ranging statement on October 30, 1998
(See Attachment A). That statement outlines a number of measures designed to im-
prove crisis prevention, many of them focussing specifically on improving practices
and policies for wider provision of better data, by both the public and private sec-
tors. In addition to strengthening the SDDS, these,recom mended measures include:

" compliance with the IMF's Code of Good Practices on Fiscal Transparency;
" agreement on a Code of Good Practices on Transparency in Monetary and Fi-

nancial Policies;
" completion of work on a Code of principles of sound corporate governance and

structure;
" finalization of a proposal for a full range of internationally agreed accounting

standards;
" eX3mination of the question of appropriate transparency and disclosure stand-

ards for private financial institutions involved in international capital flows,
such as investment banks, hedge funds and other institutional investors;

" surveillance by the IMF of country compliance with internationally agreed
transparency codes and standards, with results published in the form of a
Transparency Report.

Through the implementation of these and other measures-under consideration,
we believe we Will enhance considerably the ability to detect signs of potentially

IUnited States, Japan, Germany, United Kingdom, France, Italy and Canada.
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threatening imbalances or currency difficulties. We do not pretend that any such
measures are fool proof. We are committed, however, to continue our intense work
to put in place all those mechanisms that we believe could help to prevent crises.

Going beyond the issue of transparency and disclosure broadly, we have also been
working with the international community to better anticipate and prevent crises
in banking sectors overseas. These efforts include: (1) developing standards and sets
of "best practiced"; (2) creating incentives, market and perhaps regulatory, for coun-
tries to adhere to these standards and implement them and for creditors and inves-
tors to assess risk better; and (3) improving the quality of supervisory regimes
through, among other methods, improved international regulatory cooperation and
coordination.

Basic standards for banking supervision (the Basle Core Principles) and securities
(IOSCO's Statement of Principles) have already been developed and are now being
refined and implemented by countries. Work is underway in developing additional
standards dealing directly with bank-related issues, including risk management; li-
quidity management; asset valuation and loan loss provisioning; deposit insurance;
and bank resolution (in normal times and in crisis situations). Further, ongoing
work in developing international, accounting standards and principles for good cor-
porate governance will also address issues fundamental to sound banking.

We are working with the Bank for International Settlements (BIS) to improve the
quality of information that financial institutions report by broadening the coverage,
increasing the frequency and shortening reporting lags. This effort in itself will not
necessarily forestall banking crises-eposit runs often result from a crisis of con-
fidence which may neither be "predictable" nor directly related to asset quality or
bank management, for example-but they will help identify conditions, both micro-
and macroeconomic.

Improved accounting data will also help regulators, creditors and investors under-
stand the quality of financial institutions. Accounting and regulatory standards,
such as the valuation of assets and measures of bank capital and reserves, vary con-
siderably among countries (as does the quality of reported data). Improved mini-
mum international accounting standards should help to ensure the reliability of the
balance sheet and income statement information that is reported by financial insti-
tutions. While market conditions can still affect the ability of institutions to main-
tain their capital cushions and rollover their funding, adequate capitalization, prop-
er disclosure and a sound reporting and regulatory compliance regime should help
to forestall, or at least mitigate, crises.

Improving transparency and the quality of financial information should help to
provide the signals to both regulators and investors needed to head off banking cri-
ses, or to contain them when they do occur. Indeed the breadth and depth of bank-
ing crises will vary depending on when authorities recognize problems in the sector
and take the steps necessary to address them. Increased transparency and appro-
priate, high quality data will make it more difficult to hide problems that can de-
velop into crises, which should ultimately tend to make "shocks" less frequent and
severe.

To better monitor national efforts to strengthen financial systems, we are also
seeking to improve the level and quality of international financial sector surveil-
lance. Enhanced IMF surveillance and improved cooperation between the World
Bank and the IMF is part of this effort as is improving cooperation between the IFIs
and the international regulatory community. New mechanisms are under discussion
that should lead to improved cooperation and coordination between national and
international authorities with responsibilities for ensuring financial stability. We
are working, with our G-7 colleagues and in various fora to further strengthen and
promote this agenda.

The length of banking crises, of course, is to an important degree a function of
the underlying economic and financial conditions that have contributed to the crisis,
but also of governments' willingness and ability to take the necessary actions to ad-
dress banking system weaknesses. Unless banks are able to recognize their losses
and participate in debt workouts, companies will not be able to emerge from their
debt burdens, the healthy flow of credit will not resume, and economic recovery will
be postponed. While governments in Asia have taken important steps to put in plae
frameworks to guide -restructuring of over-indebted corporations and insolvent
banks, we are attempting to accelerate the pace of restructuring through the Asian

- Growth mid Recovery Initiative. This multilateral initiative, which was crafted in
conjunction with Japan, the World Bank, and Asian Development Bank, aims to
support the adoption of strengthened policies for restructuring and to mobilize cap-
ital necessary to restructure and rebuild banks and enterprises in the most affected
economies in the region.
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With respect to the severe problems in the Japanese banking sector, we have con-
sistently urged the Japanese authorities to-take decisive action to restructure the
sector, including through the closure of insolvepit institutions. We have also urged
other macroeconomic policy adjustments to stimulate domestic demand-led growth,
which we view as the key not only to the recovery of the Japanese economy and
banking system, but to the recovery of Asia as a whole.

PREPARED STATEMENT OF HON. ORRIN G. HATCH [JANUARY 27, 1999]
Mr. Chairman, I appreciate the fact that these hearings are examining the big

picture of U.S. trade policy, and 1 commend you for holding them.
But, at this moment, I am concerned less about the forest than I am about some

of the specific trees-trees which could very well become endangered species if we
do not take some strong action.

Mr. Chairman, the serious plight of the American steel sector is just not being
addressed squarely and comprehensively by the Clinton Administration.

I received a letter from President Clinton's chief of staff, John Podesta, dated De-
cember 16, 1998. In response to my pleas, as well as those of other Senate Steel
Caucus members, the White House advised me that "we're [really] attacking this
problem. . -. " Then in a succeeding paragraph, Mr. Podesta says that, as regards
Russia, a major steel dumping culprit, Vice President Gore has "expressed strong
concern about the surge in imports from Russia. ..

Mr. Chairman, "strong concern" has not kept Geneva Steel, in my home state of
Utah, from the precipice of bankruptcy. The company has invested hundreds of mil-
lions of dollars in modernizing its facilities only to have Vice President Gore respond
by saying that he has "strong concern" about the 133 percent surge of dumped Rus-
sian imports that are putting steel workers in unemployment lines in Utah, Ala-
bama, Texas, Pennsylvania, Maryland, and Ohio. Mr. Chairman, "strong concern"
from the Clinton administration is not going to cut it.

I am not surprised by the Vice President's remarks. He has long championed Rus-
sian recovery, a cause I am not entirely unsympathetic to. But let us not rescue
Russia at the expense of steel workers in Utah. The Clinton administration's efforts
have Leen badly misdirected here, as they have been with our U.S. rocket launch
indu- ry, whi :hi happens to be an other prime Utah business sector.

Otu mcket propulsion sector has been gutted by liberalized licensing of commer-
cial ute of Russian launchers. Instead of committing to the rebuilding of a U.S. do-
mestic rocket launch capability, using the resources and know-how that won the
Cold War, Vice President Gore has turned to the Russians first. This was to keep
the Russians from exporting their technologies, -he argued. Well, he couldn't have
been more wrong on that account, too.

Mr. Chairman, with the leadership of Senators Rockefeller and Specter, we have
introduced a bi'l to strengthen Section 201, the emergency safeguards of our domes-
tic trade laws. ','hope that this committee will commit itself unanimously to the pas-
sage of the Em.,!rgency Steel Relief Act of 1999.

M. Ch airman, I am and have always been a free trade advocate. I believe that
American industry can compete globally in any sector. I believe our industry should
have access to markets abroad and, in turn, that competition strengthens U.S. pro-
ductive ability and new development. But, there is also such a thing as shooting
ourselves in the foot. That is what is happening in several sectors.

We cannot afford to have our U .S. trade policy be simply an expression of "strong
concern." That will not pay the mortgage on a home in Orem, Utah. It will not jus-
tify investment dollars in new facilities or technology in Pittsburgh, Gary, or Wheel-
inurge my colleagues on this committee to think seriously about these gaps in our

big picture trade policy. I thank the chair.

THE WHITE HOUSE,
WASHINGTON, DC.

December 16, 1998.
Hon. ORRIN G. HATCH,
U.S. Senate,
Washington, DC.

Dear Senator Hatch: The President asked me to inform you of the actions we are
taking to address the steel situation. The President and the Vice President are deep-

Lconcerned about the recent surge in low-priced steel imports and its impact on
Erica's steel industry and the workers and families that depend on it for their

livelihoods. There is no more important challenge than to ensure the strength of the
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A.S economy and to minimize the impact of the international financial crisis on all
Amricans.
We are attacking this problem in a number of ways. Collapsing demand and de-

clining currencies abroad have resulted in a decline of U.S. exports and a surge in
certain low-priced imports. Unless foreign economies recover, a strong U.S. economy
will remain a magnet for excess global steel production, and our exports abroad will
continue to suffer. The President is therefore leading the world in efforts to restore
global growth.

While America will take our fair share of imports of all goods, we will not be a
dumping ground. The President and Vice President have made clear in numerous
statements to the American people and foreign leaders that they are firmly commit-
ted to full, expeditious and vigorous enforcement of U.S. trade laws and to doing
what is necessary to eliminate any and all unfair practices. I have attached a vari-
ety of their recent statements on this issue.

The Department of Commerce is currently enforcing more than 100 antidumping
and countervailing duty orders on steel products from a number of countries. On
November 23, Commerce issued a preliminary ruling of critical circumstances in the
Japanese and Russian investigations, which will allow for the imposition of duties
on imports of hot-rolled steel up to 90 days before the preliminary dumping deter-
mination. If dumping is found in February by the Department of Commerce, import-
ers may be retroactively assessed dumping duties on imports reaching back to mid-
November. This could have an impact right now on imports from Russia and Japan,
because importers know they may face retroactive dumping duties on current im-
ports. Further, Commerce has shifted resources to expedite the pending dumping
cases on hot-rolled steel from Japan, Russia and Brazil.

The dumping cases are proceeding consistent with legal requirements. The dump-
ing laws also allow the United States Government to negotiate agreements limiting
imports of products covered by pending dumping cases. In this context, the Com-
merce Department is exploring whether a possible suspension agreement could pro-
vide timely, effective relief from the surge of Russian steel imports consistent with
statutory requirements. Let me assure you that the entire Administration is com-
mitted to strong enforcement of our trade laws and that the Department of Com-
merce will work closely with U.S. industry and union petitioners throughout this
process.

The Commerce Department also issued tough new countervailing duty regulations
on November 5, which will greatly strengthen our ability to combat unfair subsidies.
Commerce carefully considered the comments we received from the steel industry
and members of the Steel Caucus in preparing these regulations.

The President and the Administration are continuing to press our trading part-
ners at every opportunity to end unfair trading practices and subsidization, and
fairly share the burden of absorbing additional steel imports. When he was in
Japan-which accounts for half of the increase in steel imports-the President
warned of the danger of mounting protectionist pressures in response to unfair
trade practices and underscored the need for fair, rules-based trade, full enforce-
ment of trade commitments, greater market opening, and the need to avoid import
penetrations not associated with market forces. In Korea, the President pressed
President Kim to eliminate unfair trade practices and subsidization. President Kim
indicated a desire to make progress on this issue in the context of our bilateral steel
dialogue. In addition, during her recent visit to European capitals, Ambassador
Barshefsky pressed for greater openness of Europe's steel markets.

The Vice President has also been outspoken and active on this issue. For instance,
he expressed strong concern about the surge in imports from Russia during his re-
cent meeting at the APEC meeting in Kuala Lumpur with Prime Minister Primakov
and strongly urged the EU to open their markets and absorb their fair share of im-
ports in his speech to the TransAtlantic Business Dialogue.

In closing, let me say that the President and Vice President are personally deter-
mined to provide an effective response to this difficult challenge. The steel industry
and its workers are a critical part of our economic strength. The industry has under-
gone a difficult transformation over the last decade to become a world class competi-
tor. We want to work closely with you to ensure these companies and workers have
a fair chance to compete and succeed.

SinceelyJOHN PODESTA.



294

PREPARED STATEMENT OF HON. ALEXIs M. HERMAN

Chairman Roth, Ranking Member Moynihan, members of the Committee, I am
pleased that you are holding this important set of hearings on international trade
policy, and even more pleased that you have invited me to testify on the Administra-
tion's international labor agenda.

What I would like to do is to set out for you our framework for approaching inter-
national labor issues, especially as they have emerged in the context of
globalization. Before doing that I think it is important to step back and put this dis-
cussion in the context of our current economic prosperity. We have added nearly 18
million jobs to our economy since President Clinton took office. At 4.3 percent, un-
employment is the lowest its been in almost 30 years and wages are growing at
more than twice the rate of inflation. The Administration's policies of controlling
spending, making targeted investments in our people, and opening markets has
given the longest peacetime economic expansion in our Nation's history.

Increased trade has been an important source of growth for our economy and ex-
port-related jobs are good jobs, paying about 13-16 percent more than the overall
U.S. average. The process of globalization clearly has provided new opportunities for
U.S. workers, but has also posed challenges. We are seeing changes in ways of pro-
ducing goods and doing business ais profound as those brought on by the industrial
revolution two centuries ago. Globalization includes mobility of trade, technology
and capital. That has placed a premium on people-on human capital and the skills
of workers.

At the same time the global economic turbulence brought about by the Asian fi-
nancial crisis has added urgency to our international labor agenda. We have seen
dislocations, instability, and adverse impact on workers' lives in countries with inad-
equate labor standards or social safety nets.

In order to rise to the challenge of managing globalization successfully we must
keep several principles in mind. We seek both free and fair trade, and we will ac-
tively enforce our trade laws if unfair trade is injuring U.S. industries and workers.
We should seek to ensure that globalization provides broadly shared-prosperity so
that within a society all can reap its rewards. We must ensure that working condi-
tions are leveled up-not pushed down.

These principles not only make good economic policy but they also maintain our
confidence and willingness to remain engaged in the global economy. All of this
means that just as our world, our hemisphere, and our economies become more inte-
grated, so, too must our trade, our finance and our labor policies. Our challenge is
to work with you and other members of Congress to build an architecture that best
accomplishes the objectives of all three principles.

My approach to this effort begins with certain imperatives in mind.
First, all workers must have the skills they need to compete in this global econ-

omy. By investing in our workers we are recognizing that job security starts with
skills. For those workers who become dislocated, we need to provide reemployment
services and training that will enable them to find new jobs faster and at better
rates of pay.

Second, there is a need to build greater consensus and understanding for our view
that international labor standards and global trade liberalization are not mutually-
exclusive, but are mutually-reinforcing goals.

Third, we need to encourage the implementation of international labor standards
because they can improve long-term global economic growth by contributing to the
development of the middle class, and assuring more broadly-based prosperity.

Fourth, we need to build a consensus and understanding that worker rights are
important human rights, and an important barometer of democratization. It is nei-
ther right nor pragmatic to believe that global economic policy can be isolated from
such concerns.

Fifth, we can be more successful if we build partnerships with other governments,
and also partnerships with employer, worker and non-governmental groups to ad-
vance our international labor concerns.

Now let me provide some background on our current initiatives in the inter-
national labor area.

I will cover three primary elements in our international policy: (1) placing our
concerns on the global agenda; (2) building international agreements to advance our
concerns; and (3) supporting the International Labor Organization (ILO) as the in-
dispensable institution to advance action on international labor standards.
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BUILDING THE AGENDA: A CONSENSUS ON CORE LABOR STANDARDS

First, the Administration has sought to place global labor standards squarely on
the world's agenda through various international fora, and we have sought to build
a level of consensus on international labor standards and globalization where little
seemed to exist.

Surprising progress has been made. For example, the Administration was instru-
mental in launching working groups in the ILO and the OECD in 1994 to look at
the issue of the labor dimension of trade liberalization. By 1996, both organizations
had developed a consensus on the concept of "core labor standards"--a set of stand-
ards that ought not be seen as dependent upon a country's level df economic devel-
opment. Indeed, the implementation of such standards is now understood to actually
enhance economic performance.'

The list of such standards were agreed to include:
" freedom of association
" collective bargaining
* non-discrimination
" prohibition on forced labor
" prohibition on abusive child labor
This list now reflects not only the view of the OECD, but also the ILO's over 170

member countries, and employer and worker organizations. And although today the
notion of "core" or "fundamental" standards is widely-recognized and referred to-
it only emerged as an accepted principle recently.

This set of standards was agreed upon to be differentiated from other types of
"outcome" standards, such as levels of wages and benefits and other social protec-
tions that might be expected to vary with the economic development of a country.
We have made it clear that we are not in the business of trying to set wage rates-
we are in the business of trying to make sure that workers have a fair chance to
bargain for what their productivity suggests they might earn.

President Clinton has elevated the importance of international labor standards on
the global economic agenda through meetings of the G-8 and other regional efforts,
as well as placing the issue before the economic institutions of the international sys-
tem.

Next month, I will be hosting the G-8 labor ministers for a meeting here in Wash-
ington, and the labor dimension of globalization will be a significant part of our
agenda.

We also have active labor dimensions as part of our on-going fr-amework relation-
ships with the European Union under the New Transatlantic Agenda and the
Transatlantic Economic Partnership, as well as in the Asia-Pacific Economic Co-
operation (APEC) forum. I am scheduled to host the APEC labor ministers later in
1999.

Last year, President Clinton addressed both the World Trade Organization and
the IMF/World Bank meetings. In both of those speeches, he referred to the role of
the ILO in the global economy, and the need for those institutions to work more
closely with the ILO.I

After all, the mandate of the ILO goes to the heart of the central mission of all
international economic institutions-including the WTO, the IMF and the World
Bank. Clearly, trade, investment and development are not objectives in and of them-
selves-they are objectives because we believe them to be the key to improving peo-
ple's lives.

Indeed, just last week in his State of the Union Address, President Clinton
summed up our challenge this way. "When you come right down to it," he said, "now
that the world economy is becoming more and more integrated, we have to do in
the world what we have spent the better part of this century doing here at home.
We have to put a human face on the global economy."

I believe that recent criticisms of globalization, of freer trade, of open financial
markets, makes it more important than ever that we support a greater working re-
lationship between the ILO and the WTO, IMF and World Bank. And this is not
a one-way relationship where the ILO has all the talking to do. But rather the ILO
also must continue-as it has often done--to find the best possible ways to support
the mandates of the WTO, the IMF and World Bank. We need to maximize the role
of all of these institutions in the interests of a successful global economy. We are
p leased that consistent with the request of the Administration, last October the first
high level dialogue between ILO and IMF/World Bank officials was held in Wash-
ington. Further such exchanges and cooperation are expected, and supported by the
Adnministration. We have also encouraged a similar dialogue between the ILO and
WTO.
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REACHING AGREEMENTS ON LABOR STANDARDr

That leads to the second policy initiative-shaping international agreements to re-
flect our agenda.

Last June we took a very important ste p forward. After nearly two years of effort,
the ILO, with the support of global worker and employer groups, negotiated and
adopted a new Declaration on Fundamental Rights and Principles at Work, and a
follow-up mechanism to measure compliance. In so doing, the ILO has affirmed that
membership connotes certain obligations, which include adhering to the core rights
of freedom of association, collective bargaining, and non-discrimination in employ-
ment, and the abolition of forced labor and abusive child labor. The first follow-up
reports measuring country compliance under tl'e new declaration are expected to be
completed in 2000.

The new declaration is the most important development in expressing the 1L0's
mandate since the historic Declaration of Philadelphia in 1944 , which sought to pro-
vide the foundation to reconcile concerns for social justice with the economic recov-
ery strategies for the post-war period. The ILO declaration of 1998 provides the
same path forward as we attempt to place labor standards priorities in the context
of the global economy of the 21st century. What we need to do is invest the effort
to assure that the new follow-up mechanism counts in the world-that it has teeth.
North American Agreement on Labor Cooperation

We have also moved forward in new ways to develop labor agreements at the re-
gional level. You are well aware of the North American Agreement on Labor Co-
operation that was negotiated with NAFTA and implemented in 1994 between the
United States, Mexico and Canada.

This was the first agreement we signed that addressed our trade and labor agen-
da, and we believe that it has been an important vehicle to assure that the concerns
of workers have received sustained attention over time as part of the NAFTA rela-
tionship.

The main objective of the NAALC is to improve working standards and living con-
ditions in the three countries. This is largely carried out through a cooperative plan
of exchanges on the broad range of labor matters. The agreement also permits an
oversight mechanism on the effective enforcement of labor laws by the three coun-
tries. This process is aimed at promoting a greater public understanding of labor
law implementation procedures, and enhancing transparency of enforcement.

The NAALC has contributed significantly to building a more cooperative relation-
ship with Mexico and Canada on labor matters. It promotes international scrutiny
of labor conditions, generates public debate, and provides greater understanding of
labor law matters. Since 1994, some 13 submissions concerning labor law practices
in Mexico have been reviewed by us and a number have been the subject of con-
sultations at the ministerial level. They have covered issues of industrial relations,
gender discrimination and health and safety matters.

And although I won't tell you that we have never had disagreements with Mexico
under the agreement, I do believe that the level of cooperation with Mexico has been
improving. The current Secretary of Labor of Mexico has invited me on an official
visit to Mexico, when we expect to work together on women's workplace issues, and
the working conditions and industrial relations situation in the maquiladora sector.

Hemispheric Integration and Labor
As you also know, we have a schedule to complete the Free Trade Area of the

Americas by 2005, and in that regard we have also focused our attention on the
labor aspect of this process. With President Clinton in the forefront, hemispheric
leaders agreed in Chile last spring that their labor ministers needed to work to
strengthen basic worker rights and modernize and improve the ability of labor min-
istries to deliver services to workers and employers. The leaders directed the labor
ministers to meet to move this agenda forward, and we completed a successful meet-
ing of the hemisphere's labor ministers in October, also in Chile. We adopted a de-
tailed plan of action, and we have better engaged the GAS, the Inter-American De-
velopment Bank and the ILO in working with us in the implementation. We are
committed to produce a work plan by April, and we will meet again in a year's time
in the Dominican Republic to continue our progress.

STRENGTHENING THE ILO

A third, and related policy initiative that we are pursuing is to strengthen the
capacity of the International Labor Organization. As we look at the process of
globalization and the labor issues moving to the center-we must again recognize
that the ILO is the indispensable institution to our objectives.
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We need the ILO. We need an ILO that works. We need an ILO dedicated to ex-
cellence.

As President Clinton has said with regard to the labor dimension of globalization,
"We should level up, not level down. Without such a strategy, we cannot build the
necessary public support for the global economy. Working people will only assume
the risks of a free international market if they have the confidence that this system
will work for them." Our strategy very much includes the ILO.

We have worked to strengthen at least three aspects of the ILO.
Implementing Labor Standards

The first area where we are trying to strengthen the ILO, is in its ability to sup-
port te implementation of the new Declaration on Fundamental Rights and Prin-
ciples at Work. We certainly want to be tough on accountability under the new fol-
low-up mechanism-and we will be.

But we also want to be able to encourage those governments prepared to come
into compliance with such standards if resources were available to help them do so.
That is precisely why the President is requesting that the Congress support provid-
ing an additional $25 million to the ILO to set up a new arm of the organization
to back its political and moral commitment on fundamental rights with resources
targeted to the task.

This funding would be built upon the IPEC model of targeted, project-specific pro-
grams with measurable results. The funding could, for example, support the devel-
opment and implementation of industrial relations institutions that would assist
governments. to move away from authoritarian or non-democratic ways of resolving
labor disputes, to one based upon the rule of law. It could also provide funding to
support the application of basic labor standards in a particular sector of an econ-
omy, such as programs we are currently developing to improve standards in the gar-
ment sectors of Haiti and Cambodia.

In addition, this new arm could assist the ILO to work with the IMF and World
Bank to incorporate appropriately fundamental labor rights into their programs.
Such an arm might also help the ILO assist countries adversely affected by the
Asian financial crisis in developing more adequate social safety net strategies. While
many recognize the need to mitigate the impacts on the millions of workers dis-
placed, the inadequacy of social safety net programs, including unemployment insur-
ance, pensions, and employment strategies, makes clear a need to enhance the abil-
ity of the ILO to respond quickly with the highest quality policy assistance in these
areas.

The President is also proposing that the Department of Labor be provided $10
million to expand our capacity to respond to the some 50 countries who have sought
our assistance to improve working conditions and labor programs in the last two
years.

For example, we recently have worked with South Africa, Guatemala, Hungary,
and Paraguay to improve health and safety conditions, and with the Ukraine and
Peru on mine safety conditions, as well as with Poland and Bulgaria on the reform
of employment services.
Child Labor

Second, we have been building a consensus for greater action in the ILO through
our efforts on child labor. We have been a leader in making the ILO-a leader in
the fight against abusive child labor. And support from the Congress has been cen-
tral to that leadership. Last year President Clinton requested $30 million in funding
for the ILO's International Program on the Elimination of Child Labor--or IPEC-
to put us in the forefront of that program. The Congress fully responded to that re-
quest.

As all of you know, the ILO estimates that there are some 250 million workin
children under 14, with tens of millions of those working in abusive conditions. An5
although there are no simplistic solutions to this problem, and none of us wants to
see a child being driven from a bad job to a worse one, neither can we simply toler-
ate the type of abuse that widely exists-bonded child labor, children in mines, chil-
dren trafficked for commercial sexual exploitation, and children exposed to intense
heat, harmaful chemicals and dangerous machinery.

Moreover, the stain of child labor on the global economy threatens to undermine
increased trade and commerce by calling into question trading rules that are silent
on such abuses.

If you don't believe that child labor concerns can shake trading relationships, ask
the industries and associations that we have worked with to remove children from
work and to place them in schools-with monitoring programs run by the ILO to
assure commitments are kept. We have partnered with employers and other groups
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in Bangladesh to remove 10,000 children from the garment industry, and with Pai-
stan to remove 7,000 children from stitching soccer balls, and 30,000 children from
knotting carpets. We are currently looking at programs with ILO monitoring to take
children out of the fireworks and coffee industries in Central America, the sporting
goods and brassware industries of India, and commercial agriculture in certain Afri-
can countries.

Furthermore, it should come as no surprise that the issue of child labor has called
into view concerns about international labor standards more generally. After all,
concerns about child labor that emerged in the latter part of the 19th century led
to the first international labor standards. And four of the first 10 conventions ado t-
ed by the ILO after its creation in 1919 dealt with setting minimum ages for t e
employent of children in industry, at night, at sea and in agriculture.

Our concern for child labor today in our global economy is in keeping with this
tradition of the ILO, and we hope, as the President said in his State of the Unon
Address, to lead the conclusion of a new ILO convention in June that would ban
the worst forms of child labor.

In addition, the Customs Service has been stepping up its efforts to ensure that
items made by forced or indentured child labor are not imported into the United-
States. The Department of Labor has been collaborating with the Customs Service
on this issue.

In September 1998, _Customs officials visited Nepal, Indonesia, and Thailand,
where they interviewed government officials and NGs and visited facilities sus-
pected of using forced child labor. As a result of these efforts, detention orders have
been issued. The Customs Service is planning other fact finding missions to India

and Pakistan in February 1999.
Codes of Conduct

A third area where we have sought to strengthen the engagement of the ILO is
in the question of codes of conduct for working conditions, and building greater pri-
vate sector partnerships. In the last several years there has been a great and grow-
ing interest in firms and employer associations to adopt codes of conduct covering
various labor standards. These are often done with reference to ILO standards.

And, of course, the Administration has encouraged efforts such as the Apparel In-
dustry Partnership to work out a code of conduct and elements of monitoring and
implementation. The AlP group has done ground breaking work and we are encour-
aging leaders in business, labor, universities, and the uman rights community to
work together to improve global working conditions. We have held two joint pro-
grams with the European Union to also encourage a transatlantic partnership on
codes of conduct.

Also at our urging, the 1LO has done an extensive review of codes of conduct ini-
tiatives, and is being asked to look more carefully at what role it could play in the
further development of codes of conduct. It is important to keep in mind that this
type of Wvork is, and can only, go fo'rward in the ILO with the support of the em-
ployer and worker groups-and in this regard the ILO could be part of important
future partnerships on codes of conduct.

OTHER ADMINISTRATION ACTIONS

The Administration has also pursued the promotion of core labor standards in a
number of other fora.
International Financial Institutions (IFIs)

In the past year, the United States has made notable progress in advancing core
labor standards in the international financial institutions. We have heightened the
visibility of core labor standards in meetings with the G-8 finance ministers, and
meetings of the Governors of the World Bank and IMF. As a result, dialogue and
interaction among the IFIs, and the ILO as well as academics and labor representa-
tives have increased.

One significant, tangible result is that the World Bank's Multilateral Investment
Guarantee Agency (MIGA) and the International Finance Corporation (IFC) have
adopted a common policy to include in all their contracts a prohibition on the use
of forced labor and exploitative child labor. Recently the International Development
Agency (IDA) of the World Bank Group instructed the Bankto incorporate an analy-
sis of core labor standards in the prepar ation of assistance strategies for borrowing
countries.

The Department of Labor is working closely with the Treasury Department to
maintain and intensify the momentum created by the Administration's efforts to ad-
vance core labor standards in the policies and programs of the international finan-
cial institutions.

I /
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Generalized System of Preferences (GSP)
The GSP statute reqursta onre eevn preferential trade benefits be

taking steps to afford internationally recognized worker rights. The Labor Depart-
ment works closely with the United States Trade Representative's office to encour-
age developing countries whose worker rights practices are brought under the scru-
tiny of the GSP program, to take appropriate steps to come into compliance with
the statute's criteria..

Under this program, significant strides in promoting worker rights have been
made in several countries. F or example, El Salvador, Costa Rica, Panama and Para-
guay enacted labor code reform consistent with ILO norms. The Dominican Republic
was found to be taking steps to promote worker rights following adoption of meas-
ures to enforce the labor code in export processing zones.

The Administration has also acted to restrict GSP benefits where countries failed
to protect worker rights. In 1996, the Administration removed 50 percent of GSP
benefits from Pakistan because of child labor abuses and restrictions on worker
rights in export processing zones. In addition, the Administration suspended GSP
benefits from the Maldives in 1995 because of restrictions on freedom of association
and from Mauritania in 1993 because of failure to enforce laws prohibiting slavery.
Overseas Private Investment Corporation (OPIC)

Like the GSP program, the Overseas Private Investment Corporation also has a
legislative mandate making adherence to internationally recognized worker rights
a criteria for OPIC activity in a country. The Department of Labor is a statutory
member of the OPIC Board of Directors and has been an active participant in its
deliberations.

For example, the current DOL representative of the Board participated last year
in an OPIC mission to examine the extent to which South Korea complies with the
OPIC's worker rights standards. Following the mission, Korea was made eligible for
OPIC programa in June 1998 because of evidence that it has taken a number Sig-
nificant steps to promote freedom of association and the right to organize and bar-
gain collectively.
Worker Adjustm~ent

Even as we focus on our international labor agenda, we need to be mindful of the
first imperative I raised this morning: we must ensure that our workers who face
change from the global economy are given the tools to manage that change and that
no one be left behind. We must assure that workers who are dis.1cated from their
jobs due to trade-and for that matter for any reason-get the tools they need to
find and prepare themselves for new jobs.

The President's budget to be announced next week will emphasize our commit-
ment to this principle, and will put us on a path that will ensure that within five
years reemployment services and training will be available to all dislocated workers
who need it. This investment will be coupled with an initiative to improve rapid re-
sponse to worker dislocations and improve information which will link laid off work-
ers with services available in their communities.

But we have always had a special commitment to workers dislocated by trade. Be-
ginning with the passage of the Trade Expansion Act of 1962 all the way to the
1993 enactment of the NAFIZA Transitional Adjustment Asisistance (NAFTA-TAA)
Program this commitment has been reaffirmed. And I am hopeful. that we will con-
tinue-on a bipartisan basis-to support our system of assistance to trade-impacted
workers.

A little over a year ago, the President expressed his commitment to improving and
expanding the programs which assist workers who lose their jobs as a result of
trade. He proposed both administrative measures and legislative reforms that would
expand the coverage of workers who are adversely affected by trade and increase
the emphasis on the retraining of workers in a manner that would enhance their
ability to compete in the global economy.

As we began to consider ways to enhance and improve the programs, it became
apparent that the most meaningful reform would be the creation of a single trade
adjustment assistance program which would serve all workers whose jobs are lost
as a result of increased trade, regardless of which countries that trade may be with.
This includes covering workers who lose their jobs because of shift in production-,
whether it be to Canada or Mexico, or elsewhere in the world.

In designing this consolidated trade adjustment program, we adopted the best fea-
tures of TAA and NAF TA-TAA. We not only provided fir increased resources for
training, but also included provisions to make our assistance more timely, encourage
prompt readjustment and to make sure that workers access training that is most
suited to their individual needs.
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Our approach is consistent with the provisions of the recently-enacted Workforce
Investment Act. The bill anticipates the delivery of services through the One-Stop
career centers which are being established in all States and many communities.
And, consistent with the Government Performance and Results Act (GPRA), the bill
would also enhance program accountability by requiring that TAA and other dis-
located worker programs have common performance outcome measures.

I would like to recognize the efforts of Congressmen Robert Matsui and David
Bonior for introducing trade adjustment assistance reform legislation in the last
Congress and for collaborating closely with both the Administration and organized
labor in design of the consolid-ated program. And I am especially grateful that Sen-
ator Moynihan, who has a long record of championing quality worker adjustment
assistance for trade-impacted workers, last week introduced S. 220, the Trade Ad-
justment Assistance Improvements Act of 1999, which provides for these same im-

prtant enhancements and expanded program coverage. I also want to recognize the
long-standing commitment of Chairman Roth to trade adjustment concerns. The
President's FY 2000'Budget will propose the funding for this reform legislation and
I look forward to working with this committee to ensure its early enactment.

If we can achieve these objectives, then I think we will be much closer to the
need, as President Clinton said, to "put a human face on the global economy."

Thank you.

PREPARED STATEMENT OF ABRAHAM KATZ

Mr. Chairman, thank you for the opportunity to testify on labor and environ-
mental issues related to trade policy. Your review of U.S. trade policy is especially
timely as we approach the WTO Ministerial meeting later this year. Labor and envi-
ronmental issues will no doubt figure prominently in the discussions; indeed, if not
properly handled, they may undermine U.S. trade policy objectives in the coming
trade negotiations.

As you may know, my organization, the U.S. Council for International Business
(USCIB), represents American business in the International Chamber of Commerce
(ICC), the Business and Industry Advisory Committee to OECD (BIAC), and the
International Organisation of Employers (IGE), whose members represent business
in the tripartite International Labor Organization (ILO). We are therefore called
upon to formulate and promote American business views in the main international
organizations dealing with economic, labor and environmental policy. For this pur-
pose, we have strong corporate policy committees on a whole range of issues includ-
mng-and notably relevant to this discussion-trade, investment, labor, and environ-
ment. For many years-and well before the NAFTA negotiations-we have been
concerned with the nexus between trade, investment, labor and the environment.

Let me summarize the business position.
First, business has a major stake in the success of future trade negotiations.

These should build upon the achievements of trade liberalization which have ac-
counted in large measure for world and American growth and prosperity since the
Second World War.

Second, business shares the growing concerns and interest in improving the condi-
tions of workers not only in our country but worldwide. Similarly, business shares
the concern of protecting the ecology of the planet and has a major stake in assuring
that development is truly sustainable. Business is convinced that both objectives re-
quire continued economic growth, which, in turn, depends on further liberalization
of trade and investment.

Third, the difference between business on the one hand and organized labor and
environmental NGOs on the other is on the basic approach to pm-suing these objec-
tives in our relations with foreign countries, especially developing countries and
emerging markets. Labor and environmental groups advocate a unilateral sanction-
based approach, using trade as a weapon to impose their objectives on foreign coun-
tries. Business continues to assert the importance of multilateral cooperation, not
only in trade but in matters relating to labor and the environment. Business fears
that a unilateral sanction based approach would undermine the rule-based trading
system in which most countries have a stake, destroying the certainty and predict-
ability that is essential to future growth.

Fourth, the majority of countries will reject any attempt to impose on the rule-
based international trading system a unilateral sanction-based approach under
which their legal and contractual rights could be overridden by political decisions
in this or other industrialized countries. No matter how high minded the purpose,
they see such attempts as a protectionist threat, depriving them of their compara-
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tive advantage, an unacceptable interference in their internal governance and a vio-
lation of their sovereignty.

Fifth, from a business point of view, American corporations which, according to
numerous impartial studies, have led the way in both labor relations and environ-
mental -management, would be at risk if their trade and investments were to be se-
riously impaired by sanctions imposed on the countries in which they do business
for reasons totally extraneous to the companies' actions.

Sixth, how our government articulates its policy on environmental and labor mat-
ters in relation to trade policy will be closely watched abroad. I include the outcome
of the debate on Fast Track legislation. Other countries are sensitive to even im-
plicit espousal of the unilateral sanction-based approach. As the experiences at the
WTO Ministerial meetings in Marrakech (1994) and Singapore (1996) have dem-
onstrated, they are not buying. Returning to the charge will threaten the achieve-
ment of our trade policy objectives and undermine our ability to make progress on
our labor and environmental objectives through multilateral cooperation.

Seventh, business recognizes that if it is to be persuasive on a multilateral cooper-
ative approach, it must contribute constructively and creatively to achieving the fun-
damental objectives of improved conditions of workers throughout the world and en-
vironmental protection. I believe that the initiatives we have taken thus far have
made such a contribution. If business is to continue to be successful in countering
the unilateral sanction-based approach, it must continue to work for a multilateral
cooperative approach.

My remarks thus far concern the basic concept relating to both labor and the en-_ _

vironment. I will now illustrate my points by describing some of our constructive
initiatives in each of the subject areas.

LABOR

Let me turn first to the labor question. For many years now, the international
trade union movement has sought to introduce the "social clause" into the inter-
national trade system. The idea, which had its origin in the last century, was to
equalize labor costs across borders either by a cost equalization tax, as the U.S. and
the U.K. did in the early thirties, or by the threat of use of trade sanctions against
countries that do not adhere to what are described as core labor standards. This ap-
proach was basically rejected in favor of voluntarily adopted standards when the
ILO was set up by the Treaty of Versailles. On the trade side, it has been repeatedly
rejected by both the GATT and the World Trade Organization. Nevertheless, this
innocuous sounding "social clause" has a long shelf life. The arguments in its favor
are spurious. Both the OECD and GATT cite empirical studies that low labor stand-
ards do not lead to a "race to the bottom." Nor is labor an item in international
commerce like commodities, services, or intellectual property which are subject to

_, contractual agreements under GATT rules providing for the withdrawal of conces-
sions. Sanctions will not improve labor rights abroad growth through trade and in-
vestment will.,

In the context of the NAFTA negotiations, business. argued successfully that work-
er rights should be kept out of the trade agreement. Instead , they were made part
of a broader cooperative sidebar labor agreement. The USCIB, even before the nego-
tiations got under way, initiated a cooperative program with Mexican business asso-
ciations to exchange best practices in human resource management. In the context
of the North American Agreement on Labor Cooperation, we continue to emphasize
cooperative programs rather than resorting to confrontational complaint procedures
which can prove counterproductive.

In the global context, I am proud to say that USCIB played a key role in moving
the multilateral cooperative approach forward through the ILO's Declaration on
Fundamental Principles and Rights at Work. This was basically our idea. We first
sold it to the IOE which, at its June 1996 General Assembly, incorporated it in a
resolution against the social clause. We ultimately succeeded in winning the support
of the ILO's tripartite structure encompassing labor, business, and government. And
the constructive, collaborative work on the U.S. side with the U.S. Department of
Labor and the AFL-CIO, and internationally between the IOE and the Inter-
national Confederation of Free Trade Unions (ICFTU), bore fruit against what
seemed-at times insurmountable odds.

What will the Declaration do? Put simply, the Declaration provides a political
track, as distinct from the ILO's traditional juridical track, for the protection of
workers' rights. The Declaration, and a follow-up mechanism being developed as we
speak, will allow ILO members to deal with egregious cases of violation of workers'
rights in deliberate and persistent patterns of bad governmental behavior. We be-
lieve that "sunshine," in the form of peer review and publicity, and targeted tech-
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nical assistance will -do much more-and much more quickly-to promote workers'
rights than the sledgehammer approach of trade sanctions, which is bound to en-
counter strong resistance from other countries.

I should point out that negotiating the Declaration with developing countries was
made difficult by previous attempts by the Administration to link trade and labor
standards and by the explicit statements and actions of' trade union leaders and
labor activists. That is why developing countries insisted that the Declaration in-
clude a paragraph that states exp licitly:

" . labor standards should not be used for protectionist trade purposes, and
that nothing in this Declaration and its follow-up shall be invoked or otherwise
used for such purposes; in addition, the comparative advantage of any country
should in no way be called into question by this Declaration and its follow-up."

The President has announced that the U.S. will contribute $25 million to support
the implementation of this Declaration and to help on a project basis, with nec-
essary technical assistance to poorer countries that lack the institutional framework
and infrastructure to meet their obligations under the Declaration. I would argue
that we should do all in our pwer-and together-to make the Declaration work.
This is an approach that is likely to prove most effective in lifting up labor stand-
ards in developing countries.

The U.S. Congress could help ensure the success of this effort by fully funding
the Administration's initiative. The Congress should make clear in any future Fast
Track legislation that the proper approach to improving labor standards internation-
ally is to make this particular Declaration work and charge the ILO with vigorous
action to bring about that result. Such a statement would build on language in
S.2400 which you considered last year. It should make clear that the ILO, not the
WTO, is the appropriate body to address concerns about labor rights.

The President has also mentioned a U.S. contribution of $30 million to the ILO's
program on the Elimination of Child Labor (IPEC). He also referred to the conven-
tion being negotiated in the ILO on the most abusive forms of child labor. I am
proud to say that the idea of this convention also sprang from an employer initiative
in the form of a resolution adopted at the same TOE General Assembly that I men-
tioned earlier. The basic concept is to deal with the most egregious forms of child
labor through cooperative programs which provide alternatives to the children and
their families in the forn of schooling and income support. The guiding principle
is toassure that thechildren andtheir families are not worse off asthey might well
be under a heavy-handed trade sanction or boycott approach. The employers of the
IQE have not waited for the convention to take action. By the same resolution of
1996, they commissioned a manual of best practices to guide employers' organiza-
tions as to what has worked in other countries in eliminating and alleviating the
problems associated with child labor.

ENVIRONMENT

Let me now turn to environmental issues. Clearly, we in the business community,
like all Americans, are anxious to do all that we can to protect the ecology of this
planet. But we do not see, as many environmentalists apparently do, any inherent
conflict between preserving the earth's environment on the one hand and trade lib-
eralization and economic gowth on the other. As in the case of labor, empirical
studies have established tha~t there is no "race to the bottom." Indeed, under the
business community's concept of sustainable development, the technological innova-
tions, management systems, and financial resources generated by global economic
growth can be-and must be-harnessed to bring about environmental improve-
ments. Economic growth is necessary to generate the resources needed to develop
and invest in clean technologies. The WTO secretariat makes this point, adding that
"trade and growth can encourage the development and dissemination of environ-
ment-friendly production techniques as the demand for cleaner products grows and
trade increases the size of markets." It also points out that international companies
may also contribute. .... by using the most modem and environmentally clean tech-
nology in all their operations.

This is the concept underlying the Business Charter for Sustainable Development,
an initiative of the International Chamber of Commerce, which I am proud to say
was importantly backed by the USCIB. The Charter, incorporating sixteen prin-
ciples of corporate environmental management, was promulgated by the ICC in
1991 and continues to provide a practical guide to corporate environmental manage-
ment. For example, the ICC, working together with the United Nations Environ-
ment Programme, developed detailed training kits on environmental management
based on the Charter. I mentioned earlier the USCIB initiatives taken before the
NAFTA negotiations to exchange best practices with the Mexican business commu-
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*Mt on labor matters. We did a parallel exchange on environmental management
which was very successful and continues to this day under the aegis of the Commis-
sion for Environmental Cooperation.

Environmental improvements and the further development of the international
trading system go hand in hand. In that regard, I would like to quote, a highly influ-
ential and thoughtful study by the OECD:

"In general termsL, trade liberalization will have a positive impact on the envi-
ronment by improving the efficient allocation of resources, promoting economic
growth and increasing general welfare, provided effective environmental policies
are implemented. OECD Governments view trade liberalization as a positive
agent which could provide resources for environmental improvement, particu-

lary fr dvelpig countries and economies in transition."
However, many in te environmental community challenge that analysis and see

trade as harmfulto environmental protection. Only recently, a prominent environ-
mental NGO attempted a point-by-point public refutation of the OECD's publication,
Open Markets Matter. In the view of a number of environmental NGOs, the
globalization of production and markets has had negative environmental effects. Ac-
cordingly, they favor the use of trade measures to enforce environmental standards.
Some would go further in urging the use of unilateral trade sanctions to force gov-
ernments to adopt stricter environmental standards. They argue this position on the
grounds of the primacy of the environmental cause.

In the view of business, the issue is not which set of policies-trade or environ-
ment-should have prorty. Both can be legitimate expressions of national interest.
But there is a clear need to manage conflicts between trade and environmental poli-
cies in ways that protect the integrity of a rule-based, open trading system, while
also permitting governments to address national and international environmental
concerns. In other words, the task is to reach international agreement on the appro-
priate use of trade measures for the pursuit of environmental goals. Without such
agreements, governments will find themselves caught between public pressure for
unilateral action to achieve an environmental goal and opposition from both busi-
ness and other governments because of the potentially adverse commercial impact
of such actioris. When governments either find it impossible or undesirable to resist
the pressure for unilateral action, trade conflicts will almost inevitably arise.

In 1996, we in USCIB, working with other business organizations, developed a
proposal to establish internationally agred criteria for the use of trade measures
in Multilateral Envirornental Agreements (MEAs). We proposed an arrangement
within the WTO whereby trade measures called for in an MEA that met certain cri-
teria would be compatible with other international trade rules. We further refined
these proposals, suggesting ways of giving guidance to WTO Dispute Panels on how
to resolve disputes involving conflicts between MEAs and international trade rules.
We presented these views to USTR's Trade and Environmental Policy Advisory
Committee, but, unfortunately, they went no further because some environmental
NGOs could not accept the notion of the VITO having my jurisdiction over many en-
vironmental dispute. They even advanced the proposition that such disputes should
be referred to the World Court in The Hague.

Mr. Chairman, we believe that our approach still has merit and deserves further
exploration both within the USG and in the WTO. As you may know, the WTO es-
tablished a Committee on Trade and the Environment (CTE) to deal with such
issues, but it has made no tangible progress in meeting the objectives assigned to
it by Trade Ministers in 1994. The glacial pace of these talks, largely attributable
to the absence of U.S. leadership because of a policy stalemate in Washington, is
especially disturbing since many NGOs have stepped up their campaign for ex-
panded use of trade sanctions to meet their environmental goals.

We hope, therefore, that the Administration will take advantage of the upcoming
WTO High Level Meeting on Trade and Environment to accelerate work on these
critical issues. U.S. leadership could breathe some much needed life into these dis-
cussions and perhaps pave the way for a necessary clarification of international
trade rules to reduce the risk of damaging international disputes over environ-
mental policies.

THE NEGOTIATING CONFLICT

Finally, let me say a few cautionary words about the attitudes of our trading part-
ners, especially in the developing world, about proposals to use trade sanctions to
meet labor an d environmental objectives.

I need not remind you that WTO, as GATT before it, has no provision for adopting
sanctions against its members. Article XX allows a contracting party to take meas-
ures under certain conditions for specified purposes. If, by any chance, additional
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poiions were added, the actions of individual contracting parties would wreak
havoc with the MFN system and cause innumerable disputes, To amend the WTO

to change the fundamental nature of the organization would be next to impossible.
On the trade and labor front, developing countries are highly suspicious of the at-

titudes of the U.S. and some other Western governments, which have continued to
push without success the idea of bringing labor issues into the WTO. They believe
that these governments are more concerned about protecting their markets from
low-pr*ced competition than about the observance of labor standards. And in the
case Of the WTO Committee on Trade and the Environment, they demonstrated a
similar suspicion of Western motives. They strongly resist the notion of giving a
trade body the right to judge a country's adherence to that which they consider to
be matters of domestic governance.

Public statements by labor leaders and labor and environmental activists as well
as by our own Administration's leaders-and, I might add, the debate about fast
track-have fed this suspicion. Is it any surprise that the Latin Americans have re-
jected American attempts to set up working parties on labor and the environment
in the context of the F TAA? The Latin Americans have relegated hemisphere labor
issues to the forum of Hemisphere Labor Ministers. Despite U.S. efforts to create
separate working groups on labor and environment, Latin governments agreed only
to a Committee on Civil Society, which will receive the views of the trade union
leaders and environmentalists in writing and incorporate them in reports to the ne-
gotiators.

The ILO's Declaration on Fundamental Principles and Rights at Work rests on
a fragile consensus between developed and developing countries because of these
suspicions on the part of the latter. The best way to undermine the good work un-
dertaken in reaching agreement on the Declaration and then promoting its imple-
mentation would be a high profile effort by the U.S. and other sympathetic govern-
ments to try-once again-to introduce labor issues into the WTO.

Let us keep our eyes on the ball. If we are serious about improving the lot of
workers in developing countries, we must give the ILO's Declaration a chance to
work.

Similarly, we can expect strong opposition to any effort to force our trading part-
ners to give up their WVTO rights in the name of environmental protection. They
argue frequently and fiercely that their stage of development does not permit an
elaborate and advanced environmental regulatory regime as in developed countries.
We face a strong challenge in overcoming the suspicions of developing countries sim-
ply in obtaining a clarification of GATT/WTO rules on the use of trade measures
in MEAs. The notion of giving some other body such as the World Court the right
to arbitrate trade and environmental disputes is fanciful. Other countries have paid
for their WTO rights through trade concessions, and they will not abandon those
rights simply because environmentalists oppose on principle giving the woild trade
body any jurisdiction over environmental matters.

There are, of course, many things the WTO can and should do to improve the
transparency of Dispute Panel proceeding which are the source of so much con-
troversy. The U.S. Government has put forward some sensible suggestions to that
effect which we in the business community fully support. That is the direction we
should follow.

These thoughts about the concerns of our trading partners are important as the
Congress begins to consider the negotiating objectives that you may wish to include
in any new Fast Track legislation. If you set the bar too high, U.S. negotiators, no
matter how skilled, or how much influence the U.S. seemingly should have in inter-
national organizations, will not be able to deliver the goods. And we in the business
community would very much regret it if new, trade opportunities that may arise at
the conclusion of a new round of trade talks were to be held hostage to labor and
environmental conditions that were unattainable from the start.

Mr. Chairman, thank you again for giving me the opportunity to share my
thoughts with you on these important matters.

PREPARED STATEMENT OF J. PETER KELLY

I appreciate the opportunity to appear on behalf of the LTV Corporation before
the Senate Finance Committee to discuss the current crisis plaguing the U.S. steel
industry. These hearings come at a truly critical time for our businesses and our
employees.

I want to focus my remarks today on four aspects of the steel import crisis: First,
I want to give you a sense of the seriousness of the situation; second, I will provide
a summary of actions taken by LTV and the industry to deal with the current crisis;
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third, I will offer an outline of administrative action and legislative initiatives t-hat
need to be pursued; and fourth, I'd like to suggest what will happen if the crisis
does not end soon.

Before discussing these important issues, however, I think it is important to give
some background on the U.S. steel industry. In particular, I want to address mis-
conceptions still held by many important government policy makers about this in-
dustry.

THE U.S. STEEL INDUSTRY

To begin with, it is important to understand that virtually every steelmaker in
the United States is a publicly-traded company. That means we have a duty to earn
a return from the assets purchased..by our shareholders' investments. This is a seri-
ous responsibility. Furthermore, we provide competitive levels of pay and benefits
to our employees, provide pensions and insurance for our retirees, and ensure a safe
working environment. Pensions and health care alone total $500 million annually
for LTV. Steel companies play an important role in the economic well-being of the
communities in which they operate.

Federal regulations require us to operate our facilities in -compliance with some
of the world's most stringent environmental laws. The communities in which we
make steel demand that our companies operate with respect for the people who live
near us. And, steel is an extremely capital-intensive industry-LWV, for example,
must spend between $250 and $300 million every year to sustain its current level
of steelmaking capability and to keep pace with the changing needs of our cus-
tomers. $50 million is spent annually on environmental activities.

The U.S. steel industry is an efficient, high quality, value-creating part of the na-
tion's economy. U.S. steelworkers are the most productive in the world. Unfortu-
nately, many policy makers may still hold on to an outdated image of the steel in-
dustry-that it lags in both efficiency and competitiveness. That is not the case.
U.S. steel companies have transformed themselves. The industry went through a
painful restructuring in the 1980s-losing hundreds of thousands of jobs and invest-
ing over $50 billion into new technologies, equipment and facilities. Since 1986, LWV
alone has invested $3 billion in new capital. We also spent millions to retrain our
people.

Companies like LWV Steel have dramatically improved their manufacturing proc-
esses and adopted cutting-edge technology, such as continuous casting, vacuum re-
fining and continuous annealing. In fact, LTV is part of a consortium that received
one of the prestigious 1998 Technologies of the Year awards, part of IndustryWeek's
sixth annual Technology and Innovation Awards Program. The new technology-the
UltraLight Steel Auto Body-will help our partners in the automotive industry meet
the fuel economy, safety and environmental challenges of the 21st century. Indeed,
America's steel companies, as an ongoing Carnegie-Mellon University study has
found, are now among the most efficient and productive in world. By contrast, a sig-
nificant amount of CIS-country steel tonnage is still produced by the grossly ineffi-
cient open-hearth method-a process no longer used by any U.S. steel producer.

The result of this transformation is a steel industry that is at the very heart of
America's competitiveness-a steel industry that is the backbone of our manufactur-
ing base, our military readiness, and our infrastructure. The steel industry is also
critical to our economy, providing high-skilled jobs with family-supportive wages-
and contributing directly and indirectly over $70 billion per year to the U.S. econ-
omy.

And, the U.S. steel industry is good for the environment. A group of 20 environ-
mental organizations, including Earth Voice, Wildlife Land Trust, and Friends of
the Earth, recently wrote to President Clinton in support of our industry. They stat-
ed that U.S. steel companies are "among the very cleanest, if not the cleanest, in
the world." This group concluded: "if you want to reduce global emissions from steel-
making, make more steel in America."

In short, Mr. Chairman, the U.S. steel industry is world-class. We do not need
or want protection from the challenges of competition based on product quality, pro-
duction cost, fair pricing based on cost or customer service. Ours is not an industry
that can or should be effectively ceded to other countries who are unwilling to play
by the internationally-recogni zed fair trade rules--especially not for elusive foreign
policy reasons or macroeconomic theories.

IMPORT CRISIS

Why are we here? If the steel industry isnw world class, shouldn't we be profit-
able at a time of record demand in the Uited States?
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The short answer is yes. We certainly should. And, given a level playing field, the
American steel industry can-and will-thrive. Indeed, given both (1) the remark-
able efficiency of the U.S. industry-particularly compared to some of our foreign
competition-and (2) the very significant transportation costs faced by foreign pro-
ducers exporting to the United States, the U.S. industry is the low cost producer
for our market. When all of the established rules of law are observed, no one should
be able to beat U.S. companies in this market.

Unfortunately, foreign steel industries have been more subsidized, more protected
and more cartelized than any other industrial sector. While the U.S. industry re-
structured, many of our foreign competitors did not make the same painful deci-
sions. Instead, many foreign steel companies have made decisions driven by national
industrial and social policies, such as maintaining artificially high employment. This
has led- to vast foreign overcapacity and global oversupply. Of course, this glut of
foreign steel must go somewhere. And to no one's surprise, it has landed in the
United States-the world's only open market of any size.

As the Committee examines the data detailing the sharp increase in steel imports
and its effect on the U.S. industry, it is essential to keep in mind the root of this
crisis: uneconomic decisions by foreign governments and foreign producers creating
excessFworldwide capacity. In fact, past foreign overcapacity and the resulting unfair
trade practices have harmed U.S. companies to the point where today the U.S. in-
dustry in periods of strong manufacturing activity can no longer satisfy 100 percent
of U.S. demand. Sadly, our customers already depend on imports to meet some of
their demand. We do not object to imports, we only oppose those which are unfairly
dumped into an already competitive U.S. market. The current glut of dumped im-
ports is farther eroding U.S. companies' market share, displacing U.S. sales and
U.S. jobs, and wreaking havoc on our employees and the communities in which we
operate.

Mr. Chairman, this is a supply-driven crisis, in which an already enormous world
steel overcapacity problem has been made much worse-triggered by major struc-
tural economic failures in Asia, Russia, and most recently Brazil. Today, over 300
million tons of foreign steel capacity, or roughly one-third of total world steel capac-
ity, is desperate for new markets. As the Executive Director of the steel importers
association admitted to the Journal of Commerce, "there's no place left to put the
steel."

He's right: America's docks and warehouses are full. The inventories remain at
record levels. Yet, unprecedented levels of unfairly-traded and disruptive steel im-
ports continue to pour in from every corner of the globe-creating an unparalleled
threat to all that our world-class U.S. steel companies and workers have achieved
in recent years. This is not normal trade. This is an extraordinary event, without
precedent in our history. This is also a global problem-not simply a single product
issue from only a few countries.

The numbers are simply astonishing. In November 1998-the last month for
which we have Government data-imports of steel mill products reached a record
37 percent of domestic consumption, up from 23 percent in November 1997. Imports
from January to November 1998 were 39 million tons, an all-time record and an in-
crease of 33 percent from the 29.4 million tons in the same 11-month period in 1997.

Despite depressed prices and a glut of foreign steel products, steel imports just
keep coming. We witnessed dramatic increases in each quarter of 1998: 7.7 million
tons of steel imports in the first quarter; -10.7 million tons in the second quarter;
12.4 million tons in the third. We do not yet have import data for the fourth quarter
of 1998, but imports in October and November were 8.2 million tons, an increase
of 63 percent over the same two months in 1997.

Japan alone accounted for 41 percent of the import surge in the first 11 months
of 1998. Russia and Korea accounted for another 38 percent. By product group, hot-
rolled sheet and plate-in-coil accounted for almost 50 percent ofthe volume surge
in 1998. This surge explains why the steel companies and unions joined forces to
file unfair trade cases against imports of hot-rolled carbon steel flat products last
September.

Again, the numbers are incredible. In 1997, imports of hot-rolled carbon steel flat
products averaged about 525,000 tons per month. In 1998, monthly imports aver-
aged almost 1,000,000 tons per month. The surge was concentrated in the last half
of the year, which led to sharply falling prices and shipments by domestic producers.
Hot-rolled imports averaged 676,000 tons per month from January to June, but then
exploded to an average monthly rate of 1 .3 million tons from July to November. No-
vember 1998 imports reached an all time record of 1.6 million tons, capturing over
55 percent of the American market that month. For the first time, there was more
foreign-made hot-rolled steel in our market than domestic-made products.
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This import surge is not limited to hot-rolled carbon products or to these three
countries alone. Import surges, both by country and by product, are occurring broad-
ly. (see attachment)

No one can recall a time when U.S. steel prices have fallen this far this fast in
a period of record U.S. market demand. The painful truth is that dumped and sub-
sidized imports are deriving most of the benefits of our own successful efforts to
grow the demand for steel in the United States and North America.

It is important to step back and consider where we are going. All of this is hap-
pening in a robust American economy. If the economy slows down, what will be the
impact of imports at these or even higher volumes? Steel demand, like demand for
most manufacturing, is cyclical. If unfairly-traded imports undermine the U.S. in-
dustry in the period of peak demand, it is frightening what the impact will be as
demand inevitably recedes. Unlike previous periods of high import volume, U.S.
companies no longer have any slack due to inefficiencies or overcapacity. As de-
scribed above, this industry already has undergone the painful but necessary re-
structuring. Unfairly-traded imports in this crisis will displace efficient production
and high-skilled jobs.

The impact of this accelerating national crisis cannot be overstated. There have
been bankruptcies and mill closures. Both Acme Metals, Inc. and Laclede Steel
Company, for example, recently filed for bankruptcy, affecting plants and workers
numerous states. Another steel company ,in the West has stated publicly that they
will miss their debt payment in the first quarter of 1999.

U.S. steel companies are also being forced to dramatically cut both production and
capacity utilization. In the fourth quarter of 1998, LTV cut production 14 percent-
nearly half a million tons-and utilization fell 19 percent. Sales fell because of lower
shipments and selling prices. Shareholder value is being affected, and companies are
facing the problem of committing future capital investment to an industry that can-
not generate satisfactory return on its investments.

Of course, in talking about lower shipments and price depression-it's easy to lose
sight of what that means. President Clinton said it best: "We have got to put a
human face on the global economy." For U.S. steelworkers, unfairly-traded imports
mean layoffs or short work weeks or lower pay. Workers who have worked their en-
tire lives in a steel company must now find a new job--and for many, those jobs
simply will not exist. I don't think this is the Committee's vision for American work-
ers.

And this crisis is not limited to any particular geographic area-it is truly coun-
try-wide. Affected mills and workers include those in West Virginia, Pennsylvania,
California, Illinois, Utah, Ohio, Alabama, Maryland, Indiana, Texas, Michigan,
Iowa, and North and South Carolina-and the list continues to grow.

Mr. Chairman, employees at my own company, LTV Steel, have felt the surge of
imports in a most personal way. We havd been forced to eliminate jobs, reduce or
eliminate overtime, and take other steps to reduce our costs in the face of the on-
slaught. Just weeks ago, in November and December, over 2,500 LTV employees
were laid off or assigned to lower paying assignments due to import-caused produc-
tion cutbacks. This is the equivalent of 215,000 hours of lost earnings. With an aver-
age hourly wage rate of $18.25, that represents about $4 million in lost wages-over
$1500 per family in just this relatively short period of time.

We also had to reduce production at our iron mining company in Minnesota by
some 350,000 tons in December, with a similar effect on the operations' 1300 em-
ployees-and there are clearly no alternative jobs available in that area for these
people.

The pain extends beyond steel company employees-LTV Steel also has reduced
its use of outside contractors to reduce costs and keep more of our people on the
job. Already, the contractor community has lost the work for about 150 employees
as a result, and that total will rapidly climb. I know that other steelmakers are ex-
periencing similar circumstances.

The effect is widespread. These unfair trade practices have cost over 10,000 UJ.S'
jobs, and many thousands more are threatened. And believe me-the losses will not
stop there. For every one million tons of domestic steel lost, nearly 5000 U.S. jobs
are directly or indirectly affected. Suppliers and downstream users such as steel
processors and fabricators are already experiencing the fallout.

CURRENT TRADE CASES

Steel companies and our unions have joined together to take all available nec-
essary and appropriate legal actions to address the crisis. On.September 30, 1998,
twelve domestic producers and two unions filed trade cases against hot-rolled carbon
steel products from Russia, Japan and Brazil. Steel producers in these countries



308

have dumped steel products and, in the case of Brazil, also sold heavily subsidized
steel products into the U.S. market. These cases document dramatic unfair trade
margins ranging from 27% to 199%. This unfair trade has seriously injured the U.S.
industry, and it is critically important that the trade laws be fully, expeditiously,
and uncompromisingly enforced.

Let me express my appreciation for the fact that Secretary Daley has seen to it
that the cases we have filed are proceeding on an expedited basis. The findings thus
far have confirmed the trade-distorting actions of our trading partners. On Novem-
ber 13, all six members of the International Trade Commission voted affirmatively
in the preliminary determination on the question of injury. On November 23, the
Department of Commerce announced an affirmative preliminary finding of "critical
circumstances" on the Japanese and Russian cases. The Department's finding
means that antidumping duties may be imposed on entries of merchandise made up
to 90 days prior to the Department's preliminary determination of dumping. It is
very important to note the reasons for this finding: First, imports from Russian and
Japan have increased by about 100 percent during the period examined. Second,
with respect to Russia, there is a history of dumping findings on Russian hot rolled
steel in other foreign markets. Third, with respect to Japan, based on the size of
the alleged margins and other factors, importers of Japanese steel knew or 'should
have known that the imports were dumped and were likely to cause injury to the
U.S. industry. And fourth, there was evidence that importers had knowledge that
dumping cases were coming.

The Commerce Department announced it would make preliminary dumping deter-
minations on February 12, almost three weeks ahead of the statutorily mandated
time. In responding to the surge of unfairly-traded imports, it is essential that these
trade cases be handled expeditiously.

It is imperative that these cases be allowed to proceed to final determinations and
to the imposition of appropriate antidumping and countervailing duties.

There has been much talk lately about a possible agreement with Russia-an
agreement that would guarantee inefficient Russian steel companies a percentage
of the U.S. market andterminate our cases. Let me be clear on this very important
point. I oppose suspension agreements. While no one would question the goal of a
stable Russian economy, make no mistake about it-the push for a suspension
agreement with Russia is designed to help that country at the expense of U.S. steel-
workers. Indeed, such a policy is lose-lose: Russia has a reduced incentive to stream-
line its inefficient steel industry, and Americans lose jobs. Moreover, this is horrible
environmental policy. I am surprised that this environmentally-conscious Adminis-
tration would want to prop up Russian steel mills-which are so flawed environ-
mentally.

I am calling on President Clinton, Vice President Gore, Secretary of State
Albright, Secretary of Treasury Rubin, Secretary of Commerce Daley, and U.S.
Trade Representative Barshefsky to stop these talks with Russia that are taking
place today in Paris-before more American unemployment is caused.

LTV and other companies are carefully reviewing all available alternatives under
the law, including additional antidumping and countervailing duty cases-and other
measures under the trade laws, including a possible action under section 201. We
will file additional cases when appropriate. U.S. steel companies are committed to
enforcing our rights under U.S. trade laws. The current crisis has been caused by
trade that is inconsistent with these laws.

ADMINISTRATION ENFORCEMENT

Over the last couple of months, I have joined with other senior officials from both
the steel companies and the unions in meeting directly with the President and Vice
President, the Secretaries of State, Treasury, Commerce, and Labor, the U.S. Trade
Representative, the White House Chief of Staff and other senior Administration offi-
cials. We were pleased that the President recognized and spoke forcefully to the
steel import crisis in his State of the Union Speech, but now we need actions and
not more- words.

It is important to understand that LTV is not seeking so-called "protectionist"
measures. Indeed, the U.S. industry has consistently supported free and fair trade--
both through international trade agreements and strong U.S. trade laws. The cur-
rent crisis, however, requires a comprehensive Administration plan to stem the flood
of all unfairly-traded imports. The Administration and Congress must work together
to ensure prompt, enhanced enforcement of the trade laws. But, let me be clear: If
what we are now seeking is not timely provided or fails to do the job, then we will
have no choice but to pursue more drastic measures.



309

We have presented the Administration with a number of actions that need to be
taken in order to address this import crisis, including: (1) forceful bilateral discus-
sions with all countries that are engaging in unfair trade (this does not include an
agrement doing away with the antidumrping case against Russia); (2) prompt and
effective enforcement of trade cases brought by the industry; (3) self-initiation by
the government-in consultation with the industry as appropriate--of antidumping,
countervailing duty, section 201 and other cases; (4) imposition of a tariff on Rus-
sian shipments, utilizing the 1990 USSR-US Agreement on Trade Relations and
other Presidential authority; (5) swift action to deal with the global steel cartel
using section 301, WTO procedures or antitrust laws; (6) utilization of CVD regula-
tions to provide strong CVD remedies; (7) support for an effective steel import mon-
itoring system under current law, including support for legi slative changes if re-
quired; (8) support for new trade legislation that will strengthen our trade laws con-
sistent with the WTO; (9) support for hiring and nominating the highest qualified

public servants to administer our trade laws; and (10) forceful statements by the
president and other Administration officials that unfair trade will not be tolerated.

As you know, Congress last year called on the President to formulate a com-
prehensive plan for ad dressing the flood of unfair steel imports. In response, on Jan-
uary 7, 1999, the Administration released its Plan for responding to the current cri-
sis. While we appreciate the attention the Administration has given to this matter,
the January 7 Plan was both inadequate and unreflective of the severity of the steal
trade crisis. The Plan does not address many of the U.S. industry's most serious
concerns and instead sets out several proposals that the industry did not request
and, in some instances, views as counterproductive.

First, while we appreciate that the Administration has had some high-level dis-
cussions with a few of the exporting countries, these discussions have neither (1)
included all of the offenders nor (2) resulted in enforceable commitments to slow ex-
ports or stop unfair trade. In fact, despite the Administration Plan stating that it
is their understanding that Japan would reduce steel exports to "close to 1997 lev-
els," the Government of Japan has bluntly and publicly rejected this position. Most
of Japan's reduction in shipments is in fact the result of the case the industry and
unions brought against Japan's dumping of hot-rolled steel. Nor has there been any
detectable progress on the critical issue of "burden sharing"-that is, the refusal by
major trade powers like Japan and the EU to accept their fair share of steel exports
from economically troubled Asian and East European countries.

Second, we applaud the Commerce Department's accelerated consideration of the
pending hot-rolled antidumping and countervailing duty cases. Commerce also has
made an important finding of critical circumstances in thse cases. These are impor-
tant and helpful steps. Despite the industry's request, however, the Administration
has not made the necessary commitments to self-initiate appropriate cases under
the trade laws.

Third, the President has, but so far refuses to use, legal authority to curb steel

iMports from Russia through emergency tariffs imposed under section 125(c) of the
Trde Act of 1974. (The U.S.-USSR Agreement on Trade Relations expressly allows

such a measure.) Worse, the Administration indicates that despite industry opposi-
tion, it may negotiate a suspension agreement with Russia in the pending hot-rolled
case. Such an agreement would deny the industry the full relief to which it is enti-
tled. Again, for the record, I oppose any suspension agreement.

Fourth, the Plan proposes to accelerate the public release of steel import data. Re-
cently, the Administration announced expedited release of data. While we appre-
ciate this action, the Administration's January 7 Plan does not propose a com-
prehensive import licensing system, like Cana da's. The Administration must work
with Congress to establish a more effective import-licensing system in the United
States.

Fifth, the Plan does not address the need for legislation to enhance the trade
laws. In perhaps the most striking example, the Plan does not even endorse changes
to section 201-changes which would conform the U.S. standards for safeguard re-
lief with the rules in the WTO Agreement on Safeguards. This is the absolute mini-
mum that must be done.

Sixth, the Administration Plan is not comprehensive. The Plan addresses only im-
prts from Russia and Japan, ignoring not only Brazil-against which we have filed
both antidump ing and anti-subsidy cases-but also a host of other countries, includ-

ing Korea, India, South Africa, and Taiwan, to name a few. For example, comparing
the first 11 months of 1997 to the first 11 months of 1998, imports of cut-to-length
plate from South Korea increased by over 1,200 percent, and from Indonesia by over
250 percent. Addressing imports from only two countries will merely result in sub-
stitution: imports from other subsidized and protected foreign companies will take
the place of those from Russia and Japan. There is ample evidence that over the
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years the global trading firms have become expert in matching up sources of un-
fairly-traded steel with our U.S. market. The U.S. industry needs a long-term and
comprehensive policy, not short-term triage.

Finally, the Plan includes tax and "trade adjustment" proposals that we did not
request and do not support. This tax proposal involves extending the net operating
loss carry back for steel from 2 to 5 years. It assumes massive, long term, losses
in the industry-something we are all working hard to ensure does not occur. Fur-
thermore, it would create the false impression that the U.S. steel industry is being
subsidized by the government. Similarly, the Plan offers enhancements t~o the trade
adjustment assistance program that were not proposed by the industry or its
unions. This trade adjustment assistance proposal is premised on workers losing
more jobs. The industry is proud of its highly-skilled and very capable workers-
and does not regard tinkering with the trade adjustment assistance program as an
appropriate response to the import crisis. Instead of helping our industry respond
to unfairly traded imports and remain competitive, the Administration has offered
special tax rules for losses and retraining programs for our workers. The Adminis-
tration by its proposal is asking us to accept "defeat" and to live with the gross vio-
lations of our trade laws. We at LTV will not do this.

STRENGTHENING THE TRADE LAWS

In addition to what the Administration can and must now do under existing law
to address the steel trade crisis, legislation is needed to make our remedies against
unfair trade more effective in these new economic conditions and to make sure those
remedies continue to function effectively into the future. The steel industry is deeply
appreciative of the legislative efforts by Senator Rockefeller and Senator Specter,
and separately by Senator DeWine and other members of the Steel Caucus. We urge
other Members to follow their lead and support efforts to improve the trade laws
so that our trade remedies are effective in stopping unfair trade and to ensure that
industry and workers are not irreparably harmed.

It has been a full decade since the Congress last enacted an omnibus trade law
reform bill. In that decade, and especially in this most recent crisis period, we have
learned that the existing laws do not provide the timely and effective remedies in-
tended by Congress and permitted by WTO rules, and which are necessary to con-
tinue open and market-based trading.

The steel industry has supported international agreements intended to open world
trade. In particular, we supported the WVTO agreements, which established new
international rules for the trade remedies imposed from time to time by WTC) Mem-
ber governments. But we did so based on an understanding that the United States,
with the world's largest open market, would maintain and enforce the strongest pos-
sible remedies consistent with the new rules to act against unfair and injurious
trade practices. Congress intended that these laws provide remedies, but all too
often they do not work.

Simply put, existing laws are not adequate to deal with rapid import surges and
the resulting plummet of prices. Improved laws on so-called safeguard measures are
particularly necessary. For example, Congress should pass legislation providing that
a rapid decline in prices coupled with a rapid increase in imports creates a threat
of serious injury for triggering the application of safeguard measures.

But safeguard measures alone cannot be effective if up-to-date information is not
available. As I suggested before, delays in providing steel import information to the
industry can and should be addressed through immediate Administration action.
The Department of Commerce has taken a significant step by providing data two
weeks earlier than it is normally available. However, legislation such as the Rocke-
feller-Specter bill is vital to provide prior notice of foreign shipments, such as the
Canadian permitting system does. We urge that such legislation be moved early in
the new Congress and that the President support it.

The antidumping and anti-subsidy laws must also be improved. Congress in-
tended, and WTO rules allow, that dumped and subsidized imports face offsetting
duties whenever the domestic industry is injured to any measurable degree by the
imports. Where there is an unfair trade practice, whether selling at less-than-fair-
value or selling a subsidized product, no amount of injury should be tolerated. That
is the original intent of the Congress-but it is not what happens today. An industry
should not have to suffer as much injury as we are suffering now in order to obtain
relief.

Similarly, Congress should close the loopholes in the current law that allow for-
eign exporters to avoid the law's full remedial effect. For example, foreign companies
should not be allowed to circumvent U.S. antidumping laws by selling their goods
through their U.S. affiliates. Congress should likewise ensure that severe foreign
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currency depreciations-such as those we are seeing currently in Brazil-do not put
unfair trade relief out of reach. In the case of our anti-subsidy laws, ownership
changes in a subsidized foreign factory should not suddenly exempt that factory
from countervailing duties (our response to foreign subsidies).

America's market opening tool-section 301-must also be strengthened. Section
301 has become ineffective. This is true both because of the WTO agreements and
because of the proliferation of new and harder-to-reach types of foreign trade bar-
riers. Closed foreign markets are an important part of the overall trade crisis in the
steel industry. We urge that Congress update section 301 with expanded authority
for the President to address the new generation of private and joint public/private
restraints on international trade. Congress should also mandate that the FTC inves-
tigate foreign "sanctuary markets" affecting U.S. commerce. And there should be a
more comprehensive examination of foreign government-and foreign company-
anticompetitive conduct.

This, of course, is not an exhaustive list. Trade law reforms are just the starting
point to make our traditional trade law remedies more effective. But the bottom line
is this-our current trade laws are not effective in stemming an extraordinary and
unprecedented crisis like the one we face today.

CONCLUSION

Mr. Chairman, 1999 will be-one way or the other-a watershed year for steel
companies and steelworkers. I sincerely hope that our world-class steel industry-
which we have worked so hard to modernize-will be allowed to compete on a level
playing field. It is our goal and intent to remain at the heart of America's infra-
structure, America's defense, and America's economic growth.

I want to stress one last time for the Committee-we are not seeking protectionist
measures. Quite frankly, America's steel companies and steelworkers are the best
in the world. We don't need protectionist measures. The LTV Steel company can
successfully compete against foreign steel producers, but we should not have to com-
pete with foreign governments that subsidize or insulate their domestic steel compa-
nies. The very survival of the U.S. steel industry will be jeopardized if we continue
to allow subsidized steel and dumped steel to flood our markets in a way that-as
I've stressed-is inconsistent with both U.S. and international trading rules.

We have a responsibility to earn a reasonable return for our shareholders-which
is not easy in the best of conditions. The current flood of unfairly traded imports
is making this task almost impossible. If the crisis does not stop, many companies
may stop investing in the future of their steel plants, and that would be fatal.

We must vigorously enforce our trade laws to address the current crisis. And we
must strengthen our trade laws to ensure against a future crisis. We must do these
things or 1999 will be the year that we allowed unfairly traded foreign imports to
destroy an American success story of industrial revitalization.

I appreciate the chance to be heard today-and our industry acknowledges the
very significant efforts of Members of this Committee to address these issues. I am
happy to answer any questions you may have.
Attachment.
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U.S. IMPORTS OF STEEL MILL PRODUCTS
BY COUNTRY OF ORIGIN

(thousands of net tons)

Nov Oct Nov 11/9$ vs, 11/97 liMo. 11iMo, Ytd
____ _ 1"S8 1998 1"7 % change 1998 19"7 % Change

IaN 828 882 230 1 260% 6,291 2,356 167/
Russia 738 603 204 262% 5,106 3,186 60%/
European 656 687 661 -M/9 6,674 7,001 .5%
Union________________

Canada 381 410 377 1% 4,573 4,396 4%
Korea 327 293 102 221% 3,191 1,502 112%
Brazil 297 189 139 114% 2.477 2,667 -7%
Mexico 207 .169 241 -14% 2,917 3,179 -8%
Ukraine 68 63 30 127% 859 S11 68%
China 61 83 26 135% 566 435 30%
Australia 58 135 31 87% 897 359 1500%
South Africa 54 60 29 86% 607 296 105%
Turkey 53 17 51 4% 487 556 -12%
Indonesia 37 117 8 363% 501 73 586%
India 2 46 11 -82% 346 192 80%o
Others 264 358 199 33% _ 3,167 2.3J8 35%

TOTAL 4,031 4,110 2,339 72% 38,659 29,047 33%

Sou=c: AISI

RESPONSES OF PETER KELLY 'rO QUESTIONS SUBMITTED BY SENATOR GRASSLEY'

Before responding, I would like to acknowledge Senator Grassley's steadfast com-
mitment to maintaining strong and effective trade laws and thank him for his long-
standing support of the U.S. steel industry and its workers.

Question. Sections 20 1-204 of the 1974 Trade Act that deal with import relief pro-
vide a measured approach to the investigation of whether an item imported into the
United States from abroad is being imported in such increased quantities as to be
"a substantial cause of serious injury," or to be a "threat" to the domestic industry
producing that item.

Would you care to comment about the use of Section 201 procedures to provide
relief.?

Does it work well, or should we change it?
Answer: The current steel crisis is in no way related to the efficiency or competi-

tiveness of the U.S. steel industry. The crisis is unprecedented in terms of both the
rapid increase of unfairly traded imports and the resulting precipitous decline in do-
mestic prices, causing severe injury to the U.S. industry and its workers. Our exist-
ing trade laws are not designed to prevent this type of acute attack on our markets
and industries.

In order to receive relief under Section 201, an industry must first receive an a-f-
firmative determination f-rm the International Trade Commission (ITC) that im-
ports are a substantial cause of serious injury. Then, the impacted industry must
rely on action by the President to implement a plan to control these imports. Unfor-
tunately, since 1986 Section 201 has provided relief in only 2 out of 11 cases'
brought by injured domestic industries. In some instances the ITC failed to make
an affirmative determination, and in others, where the ITC did rule favorably, the
President chose not to implement effective relief.

The domestic industries' inability to gain favorable Section 201 determinations
from the ITC is caused by two factors. First, the standards for determining injury
under U.S. law are unnecessarily higher and more restrictive than required by
World Trade Organization agreements. Second, the statute is drafted to assist do-
mestic industries facing long-term, more gradual decline, rather than to provide re-
lief for competitive U.S. industries besieged by a sudden surge of imports creating
havoc in the domestic market.I
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Congress can improve the laws to respond to the statute's deficiencies in both of
these regards. For example, the laws should be amended so that imports need only
be a "cause," rather than a "substantial cause," of serious inury. This change would
make U.S. law consistent with the WTO standard and=wul make Section 201 relief
more accessible. Further, the law should provide that a rapid decline in prices, cou-
pled with a rapid increase in imports, creates a presumption of critical circumstances
and threat of serious injury. This change would make Section 201 more responsive
to the type of import crisis currently confronting the steel industry.

In addition to necessary improvements to the statute, a successful 201 petition
must have the full support of the President. Since relief is ultimately discretionary,
the cace must be fully and publicly supported by the President with a commitment
to implementation of effective and timely relief.

Question. In the early 1980s, when so-called voluntary restraint agreements were
used to limit Japanese auto exports into the United States, some estimates later de-
termined that the 44 voluntary" restrain agreements cost United States consumers
apprxiately $4 billion, while saving the jobs of roughly 26,200 autoworkers. This
translated into a cost for each job saved of $160,000 a year-more than four times
the compensation the autoworkers received.

In addition, other estimates showed that "voluntary" restraint agreements on spe-
cialty steel during the 1980s cost United States consumers up to $1 million for each
job saved.

Does this experience suggest a lesson that we might want to be aware of in think-
ing about our current options?

It seems to me that using the Section 201 process, and following the rule of law
when an injury determination is made when illegal dumping occurs, and then tak-
ing the appropriate action, is the better approach.

What are your thoughts?
Answer: I agree that we should first seek relief under, currently available laws by,

for example, filing trade cases. But these laws must be fully and effectively enforced.
Twelve steel companies and two unions have jointly filed antidumping cases relating
to imports. of hot rolled steel from Russia, Japn and Brazil, as well as a counter-
vailing duty case against Brazil. It is only right that these cases be allowed to run
their full course. They should not be cut short by allowing foreign governments to
negotiate suspension agreements that settle these cases. Further, as discussed in re-
sponse to your first question, effective relief under Section 201 is contingent upon
statutory amendments to bring our laws in line with the VITO Agreements and on
full support by the President. If the industry and its workers cannot obtain ade-
quate and timely relief under current law, it is appropriate to seek Congressional
support for other legislative remedies that respond to this crisis.

It is important to understand that we are not talkigaotol n nuty
or even the thousands of workers and families that ar being devastated by unfairly
tra-ded steel imports. We are also talking about the threat of permanent eradication
of a cornerstone of America's manufacturing base. The steel industry supports com-
munities and businesses that reaches far into the core strength of our country. It
is estimated that steel's economic impact extends to four jobs for each job in a steel
company. America was not built on, and cannot survive on, cheap foreign imports.
America has prospered by creating value-by farming and by manufacturing. Now,
both of these most critical sectors are under attack by unfairly traded imports.

I am not aware of the specific study used to derive the supposed cost of restraint
agreements or quotas, and I am concerned that many such studies make assump-
tions that are simply not present in today's world. For instance, in calculating the
cost to the nation of import relif against unfair trade, many-of these studies as-
sume that all markets are perfectly competitive. That, of course, is simply not true.
Many foreign producers benefit ftrm protected home markets and/or significant gov-
ernment issidies. Additionally, they ignore adjustment costs to domestic firms,
workers and communities. Failing to take into account these distortions lead me to
question the results of such studies. However, I believe we all can agree that the
long-term costs of losing our manufacturing industries would be quite severe on con-
sumers.

The cost of allowing an industry to be lost to unfairly priced imports significantly
outweighs the short-term price benefit enjoyed by consumers. Te purpose of the
trade laws is to ensure that products are sold at fair market based prices. For exam-
ple, the average automobile contains significantly less than one ton of flat rolled
steel. An increase of $10 to $20 per ton of steel does not carry with it the cost pen-
alty to the consumer alleged by those who strain for arguments to support continu-
ation of illegal trade practices. But the consequences for the survival of a ste com-
pany are substantial. Moreover, consider the long-term cost to consumers who, with-
out a competing domestic industry, would be held hostage to the pricing strategies
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of foreign manufacturers and governments. We must not forget that once the United
States lssa domestic industry to unfair trade, that industry is gone forever and
the national competitive forces of the market are lost.

I want to reaffirm that we have long supported free and fair trade initiatives,
such as the WTO, along with effective trade laws sanctioned by these international
trade agreements. The quid pro quo for free trade is the availability of all appro-
priate trade laws, including, the antidumping and countervailing duty laws and Sec-
tion 201. Too often our Government has acted to short circuit the full use of these
laws, especially by negotiating suspension agreements that undermine meritorious
trade cases. In fact, it was the U.S. Government that sought and implemented the
voluntary restraint arrangements in 1984, to which you refer, rather than taking
action under a Section 201 case that had been successfully brought by the steel in-
dustry.

We are willing to work with the Administration and this Congress to find an im-
mediate and effective solution to the current crisis. We are also seeking to address
the problem of global overcapacity which threatens the U.S. in the long term. In the
meantime we need to amend our trade laws to better deal with any future crises,
even though I am concerned that such changes will not occur quickly enough to Ad-
dress today's crisis. Therefore, we need strong support from the Congress and we
need the President today to make full use of currently available laws to respond to
this crisis.

PREPARED STATEMENT OF DEAN KLECKNER

Mr. Chairman and members of the Committee, I am Dean Kleckner, President of
the American Farm Bureau Federation and a hog and soybean farmer from Iowa.
The American Farm Bureau represents more than 4.8 million member families in
the United States and Puerto Rico. Our members produce every type of farm com-
modity grown in America and depend on access to customers around the world for
the sale of over one-third of our production. In addition, U.S. agriculture is one of
the few U.S. industries that consistently, runs a trade surplus, posting a surplus
every year since 1960.

American farmers trul.- live and function within a global economy. When our cus-
tomers face economic and fiscal crisis, as is now occurring in Asia, Russia and
Brazil, agriculture is the first to feel the effect as our customers lose purchasing
power. Economic crises and devalued currencies result in increased consumer prices,
which directly translate into weakened market demand. Lost sales mean lower in-
comes for our producers and economic pressures on America's rural economies.

The ability of U.S. agriculture to gain and maintain a share of global markets de-
pends on many factors, including obtaining strong trade agreements that are prop-
erly enforced, and enhancing the administration's ability to negotiate increased mar-
ket acc3s with fast-track authority, remedy unfair trading practices, and to ade-
quately fund export credit and market development programs.

We appreciate the opportunity to testify before the Senate Finance Committee on
the importance of trade to agriculture and stress the need for Congressional action
on the following trade priorities:

FAST TRACK TRADE NEGOTIATING AUTHORITY

When Congress passed the 1996 Freedom to Farm Act, it phased out farm price
supports, making U.S. agriculture more dependent on the world market. American
farmers and ranchers produce an abundant supply of commodities far in excess of
domestic needs and their productivity continues to increase. Exports are agri-
culture's source of future growth in sales and income.

As you are well aware, U.S.. agriculture is reeling from low commodity prices.
Given an abundant domestic supply and a stable U.S. population rate, expanding
existing market access and opening new export markets for agriculture is more im-
portant than ever. Agriculture's longstanding history of a balance of trade-surplus
will not continue if we are relegated to the sidelines as new negotiations in agri-
culture commence. 

tOur negotiators must have fast track authority to create new export opportunities
for U.S. farmers and ranchers. Inaction-or sitting on the sidelines without nego-
tiating authority-is unacceptable. Tremendous resources and efforts have been ex-

Sended to create new markets during negotiations for the Uruguay Round and the
orth American Free Trade Agreement (NAFTA). Moreover, total agrcultural ex-

hot account for nearly a million high paying jobs for U.S. workers-the vast major-
ity of which are off the farm in processing and transportation.
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Global food demand is expanding rapidly and more than 95 percent of the world's
consumers live outside U.S. borders. Despite significant progress in opening mar-
kets, agriculture remains one of the most protected and subsidized sectors of the
world economy. In addition, U.S. agricultural producers are placed at a competitive
disadvantage due to the growing number of regional trade agreements among our
competitors.

Fast track negotiating authority is needed to comprehensively address high tar-
iffs, trade-distorting subsidies, and other, restrictive trade practices through further
World Trade Organization (WTO) negotiations. Negotiating authority is also needed
to pursue promising new opportunities for market opening trade agreements in
Latin America, Aia and elsewhere.

U.S. leadership of the global trade liberalization agenda has paid off for Amirican
agriculture. If the United States now leaves it to others to form new trade pacts
and write future rules for trade, U.S. producers, processors, and exporters will be
severely disadvantaged in the competitive marketplace of the 21st century.

Congress must support fast track negotiating authority for the President to en-
sure a morc profitable future for U.S. farmers and ranchers. However, such author-
ity should not link environmental and labor issues to trade. Whereas President Clin-
ton emphasized the importance of trade during his State of the Union address, he
also underscored his desire to include labor and environmental issues in trade
agreements. We oppose such a linkage and stand united with leaders in Asia and
Mexico, and Secretary Ruggiero of the WTO against using the WTO as a forum for
resolving non-trade related environmental and labor-issnes.

WTO MINISTERIAL

The United States will host its first ever WiTO trade ministerial in December of
this year. This ministerial will serve as the kickoff for the new negotiations on agri-
culture and other sectors in the WTO. As the host country for this ministerial, the
United States and its trade policies will be in the spotlight. We must have fast track
negotiating authority before the ministerial commences to demonstrate to the world
that we are committed to increasing trade liberalization and opening new markets
for agriculture. Given the economic turmoil being experienced in many of our impor-
tant export markets, the launching of new negotiations to further open markets has
never been more important.

WTO NEGOTIATIONS ON AGRICULTURE

The American Farm Bureau supports expediting action on the next round for agri-
culture in the WTO. Our market is the most open market in the world. We cannot
sit idly by while our competitors trade openly in our market, but deny us access to
their, market on equal terms. We must be gin the negotiations and conclude them
as early as possible to put U.S. agricultural producers on a level playing field with
the rest of the world.

Regarding specific objectives for the next WT1O round, the negotiations must in-
clude binding agreements to resolve sanitary and phytosanitary issues based on sci-
entific principles in accordance with the WITO Agreement on Sanitary and
Phytosanitary Measures; provide tariff equalization and increased market access by

reurng U.S. trading partners to eliminate tariff barriers within specified time
fae; and make changes to trading practices that would facilitate and shorten dis-

pute resolution procedures and processes.

ENFORCING TRADE AGREEMENTS

The United States has brought more dispute settlement cases before the WTO
than any other nation. We must take all action necessary to ensure that our trading
partners comply with WTO rulings. The obligation of compliance should not be
taken lightly. Our trading partners cannot be allowed to unilaterally weakexi the
very principles that we negotiated in the Uruguay Round agreement.

American agriculture will not have confidence in the multilateral trading system
if WTO members arepermitted to disregard dispute settlement findings, as the Eu-
ropean Union is now doing in the banana and beef hormone cases.

The United States and the European Union are now embroiled in a dispute re-
garding the European Union's compliance with the WTO ruling on bananas. This
case is important to agriculture for many reasons. It is the first ruling to set limits
on the application and administration of agricultural tariff rate quotas. It is the first
action against the European Union-American agriculture's largest trading partner.
Perhaps most important, it is the first case to test the effectiveness of the WTO
when a losing party refuses to come into compliance with a WTO ruling. As such,

56-759 99 -11
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it sei a crucial precedent for the WTO beef hormone case, in which the European
Unio~ has also made known its unwillingness to come into compliance.

We encourage Congress and the Administration to take whatever actions are nec-
essar in the banana and beef hormone cases to ensure successful, WTO-consistent
outcorhes that will help demonstrate the effectiveness of the system.

We have an obligation to our producers to ensure that every available domestic
and international trade remedy will be used to prevent unfair trading practices. To
this end, we need Congress and the Administration to give priority to monitoring
and enforcing all trade agreements and to working aggressively to end unfair trad-
ing practices whenever they are found,

SANCTIONS REFORM

In the last decade, democracy has ascended amidst economic liberation in Taiwan,
Korea, Poland, Hungary, Slovenia, the Czech Republic, Chile, Atgentina, Bolivia,
Peru, Brazil, Uruguay and Ecuador. The opportunities for peaceful American en-
gagement and influence in the world are greater than ever before. Yet, we are closed
off from certain markets due to unilateral sanctions. Our competitors relish the op-
portunity to access these markets without competition from the United States due
to sanctions. U.S. producers, on the other hand, lose important markets and are
branded as unreliable suppliers for decades to come.

For example, the Soviet grain embargo cost the United States about $2.8 billion
in lost U.S. farm exports and U.S. government compensation to American farmers.
When the United States cut off sales of wheat to protest the Soviet invasion of Af-
g hanistan, other suppliers-France, Canada, Australia and Argentina-stepped in.
They expanded their sales to the Soviet Union, ensuring that U.S. sanctions ad vir-
tually no economic impact.

Sanctions and embargoes not only cost us in immediate loss of sales, but also en-
able our customers to find or develop other suppliers. Once this happens, it is verKhard to win them back. A case in point is the growth of soybean production in Sout
America, primarily Brazil, as a result of embargoes in the 1970s and 1080s.

The United States has an unprecedented opportunity to promote its values
throughout the world by peaceful engagement. Reaching out, not withdrawing be-
hind sanctions or embargoes, is the best way to achieve change.

The American Farm Bureau supports sanctions reform that would exempt food
from sanctions, except in cases of armed conflict, and the provision of market loss
assistance payments for lost agricultural export sales when sanctions are imposed.
We also support the Administration's recent changes to U.S. trade policy that will
permit food and agricultural input sales to Cuba. It is imperative that the licensing
regulations for this policy be written in such a way as to facilitate meaningful com-
mercial trade.

INCREASED FUNDING FOR EEP/MAP

Freedom to Farm increases the importance of maintaining and expanding access
to foreign markets. However, in recent years, spending for export programs has de-
clined, although funding for most programs was maintained at previous levels for
fiscal year 1999. We must increase funding for these programs in order to remain
competitive in the face of increasing international competition.

We need to adopt a strategic approach to U.S. farm exports that includes in-
creased export promotion and market development funding. Doing so will strength-
en our hand as we -prepare to launch the next round of agricultural negotiations in
the WTO.

We cannot place our producers at a competitive disadvantage in the world market.
The United States should undertake a review of its existing agricultural export pro-
grams, improve their effectiveness and flexibility and fund these programs ade-
quately.

American Farm Bureau supports the reallocation of unobligated funds from the
Export Enhancement Program to other programs such as the P.L. 480 food assist-
ance program, the Food for Progress program, the Market Access Program, the For-
eign Markc~t Development program, or one of the section 416 commodity donation
programs.

TRANSATLANTIC ECONOMIC PARTNERSHIP (TEP)

The Transatlantic Economic Partnership (TEP) establishes a regular dialogue be-
tween the United States and the European Union to seek to reduce trade barriers
and to ensure closer cooperation in preparation for the 1999 WTO Ministerial Con-
ference. Whereas the concept of the plan is commendable, on close examination, the
TEP provides little that is new or substantive for agriculture. Moreover, elements
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of the plan cover areas of extreme importance to agriculture including food safety,
plant and animal health, biotechnology and standardization of certain regulations
that directly affect agriculture.

American Farm Bureau remains very concerned about several provisions of the
plan and related dialogues that do not include U.S. agricultural representation. It
is critical that Congress and the Administration closely review elements of the TEP
to ensure that U.S. agricultural interests are adeuately represented and that aor-cultural exprsaentegivl impacted (please reference attached talking
points and letter to Ambassador Barshefsky on this subject).

RAISING THE PROFILE OF AGRICULTURAL- TRADE POLICY

U.S. agriculture is a primary contributor to the nation's gross domestic product
and is highly dependent on export markets for the sale of over one-third of its pro-
duction. Farmers and ranchers need a strong voice in U.S. trade policy to ensure
that agriculture's interests are being vigorously pursued.

Creating a permanent position for the Special Agricultural Negotiator in the Of-
fice of the United States Trade Representative-with the rank of ambassador-will
elevate the importance of agriculture in the upcoming WTO negotiations on farm
products and will place agriculture at the highest possible level for resolving trade
disputes.

American Farm Bureau support S. 185, sponsored by Senators Ashcroft and
Daschie, which will make the Special Agricultural Negotiator position permanent.

U.S. agricultural producers are the most productive in the world. We need Con-
gress and the Administration to act on agriculture's trade priorities so that U.S.
farmers and ranchers can reap the rewards of their productivity and provide an af-
fordable food supply to U.S. and world consumers.

Thank you for the opportunity to speak on behalf of American agriculture.
Attachment.

AmERicAN FARm BUREAU FEDERATION,
November 25, 1998.

Hon. CHARLENE BARSHEFSKY,
U.S.Trade Representative.
Washington, DC.
Dear Madam Ambassador:

The American Farm Bureau continues to support actions to resolve trade dif-
ferences that will result in expanded trade with the European Union. However, as
we have discussed in the past I remain extremely concerned about actions that do
not fully incorporate the concerns of agriculture producers across the nation. In our
discussion earlier this year you indicated that agriculture would be fully included
in all plans to open trade.

I am extremely perplexed by the Transatlantic Economic Partnership (TEP) action
plan released earlier this month. It appears that once again the United States has
conceded to the EU to exclude the real market access issues facing agriculture from
the plan while further opening the door to incorporating environmental and labor
issues into trade reform. Farm Bureau fully recognizes the importance of environ-
mental and labor concerns but we are in full agreement with WTO Director
Rugiero that these issues do not belong in the WTO.

arm Bureau is concerned that the action plan commits the United States govern-
ment to important international policy positions relating to. trade and the environ-
ment, labor, and regulatory standardization absent congressional scrutiny or debate.
Also left out of discussions were the USTR and USDA Trade Advisory committees
and major s4egments of the business community. Additionally it is a concern that
while the TEP action p lan was only approved and officially released in early Novem-
ber implementation of plan recommendations and the establishment of various dia-
logues have been underway for several months.

The act ion plans calls for cooperation between the EU and the U.S. regulators to
work toward EU-US standardization of regulations and to promote opening of the
regulatory process so that the EU and U.S. will work to increase bilateral coopera-
tion in the regulatory field. This would include allowing access to and participation
in the regulatory process by private interest and government authorities on both
sides of the Atlantic which seems to a pply to a variety of areas including labor, the
environment, consumer concerns, foo safety and other com pnents of the plan.
Farm Bureau is extremely troubled by provisions relating tothe standardization of
regulations. We believe that our domestic regulatory process was designed to carry
out the legislative intent of laws enacted by the Congress. Any recommendations for
international standardization of regulations must be subject to a full congressional
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debate. We also believe it to be inappropriate to establish a mechanism whereby
representatives of foreign governments, their NGOs and citizens comment on or in-
fluence our domestic regulatory process.

The plan's call for the establishment of an environmental dialogue to discuss "ho;"
to incorporate the environment into the WTC) work with the aim to giving full
weight to environmental considerations throughout the WTO agreement" is entirely
unacceptable. As we all heard during the Singapore ministerial and from Director
Ruggiero, this is not an acceptable plan with our trading partners. Farm Bureau
believes this is a totally inappropriate concept for the Untied States to be promot-
ing. Many of the trade barriers agriculture faces around the world would be greatly
exaggerated by such an action. Any country wishing to stop trade could claim envi-
ronmental concerns and forever tie up its trading partners in dispute settlement ac-
tions.

It has been reported that the World Wildlife Federation will lead the U.S. envi-
ronmental non-government organizations in the dialogue on the environment. The
Eurepean Environmental Bureau (EEB), an organization made up of more than 100
grassroots groups will lead the EU NOOs. This group has been very vocal regarding
its desire to influence American policy. I am very disappointed that production agri-
culture, which stands to lose the most from this debate, has not even been consid-
ered.

I am further concerned that the TEP will includl- a dialogue on labor issues that
will apparently be led by labor unions and representatives of very large corporate
entities. These organizations have historically advocated additional regulation of the
relationships among employers and employees. Such regulation is often excessively
costly to smaller businesses, like family farm businesses, which do not have large
corporate structures to bear the cost of regulation. Such regulation also can be det-
rimental to both, particularly where it stifles economic growth, individual oppor-
tunity and the free exchange and movement of capital and labor. This relative free-
domn has been a key ingredient in U.S. economic success, and has allowed American
farmers to become so productive that we feed ourselves along with much of the rest
of the world. We are concerned that any nation can erect trade barriers against
American products because of the freedom we allow in the United States for work-
ers and employers to enter into mutually beneficial economic relationships, or to re-
frain from doing so as they wish. We object of any new international body or con-
sultation mechanism that will involve non-U.S. third parties in our political and
regulatory processes.

We recognize that the TEP is broadly committed to seeking to reduce trade bar-
riers and resolving outstanding trade issues with the EU. Unfortunately, on close
examination, the Partnership Action Plan provides little that is new or substantive
for American agriculture. Further agriculture was not consulted in the development
of the plan, in spite of the- fact that provisions include dialogues on agricultural
trade in preparation for the next round of trade talks, food saft and animal and
plant biotechnology. I am extremely concerned about the provisions of the plan and
related dialogues. -The potential benefits may be many, but pose the possibility of
great loss to American agriculture if our concerns are not taken into full account,
not totally ignored.

110 lo orward to hearing from you on this important issue. As you know Amer-
ican Farm Bureau remains dedicated to free and open trade.

SinceelyDEAN KLECKNER, President.
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TEP Provisions and Talking Points

Regulatory Cooperation-The TEP action plans calls for cooperation between the
EU and the U.S. regulators to work toward EU-US standardization of regulations
and to promote opening of the regulatory process so that the EU and U.S. will work
to increase bilateral cooperation in the regulatory field.

This would allow access to and participation in the regulatory process by private
interest and government authorities on both sides of the Atlantic and a les to a
variety of areas including labor, the environment, consumer concerns , fodsafety
and other components of the plan.

* We believe that our domestic regulatory process was designed to carry out the
legislative intent of laws enacted by the Congress.

* Any recommendations for international standardization of regulations must be
subject to a full congressional debate.

* It is inappropriate to establish a mechanism whereby representative of foreign
governments, their NGOs and citizens comment on or influence our domestic
regulatory process.

Environmental Provisions-The TEP plan calls for the establishment of a TEP
Environmental Group to discuss and negotiate environmental work plan.

Discuss how to incorporate the environment into WTO work with the aim of giv-
ing full weight to environmental considerations throughout WTO agreements and
pave the way for consensus on how to handle environmental issues at the 1999
WTO Ministerial Round and in the WTQ future agenda.

Develop common objectives for trade and the environment.
Inform trade negotiators of potential impacts of other TEP negotiations on health,

safety and environmental interests including regulatory and enforcement issues.
Develop common approaches to trade related issues in the development and im-

plementation of multilateral treaties.
*This approach is entirely unacceptable, as we all heard during the Singapore

ministerial and from Director Regiarro, this is not an acceptable plan with our
trading partners. Farm Bureau believes this is a totally inappropriate concept
for the Untied States to be promoting. Many of the trade barriers agriculture
faces around the world wouldbe greatly exaggerated by the inclusion of the en-
vironment. Any country wishing to stop trade could claim environmental con-
cerns and forever tie up its trading partners in dispute settlement actions.

Promote greater cooperation between U.S. and EU scientists and regulators on en-
vironmental issues.

A Transatlantic Environmiental Dialog made up of environmental non-govern-
mental organizations would be established to advise governments on environmental
issues including the TEP process.

*The World Wildlife Federation will lead the U.S. environmental non-govern-
ment organizations in the dialog on the environment. The European Environ-
mental Bureau (EEB), an organization made up of more than 100 grassroots
groups will lead the EU NGOs. Production agriculture, which stands to lose a
great deal from this debate, has not even been considered nor is their any provi-
sion for input from agriculture on environmental discussions.

Core Labour Standards-Under the heading "Core Labour Standards," the TEP
document calls for signatories to "work together to promote full and timely imple-
mentation of agreed follow-up procedures of the new ILO (International Labor Orga-
nization) Declaration on core labour standards." That Declaration, adopted by ILO
in June of this year, names fouir "fundamental rights" ILO believes should be af-
forded to all workers by ILO member nations (of which the U.S. is one):

"Freedom of association and effective recognition of the right to collective bargain-
ing."Y

*While this basic right is already recognized under U.S. law, in practice Euro-
pean labor unions are much more poiically powerful than U.S. unions, and
this "right" is in general much broadferin Europe than in the U.S.; for example
U.S. law recognized a right by states to confer on workers to refrain from union
membership and representation if they so choose; there is no such recognition
in European law.

'The effective abolition of child labor."
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*The ILO convention on child labor calls for the near-total abolition of employ-
ment by any "child," without defining that term. There is no exemption from
this for children working on their family's farms, which is one of the obstacles
to the U.S. ratifying the ILO convention on child labor.

'Mhe elimination of discrimination in respect of employment and occupation."
*Discrimination can be used very broadly;, it could mean firing for cause someone
with a substance abuse problem who refuses to seek treatment. Adhering to this
principle as the Europeans define it could significantly narrow employers' abil-
ity to manage their workforces.

PREPARED STATEMENT OF WuiLL'k H. LASH, 111 [1)]

Good morning Mr. Chairman and members of the committee. My name is William
H. Lash, III and I am Professor of Law and Director of International Business Law
Programs at George Mason University School of Law and Distinguished Senior Fel-
low of the Center for the Study of American Business, Washington University, St.
Louis, Missouri.[2]

I am delighted to join you to discuss the inter-relation of international trade with
labor and the environment. For nearly a decade, these mutually compatible issues
have been viewed as an either/or proposition. Some environmental and labor activ-
ists have joined in a coalition to use the carrot of trade privileges or the stick of
trade sanctions as the carrier for their agenda.

Trade is the most potent force for promoting environmental quality and labor

rights. But this force must be used in a spirit of cooperation, not coercion. Instead
outilizing trade as a hammer to achieve labor or environmental goals, we -should

strive to further liberalize trade. Trade is the engine for improving the quality of
life around the globe. By allowing goods and services to flow freely across borders,
we will export opportunities and hope. When firms export into developi ng states,
they transfer technology, best practices and new higher standards. The only impetus
for these voluntary transfers is the marketplace. Most U.S. multinational companies
adopt worldwide environmental standards at their facilities regardless of where they
are located. A U.S. Government interagency task force study released by the USTR
determined that "U.S. firms, particularly the larger multinational f~rms most likely
to undertake large process industry investments, often hold subsidiaries to a world-
wide standard, usually at least as high as standards with which they must comply
in the U.S." For example, Ford has long maintained a policy of applying U.S. envi-
ronmental practices in its automobile manufacturing plants abroad. [31 It is simply
more efficient to use the same environmental standards globally.

U.S. firms do more than expo4 standards, they make investments in the environ-
mental quality of the host state. For example, Texaco has constructed artificial reefs
off the northern shore of Colombia. This innovation has led to more sustainable fish-
ing techniques being adopted by Colombian fishermen. Similarly, Chevron has been
funding the development of sustainable industries in Papua New Guinea.

U.S. businesses have an equally impressive record for promoting human and labor
rig hts overseas. Companies like Exxon and Free port-McMoran have voluntarily es-
tablished, educational opportunities and economic sustainable development projects
for communities in Latin America and Irian Jaya, Indonesia. These programs are
designed to transfer the spirit-of capitalism and needed business acumen to the host
country. The transfers are done because the firm recognizes that they need to invest
in human capital to get productive workers and be a responsible corporate citizen.

Improved environmental quality is a proven benefit of free markets. A wealthier
country will have more resources available for environmental protection. A dedi-
cated environmentalist, President Clinton has recognized that "only a prosperous so-
ciety can have the confidence and the means to protect its environinent."[41 Leading
economic studies substantiate this assertion. According to a report by Gene Gross-
man and Alan Krueger, a nation's environmental quality improves after it reaches
an annual per capita income of $4,000 to $5,000. This study by Princeton University
and the Nationsl Bureau of Economic Research analyzed air pollution in urban
areas of 42 nations. Unsurprisingly, Grossman and Krueger demonstrate that pollu-
tion is directly correlated to low per capita income. An agenda which promotes free
trade will produce a world which is more prosperous and more environmentally
sound.[5]

No country wants to have dirty water and polluted air. Boosted industrial reve-
nues from free trade will increase global prosperity and the amount of funds spent
to enforce environmental regulations. Without free trade, the U.S. would be unable
to transfer technology and help our neighbors grow out of poverty and into an envi-
ronmentally friendly world.
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Assume that the U.S. were to use its trade policy to coerce other states into adopt-
ing our labor or environmental standards? The entire trading system would be jeop-

ardized by such a radical p reposition. First, the developing states astutely recognize
the danger of non-tariff labor and environmental barriers serving as the Trojan
horse (if protectionism. By conditioning trade on non-market based issues, we would
effectively close the door on the worlds' poorest nations and further burden support
and consensus for the fragile WTO system. The developing states simply cannot
make the leap to our labor or environmental standards and still be competitive in
markets less environmentally or socially conscious.

Additionally, this strategy would injure U.S. firms. Competitors in other devel-
oped states, fre to contract with lower priced labor overseas would be able to manu-
facture labor intensive goods at lower cost and undercut our firms in markets all
over the world.

I do not suggest that we should ignore the conditions of our less developed trading
partners. However we should recall that the U.S. was formerly a poor country, with
a substantial work force of child labor and low-paid adult workers. U.S. progress
in labor and environmental issues were not the result of pressure tactics applied by
our more industrialized partners in Europe. Again, economic progress created a sta-
ble middle class. This new middle class was able to afford to keep their children
in school longer, and make demands for improved environmental and labor quality.

As noted economist Murray Weidenbaum observes, "Intentionally or not, the cur-
rent-day protectionists would dela 'y the development of the poorer economies and
thus deter their adoption of more enlightened labor policies."[6] The hypocrisy of
conditioning trade privileges on labor rights is quite striking. In the U.S. many
states still use prison labor, and defense contractors are required to make some pur-
chases from the Federal Prison Industries.

Trade provides choices. Before rushing to condition trade on labor conditions, we
must examine the alternative facing the third world worker. Poor labor conditions
are often the best option when compared with unemployment or criminal activitysuch as child prostitution or narcotics trafficking. For many, work in a factory, al
beit below U.S. standards, is a far better choice.

On a more positive note, we can consider the examples of national economies
which, as they grew, adopted improved labor practices. This century has witnessed
states such as Japan, South Korea, Taiwan and Singapore move from poverty to
wealth. Other states in Southeast Asia are poised to make the same economic leap.
Economic progress, fuelled by trade, not economic coercion paved the way for these
transformations.

Some environmental and labor activists would like to see an environmental and
labor agreement pursued at the WTO or have legislation adopted by the United
States. This code would allow states to block imports of goods not produced accord-
ing to international environmental or labor standards. Punitive tariff sanctions
would be imposed to enforce global environmental or labor agreements. Additionally,
.countervailing duties would be imposed on goods produced in violation of an import-
ing state's environmental standards. Again, we see that the supporters of these pro-
posals would outstretch the capabilities and focus of the WTO and attempt to trans-
mogrify it into a global environmental/labor watchdog.

These proposals fail to recognize the purposes and limitations of the WTO and
U.S. trade policy. The WTO was formed to remove trade barriers. After the GATT
spent years focusing on tariff barriers, the new WTO has expanded its scope to ad-
dress issues such as investment, services, intellectual property, and government pro-
curement.[73

Rules on international trade are highly develi'ped, reflecting nearly 50 years of
GATT/WTO negotiations. In the multilateral trading system, the environmental/
labor debate is a new factor to be assessed. There is a genuine threat that these
issues may be abused and transformed into a new series of trade barriers. It is an
all too addictive habit to reach for trade sanctions to impose U.S. standards upon
other states. Denying access to the U.S. market because of our environmental or
labor values opens the floodgates to a host of "morality driven trade restrictions,"
jeopardizing the multilateral trading framework and subjecting us to violations of
the WTO.[81

Imposing environmental and labor standards on other nations also poses a threat
to harmonious foreign relations with our trading partners. As we have seen in the
United States, no single word in the trade debate is as highly charged as the word
sovereignty. By conditioning international trade on environmental and labor issues,
we implicitly impinge on the sovereignty of our trading partners. The production of
goods is most properly the business of th -e state producing those goods. By linking
trade of these goods to a states' environmental/labor standards, we needlessly in-
trude upon their sovereign laws, with no benefit to U.S. consumers
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Additionally, we must be mindful that trade is a two-way street and sanctions a
two-edged sword. No country, including the United States is in complete compliance
with all of its environmental or labor laws. In some cases, the environmental or
labor standards of our trading partners may exceed our own. Will we be so eager
to condition trade with environmental or labor standards when United States' firms
are denied market access or threatened with sanctions?

For example, environmental labeling or "eco-labeling" is popular in the European
Union. To qualify for newer EU eco-labels, firms will have to agree to cut chlorine
and sulphur emissions and curtail energy consumption during the production proc-
ess. Additionally, the paper products industry will have to demonstrate that the
paper came from environmentally sound forestry practices, maintain bio diverse for-
ests and reduce water effluent levels.

United States producers claim no United States firm can currently meet these
standards. According to Jack Creighton, CEO of Weyerhauser, the new EU eco-la-
beling "In its present form, could threaten $2 billion worth of U.S. pulp and paper
exports.191 This potential loss of exports would result in a loss of 34,000 American
jobs.

Mandatory eco-labeling could create a pernicious new trade barrier. For example,
eco-labeling assumes that there is a harmonized global standard of production.
Many products have a variety of production processes which vary with the state of
origin. If there is no accepted global standard of production, there is a very real con-
cern that developed states, the advocates of eco-labeling, will use this standard to
exclude from the market competing products from developing states.

Additionally, conditioning trade on environmental or labor standards erodes the
basic doctrine of comparative advantage. For example, assume that two states are
both producing steel. The industrialized western state may utilize hydroelectricity
or another "more environmentally friendly" method of producing energy. Steel pro.
ducers in developing states may be using coal or another source of energy that is
considered to have a "heavy environmental footprint." Conditioning trade on envi-

- ronmental policies would require both states to disclose methods of production, and
have the developing state run the risk of having its, product banned by western im-
porting states.

Developing states, in general, have made it clear that they oppose any attempt
to move towards global standards. If global environmental labeling is required, who
will determine the standards? The WTO is primarily a trade forum and lacks exper-
tise in assessing environmental or labor standards. Relying on non-governmental or-
ganizations (NGs) such as Greenpeace to set standards would also thwart global
trade. Governments and environmental NGOs that do not have trade as a primary
emphasis are unlikely to take a balanced perspective when evaluating trade and the
environment.

Economic development, promoted by freer trade, generates the ability and willing-
ness of nations to devote more resources to improving both the environment and
labor conditions. Therefore, the linkage of trade policy with labor and environmental
issues should occur as a positive outgrowth of free trade and economic growth.
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Mr. Chairman, I want to thank you for holding there hearings, and to commend
you for your efforts to build consensus around a new trade agenda and a renewed
commitment to open markets and expanded trade.

We all know that this is a key year for trade issues-both domestically and in
the world community. In November, we will host the World Trade Organization's
third ministerial conference in Seattle. This conference will in large part set the
table for trade negotiations in the new millennium.

We have a simple choice before. us. We can enter this crucial negotiation from a
position of strength and cohesion--or from a position of disarray and weakness. The
choice we make will have real consequences, both for the direction of the world trad-
ing community and the economic welfare of our country. I know the choice that I
want to make, and I hope these hearings will serve as a big first step toward a uni-
fied national agenda on trade.

Providing the President with trade negotiating authority is i my view a key part
of that agenda. But it is not the only part. We need to continue to work on other
measures, including the Caribbean Basin Initiative and the implementing legisla-
tion for the OECD shipbuilding agreement. Hopefully, we can move quickly in these
areas and lay the groundwork for more wideranging trade achievements this year.

We must also not lose sight of the challenges facing the world trading system.
One major concern is the effectiveness of the WTO dispute resolution system-a sys-
tem that was widely touted as a central achievement of the Uruguay Round negotia-
tions. Recent experience has called into question the ability of victorious parties to
gain any timely or meaningful relief from WTO decisions. This fundamental problem
threatens to undermine the entire trading system and demands swift resolution.

The distinguished witnesses before us today will play a central role in addressing
these challenges. I believe it is imperative that the Administration's stated commit-
ment to expanded trade be followed by concrete and specific steps to build a greater
consensus in this area. Without such an effort, I fear that we will continue down
a path of indecision and inaction-a result that will cost us dearly as we move into
a new millennium.

Mr. Chairman, I thank you.

PREPARED STATEMENT OF HON. DANIEL PATRICK MOYrNIHAN

(JANUARY 26, 1999J
The President made the comment in his State of the Union address, pne week

ago, that "trade has divided us"-meaning Members of Congress-"and divided
Americans ... for too long." He is right. He urged that we "find a common ground."
And so you are trying to d, Mr. Chairman, with this series of hearings. It is a mon-
umental task. Regrettably, prospects for rebuilding a consensus in support of an
open trading system are blea.

The rejection of the fast track legislation in the House last fall-180 in support,
243 opposed-gives some indication of the magnitude of the problem. It has been
nearly five years since the fast track authority lapsed--on April 15, 1994, at the
conclusion of the Uruguay Round. I fear that we have made very little headway in
building support for the legislation, or, more distressing, for the underlying trade
policies that have guided this nation since Cordell Hull persuaded the Congress in
1934 to reverse a century of economic protectionism and embrace his Reciprocal
Trade Agreements progr am. That legislation passed both houses by very comfortable
margins: 274-111 in thle House and 57-33 in the Senate. Margins that might yet
be achievable today in the Senate: the vote on November 5, 1997 on the Senate floor
to proceed with the fast track legislation was a comfortable 68 to 31. But a like out-
come is unlikely in today's House of Representatives.

Our nation is plagued by a generalized anxiety about globalization. Organized
labor, which had been a strong supporter of Hull's reciprocal trade agreements pro-
gram all the way through the time of the Kennedy Round of GATT negotiations,
has withdrawn its support. It is instructive to remember that there was a price for
labor's support for the Kennedy Round. First was the negotiation of the Long-Term
Cotton Textile Agreement, which I, as an Assistant Secretary of Labor at the time,
was directed to negotiate, along with W. Michael Blumenthal, Deputy Assistant Sec-
retary of State and Hickman Price, Jr., an Assistant Secretary of Commerce. It was
intended as a five-year ro am, but lingers still, in the form of the WTO's Agree-
ment on Textiles and lot .ng. The second matter was the establishment of the
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Trade Adjustment Assistance program to provide training and income support to
workers who lost their jobs because of import competition. It was viewed as a fair
price to pay for the generalized benefits to the economy of open markets.

Our challenge today is essentially the same: we must find a way to address work-
ers' anxieties. It is in this respect that the International Labor Organization may
be helpful. Last June, at the 86th International Labor Conference, the ILO adopted
a new Declaration on Fundamental Principles and Rights at Work. It bundles to-
gether the core labor standards-freedom of association and collective bargaining,
the elimination of forced labor, the effective abolition of child labor, and the elimi-
nation of discrimination in respect of employment-and declares that they are es-
sential to membership in the ILO. There is "follow-up" mechanism, a sort of mon-
itoring system, that will determine how countries are complying with these ele-
mental workers' rights.

The President has acknowledged its potential. In his radio address on January 9,
the President unveiled a proposal to earmark $25 million for the ILO to pay for
technical assistance to help developing countries adopt and enforce these core labor
standards. He referred to it again in his State of the Union address last week. That
it could be helpful in the fast track debate is clear: under your leadership, Mr.
Chairman, this new ILO initiative was included in the fast track legislation ap-
proved by this Committee last July, by a resounding 18 to 2 vote.

On January 19th, I introduced Senate Concurrent Resolution 1, which expresses
the support of the Congress for the ILO's Declaration on core labor standards. Much
good could come of the Declaration, though it may take years and will take great
energy. I am encouraged by the President's statement of support for the ILO, and
I hope that the Administration will take this initiative seriously.

PREPARED STATEMENT OF- HON. DANIEL PATRICK MOYNIHAN

[JANUARY 27, 19991

Yesterday, Ambassador Barshefsky outlined the issues that the proposed round
of WTO negotiations ought to address, including agriculture and services-where
negotiations are already scheduled to begin-and such "newer" issues as anti-
competitive practices by private firms (known in the jargon as "competition policy")
and investment policy. I might note that these are not, in fact, new themes for trade
negotiations. The draft charter of the International Trade Organization, which was
negotiated November 21, 1947 to March 24, 1948 in Havana, Cuba, had addressed
these matters in some detail. The ITO Charter was opposed at the time by most
of the American business community and ultimately rejected by this Committee. We
find ourselves, 50 years later, struggling over the same issues.

I would also note that disputes over agricultural trade are centuries old. England
began to restrict grain trade in 1361, with the enactment of the first Corn Laws
barring grain exports. In 1815, England prohibited imports of grain until domestic
wheat prices reached a specific level. The repeal of the Corn Laws in 1846 (thought
to have been prompted by the arrival of low-priced grain from western New York
through the Erie Canal to Liverpool) was a definite victory for the United States.
We are not so successful today, judging by the sheer volume of agricultural trade
disputes with the Europeans.

Now a word on steel. The situation in the market toda 'y is unprecedented. Steel
imports captured about 37 percent of the U.S. market in November, up sharply from
23 percent one year ago Never before has demand collapsed to the degree that it
has in Asia and in Russia, putting enormous downward pressure on prices and
sending millions of tons of steel in search of a market. There is strong evidence that
much of that steel is being dumped in the United States. The Department of Com-
merce has just released data showing that the average price of hot-rolled strip from
Japan in the January-November 1998 period was 76 percent lower than the 1997
average price.

Dumping is a problem that has plagued international trade for more than a cen-
tury. In the early 1900s, the Japanese dumped cotton yam in the Chinese market.
The Americans were then dumping steel-in Britain and Canada. The First World
War brought strong evidence of widespread predatory dumping by Germany, and de-
mands in the United States for effective protection. First came the Antidumping Act
of 1916, a narrow provision that is still on the books, and then the Antidumping
Act of 192 1, on which our current law is based. Today, the future of our steel indus-
try may rest on whether ow- antidumping law will be effective in addressing 'this
unprecedented situation in our steel market. I look forward to hearing our wit-
nesses' recommendations on what ought to be done.
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Thank you Mr. Chairman. I am pleased to have the opportunity to testify before
you today. I also want to thank you for the leadership you have shown in holding
these hearings.

I am the Chaiman and CEO of Fannie Mae, the largest investor in residential
housing in the nation. Although originally founded by the Federal Government, last
year we celebrated our 30th anniversary as a company owned by private sharehold-
ers. We continue to be regulated by federal agencies and to operate under a federal
charter that requires us to create and promote a secondary market in residential
mortgages. That means that we don't originate mortgages, but we make sure that
lenders have the money so that they can make loans. Fanne Mae is in the business
of expanding homeownership and affordable rental housing in America.

The members of this Committee are well aware of the importance of homeowner-
ship to American families. Homeownership remains the American Dream. It is still
the greatest generator of wealth for most families. And it is the bedrock of the mid-
dle class. Housing is an important part of the economy as well. Over 21 percent of
private consumption in the United States is related to housing.

That means 21 cents of every dollar spent by American consumers goes toward
housing their families. Compare that to the 15 cents spent for medical care, 14 cents
for food, and 5 cents of each dollar spent on motor vehicles. Clearly, housing must
be at the forefront of your thinking when you consider the interests of American
consumers.

I am here today to make the case that open capital markets are important to the
average American family because without access to international capital the cost of
housing in the United States would go up, and the opportunity for homeownership
would go down.

As I mentioned, our job at Fannie Mae is to promote the functioning of the sec-
ondary market for residential mortgages by increasing the liquidity of mortgage in-
vestments and by improving the distribution of investment capital available for resi-
dential mortgage financing. We provide stability in the secondary market and work
closely with the international capital markets. FVannie Mae is the nation's largest
supplier of home mortgage funds. In the 1990s we have supplied more than $1.9
trillion in mortgage financing, helping, more than 21 million American families own
their own home. Today, Fannie Mae finances one out of ever four homes in Amer-
ica. Due in part to our efforts, the homeownership rate hashi t an all-time high of
66.8 percent.

We raise the money to buy these mortgages by borrowing from the domestic and
global capital markets, and by issuing mortgage-backed securities in those markets.
Today, Fannie Mae is one of the nation's largest issuers of debt.

Foreign investors have been important purchasers of Fannie Mae debt. Of the
$147 billion we raised from issuing long-term debt last year, 30 percent-or $44 bil-
lion-came from overseas investors, including foreign central banks. In other words,
foreign countries and other overseas financial institutions invested $44 billion in the
American housing market in one year just through us.

Last year, Fannie Mae responded to a greater demand for high quality debt by
issuing our landmark Benchmark Notes-large denomination, non-callable debt
issues of terms ranging from three to ten years. Over the year, we issued eight
Benchmark Notes and had seven re-openings of previous issues, for a total of more
than $42 billion.

Tey were very popular with foreign investors, who saw their credit quality, li-
quidity and attractive spread and bought more than $18 billion worth--44 percent
of the total is:%uance. In turn, the Benchmarks Notes helped to give us uninter-
rupted access to global capital markets.

When foreign investors buy Fannie Mae debt, they are making an investment in
new home construction and jobs. They are investing in our neighborhoods and com-
munities.

They are helping to finance the American dream of homeownership. And they are
helping Fannie Mae hold down the cost of homeownership in America, and extend
it to more families.

Without open capital markets, Fannie Mae would have to rely far more on U.S.
debt investors to finance homes. In response, the domestic interest rates would rise
and home buyers would pay more each month and many would be prevented from
buying a home at all. So it's clear to me: Anything that jeopardizes open capital
markets, in effect, could impose a burden on homeownership or Aerican families.

Let me reiterate: Fannie Mae's ability to ensure liquidity in the mortgage finance
System for average Americans depends on our ability to raise overseas capital
through open markets. We used to say Fannie Mae was the link between Wall
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Street to Main Street. For home buyers today, however, Fannie Mae is a crucial link
between Main Street and Wall Street and financial corridors from Beijing to Frank-
furt.

Last fall, we saw just how crucial this link is. In fact, the financial crisis last fall
is the best illustration I've (.ver seen of how our access to open capital markets
saves home -buying consumers money.

It began with a confluence of events, including the year-long slump in Asian mar-
kets, Russia's Black Thursday and the multibillion-dollar hedge fund bailout. The
resulting turmoil in world financial markets led to a sudden, dramatic and wide-
spread shortage of credit capital. This credit crunch hit many sectors of the U.S.
economy and the world as investors simply stopped buying all but the safest, high-
est-quality debt. In a short time, major corporations, hedge funds and even foreign
governments had to scramble for capital, and then they had to pay a premium for
it.

In facts, the credit crunch hit parts of mortgage finance hard. Two of the nation's
most aggressive commercial mortgage originators halted lending. One lender in Dal-
las cancelled $400 million in planned loans to developers. Lenders in the subprime
and commercial mortgage markets-and their consumers-were squeezed out. And
lenders in the jumbo market saw their spreads to Treasuries widen to recession lev-
els.

But the largest group of home buyers was not affected by the credit crunch-those
served by Fannie Mae. They never felt the credit crunch. Chances are they didn't
even know it was happening, because their mortgage approvals and interest rates
went virtually unaffected by the global turmoil. In fact, even in the depths of the
credit shortage last fall, our home buyers could still get a 30-year, fixed-rate mort-
gage for less than 7 percent-the lowest mortgage interest rates since the sixties.

That is because Fannie Mae was able to continue raising capital and adding li-
quidity to our housing finance market. In October alone, as the credit shortage deep-
ened, Fannie Mae was still able to issue about $12.5 billion in long-term debt, and
we committed to buy more than $30 billion in mortgages.

We could do that because Fannie Mae debt was seen as a safe haven, particularly
overseas. More than three dozen central banks were already approved to buy our
securities, and they are some of the most conservative investors in the world. When
foreign investors looked at Fannie Mae, they saw our Triple A credit rating and our
strong reputation in the market. In addition, they had also seen us. Over the past
several years, Fannie Mae executives traveled overseas to meet face to face with for-
eign investors, to build up personal relationships, and to build trust and confidence
in our company and in our debt instruments.

So last fall when most foreign investors stopped buying corporate paper or com-
mercial mortgages, they kept on buying Fannie Mae debt. When people looked for
a safe investment, they looked to Fannie Mae. And American home-buying consum-
ers were the beneficiaries.

Our ability to buy mortgages during the credit crunch saved consumers significant
money. In fact, as the credit crunch forced up interest rates on jumbo loans, the
spread between Fannie Mae and jumbo loan rates jumped from 23 to 49 basis
points. That means that a Fannie Mae-backed mortgage saved our home buyers up
to $26,500 over the life of the loan.

By keeping the credit crunch from affecting average home buyers, Fannie Mae
served as a force for stability in an unstable financial world. That goes precisely to
our mission--to provide stability and liquidity in the secondary market for residen-
tial mortgages. But we cannot assure the flow of capital if we do not have access
to capital. Our ability to attract overseas capital and pump liquidity into the home-
buying market-which is especially crucial in times of global financial turmoil-de-
pends upon open credit markets.

When foreign investors buy Fannie Mae debt, what they're actually doing is in-
vesting in the American housing industry. As I previously noted, housing represents
more than 21 percent of annual consumption in the U.S.

Home builders will tell you that access to the global capital markets is crucial to
their bottom lines. Realtors will tell you how home sales depend on reliable sources
of home loans. Bankers will tell you how important the housing asset is to family
balance sheets. And mayors will tell you how important homeowners are to viable
neighborhoods and communities.

Open international markets in financial services are now as important to home-
ownership in America as that little savings and loan was to the town of Bedford
Falls in the movie, It's a Wonderful Life. With out access to international markets
we could not do our job for American consumers.

Thank you for this opportunity to address the Committee on this important issue.
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Good morning Senator Roth and Senator Rockefeller and other distinguished
members of the Finance Committee. Thank you for the opportunity to present the
views of Weirton Steel Corporation and our 4,864 employees on the severity of the
impact of the global economic crisis on Weirton Steel. At today's hearing, I will also
outline solutions or at- least an amelioration of the impact of this dramatic surge
of steel imports on the U.S. industry.

The impact of this surge of enormous volumes of steel imports at prices which sig-
nificantly undersell U.S. producers has had dramatic negative consequences on
Weirton, our workers and the community. As a direct result of this crisis, we have
laid off approximately 1,000 production and maintenance union steel workers or
20% of our work force and 37 office and clerical workers. The rest of our workforce
has suffered significant cutbacks in hours which has reduced their paychecks by at
least 25%. Due to an evaporation of our order book, we were forced to shut down
one of our two operating blast furnaces in December 1998, cutting our effective ca-
pacity by 30% and costing us millions of dollars. Due to the lost volume and lower
prices caused by imports, our company reported pretax losses of $16.3 million dol-
lars in the fourth quarter of 1998. I regret to say that our projections for the first
quarter of 1999 are looking no better.

While Weirton has reduced its workforce from over 9,000 in .1984 to the present
4,864, these reductions were made because substantial investments in capital equip-
ment, over $1 billion dollars, allowed us to increase productivity and, efficiency.
Even during the recession of 1991 and 1992, Weirton was not forced to lay off per-
sonnel because of inadequate orders to maintain production. Senators, Weirton has
become an extremely efficient steel mill. We are now close to one man hour per ton
for the production of hot-rolled sheet. Thus, our labor costs for producing steel is
far less than the cost of freight for our foreign competitors. The products we use
to make steel, iron ore, coal, coke, ferrosilicons are all essentially commodity prod-
ucts selling in U.S. dollar terms for the same prices throughout the world. The only
production factor which differs significantly from country to country is the cost of
energy, and the U.S. generally has the lowest energy cost in the world. So how can
foreign producers sell products in our market for more than $50 a ton below our
production cost? The answer is by trading unfairly.

While steel is a prime example of an industry battered by the world financial cri-
sis, the over $20 billion dollars per month deficit in merchandise trade shows that
the entire U.S. manufacturing sector is being adversely impacted. After an article
on Weirton appeared in a recent issue of Business Week, I received calls from old
friends who are executives at companies that produce machine tools and cookware,
respectively. They told me their companies are also suffering from import surges.
If misery loves company, I at least momentarily felt better.

Steel imports, all of which significantly undersold U.S. producers, took over one-
third of the U.S. market for the months of July through November. In 1998, the
U.S. will import over 40 million tons of steel. That is mind boggling. Since I testified
before the Senate Steel Caucus two months ago, we have learned that over 8 million
tons of steel were imported in October and November. That is more finished steel
than the U.S. industry will produce in January. We know the causes of the dramatic
steel import surge in the United States and there is obviously some effort to address
those root causes over a long period of time. However, it is clear to us that the
President's plan submitted on January 7, 1999 is entirely inadequate to provide re-
lief to the U.S. steel industry from problems the industry did not cause. I would like
to highlight our company's views on the President's report.

While the introduction to the President's report recognizes that there has been "a
steep drop in demand for steel in the countries affected by the economic crisis,
which over the last decade experienced a sharp increase in steel production and con-
sumption . . . ." The report fundamentally fails to present a comprehensive, global
response to a global problem. Instead of addressing the fact that over 50% of the
world's current steel capacity is in countries which are either in recession or depres-
sion, the report's proposed solution to the steel import crisis is a proposed rollback
in imports from Japan, virtually nothing with regard to Korea, and a proposal that
would actually result in an increase in imports from Russia beyond levels that
would occur without excessive interference by the Administration in the trade law
process. While only approximately a quarter of the import surge came from coun-
tries other than Japan, Korea, and Russia, the threat of a future massive surge in
imports from these countries as unfair trade duties are imposed against hot-rolled
sheet from Japan and Russia is very real. While the report acknowledges the de-
clines in U .S. steel shipments, capacity utilization, and employment, it fails to also
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mention the recent bankruptcies that have occurred over the past 6 months in the
steel industry.

While the program outlines bilateral efforts with three countries, Japan, Russia
and Korea, each bilateral plan is problematic at best. The Administration p lan fo-
cuses on a return to 1997 levels for Japanese imports in 1999. However, the plan
refers to steel exports rather than exports of specific steel products by Japan. With
the filing of the case on hot-rolled sheet by the industry in Septiember, it is likely
that 1999 hot-rolled sheet exports from Japan will be zero. This compares to 500,000
tons of hot-rolled sheet imports in 1997, which quadrupled to at least 2,000,000 tons
in 1998. However, monitoring steel imports from Japan on a total steel product
basis would allow the Japanese to increase exports of other products by 500,000
tons in 1999 and still be at 1997 levels. It is important that the Administration curb
surges in other flat-rolled steel products from Japan, structurals and pipe and tube.

The Administration's recent proposal to limit steel imports from Russia through
suspension agreements is not a proposal to benefit the U.S. industry, but rather a
proposal to benefit the Russian industry and U.S. foreign policy. Because Russia has
the least efficient steel industry in the world, regard less of exchange rate move-
ments, Russian steel sales into the U.S. are at dumped prices. The dumping mar-
gins found in the 1997 cases on cut-to-length plate from Russia ranged from 54 to
185%. The petitioners in the hot-rolled case expect margins in the same range.
Therefore, the imposition of antidumping duties would ensure that only fairly trad-
ed Russian imports could be sold in the U.S. By contrast, a quantitative restriction
with a minimum price that is still a dumped price would allow the Russians to con-
tinue dumping into the U.S. market at the expense of the U.S. industry. For this
reason, all twelve domestic producers and the two labor unions oppose suspension
agreements with Russia.

The proposed discussions with Korea did not even include a return of Korean im-
ports to pre-crisis levels. Imports from Korea have more than doubled during the
crisis. This is in spite of the fact that a major Korean production facility, Hranbo
Steel, was shut down in June 1 998. However, in spite of a 12 million ton decrease
in domestic steel demand in Korea, POSCO has only reportedly cut production by
1 to 2 million tons. They have significantly increased their exports to the United
States, both directly and indirectly through sales to re-rollers and pipe and tube
converters. The Administration's proposal does not include any actions that would
inhibit the -dramatic surge in imports from Korea. In fact, much of the past Korean
government unfair trade practices that led to the rapid growth of the Korean indus-
try and of their exports to the United States seem to have continued. Recently, Ko-
rean steel producer, Dongkuk purchased a 1.5 million ton plate mill from Mexico
with funding assistance from the Korean Development Bank and the Korean Hous-
ing Bank, two government owned entities. Unfortunately, despite restrictions in the
IMF agreement, financing of the Korean industry, other than POSCO, still is done
almost exclusively by Korean government owned banks, whether or not the steel
companies receiving loans are uncreditworthy.I

Weirton and the U.S. steel industry are suffering extreme pain because govern-
ments and businessmen in Asia engaged in crony capitalism which caused a debt
crisis that has led to deep recessions and a dramatic curtailment of steel demand
in those countries. Weirton and other U.S. steel producers are suffering extreme
pain because Russia, despite their intentions, was never able to make a successful
transition to a market economy. Failure to do so, resulted in an 80% decline in do-
mestic steel consumption in Russia, which created the need for Russian mills to ex-
port as much as two-thirds of their production, and a recent focus on the U.S. mar-
ket after steel demand in Asia, their number one export market, virtually dis-

appeared. Weirton and the rest of the steel industry are suffering extreme pain be-
cause the government of Brazil has not been able to curtail runaway government
spending, a tremendous hike in domestic interest rates, a dramatic devaluation, a
consequent dramatic decline in domestic steel demand and recessions in Brazil and
its immediate neighbors in South America. In each case, the IMF, the U.S. govern-
ment and American taxpayers have stepped in to give aid to these countries in the
hope of restoring stability and preventing world financial collapse. The U.S. steel
industry has received no such aid. U.S. farmers, who have seen farm prices pluni-
met because of a steep drop in exports to Asia have received billions of dollars of
additional government aid in the last budget and are now the beneficiaries of $600
million dollars of government purchases of farm products for food aid to Russia. The
U.S. steel industry has received no such aid.

Weirton, our Independent Steelworkers Union (ISU), eleven other producers and
the United Steel Workers (USW ) filed antidumping cases against hot-rolled sheet
from three countries. Our counsel are working on many more cases on other p od-
ucts against additional countries. However, it is clear given the structural imba dance
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between steel supply and demand in virtually every continent of the 'World except
North America at the present time, currently estimated at over 100 million tons of
excess capacity, that we will face surges of imports from country after country as
the trading companies search out new sources of steel. We are also seeing both the
Russian and Japanese shift into other flat-rolled products. Just last week, we
learned that a valued tin mill customer shifted 1999 requirements for one of their
plants to a Japanese supplier. We strongly believe that the only remedy to this
problem will be a global solution.

We know that Sction 201, the so-called "escape clause or safeguard provisions"
would allow the ITC to recommend to the President higher tariffs or a global quota
if the ITC found the industry was seriously injured. ou are the committee that
wrote these laws in the Trade Act of 1974. We can read the explicit language and
the definition of serious injury as defined by the Senate Finance and ways and
Means Committees. But we don't know what the ITC considers to be serious injury.
At the present time, this industry is operating at less than 75% of its capacity, com-
pared to over 90% at this time last year. Despite a robust economy with increasing
steel demand, steel production is down 17% so far this year. Domestic prices have
fallen by over 25%, falling from prices that allowed decent profits, to prices that will
insure significant losses. Over 10,000 workers are on layoff. The entire industry is
being forced to curtail its capital expenditures and is unable to access the credit
markets. Senators, to those of us in the steel industry, this crisis is well beyond seri-
ous injury. We know that the Finance Committee writes the laws, it conducts hear-
ings and confirms the members of the International Trade Commission, and it has
the power to request Section 201 investigations. Weirton would welcome the oppor-
tunity to discuss with members of the Finance Committee and your staffs a request
for a 201 investigation by the Finance Committee in the mjrproduct lines pro-
duced by the U.S. steel industry. Our goal would be to obti a recommendation
to the President for global quotas to return steel imports to pre-crisis levels. The
steel industry needs immediate relief from this crisis, until the broad policies being
pursued by the Treasury Department and the IMF, using taxpayer dollars, returns
the economies in these other steel producing countries to a level of growth that will
allow steel demand in those countries to increase and remove the need for the U.S.
steel market to supp ort their industries.

I also understand that the Committee will consider changes to the trade laws that
will improve enforcement and effectiveness. As someone who has recently had to
focus on trade law relief for our company, I have encountered a number of frustra-
tions. Among the areas in which I hope the Committee will focus its attention are
the distribution of collected duties to the injured companies, tightening circumven-
tion rules, changing cumulation rules, making the prohibition against reimburse-
ment effective, and fixng again the captive consumption issue. Our trade counsel
is an expert in this field and would be h&~ppy to supply technical details to the Com-
mittee's and Senator's professional staff.

In closing, the Senate Finance Committee should develop an aid program for the
U.S. steel industry. At Weirton Steel, we have curtailed our 1999 capital expendi-
ture program by 60%, in order to conserve cash. I believe the same would be true
for most other companies in the U.S. steel industry. If this industry, as capital in-
tensive as any industry in America, has to significantly curtail capital expenditures
for a prolonged period, we will quickly change from being the most technologically
advanced and most efficient steel industry in the world to being one of the least effi-
cient. There is simply no capital available in terms of debt or equity offerings to

themaorty of the U.S. steel industry to maintain capital expenditures at a time
when te industry is facing significant production curtailments, massive layoffs, and
extraordinr losses. The President's tax proposal will not benefit Weirton. Like
farmers borwing to finance the next crop, we need capital to finance the next tech-
nology to stay competitive, and we cannot afford to wait until after this crisis is
past. I urge you to do something for the industry now before it is~ too late.

Once again, I thank you for the opportunity to appear today and to discuss with
you solutions to this crisis. I would be pleased to answer any questions from the
Committee.
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HOT-ROLLED CARBON STEEL
Unit Values of Imports

5 Month
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Source: U.S. Import of Merchandise (1M145) CD-ROM. U.S. Dept of Commeorce, Bureau of the Census
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Total Steel Imports Into the U.S.
1998 vs. 1997

(Net Tons)
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Steel Import Market Share
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Total U.S. Steel Import Market Share
1998 vs. 1997
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WUITON FROM PAGE A- I
swuudig Hancock and Brooke
cotites, but it's also the largest

znaiuctuin emloerand the
second-larges employer - behind
Wal-Mrt - IWst Vir= 1'a By
contrast mils in nearby Fb lnbee,

operaoted by WheelingPitts-
bug rqladWein-Nisshin

Scores of other businesses and
m !,hActuer i the region are di-

recly tied to Weirton SteeJ either
because they sell their wares to the
cotapany or because they deliver or
use its products.

Sothereas' afamillythat was-
n't Pffected in, some way when iii
Noyenibe;Weiton Steel laid off 425
of ft 4,743 employees; in response to
theinduszywide crisis trigered by
e a" nig ood of cheap import-

Huhdrods . more got furlough
Allpshort~ybfe Christmas when
decrasing orders for steel prompt-
edithecom6pan toshudow a blast
furnace. Weirton Steel spokesman
= Warren sadtheywouldnt be

back until the company once
againturnsaprofit

"In this comm-unity, envybody
has alitte bit todo with tee," said
Don T Riby president of the Weir-
ton Area Chamber of Commerce
and the Business Develoment
Corp. of the Northern Panhandle.
"Very candidly, this is a very scary
time forus bere."

Up0 until last summer, the future
looked brigbt for Weirton Steel's

mikrsad nelglibors The compa-
ry turned profit in the Last two

*quarters of 1997 and the first two
quartersof 199k -and demand for its
te meant plenty of lucrative over-
t ime for employees, Warren said.

someone to build the expansive
deck with the intricate flooring that
he and Maria designed. He em-
barked on an ambitious plan to ren-
ovate hirbouse and add another

* P~'wm before his second child ar-

On the 6utskirts of WeirtoN, the
HalfMoon industrial park was filled
with canning factories and other
"enduse"flnms that relied on Vrer-
ton Steel's tin-lated steel and other
Pirdufts The park was so success-

fu tatPjby otganizations were
worin wtl city and county eco-

none dveopment offcers to woo
more buaese and xnanufactur-
ers to anew park planned for a h
above dontwn Weirtiom

But then Ruissia, Japan, Korea,
Brazi and other countries, in a ef-
fort to. shore up fudering
economies began shp9 large
amounts of steel toUnited
States. U. steel makr sid some
of that steel was sold for less than it
cost to produce.

As imports continued to arrive
uncbeclredby tariff or qwiteAs US.
steel makers lost cutmes forC-
ing them to, close mill and lA off
about 1000O steel workers acros
the country During the third quart-
ter of 1998 Weiton Steel posted
$500,00 loss. its ftfoUArthra
statement Issued Fn abow

los $131l mroik-
fofr 199&. ~ o 81mno

Steel makes including Weirton

li1velfl~ood and future are beig sac-
ifficedto shore up other nations.

Then' latest effort to pblicize
*t heirplaht came Wednesday when
aou 5 00Wirton Steel employ-

esa2supporters, workers fo
* 1ants around Pittsburgh and Ohio,

q~slto"from steel-producin
states and steel executives came to-
:gether for the "Valley Rally" in
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"B eing realistic,
I don?' think

-we've seen. the
darkest times yet."#,

a"& -rk
80116& CS@.I
.dhIIAGWsle

Taeb entDC did not attend the
march, the US. Capitol to the

'W aPiie most effldt steel
worker In the world todat and we
mco opee with an 0n-o0

level pe Buwt evaey
day t gos by wtbout action
President Clintoni Is cmubg more
and more pain in the Ohio eyg"
sald Mark Glyp%6s president of
Wtion SteelIs dnepe _et Steel-

fin nt t inP~m t of thle
As he bustle armud the union

hal mn" plan for te ral~y la
weekbp- Graeabout tMep*ad-
den% t*- oasacaniatsn 199W.
drew chain htm bh~co
crowds In the Ohio WAley by pledg.

,vow es wo *otfeA

sh ign ono heftathe AB1iS
catldert steel worker 'ff-n

whoowet rtl the idll n193ter

he gradated with a degre in busi-
ness aministration from WtVIz'-
ginl University, GlyptL% -48, bas

worked 1S-hour daps sinc the Enrt
wav of laqoffs, fieldino telephone
calls andriitftmbines_ n
worrde miberL

Stee workers who once earned
between $35,000 and. $50,000 a yea
ame now drAn a maximuma of
%$311 A ee pmuni~ et
Those pAym N.s alqpg wt l

last a mamum of six months.
Workers also are eligibefor 5

nancia! assistance from the union
based on the amott of time they
worked at the mill.

Because checks are stil omin
In, most laid-off workers baez
succumbed to Mil-fledged panic.
But somneadmit to paIng brooding
orsnappIn~ at thefarIhes.)

esseep too much, unable. to
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drag themselves out of bed when
there's no job waitng Many threw
,themselves. into diskibuting card-
board "Stand Up for Steelr sign
that have sproted in windows all
overv townrwritletters orheip-

-B~ut in calto ~~sand each
otbeg they ask What will we do
when the money runs out? Wil we
ever be callecback?. WMl the compa-
ny goii=der?

At any ther te, laid-off steel
worker. Andrew Kjame and his
wife CAMs would have considered it
to beinbhad taste to tela rplete
strane about their famiy's prob-
lews paricularly their 4-year-old
daugte Sh4elbs brain tumor that

pr~ ywill r-ur surgery this
year But sharethey did when an

aide toU.Sen.Ja Rockefeez, D-
WMIt9 telephoned the t h
Valle RaU) asking for details about
Shelbys condition and ther soon.
to-lapse medical coverage.

"It bothers mneto have tospk
out lie that," said Cara, 40, apat
time nurse at Weirton Medical Gm
ter. O touwishiboprl-
vaq. But ifhelp bez; and the fuz-

erwise, we're going to be selling
tinst live"

LfKevin and Maria Msse
Rick Roach, 31, of Pbllansbee, and
his wife, Dawn are -exena baby-
in May.afterhis uneauploymenut and

"Ur myWife's bened, We been
trying to kep a good outlook and
IWv been looking for other work reli-
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glously. rd work three miimum-
wageJobs at atimef had t3 form
fanD." Roach said. W3i even 6J
nesses that arent directly en~ to
the mill aren't hiring because the
don't know what their future will
be."

.That's true, said John New-
brough, who employs about 60 peo -
ple at seven camrera and film-devel-

onm sopsinand around Weiton.
WWL wo hvebeet2 lad

olt or fear they might be, arett
seeding at restaurants, furniture

strds shop orbars forthing

migtas wel beW Newbriug 'said.
wrruh-December, people still

hdmoneconing in and~ fry ied
toeq 4U ftns Vih aMU&But

now it's Januar they're stil laid off,
and the bills ame corning,So themr
not bu$in at my store If t-hings
doret cku bkup in the spring ru

Wertn ema~ BettyPerry
doesn't come from a family of steel
workers. Her husband is a maiclia
1st at Dietech Machine outside
Steubenvile. But because Dietech
does business with Wairton te it
has slowed operations and lse
her husband's hou6s she salfi-

"We neve worked for-the'stee(
compaw, but we're still affected,"
said Perrg 35, as she brows~ o
jeans for her daugter at the

Cltes, Closet at WatnsCv
United Presbyteriani Church, where
volunteers collect and distribute
free clodtn food and toiletries.

Oft' a domino effect. Right now,
we're seeing people -who work for
minimum wage in the -upem~arket
the piz p laces, the litte shops,,
said CoePresbyeins past6r, the
Rev. Leland "Itrry" Stoops. "But if
we don't see (government] action
on foreign steel, we'll be seeing
major problems when the benefits
run out."

If the mills forced to doseth
effect on Weirton and ssrzou Xmm
counties will be devastating-si
Weirton Mayor Dean Rarris,Ivto's
worked in the mill, for 24 years The
city derive about 60 percent of its~

muiia. budget fmm real-estate
taxes paid by the milL and school
district in.Hancock and Bfooke
County also depend heavily,.n in-
come from the mill.

Harris and Rigby said theywr
encouraged by the turoutadth

Wht o0use response to Wnes-
days Valey RaUty as weflas by On-
ton's briefimention of the steel crsis
during his State of the Unlin ad-
dress the night before. But theyand
other regional leaders said tbVsti30
bad to work harder and faster tode-
velop other indutries and business-
es in Hancock and Brooke couties.

"Being reallstl4 I don't .think
we've seen the darkest time&~ yet,"
said Hancock Countydinsrar
Chuck Svokas, who also is predldent
of the Weirton Rotary Club.

"Some [workeri1 may never be
called back and wil have to refrain
arlI re-educate, just as they did In-
Pittsburgh. Our developmentcom-
mumity knows It must develop pther
[job] options for them."0

Otherwise, they'l be ionded to
make the same choice that Kevin
Tssey is considering -turi his

back on his hometown and tainhis family south or west t~ofnd
work

"I'm not hxying to be esnlt,
bafrm a realist ithn we're get-
ting sacrificed on thi deal and I

dottinkIM evier gobac);T7%ssey

"I know there are people who are
worse off than us, but this is so hard.
This is my home and I wanted -to
raise my family here I 'never
thought rd hav to give up that
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PREPARED STATEMENT OF HON. ROBERT RUBIN

Mr. Chairman, members of this Committee, I appreciate the opportunity to speak
with you this morning about the Administration's trade policy and our strategy to
open markets and expand trade. While Secretary Daley and Ambassador Barshe sky
will speak in greater detail about our trade agenda, I want t make a few broader
points about the importance of trade to our economy because the decisions we make
on trade over the next few years will be some of the most important we will make
as a nation with respect to our future prosperity.

We meet at a time of tremendous strength in the U.S. economy. Today, unemploy-
ment is 4.4 percent and it has been under percent for the last four years. The
economy has~ generated nearly 18 million new jobs over the last six years, and infla-
tion has remained low. And wages are rising B across all income levels.

A number of factors have contributed to this strong economy including, very cen-
trally, the private sector regaining its competitive edge over the last decade, and the
President's broad based economic strategy of fiscal discipline, investing in people,
and opening markets. And that last point B expanding trade, to which this Adminis-
tration has been firmly committed and for which this Committee has been the keep-.
er of the flame B has clearly played a major role.

Jobs related to exports pay on average higher wages than other jobs. Opening
markets and expanding exports are therefore of great importance to our nation's
prosperity and our ability to create high wage jobs. Less widely recognized is that
imports, too, contribute greatly to our economic well being. Americans, as consum-
ers, benefit from the lower prices and wider choice which imports provide; American
producers similarly benefit from lower costs and wider choice for inputs, making
them more competitive, which results in more jobs and higher wages; productivity
is enhanced through greater competition; and for all these reasons, inflation and
thus market interest rates are therefore lower.

It is interesting to compare our economic performance of the last six years with
the economic performance of other industrialized nations that are less open. Study
after study has shown that more open economies enjoy stronger growth, and that
is certainly evident here. We have low unemployment, rising wages across the board
B and we have the most open markets among the major economies. Europe and
Japan are far less open than the United States, and the major economies of con-
tinental Europe have had persistent unemployment of 10 to 12 percent or greater,
and Japan, now in recession for over a year, has been virtually stagnant for roughly
eight years.

Moreover, trade is not a zero sum game: All nations benefit from a vibrant trad-
ing system.

Mr. Chairman, as you well know, for the last year and a half the global economy
has experienced a financial crisis severely affecting countries around the world.
While our economy has performed very well despite the crisis, there are certain sec-
tors that have been substantially affected B most notably, steel, because of in-
creased imports, and agriculture and aircraft, because of decreased world demand.
The risks of that crisis continue, despite some positive developments in recent
months, as do the risks to us from that crisis. To protect the economic prosperity
of our country, and to restore the well being of affected sectors, we have been and
continue to be enormously focused on the effort to restore stability and growth to
troubled p arts of the world. In this regard, we have been working bilaterally as well
as with the IMF, the World Bank, the MDBs, and others to meet these important
objectives.

Let me emphasize two points integrally related to all 'of these comments. First,
trade should be not only open but fair, and this Administration is committed to fully
enforcing our trade laws to deal with unlawful practices. Second, the President has
worked to equip Americans with the tools they need to succeed in the global econ-
omy, with a strong emphasis on education, training, health care, and technological
research and development. A strong international policy has to go hand in hand
with a strong domestic policy And we must be particularly focused on helping those
who are adversely affected by the dynamic change B due principally to technology
but also to trade B that so benefits the American people overall and is critical to
American success in the global economy.

What we must not do is pull away from the global economy, which is so important
to our economic well-being. The rest of the world look to the United States for lead-
ership. For the United States to reduce access to our markets, even on what might
appear to be a limited basis, could well be very damaging to us. It would hurt our
economy directly through higher costs to consumers and producers and higher infla-
tion and quite possibly higher interest rates; and under today's conditions there
would in addition be two special risks to our economic well-being.
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First, reduced access here could undermine the prospects of recovery and growth'
abroad in a world that is still working itself through the global crisis that began
a year and a half ago, a recovery so important to our economic well being. Japan
and Europe must also increase the world's access to their markets, for their sake,
and for the sake of the rest of the world.

Second, and most troubling, if the United States, with its very healthy econom~
is seen as moving toward restricting markets, that could well reinforce the newry
vibrant voices of protectionism in many countries around the world whose economies
are struggling or less vibrant then ours, and that is enormously against our eco-
nomic interest.

Mr. Chairman, the U.S. economy is the strongest it has been in a generation. To
sustain that strength we must continue to maintain open markets at home, and
press for open markets abroad. This Committee has long been a major force in pur-
suing those objectives, and I and all of us in the Administration look forward to
working with you to meet these great challenges, including, building a consensus
for trade negotiating authority that also reflects appropriate provisions with respect
to labor and the environment, issues to which the WTO and the 1L0 have a great
deal to contribute . Our success in meeting these challenges is critical to the pros-
perity and standard of living of our nation, as well as the global economy, for the
years and decades ahead. Thank you very much.

RESPONSES OF SECRETARY RUBIN TO QUESTIONS SUBMITTED BY SENATOR BAUCUS

EXCHANGE RATES

Question: Recently I traveled to Ottawa to help resolve the dispute concerning Ca-
nadian agriculture and its adverse effect on US producers. I talked with several
farmers and ranchers who were worried about imports and exports. But more than
that, they were concerned about exchange rates which directly affect where they will
feed their cattle, buy pesticides, and plan for next year's crop.

With a strong dollar, and the weakened ability to purchase in our primary mar-
kets, it seems like we cannot ignore this fly in the ointment.

Mr. Rubin: do you have a strategy to deal with exchange rates?
Answer: Our view is that exchange rates should reflect underlying economic fun-

damentals and that the best thing countries can do to maintain the external value
of their currencies is to pursue sound economic policies.

Globally, the extended downtrend in commodities prices has weighed on cur-
rencies of countries, like Canada, which global financial markets regard as signifi-
cantly dependent on commodities exports. The commodity price declines, in turn,
have been exacerbated by- the recent turbulence in Asia. Last summer, the decline
in the Canadian dollar was reinforced by the interest differential between the Cana-
dian and U.S. dollars when the Canadian dollar yield curve was below the dollar
yield curve. The Canadian dollar reached its lowest levels in late summer in the
global aftermath of the Russian devaluation and default. The Canadian authorities
raised interest rates, reversing the relationship of the yield curves, and this appears
to have stabilized the C$, although a vulnerability to possible declines in commod-
ities prices remains.

JAPAN INSURANCE AGREEMENT

Question: Ambassador Barshefsky and Secretary Rubin, last July (more than 6
months ago) the US Trade Representative issued a public statement that the Gov-
ernment of Japan had failed to live up to a series of its obligations under the US-
Japan Insurance Agreement (bi-lateral). Since that time, no further progress has
been made. In fact, Japan's Ministry of Finance has refused to meet with the US
claiming to have met all of its obligations according to its multi-lateral agreement
on financial services under the WTO.

These bilateral commitments serve as the basis for Japan's new WTO insurance
obligations which are scheduled to become effective as of March 1, 1999. Ambas-
sador Barshefsky, I understand that you have raised questions about Japan's ratifi-
cations of its obligations to the WTO. But we must do more.

This behavior by Japan, in blatant disregard of our pre-existing bilateral agree-
ment, underscores the need for both the USTR and Treasury to follow through when
they negotiate a trade agreement. We can't afford to have Japan thumb its nose at
us and hope that this issue is eventually resolved in the quagmire of the WTO dis-
pute resolution process. Time is of the essence.

How does the USTR and Department of Treasury intend to address'this prob-
lem [i.e., Japan's refusal to consult] prior to the time (March 1) when the agree-

56-759 99 -12
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ment is scheduled to go into effect? (without the specific deregulation actions
called for.)
What leverage can we use to ensure that Japan fully meets its primary sector
deregulation obligations?

Answer: In December 1997, Japan agreed to bind many of the key provisions of
the 1996 bilateral U.S.-Japan Insurance Agreement within its WTO Financial Serv-
ices schedule. U.S. industry welcomed this action by Japan.

Japan has made some progress in opening and deregulating its insurance market.
For example, in September 1997 the Ministry of Finance granted the first ever li-
cense for direct marketing of risk-differentiated automobile insurance to a U.S. firm.
Nevertheless, the Administration is seriously concerned about Japan's unwillingness
to fully implement all of the specific deregulation actions called for under our bilat-
eral insurance agreement.

The United States has expressed its concerns on numerous occasions directly to
Japan and at the WTO. We have also approached interested third parties, such as
the EU, on this issue. The U.S. will continue to use every opportunity, both bilat-
erally and multilaterally, to convey to Japan the depth of our concerns and the ur-
gency that our governments expeditiously engage in a constructive process to ad-
dress outstanding issues. In accordance with U.S. industry's recommendation, we
joined a consensus to allow the WTO Financial Services Agreement to come into
force on March 1. We delivered a strongly worded statement in Geneva on February
15, 1999, expressing our serious concern with Japan's implementation of its bilat-
eral market-opening commitments, which are now incorporated in the WTO agree-
ment.

A USTR-led interagency team met with Japanese government representatives on
March 4 in Tokyo to discuss preparation for the next round of consultations under
the bilateral U.S.-Japan insurance agreements. Both governments agreed to hold
consultations in mid-April. The venue and exact dates of these working level talks
will be decided through diplomatic channels. Both governments agreed to address
a wide range of issues and concerns related to primary sector deregulation, as well
as the activities of large Japanese insurers and their subsidiaries in the third sector.
The Japanese side was represented by officials from the Ministry of Foreign Affairs,
Ministry of Finance, and the Financial Supervisory Agency. We have requested that,
in addition to these three agencies, the Japan Fair Trade Commission also attend
the upcoming consultations. We are working closely with other agencies and with
U.S. industry as we seek to resolve these important issues.

The Administration is prepared to utilize all of the tools at our disposal to ensure
the full benefits to U.S. industry from our bilateral Insurance Agreement. With the
entry into force of the WTO Financial Services Agreement on March 1, the United
States now enjoys multilateral rights of enforcement under the WTO Dispute Settle-
ment rules with respect to measures Japan has committed to take to deregulate and
open its insurance market. Of course, we continue' to retain our rights under U.S.
trade law to enforce our trade agreements.

MISCLASSIFICATION OF DRILLED LUMBER

Question: I understand that Customs is now reviewing a series of ruilings which
wrongly classified lumber with minor processing-suchi as notched lumber, lumber
with a scratched surface, and stained lumber-as "joinery and carpentry" and which
are still permitting evasion of the Agreement. I am glad that review is underway.

Can you report on the status of that review? Given the extensive analysis of these
issues that has already occurred, what is the minimum time legally possible for
Customs to correct these misclassifications and implement changes?

Answer: Customs has published in the Customs Bulletin a notice of intent to re-
classify notched lumber. The comment period closes on April 4. The tariff classifica-
tion of the other products was not raised in the course of the review of drilled lum-
ber; however, the classification of these products is under review by Customs and
notices of modification or revocation will be published soon. When Custom proposes
to modify or revoke a ruling it must allow 30 days for public comment on the pro-
posal and a 60-day delayed effective date for any changes that are made. Allowing
30 days for Customs to review public comments and to prepare a final decision, the
total time required to implement changes is about 120 days.

Question: Do you agree that Congress cannot be expected to grant expanded au-
thority for new agreements if existing agreements are not vigorously and effectively
enforced?

Answer: Conrss and the American public are fully entitled to expect that trade
agreements and any other laws that apply to imported goods will be vigorously and
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effectively enforced at the border, without regard to whether expanded authority for
new agreements is being considered.

RESPONSES OF SECRETARY RUBIN TO QUESTIONS SUBMITTED BY SENATOR BREAUX

SUPPORT FOR U.S. INDUSTRY

Question: The U.S. is playing an indispensable role in keeping the global economy
afloat by ensuring that our own economy remains dynamic and able to absorb im-
ports from Asia and other regions affected by the financial crisis. What is Treasury/
doing to ensure that ordinarily competitive U.S. industries such as the U.S. paper
and forest products industry do not bear a disproportionate burden as the U.S.
serves as the market of first and last resort? How is the objective of opening up for-
eign markets for competitive U.S. industries integrated into Treasury efforts to de-
velop a new global financial architecture?

Answer: The centerpiece of our response has been to lay the groundwork for re-
turn to renewed growth and stability among crisis affected economies. Without the
reforms the IMF requires and its associated financing, Asian economies would con-
tract even further, lowering demand for our products even further. A successful sta-
bilization effort will help increase U.S. exports. To support that objective, the Ad-
ministration has given strong U.S. support to tough IMF-led reform programs in
Thailand, Indonesia and Korea to restore market confidence and lay a surer founda-
tion for growth. We have encouraged strong action by other economies in the re-
gion--especially Japan and China-to promote their collective interest in long-term
financial stability and growth, and we have stepped up U.S.-led efforts to strengthen
the international financial system to safeguard against these kinds of crises to re-
spond to them effectively should they occur.

The Treasury Department's steps in suggesting reforms for the international fi-
nancial architecture will help support stable, sustained growth, with resulting bene-
fits to U.S. exports. As these reforms are, in part, aimed at improving transparency,
countries will need to further commit themselves to an open, rules-based system of
finance. This work helps to complement the Administration's efforts at ensuring
that our trading system remains open and rules-based as well. However, explicit
steps at market access have come through USTRled efforts at improving access for
competitive U.S. firms.

APEC TRADE LIBERALIZATION

Question: Participation in APEC sectoral trade liberalization by countries in the
Asia-Pacific region would seem to be fully consistent with your view that market
opening must be part of a long-term, market-directed reform of the economies in the
region. What specific steps has the Department of Treasury taken/do you plan to
take, to encourage countries in the region to participate in the APEC/EVSL Initia-
tive?

Answer: The Department of Treasury has supported the steps taken by the State
Department and USTR to ensure that the APEC/EVSL Initiative is a success. Dur-
ing the fall of 1998, senior Treasury officials emphasized the importance the Admin-
istration attached to ensuring that the APECIEVSL initiative was a success in bilat-
eral meetings with Finance officials from APEC countries.

While EVSL is not explicitly part of discussions among Finance Ministers, we
have highlighted the importance of the EVSL process during APEC meetings. Out
of those meetings, and the APEC Leaders meetings, the APEC leaders agreed last
year in Kuala Lumpur that maintaining the commitment to free trade and open
markets is a component of the economic recovery strategy.

RESPONSES OF SECRETARY RUBIN TO QUESTIONS SuBmiTn'ED BY SENATOR KERREY

INTERNATIONAL TRADE DATA SYSTEM

Question: I understand that there will be no funding in the President's budget for
the ITDS except that coming from user fees. I also understand that the trade indus-
try vigorously opposes new user fees. How do you intend to resolve the funding issue
and keep progress on the System on track?

The President's budget FY 2000 requests $5.4 million for the International Trade
Data System. This request is not contingent on enactment of new user fee legisla-
tion but if new user fees are approved by Congress the receipts will offset the appro-
priation for the ITDS.
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RESPONSES OF SECRETARY RUBIN To QUESTIONS SUBM17TED BY SENATOR
MURKOWSIU

U.S.-CANADA SOFTWOOD LUMBER AGREEMENT

Question: The 1996 U.S.-Canada Softwood Lumber Agreement was in response to
unfair Canadian lumber subsidies. The Administration has said that the Agreement
is a priority and promised "vigorous enforcement."

In 1997 Congress allocated an additional $2 million to Customs for enforcement
of the Agreement, in particular, to make more prompt and accurate the reconcili-
ation of import and export data. Yet, my understanding is that reconciliation is still
extremely slow-lagging by over a year.

How, specifically, has Customs utilized this additional $2 million? What actions
is customs taking to improve reconciliation efforts?

Answer: Customs allocated the $2 million primarily for personnel at northern bor-
der ports and at headquatrs offices that monitor and co-ordinate commercial en-
forcement programs. Additional funding was also used to support increases in travel
and contractual support costs related to the enforcement effort.

Customs and Canadian authorities have exchanged data monthly for reconcili-
ation purposes. Discrepancies were attributable to several causes: (1) Canada does
h~ot treat certain products such as drilled lumber and railroad ties-as subject to the
Agreement; the U.S. does, (ii) some Canadian exporters fail to obtain permits from
the Canadian Government, as required under Canadian law; therefore, Canadian
exports are understated, and (iii) clerical errors, which are the single largest cause
of data incompatibility. Once these problems were accounted for, discrepancies be-
tween U.S. and Canadian data were regularly reduced to less than one percent.
Through the end of FY 1998, Customs and Canadian authorities were attempting
to reconcile 100 percent of all export-import transaction. Based on the results of this
effort, Customs shifted in the current fiscal year to a statistically valid sampling
program, which accounts for discrepancies with equal accuracy and at less cost.

Question: What is needed to ensure that enforcement of the Lumber Agreement
and future reconciliation under the Agreement are prompt and fully effective? Are
additional funds needed?

Answer: Customs plans to continue its monitoring of imports and reconciliation
of U.S. import data with Canadian licensing data. Customs has since the inception
of the Agreement intensified both documentary and physical examination of lumber
imports. Violations of law, regulation, or bond conditions are subject to penalties or
liquidated damages. No additional funds are needed for this effort.

Question: How does Customs plan to improve enforcement efforts? For example,
I understand that Customs has been urged to designate the lumber industry as a
"P'riority Focus Industry" for trade enforcement. Can you tell me the status of Cur,-
toms' decisionmaking on this issue?

Answer: In addition to structuring priorities by "primary focus industries," Cus-
toms also gives priority to trade agreements such as the U.S. -Canada Softwood
Lumber Agreement. The level of scrutiny of both documents and goods themselves
is now greater for softwood lumber than would normally be given to products of pri-
mary focus industries. As noted, violations of law, regulation, or bond conditions. are
subject to penalties or liquidated damages.

Question: It has come to my attention that both classification fraud and province-
of-origin fraud may be undermining the effectiveness of the Lumber Agreement.
What specific actions is Customs taking to address issues of classification fraud?

Answer: Customs has intensified examination of documents by import specialists
and physical examination of the goods themselves by inspectors in order to detect
attempts to misclassify softwood lumber products. Where goods have been
misdescribed, either deliberately or through negligence, Customs pursues penalty
actions under Section 1592 of Title 19 of the U.S. Code.

Question: It is my understanding that U.S. import data show imports from the
Maritimes, which are exempt from the lumber Aqreement, running $100 million a
year more than Canadian export data. This strongly suggests that exports are being
mislabeled as being from the Maritimes. Is Customs investigating any substantial
evidence of province-of-origin fraud, as suggested by the Maritimes export data?

Answer: U.S. Customs has no authority to conduct investigation in Canada. Pur-
suant to the Softwood Lumber Agreement, apparent cases of province-of-origin fraud
are reported to the Canadian Department of Foreign Affairs and International
Trade for appropriate action under Canadian law. In 1997 Customs conducted a
maritime province intervention desfigned to detect circumvention alleged by the U.S.

sofwoo luberindstr. This effr revealed only limited discrepancies, such as
record-keeping errors rather than false documentation or transshipment.
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DEVALUATION OF BRAZILIAN REAL

Question: The recent (November) $41 billion aid package to Brazil was called a
"firewall"!-predicated on stable currency. Yet in the past few weeks, the real was
devalued and then allowed to float. It has already lost 30 percent of its value
against the dollar and there appears to be little sign that it or the Brazilian econ-
omy is stabilizing. Will the devaluation of the Brazilian currency threaten more de-
valuations in Latin America and possibly Asia. If not, why not?

Answer: Global financial pressures, natural disasters, and depressed commodity
prices have a taken their toll on Latin American countries. These pressures have
exposed some of the weaknesses in domestic policies. Most countries, including
Brazil, have taken strong remedial measures but these have not always been suffi-
cient, or in time.

Although turbulence in Brazil's markets is having some contagion effects on other
emerging markets countries and will temporarily result in higher interest rates and
slower growth, a commitment to prudent fiscal and monetary policies by these coun-
tries will limit the extent of this contagion.

Where appropriate, the Administration has supported engagement of the Inter-
national Monetary Fund and the multilateral development banks to help countries
design and monitor economic programs aimed at alleviating balance of payments
problems; this is an avenue that we continue to support, especially for those coun-
tries that may be temporarily but adversely affected by Brazil's current situation.

Question: Why did the IMF package not prevent the devaluation of the Brazilian
Real?

Answer: Since Brazil's large fiscal and current account deficits made it vulnerable
to changes in investor sentiment, the IMF program (backed by bilateral support
through the BIS) included ambitious fiscal adjustment measures to tackle this un-
derlying problem.

Although the Brazilian government was relatively successful in passing the pro-
grammed fiscal measures or finding interim offsetting measures, delays in passing
some of the fiscal measures coupled with reports that a key state-governor was un-
willing to service his state's debt to the federal government eroded market con-
fidence, resulted in a drainage of reserves, and forced the devaluation and float.

IMF AUSTERITY POLICIES

Question: What is the Administration's view of the IMF's austerity policies?
Where are tiey working and where are they failing?

Answer: IMF programs typically involve a range of reforms to address major fis-
cal, monetary or external imbalances and to promote other measures to restore eco-
nomic competitiveness and modernize the legal and regulatory environment-all
with the objective of' restoring conditions for sustained, broad-based growth. Such
measures might include steps to strengthen financial systems, restructure the cor-
porate sector, and enhance the transparency of policies and economic data. Initially,
strict fiscal discipline and maintenance of high interest rates may be required to
curb capital outflows and currency attacks-and thereby to restore investor con-
fidence. Within these parameters, the IMF makes every effort to work with coun-
tries to Identify reforms consistent with their circumstances, and the conditions ne-
gotiated can be altered over time if the economy does not respond as expected.

In the recent crises, those countries that adhered most faithfully to policy reforms
agreed with the IMF have been most successful in calming financial markets and
creating the basis for resumed growth. The experiences of Korea and Thailand pro-
vide examples; both econom-ies appear to have bottomed out and are beginning to
see increases in real exports and some tentative signs of recovery in economic activ-
ity.

At the same time, it is important to recognize that the world today is much dif-
ferent than the one in which the IMF has functioned in the past. Many of the recent
problems have emerged from capital account rather than current account problems.
And money is moving much more rapidly across borders than before. These changes
require the IMF to evolve, both with respect to its surveillance and crisis prevention
activities and its approaches to crisis response.

We are working within the IMF to advocate appropriate changes. Among other
things, we are working to promote the reformss laid out in recent legislation provid-
ing for U.S. participation in the IMF quota increase. Specific priorities include: re-
ducing directed lending and subsidies; supporting trade liberalization; and advocat-
ing non-discriminatory bankruptcy procedures.
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ARGENTINE DOLL4RIZATION

Question: The Argentine Government proposed replacing their domestic currency
with the U.S. dollar. What are your thoughts on that idea?

Answer: The choice by a country to dol1arize its monetary system-to adopt some
ot!' er country's currency for its own use-is tremendously consequential for that
country. Dollarization offers the attractive promise of enhancing stability in the
dollarizing country by adding to the credibility and discipline in its economic and
financial policies and advancing its integration with the world economy, thereby,
promoting its growth and prosperty. However, the country also must be prepared
to embrace that discipline and accept the potentially significant consequences of
doing without monetary independence externally-exchange rate adjustment-and
internally-the direction of interest rates. It would not be appropriate for U.S. au-
thorities to adjust their bank supervisory responsibilities, access to the Federal Re-
serve discount window, or procedures or orientation of U.S. monetary policy in light
of another country's decision to dollarize its monetary system. Any country con-
templating dollarization will have to weigh carefully these considerations and many
others, and it would be appropriate that its representatives do so in consultation
with the U.S. authorities so that we can jointly think through the implications for
both of our economies.

RESPONSES OF DEPUTY SECRETARY SUMMMERS TO QUESTIONS SUBMITTED BY
SENATOR ROTH

STEEL IMPORTS

Question: The Administration has been criticized for not initiating a section 201
safeguard action against steel imports. Given that section 201 is designed to address
import surges, even when fairly traded, why did the President choose not to take
that action?

Answer. The Administration is committed to strong enforcement of our trade laws.
In most cases, the steel industry will be the best judge of when, and on which prod-
ucts, to file antidumping, countervailing duty, or Section 201 petitions. In fact, the
steel industry has made active use of our trade laws, filing antidumping and coun-
tervailing duty petitions on certain products in September, and a Section 201 peti-
tion at the end of December. The, Commerce Department, which has primary en-
forcement responsibility, will continue to work closely with U.S. industry, unions,
and Congress throughout this process.

In addition to vigorous enforcement of our trade laws, the President and other
members of the Cabinet have pressed our trading partners to end unfair trading
practices and to fairly share the burden of absorbing additional steel imports from
countries in financial crisis. Japanese steel accounts for the largest share of the re-
cent surge. The Administration has told the Japanese government, in the Steel Re-
port to Congress and in bilateral consultations, that we expect Japan's exports to
return to appropriate pre-crisis levels. The Administration stands ready to take ap-
propriate WTO-consistent actions under our trade laws to ensure that imports from
Japan return to pre-crisis levels, including, if necessary, self-initiated actions under
our Section 201 and antidumping law.

BRAZIL

Question: The events in Brazil in the past 2 weeks are cause for great concern.
Brazil is a major steel producing country, and this can only cause more pressure
in this area. Last fall, an "early intervention" line of credit was established with
the express purpose of avoiding a Real devaluation. Now that a devaluation has oc-
curred, the IMF and the U.S. Treasury seem to agree with Brazil's actions, 0,-en
though they are contrary to the stated purpose of the money loaned. Can you rec-
oncile these actions for me?

Answer: Since Brazil's large fiscal and current account deficits made it vulnerable
to changes in investor sentiment, the IMF program (backed by bilateral support
through the BIS) included ambitious fiscal adjustment measures to tackle this un-
derlying problem. Although the Brazilian government was relatively successful in
passing the programmed fiscal measures or finding interim offsetting measures,
delays in passing some of the fiscal measures coupled with reports that a key state-
governor was unwilling to service his state's debt to the federal governments eroded
market confidence, resulted in a drainage of reserves, and ultimately forced the de-
valuation and float.

Although the original IMF program was designed with the assumption of a rel-
atively small devaluation for 1999 (approximately 7.0%), maintaining the pro-
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gramined exchange rate in the presence of overwhelming balance of pAyments pres-
sures would have come at the cost of Brazil's existing foreign exchange reserves but
would not have eliminated the need for an eventual adjustment to the exchange
rate.

Recently, Brazil and the IMF have come to an agreement on the revised macro-
economic framework of Brazil's program that reflects the floating exchange rate re-

gme. The adjusted program, which continues to emphasize fiscal consolidation and
p rudent monetary policy as necessary for renewe4 stability and growth, has been
relaively well-received by the markets and has contributed to an appreciation of the
real.

We will continue to work closely with the IMF and the Brazilian government.

ARGENTINE DOLLARIZATION

Question: As you know, Argentina is engaged in a debate over dollarization. What
is Treasury's view of the matter, and how would Treasury view other countries initi-
ating similar moves?

Answer: The choice by a country to dollarize its monetary system-to adopt some
other counters currency for its own use-is tremendously consequential or that
country. Doll arization offers the attractive promise of enhancing stability in the
dollarizing country by adding to the credibility and discipline in its economic and
financial policies and advancing its integration with the world economy, thereby,
promoting its growth and prosperity. However, the country also must be prepared
to embrace that discipline and accept the potentially significant consequences of
doing without monetary independence externally exchange rate adjustment--and in-
ternally-the direction of interest rates. It would not be appropriate for U.S. au-
thorities to adjust their bank supervisory responsibilities, access to the Federal Re-
serve discount window, or procedures or orientation of U.S. monetary policy in light
of another country's decision to dollarize its monetary system. Any country con-
templating dollarization will have to weigh carefully these considerations and many
others, and it would be appropriate that its representatives do so in consultation
with the U.S. authorities so that we can jointly think through the implications for
both of our economies.

RESPONSES OF SECRETARY RUBIN TO QUESTIONS SUBMITTED BY SENATOR BAUCUS

EXCHANGE RATES

Question: Recently I traveled to Ottawa to help resolve the dispute concerning Ca-
nadian agriculture and its adverse effect on US producers. I talked with several
farmers and ranchers who were worried about imports and exports.- But more than
that, they were concerned about exchange rates which directly affect where they will
feed their cattle, buy pesticides, and p lan for next year's crop.

With a strong dollar, and the weakened ability to purchase in our primary mar-
kets, it seems like we cannot ignore this fly in the ointment.

Mr. Rubin: do you have a strategy to deal with exchange rates?
Answer. Our view is that exchange rates should reflect underlying economic fun-

damentals and that the best thing countries can do to maintain the external value
of their currencies is to pursue sound economic policies.

Globally, the extended downtrend in commodities prices has weighed on cur-
rencies of countries, like Canada, which global financial markets regard as signifi.-
cantly dependent on commodities exports. The commodity price declines, in turn,
have been exacerbated by the recent turbulence in Asia. Last summer, the decline
in the Canadian dollar was reinforced by the interest differential between the Cana-
dian and U.S. dollars when the Canadian dollar yield curve was below the dollar
yield curve. The Canadian dollar reached its lowest levels in late summer in the
global aftermath of the Russian devaluation and default. The Canadian authorities
raised interest rates, reversing the relationship of the yield curves, and this appears
to have stabilized the C$, although a vulnerability to possible declines in commod-
ities prices remains.

JAPAN INSURANCE AGREEMENT

Question: Ambassador Barshefaky and Secretary Rubin, last July (more than 6
months ago) the US Trade Representative issued a public statement that the Gov-
ernment of Japan had failed to live up to a series of its obligations under the US-
Japan Insurance Agreement (bi-lateral). Since that time, no further progress has
been made. In fact, Japan's Ministry of Finance has refused to meet with the US
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claiming to have met all of its obligations according to its multi-lateral agreement
on financial services under the WTO.

These bilateral commitments serve as the basis for Japan's new WTO insurance
obligations which are scheduled to become effective as of March 1, 1999. Ambas-
sador Barshefeky, I understand that you have raised questions about Japan's ratifi-
cations of its obligations to the WTO. But we must do more.

This behavior by Japan, in blatant disregard of our pre-existing bilateral agree-
ment, underscores the need for both the USTR and Treasury to follow through when
they negotiate a trade agreement. We can't afford to have Japan thumb its nose at
us and hope that this issue is eventually resolved in the quagmire of the WTO dis-
pute resolution process. Time is of the essence.

How does the USTR and Department of Treasury intend to address this prob-
lem [i.e., Japan's refusal to consult] prior to the time (March 1) when the agree-
ment is scheduled to go into effect? (without the specific deregulation actions
called for.)
What leverage can we use to ensure that Japan fully meets its primary sector
deregulation obligations?

Answer: In December 1997, Japan agreed to bind many of the key provisions of
the 1996 bilateral U.S.-Japan Insurance Agreement within its WTO Financial Serv-
ices schedule. U.S. industry welcomed this action by Japan.

Japan has made some progress in opening and deregulating its insurance market.
For example, in September 1997 the Ministry of Finance granted the first ever li-
cense for direct marketing of risk-differentiated automobile insurance to a U.S. firm.
Nevertheless, the Administration is seriously concerned about Japan's unwillingness
to fully implement all of the specific deregulation actions called for under our bilat-
eral insurance agreement.

The United States has expressed its concerns on numerous occasions directly to
Japan and at the WTO. We have also approached interested third parties, such as
the EU, on this issue. The U.S. will continue to use every opportunity, both bilat-
erally and multilaterally, to convey to Japan the depth of our concerns and the ur-
gency that our governments expeditiously engage in a constructive process to ad-
dress outstanding issues. In accordance with U.S. industry's recommendation, we
joined a consensus to allow the WTO Financial Ser.'ices Agreement to come into
force on March 1. We delivered a strongly worded statement in Geneva on February
15, 1999, expressing our serious concern with Japan's implementation of its bilat-
eral market-opening commitments, which are now incorporated in the WTO agree-
ment.

A USTR-led interagency team met with Japanese government representatives on
March 4 in Tokyo to discuss preparation for the next round of consultations under
the bilateral U.S.-Japan insurance agreements. Both governments agreed to hold
consultations in mid-April. The venue and exact dates of these working level talks
will be decided through diplomatic channels. Both governments agreed to address
a wide range of issues and concerns related to primary sector deregulation, as well
as the activities of large Japanese insurers and their subsidiaries in the third sector.
The Japanese side was represented by officials from the Ministry of Foreign Affairs,
Ministry of Finance, and the Financial Supervisory Agency. We have requested that,
in addition to these three agencies, the Japan Fair Trade Commission also attend
the upcoming consultations. We are working closely with other agencies and with
U.S. industry as we seek to resolve these important issues.

The Administration is prepared to utilize all of the tools at our disposal to ensure
the full benefits to U.S. industry from our bilateral Insurance Agreement. With the
entry into force of the WTO Financial Services Agreement on March 1, the United
States now enjoys multilateral rights of enforcement under the WTO Dispute Settle-
ment rules with respect to measures Japan has committed to take to deregulate and
open its insurance market. Of course, we continue to retain our rights under U.S.
trade law to enforce our trade agreements.

MISCLASSIFICATION OF DRILLED LUMBER

Question: I understand that Customs is now reviewing a series of rulings which
wrongly classified lumber with minor processing-such as notched lumber, lumber
with a scratched surface, and stained lumber-as "joinery and carpentry" and which
are still permitting evasion of the Agreement. I am glad that review is underway.

Can you report on the status of that review? Given the extensive analysis of these
issues that has already occurred, what is the minimum time legally possible for
Customs to correct these misclassifications and implement changes?

Answer: Customs has published in the Customs Bulletin a notice of intent to re-
classify notched lumber. The comment period closes on April 4. The tariff classifica-
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tion of the other products was not raised in the course of the review of drilled lumn-
ber; however, the classification of these products is under review by Customs and
notices of modification or revocation will be published soon. When Custom proposes
to modify or revoke a ruling it must allow 30 days for public comment on the pro-
posal and a 60-day delayed effective date for any changes that are made. Allowing
30 days for Customs to review public comments and to prepare a final decision, the
total time required to implement changes is about 120 days.

Question: Do you agree that Congress cannot be expected to grant expanded au-
thority for new agreements if existing agreements are not vigorously and effectively
enforced?

Answer: Congress and the American public are fully entitled to expect that trade
agreements and any other laws that apply to imported goods will be vigorously and
effectively enforced at the border, without regard to whether expanded authority for
new agreements is being considered.

RESPONSES OF SECRETARY RUBIN TO QUESTIONS SUBMITTED BY SENATOR BREAUX

SUPPORT FOR U.S. INDUSTRY

Question: The U.S. is playing an indispensable role in keeping the global economy
afloat by ensuring that our own economy remains dynamic and able to absorb im-
ports from Asia and other regions affected by the financial crisis. What is Treasury
doing to ensure that ordinarily competitive U.S. industries such as the U.S. paper
and forest products industry do not bear a disproportionate burden as the U.S.
serves as the market of first and last resort? How is the objective of opening up for-
eign markets for competitive U.S. industries integrated into Treasury efforts to de-
velop a new global financial architecture?

Answer: The centerpiece of our response has been to lay the groundwork for re-
turn to renewed growth and stability among crisis affected economies. Without the
reforms the IMF requires and its associated financing, Asian economies would con-
tract even further, lowering demand for our products even further. A successful sta-
bilization effort will help increase U.S. exports. To support that objective, the Ad-
ministration has given strong U.S. support to tough IMF-led reform programs in
Thailand, Indonesia and Korea to restore market confidence and lay a surer founda-
tion for growth. We have encouraged strong action by other economies in the re-
gion--especially Japan and China-to promote their collective interest in long-term
financial stability and growth, and we have stepped up U.S.-led efforts to strengthen
the international financial system to safeguard against these kinds of crises to re-
spond to them effectively should they occur.

The Treasury Department's steps in suggesting reforms for the international fi-
nancial architecture will help support stable, sustained growth, within resulting bene-
fits to U.S. exports. As these reforms are, in part, aimed at improving transparency,
countries will need to further commit themselves to an open, rules-based system of
finance. This work helps to complement the Administration's efforts at ensuring
that our trading system remains open and rules-b~sed as well. However, explicit
steps at market access have come through USTRled efforts at improving access for
competitive U.S. firms.

APEC TRADE LIBERALIZATION

Question: Participation in APEC sectoral trade liberalization by countries in the
Asia-Pacific region would seem to be fully consistent with your view that market
opening must be part of a long-term, market-directed reform of the economies in the
region. What specific steps has the Department of Treasury taken/do you plan to
take, to encourage countries in the region to participate in the APEC/EVSL Initia-
tive?

Answer: The Department of Treasury has supported the steps taken by the State
Department and USTR to ensure that the APECJEVSL Initiative is a success. Dur-
ing the fall of 1998, senior Treasury officials emphasized the importance the Admin-
istration attached to ensuring that the APEC/EVSL initiative was a success in bilat-
eral meetings with Finance officials from APEC countries.

While EVSL is not explicitly part of discussions among Finance Ministers, we
have highlighted the importance of the EVSL process during APEC meetings. Out
of those meetings, and the APEC Leaders meetings, the APEC leaders agreed last
year in Kuala Lumpur that maintaining the commitment to free trade and open
markets is a component of the economic recovery strategy.
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RESPONSES OF SECRETARY RUBIN. TO QUESTIONS SUBMITTED BY SENATOR KERREY'

INTERNATIONAL TRADE DATA SYSTEM

Question: I understand that there will be no funding in the President's budget for
the ITDS except that coining from user fees. I also understand that the trade indus-
try vigorously opposes new user fees. How do you intend to resolve the -funding issue
and keep progress on the System on track?

The President's budget FY 2000 requests $5.4 million for the International Trade
Data System. This request is not contingent on enactment of new user fee legisla-
tion but if new user fees are approved by Congress the receipts will offset the appro-
priation for the. ITDS.

RESPONSES OF SECRETARY RUBIN TO QUESTIONS SUBMITTED BY SENATOR

MURKOWSKI

U.S.-CANADA SOFTWOOD LUMBER AGREEMENT

Question: The 1996 U.S.-Canada Softwood Lumber Agreement was in response to
unfair Canad ian lumber subsidies. The Administration has said that the Agreement
is a priority and promised "vigorous enforcement."

In 1997 Congress allocated an additional $2 million to Customs for enforcement
of the Agreement, in particular, to make more prompt and accurate the reconcili-
ation of import and export data. Yet, my understanding is that reconciliation is still
extremely slow-lagging by over a year.

How, specifically, has Customs utilized this additional $2 million? What actions
is customs taking to improve reconciliation efforts?

Answer: Customs allocated the $2 million primarily for personnel at northern bor-
der ports and at headquatrs offices that monitor and co-ordinate commercial en-
forcement programs. Additional funding was also used to support increases in travel
and contractual support costs related to the enforcement effort.

Customs and Canadian authorities have exchanged data monthly for reconcili-
ation purposes. Discrepancies were attributable to several causes: (1) Canada does
not treat certain products such as drilled lumber and railroad ties-as subject to the
Agreement; the U.S. does, (ii) some Canadian exporters fail to obtain permits from
the Canadian Government, as required under Canadian law; therefore, Canadian
exports are understated, and (iii) clerical errors, which are the single largest cause
of data incompatibility. Once these problems were accounted for, discrepancies be-
tween U.S. and Canadian data were regularly reduced to less than one percent.
Through the end of FY 1998, Customs and Canadian authorities were attempting
to reconcile 100 percent of all export-import transaction. Based on the results of this
effort, Customs shifted in the current fiscal year to a statistically valid sampling
program, which accounts for discrepancies with equal accuracy and at less cost.

Question: What is needed to ensure that enforcement of the Lumber Agreement
and future reconciliation under the Agreement are prompt and fully effective? Are
additional funds needed?

Answer: Customs plans to continue its monitoring of imports and reconciliation
of U.S. import data with Canadian licensing data. Customs has since the inception
of the Agreement intensified both documentary and physical examination of lumber
imports, Violations of law, regulation, or bond conditions are subject to penalties or
liquidated damages. No additional funds are needed for this effort.

Questions: How does Customs plan to improve enforcement efforts? For example,
I understand that Customs has been urged to designate the lumber industry as a
"Priority Focus Industry" for trade enforcement. Can you tell me the status of Cus-
toms' decisioninaking on this issue?

Answer: In addition to structuring priorities by "primary focus industries," Cus-
toms also gives priority to trade agreements such as the U.S.-Canada Softwood
Lumber Agreement. The level of scrutiny of both documents and goods themselves
is now greater for softwood lumber than would normally be given to products of pri-
mary focus industries. As noted, violations of law, regulation, or bond conditions are
subject to penalties or liquidated damages.

It has come to my attention that both classification fraud and province-of-origin
fraud may be undermining the effectiveness of the Lumber Agreement. What spe-
cific actions is Customs taking to address issues of classification fraud?

Answer: Customs has intensified examination of documents by import specialists
and physical examination of the goods themselves by inspectors in order to detect
attempts to misclassify softwood lumber products. Where goods have been
misdescribed, either deliberately or through negligence, Customs pursues penalty
actions under Section 1592 of Title 19 of the U.S. Code.
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Question: It is my understanding that U.S. import data show impors from the
Maritimes, which are exempt from the lumber Agreement, running $100 million a
year more than Canadian export data. This strongly suggests that exports are being
mislabeled as being from the Maritimes. Is Customs investigating any substantial
evidence of province-of-origin fraud, as suggested by the Maritimes export data?

Answer. U.S. Customs has no authority to conduct investigation in Canada. Pur-
suant to the Softwood Lumber Agreement, apparent cases of province-of-origin fraud
are reported to the Canadian Department of Foreign Affairs and International
Trade for appropriate action under Canadian law. In 1997 Customs conducted a
maritime province intervention designed to detect circumvention alleged by the U.S.
softwood lumber industry. This effort revealed only limited discrepancies, such as
record-keeping errors rather than false documentation or transshipment. -

DEVALUATION OF BRAZILIAN REAL

Question: The recent (November) $41 billion aid package to Brazil was called a
"firewall,"-predicated on stable currency. Yet in the past few weeks, the real was
devalued and then allowed to float. It has already lost 30 percent of its value
against the dollar and there appears to be little sign that it or the Brazilian econ-
omy is stabilizing. Will the devaluation of the Brazilian currency threaten more de-
valuations in Latin America and possibly Asia. If not, why not?

Answer: Global financial pressures, natural disasters, and depressed commodity
prices have all taken their toll on Latin American countries. These pressures have
exposed some of the weaknesses in domestic policies. Most countries, including
Brazil, have taken strong remedial measures but these have not always been suffi-
cient, or in time.

Although turbulence in Brazil's markets is having some contagion effects on other
emerging markets countries and will temporarily result in higher interest rates and
slower growth, a commitment to prudent fiscal and monetary policies by these coun-
tries will limit the extent of this contagion.

Where appropriate, the Administration has supported engagement of the Inter-
national Monetary Fund and the multilateral development banks to help countries
design and monitor economic programs aimed at alleviating balance of payments
problems; this is an avenue that we continue to support, especially for those coun-
tries that may be temporarily but adversely affected by Brazil's current situation.

Question: Why did the IMF package not prevent the devaluation of the Brazilian
Real?

Answer: Since Brazil's large fiscal and current account deficits made it vulnerable
to changes in investor sentiment, the IMF program (backed by bilateral support
through the BIS) included ambitious fiscal adjustment measures to tackle this un-
derlying problem.

Although the Brazilian government was relatively successful in passing the pro-
grammed fiscal measures or finding interim offsetting measures, delays in passing
some of the fiscal measures coupled with reports that a key state-governor was un-
willing to service his state's debt to the federal government eroded market con-
fidence, resulted in a drainage of reserves, and forced the devaluation and float.

IMF AUSTERITY POLICIES

Question: What is the Administration's view of the IMF's austerity policies?
Where are they working and where are they failing?

Answer: IMF programs typically involve a range of reforms to address major fis-
cal, monetary or external imbalances and to promote other measures to restore eco-
nomic competitiveness and modernize the legal and regulatory environment-all
with the objective of restoring conditions for sustained, broad-based growth. Such
measures might include steps to strengthen financial systems, restructure the cor-
porate sector, and enhance the transparency of policies and economic data. Initially,
strict fiscal discipline and maintenance of high interest rates may be required to
curb capital outflows and currency attacks-and thereby to restore investor con-
fidence. Within these parameters, the IMF makes every effort to work with coun-
tries to identify reforms consistent with their circumstances, and the conditions ne-
gotiated can be altered over time if the economy does not respond as expected.

In the recent crises, those countries that adhered most faithfully to policy refonns
agreed with the IMF have been most successful in calming financial markets and
creating the basis for resumed growth. The experiences of Korea and Thailand pro-
vide examples; both economies appear to have bottomed out and are beginning to
see increases in real exrorts and some tentative signs of recovery in economic activ-
ity.
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At the same time, it is important to recognize that the world today is much dif-

ferent than the one in which the IMF has functioned in the past, Many of the recent
problems have emerged from capital account rather than current account problems.
And money is moving much more rapidly across borders than before. These changes
requrethe IMF to evolve, both with respect to its surveillance and crisis prevention
actiiis and its approaches to crisis response.

We are working within the IMF to advocate appropriate changes. Among other
things, we are working to promote the reforms laid out in recent legislation provid-
ing for U.S. pripation in the IMF quota increase. Specific pioritie include: re-
ducing directd lending and subsidies; supporting trade liberalization; and advocat-
ing non-discrmnatory bankruptcy procedures.

ARGENTINE DOLLARIZATION

Question: The Argentine Government proposed replacing their domestic currency
with the U.S. dollar. What are your thoughts on that idea?

Answer: The choice by a country to dollarize its monetary system-to adopt some
other counters currency for its own use-is tremendously consequential for that
country. Doll arization offers the attractive promise of enhancing stability in the
dollarizing country by adding to the credibility and discipline in its economic and
financial policies and advancing its integration with the world economy, thereby,
promoting its growth and prosperity. However, the country also must be prepared
to embrace that discipline and accept the potentially significant consequences of
doing without monetary independence externally--exchange rate adjustment-and
internally-the direction of interest rates. It would not be appropriate for U.S. au-
thorities to adjust their bank supervisory responsibilities, access to the Federal Re-
serve discount window, or procedures or orientation of U.S. monetary policy in light
of another country's decision to dollarize its monetary system. Any country con-
templating dollarization will have to weigh carefully these considerations and many
others, and it would be appropriate that its representatives do so in consultation
with the U.S. authorities so that we can jointly think through the implications for
both of our economies.

RESPONSES OF DEPUTY SECRETARY SUMMMERS TO QUESTIONS SUBMITTED BY
SENATOR ROTH

STEEL IMPORTS,

Question: The Administration has been criticized for not initiating a section 201
safeguard action against steel imports. Given that section 201 is designed to address
import surges, even when fairly traded, why did the President choose not to take
that action.

Answer: The Administration is committed to strong enforcement of our trade laws.
In most cases, the steel industry will be the best judge of when, and on which prod-
ucts, to file antidumping, countervailing duty, or Section 201 petitions. In fact, the
steel industry has made active use of our trade laws, filing antidumping and coun-
tervailing duty petitions on certain products in September, and a Section 201 peti-
tion at the end of December. The Commerce Department, which has primary en-
forcement responsibility, will continue to work closely with U.S. industry, unions,
and Congress throughout this process.

In addition to vigorous enforcement of our trade laws, the President and other
members of the Cabinet have pressed our trading partners to end unfair trading
practices and to fairly share the burden of absorbing additional steel imports from
countries in financial crisis. Japanese steel accounts for the largest share of the re-
cent surge. The Administration has told the Japanese government, in the Steel Re-
port to Congress and in bilateral consultations, that we expect Japan's exports to
return to appropriate pre-crisis levels. The Administration stands ready to take ap-
propriate WTO-consistent actions under our trade laws to ensure that imports from
Japan return to pre-crisis levels, including, if necessary, self-initiated actions under
our Section 201 and antidumping law.

BRAZIL

Question: The events in Brazil in the past 2 weeks are cause for great concern.
Brazil is a majo steel producing country, and this can only cause more pressure
in this area. Last fall, an "early intervention" line of credit was established with
the express purpose of avoiding a Real devaluation. Now that a devaluation has oc-
curred, the IMF and the U.S. Treasury seem to agree with Brazil's actions, even
though they are contrary to the stated purpose of the money loaned. Can you rec-
oncile these actions for me?
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Answer: Since Brazil's large fiscal and current account deficits made it vulnerable
to changes in investor sentiment, the IMF program (backed by bilateral support
through the BIS) included ambitious fiscal adjustment measures to tackle this un-
derlying problem. Although the Brazilian government was relatively successful in
passing the programmed fiscal measures or finding interim offsetting measures,
delays in passing some of the fiscal measures coupled with reports that a key state-
governor was unwilling to service his state's debt to the federal government eroded
market confidence, resulted in a drainage of reserves, and ultimately forced the de-
valuation and float.

Although the original IMF program was designed with the assumption of a rel-
atively small devaluation for 1999 (approximately 7.0%), maintaining the pro-
grammed exchange rate in the presence of overwhelming balance of payments pres-
sures would have come at the cost of Brazil's existing foreign exchange reserves but
would not have eliminated the need for an eventual adjustment to the exchange
rate.

Recently, Brazil and the IMF have come to an agreement on the revised macro-
economic framework of Brazil's program that reflects the floating exchange rate re-
gime. The adjusted program, which continues to emphasize fiscal consolidation and
prudent monetary policy as necessary for renewed stability and growth, has been
relatively well-received by the markets and has contributed to an appreciation of the
real.

We will continue to work closely with the IMF and the Brazilian government.

ARGENTINE DOLLARIZATION

Question: As you know, Argentina is engaged in a debate over dollarization. What
is Treasury's view of the matter, and how would Treasury view other countries initi-
ating similar moves?

Answer: The choice by a country to dollarize its monetary system-to adopt some
other counts currency for its own use-is tremendously consequential or that
country. Dollarization offers the attractive promise of enhancing stability in the
dollarizing country by adding to the credibility and discipline in its economic and

.financial policies and advancing its integration with the world economy, thereby,
promoting its growth and prosperity. However, the country also must be prepared
to embrace that discipline and accept the potentially significant consequences of
doing without monetary independence externally exchange rate adjustment-and in-
ternially-the direction of interest rates. It would not be appropriate for U.S. au-
thorities to adjust their bank supervisory responsibilities, access to the Federal Re-
serve discount window, or procedures or orientation of U.S. monetary policy in light
of another country's decision to dollarize its monetary system. Any country con-
templating dollarization will have to weigh carefully these considerations and many
others, and it would be appropriate that its representatives do so in consultation
with the U.S. o'ithorities so that we can jointly think through the implications for
both of our economies.

PREPARED STATEMENT OF JOHN J. SWEENEY

Mr. Chairman, members of the Committee, thank you for this opportunity to
present the views of the AFL-CIO on this important and timely topic.

Mr Chairman, as you begin your work in the 106th Congress, I believe that you
must set the often arcane and mind-numbing details of trade policy-tariff sched-
ules, sectoral negotiations, product classifications-in a larger context. In fact, you
are writing rules that establish the terms of engagement for the global economy.

The process of global economic integration is well underway. We cannot stop it,
nor should we try. Product, capital, and labor markets are increasingly
transnational just as the process of production is. These integrating forces can help
us meet our Sh.iared objective of seeing to it that working people everywhere enjoy
a better life and that the benefits of rising output and rising profits are broadly
shared. But, this does not happen automatically. The way we write our trade rules
can, and must, help guide the process. Markets are powerful, and as they spread
across the globe their power is intensified. But, by themselves, markets are not
enough. They must be constrained by rules of the road that harness their power to-
ward our highest aspirations.

Indeed, as we have seen in recent months, the power of the capital markets can
bring productive well-run economies to their knees and leave millions of workers
devastated in their wake. Global flows of goods, unleashed by devalued currencies,
have wreaked havoc in our domestic steel industry-a model of an American indus-
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try whose workers and firms did all of the right things to turn their industry into
the world's best and most productive.

These outcomes are not inevitable we can and must moderate the tendency of
markets to overshoot and over-correct, and their tendency to pit workers against
worker, firm against firm, and country against country in a competitive spiral that
makes all of us worse off.

We can do better. As we write the rules-in trade agreements, in investment
agreements, in our leadership in the multilateral institutions, and in our develop-
ment assistance programs we must seek to assure workers at home and abroad that
their interests are at the top of the agenda. U.S. trade policy is one crucial element
in this project, one that must be addressed sooner rather than later.

We in the American labor movement support international engagement and trade.
Indeed, we are in daily communication, consultation, and dialogue with our union
brothers and sisters all over the world. We see that the fate of American workers
is irretrievably tied to the fate of workers abroad. The pursuit of our goals here at
home-giving working families the chance to succeed at fair and dignified employ-
ment cannot be achieved if workers anywhere are disempowered and
disenfranchised.

Even with a stronger economy, too many working people in the United States are
working harder, longer, with little securty. Families are under greater pressure,
with both parents working. Child care Is scarce, costly and of poor quality. More
people go without heal th Iisurance-over 42 million at last count-and 70 million
are unable to afford adequate coverage. And in this rich society, a staggering one
in four children under the age of five is being raised in poverty.

Thus, even at the height of the business cycle and the stock market, the global
market place does not work very well for working people.

The debate over trade policy has focused on a phony choice between free trade
and protectionism. It should be clear by now that we are not debating whether the
United States will continue to trade and invest with the rest of the world, or even
whether trade and investment flows will continue to grow. We are instead debating
whether trade, investment, and financial policies should protect only a narrow set
of commercial interests-or whether we can write rules for the global economy that
will lead to broadly shared prosperity.

It is heartening to see the beginning of a new consensus that we need not sacrifice
our standards and our values to achieve economic growth, even in a global economy.
Freedom of association and a vibrant union movement are essential building blocks
in politically stable capitalist economies. Countries that allow their children to work
instead of attend school squander their own economic future for dubious short-term
gains.

Let us agree on the principles we value, and then let us work together to design
a coherent and consistent set of international policies that will uphold and advance
these principles. The world community has agreed three times now-at the United
Nations Social Summit in Copenhagen in 1995, at the first World Trade Organiza-
tion ministerial in Singapore in 1996, and last June when the International Labor
Organization (ILO) adopted the Declaration on Fundamental Principles and Rights
at 'Work-that all countries, rich and poor, will respect and promote core worker
rights. These include the freedom of association and the right to bargain collectively,
and the elimination of forced labor, child labor, and discrimination in employment.

Every worker in every country des,.rves these fundamental rights, and we must
use all of the resources in our toolbox of policies to see that laws promote these
rights and that countries effectively enforce their laws. Over time we hope this will
lead to an upward harmonization of living standards, as well as rights. We must
also ensure that the volatility of the global economy does not ravage the lives of in-
nocent bystanders, whether they are American steelworkers or Indonesian garment
workers.

If we agree on the principles we seek to uphold in the global economy we must
next reach agreement on the means to promote these principles. It is oftn argued
that worker rights and environmental protections are tangential to global economic
rules, that these so-called social objectives can have nothing to do with the inter-
national trading system.

Yet unions, wages, working conditions, and workers' rights, as well as the type
and form of environment-il protection,' all represent economic decisions by employ-
ers, workers, and governments. These decisions affect the location of production, the
price of traded goods, and the pattern of international trade. The distribution of the
rewards from the international trading system depends upon the rules governing
worker rights and the environment. Changing those rules will improve the out-
comes.



361

Let me illustrate my point with an example. For decades, we were told that we
had to look the other way as Indonesian President Suharto jailed labor leaders and
quashed democratic opposition, since the Indonesian economy was growing and
trade and investment flourished. But the form of capitalism practiced by the
Suharto government p roved unstable.

The people of Indonesia, students, workers and ordinary citizens demanded
change. And finally after continued pressure by the AFL-CIO, other labor and
human rights organizations, and with the support of the U.S. goernment, labor
leader Muchtar Pakpahan is free and Indonesia is starting to ratify the ILO conven-
tions and revise its labor laws. A fragile transition is now underway and workers
will have a central role to play in overcoming the current economic and political cri-
sis, or they will contribute to growing political instability if they feel powerless and
hopeless in the face of plummeting living standards.

Tenty miles outside Jakarta, Pakaphan's union has just organized a paperclip
factory employing 500 young women. They have democratically elected their officers.
0-- e of the 3 officers is a 19 year old women, Susiana, who now makes above the
m' imum wage and will vote in the upcoming elections. Susiana is the best hope
for the future of her country. Young, empowered, union member, employed and
hopeful.

These early changes in Indonesia did not come about because we continued to
pen markets, sign off' on loans, and look the other way. They did come because we
threatened to cut off trade benefits through our Generalized System of Preferences
(GSP) program and because the U.S. government raised the imprisonment of
Muchtar Pakpahan in the context of the international loans and aid requested by
the Indonesian government; in short, because we insisted that the abuse of workers'
rights not go unnoticed and a applied economic pressure to achieve that goal.

The reason to embed workers' rights and environmental standards into trade
agreements is not that all governments and all companies abuse these rights, or
even that most do so. The reason is that we need stronger tools to deal with the
exceptions, the stubborn outliers, the bad players in the international system. Each
time a worker is denied his or her basic human rights, that denial reverberates
through the system, making it that much harder to uphold rights els- where. Mar-
kets need rules to function efficiently, and the absence of rules protec.ing minimum
standards on labor and the environment. leads to a distortion that undermines eco-
nomic efficiency.

Globalization as we know it is in crisis, and so are the policy initiatives designed
to stay arnd extend the current course. The conventional wisdom that opening mar-
kets constituted a complete solution in and of itself has been proven wrong. A policy
of trade and investment liberalization without a social dimension has failed to pro-
tect and improve living standards at home for the majority of the work force. It has
failed to spur equitable, stable, and sustainable development in our trading part-
ners.

The enforcement of core labor standards is the ethically right decision. It is also
the economically right decision. Such standards help promote faster more equitable
growth around the world. They give workers economic voice and contribute to the
development of a real middle class. This is the lesson of our own history. Higher
wages contribute to workers developing a real stake in their jobs, and productivity
rises. Higher, more equitably distributed incomes also foster domestic demand,
thereby shifting the global economy away from its excessive and unstable reliance
on export led growth.

For all these reasons, we need a dramatically different approach to U.S. trade pol-
icy, both substantively and procedurally. We have called this the new internation-
alism a demand for effective governance that will secure basic worker rights, envi-
ronmental and consumer protections, and sensible financial regulation.

First, any new grant of trade negotiating authority must ensure that all trade
agreements, including bilateral, regional, and multilateral agreements, incorporate
enforceable labor and environmental standards as an integral component of the core
agreement, not in weak and unenforceable side agreements.

Unilateral grants of preferential trade benefits should also meet this standard at
a minimum. For example, the extension of NAFTA benefits to the Caribbean and
Central American countries must not come at the expense of workers' rights. And
any bill laying the groundwork for a closer economic integration with Africa must
ensure that workers' rights and environmental standards are central to that proc-
ess.

Second, if we are to move forward with new trade authority, it is essential that
we undertake needed reforms in U.S. trade policy. The volatility of the global econ-
omy must not be allowed to destroy efficient and productive U.S. industries. While
long-term solutions must be found to reduce the volatility of speculative capital
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flows, we must also take immediate steps to ensure that American workers do not
bear the entire brunt of global economic collapse. This will require strengthen
and streamlining safeguards provisions in U.S. law-at a minimum ensuring that
Section 201 can be applied more quickly and effectively when import surges cause
injury to domestic industries. Other measures may also be necessary.

And, urgently, immediate steps must be taken to address the flood of under-priced
imported steel coming into our market. U.S. workers must not be the latest victims
of international financial collapse.

Third, because trade agreements have become so much more complex in the last
decade, it is appropriate for the Congress to retain a stronger consultative role in
trade negotiations. Delegation of trade authority should require Congressional ap-
proval to "enter into" a specific agreement, rather than giving Congress a role only
in crafting implementing legislation. In addition, Congressional certification that ob-
jectives have been met at each stage should be required.

Fourth, we need to address the problems faced by the developing countries more
directly, by offering deep debt relief and development funds as part of an overall
program of engagement and aid. Trade preferences linked to improved labor rights
and environmental standards change the financial incentives for countries seeking
market access and increased foreign direct investment; debt relief and aid can help
provide the resources necessary to implement higher standards.

Finally, we would like to see the U.S. government enforce existing trade laws and
agreements more aggressively. We need to use the worker rights provisions in GSP
more consistently and effectively, to send a message to our trading partners that
these issues are of importance to us. China's failure to abide by the 1992 memoran-
dum of understanding and the 1994 market-opening agreement should not go un-
challenged, and China's recent jailing of trade unionists should be raised in the con-
text of China's bid for WTO accession. The U.S. government also needs to address
the problems of chronic trade imbalances and offset agreements, whereby U.S. tech-
nology and jobs are traded for market access.

We have been encouraged by the Clinton Administration's willingness to highlight
the importance of labor and environmental standards in international agreements,
most recently in the State of the Union address. We support the Administration's
initiative to fund additional ILO programs to help developing countries implement
core labor standards more effectively. We hope to see concrete progress in these
areas this year.

Trade is not, by itself, the cause of today's global difficulties, and better trade pol-
icy alone can not solve them. We also have to simultaneously continue our work on
the domestic front, as well as make sure that our policies toward investment, devel-
opment, and the international financial institutions support rules of international
competition that are socially and economically rational, humane, and politically via-
ble. We need to start changing the rules of the globalization game-not just so we
can have more trade, but so we can build a better world, for working families here
and abroad.

Mr. Chairman, members of the Committee, I thank you for your time and atten-
tion, and for taking the initiative to hold these hearings. I hope the issues we are
discussing here today will form the basis for a lively and constructive dialogue in
the year to come.

RESPONSES OF JOHN SWEENEY TO QUESTIONS SUBMITTED B Y SENATOR GRASSLEY

Question: If the AFL-CIO opposes trade negotiating authority because it does not
include provisions on the environment and labor issues-and it is defeated in Con-
gress, I think that you should be aware of the consequences to the pocketbooks of
union members. The rest of the world will move on without us. Already Canada and
Mexico-but not the U.S-have signed free-trade agreements with Chile that will
give Canadian and Mexican exporters an 11 percent tariff advantage over U.S.
firms. Since 1994, U.S. firms have lost potential exports to Chile of nearly half a
billion dollars each year. Many of these firms use union labor. Some of them may
not have jobs to go back to if we don't get trade negotiating authority. And Chile
is just one country. Since 1992, our competitors in Europe, Asia, and Latin America
have negotiated 20 regional trade agreements without our participation. Tens of
thousai.ds of union jobs could be at stake if trade negotiating authority fails.

How mill you advance the cause of labor if these jobs are lost to our global com-
petitors?

Answer: What is important to American workers is not the number of trade agree-
ments sigried by the United States, or even the total volume of trade, but rather
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whether the rules under which that trade takes place allow the benefits of freer
trade to be shared broadly.

It is worth noting that the United States runs a healthy and growing trade sur-
plus with the non-NAFTA countries of South and Central America. This is in stark
contrast to our NAFTA trading partners, with whom we ran a $34 billion trade deft-
cit last year (compared to ,a $9 billion deficit in 1993, the year before NAFTA went
into effect).

Many factors determine the overall health of any bilateral trade relationship, in-
cluding currency values, relative growth rates, and the composition of exports and
imports. Trade agreements and the level of tariffs are only one small component of
that picture. The Mexican peso crisis of 1994-95, and the Asianf/RussianfBrazilian
crises of 1998-99 did more to skew our trade balance and undermine our exports
than any minor tariff adjustments our negotiators might have put in place in the
preceding years.

In any case, the tariff advantages Canadian and Mexican exporters have over U.S.
exporters in Chile are significantly less than 11%, as stipulated in the question.
Chile has taken steps to unilaterally reduce its overall tariffs from 11% to 6% over
the course of the next five years, with all of its trading partners, regardless of
whether or not they have signed a trade agreement. And the benefits to Canada and
Mexico are phased in over several years, leaving the current tariff differential qite
small. These small tariff differences are unlikely to affect as much as half a billion
dollars worth of exports each year, when total U.S. exports to Chile are only about
$4 billion annually.

We need to dramatically rethink our trade policies before we attempt to expand
our old, failed policies, in our hemisphere or elsewhere. We hope the Senate Finance
Committee will bring an open mind to this important debate.

PREPARED STATEMENT OF MARK VAN PUrTEN

I am Mark Van Putten, President and CEO of the National Wildlife Federation
(NWF). NWF is the United States' largest not-for-profit conservation education and
advocacy organization with over 4 million members and supporters. For nearly t;3n
years, the National Wildlife Federation has been involved in the development of
United States trade policy. Our members are America's mainstream and main street
conservation activists who understand the link between sustainable economic devel-
opment and environmental protection.

We appreciate this important opportunity to briefly present our views on the criti-
cal relationship between trade and the environment and its constructive role in fu-
ture United States trade policy. NWF is committed to engaging the United States
and its vital trading partners in the pursuit of an open and transparent trading pol-
icy that integrates markets while enhancing our capacity to protect the global evi-
ronment.

Trade and the environment are inexorably linked. The challenge is no longer
whether United States trade policy should recognize these linkages, but how to re-
spond to them in a constructive manner so as to move the environment and trade
agendas forward in tandem.

In the interest of building essential broad-based public support for United States
trade initiatives, NWF urges Congress-and the Administration to take concrete
steps towards assigning meaningful value to environmental concerns by fully inte-
grating environmental protection goals into United States trade policy.

1. THE RELATIONSHIP BETWEEN THE INTERNATIONAL TRADE REGIME AND
ENVIRONMENTAL POLICY

A. Background-The Principles of the GATTI1' WTO Regime
While environmental issues were not integral to the thinking of its original au-

thors, the core principles of the General Agreement on Tariffs and Trade (GATT
1947)[1] and its recent successor, the World Trade Organization (WTO),[21 have im-

pratimplications for environmental protection. Generally speaking, WTO rights
andobigations impose certain disciplines on its signatory parties--or member na-
tions. The following principles represent GATT's core disciplines:

Article I of the 1947 original GATT text establishes the Most-Favored-Nation
principle (MFN). MFN aims to ensure that each member nation grant any privi-
lege or advantage it provides to a product from one member immediately and
unconditionally to "like products" from, or destined for, all WTO members. MFN
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effectively requires all member nations to treat products from all other WTO
members in the same manner.

Article III establishes the National Treatment Principle, which requires mem-
bers to treat any imported "like product" in the same manner as they would
treat domestic "like products". GATT/WTO dispute settlement panels have tra-
ditionally defined the term "like product" narrowly so as to prohibit distinctions
in products based on the manner in which they were produced, or process and
production methods (PPM). At its core, National Treatment is designed to pre-
vent the discrimination of imported products in favor of domestic products.

Article XI establishes a prohibition on quantitative restrictions and seeks to
prohibit such trade actions as quotas, embargoes, and licensing schemes on im-
ported or exported products. If a WTO member is challenged with violating any
of the above obligations, the member has recourse to the GATT 1947.

A WTO member country challenged with violating any of the above obligations
has recourse to the GAT 1947 General Exceptions. Article XX(b) and (g) are the
exceptions most frequently cited in trade disputes that involve the environment and
natural resources.[33 Article XX also allows exceptions from the WTO general obli-
gations to, inter alia, protect public morals, distinguish products manufactured with
prison labor, exclude commodity agreements that meet certain criteria, and meet
emergency shortages of supplies.

Thus, if the trade provisions of a WTO member's environmental policy are chal-
lenged as a violation of its WTO obligations, the defendant country may attempt to
justify the measure as "necessary to protect human, animal or plant life or health"
(Article XX(b)) or, "relating to the conservation of exhaustible natural resources if
such measures are made effective fn conjunction with restrictions on domestic pro-
duction or consumption." (Article XX(g)).

In addition to Article XX, the nexus between trade and the environment is fre-
quently addressed within the context of the WTO Agreements on Technical Barriers
to Trade (TBT Agreement) and the Sanitary and Phytosan~tary Agreement (SPS
Agreement).

The TBT Agreement seeks to ensure that the nondiscrir i nation and national
treatment provisions of the WVTO as a whole are specifically applied to the adoption
of technical regulations by members.14] The TBT Agreement emphasizes deference
to international standards in the creation of regulations governing, among others,
product characteristics, process and production methods, labeling, and packaging.t5]

The WTO SPS Agreement attempts to prevent non-tariff barriers to trade in the
form of environment and health measures designed "to protect animal or plant life
or health within the territory of the Member" through restrictions on invasive spe-
cies, additives, pesticides, and other contaminants. In similar fashion to the TBT
Agreement, the SPS Agreemer't places additional disciplines on WTO members so
as to ensure that measures art: not to be "maintained without sufficient scientific
evidence", nor be maintained "if there is another measure, reasonably available..
that achieves the appropriate level of protection and is signiificantly less restrictive
to trade."(6]

If a dispute arises, a complaining party may request the appointment of a panel
to settle the disagreement. The pane'. hearings are between governments and are
generally closed to the public and n'mn-governmental organizations (NGOs). Panel
reports are adopted within sixty days of the. - issuance unless a member initiates
an appeal or it is the consensus of the other nembers not to adopt the report. If
a member chooses to ignore the recommendations of a panel, the complaining mem-
ber may seek compensation in the area of trade directly related to the dispute or,
if necessary may cross-retaliate in another trade sector. As a result, a member coun-
try whose environmental regulation is found by a WTO dispute settlement panel to
be inconsistent with WTO obligations is immediately susceptible to significant pres-
sure to either alter the c-nvironmental law in domestic administrative processes or
provide compensation to the complaining WTO member.
B. Implications for Nitional and International Environmental Policy

The GATT/WTO ti ade principles have direct implications for a host of environ-
mental laws. Any national or multilateral environmental measures attempting to
accomplish their environmental objective that results in the application of trade re-
strictions with disproportionate impacts on different WTO members runs the risk
of being in violation of the MFN principle. The trade provisions of a multilateral
environmental agreement (MVEA), the Montreal Protocol on Substances the Deplete
the Ozone Layer, that promote different trade restrictions among WTO members
based on their status as parties or non-parties to the Protocol may violate the MFN
principle. Similarly, an environmental measure that attempts to distinguish prod-
ucts based on the environmental consequences of their production (e.g. tuna caught
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in a manner that harms dolphins as opposed to tuna caught without producing dol-
phin mortality) may violate the national treatment principle. Finally, if an environ-
mental regulation restricts the trade in a particular product via a trade ban, the
regulation in question may be declared inconsistent with Article Xl's prohibition on
quantitative restrictions. For example, the United States trade restrictions on

shrimp products caught in a manner that harms sea turtles were recently found to
be in violation of Article XI by a WTO dispute settlement panel.

In addition to the core principles, WTO members are increasingly demonstrating
arpesty "to utiliz the TBT and SPS Agreements to impose additional disciplines

on national and international environmental policies. For example, WTO members
continue to explore measures designed to discipline voluntary environmental label-
ing and certification programs by advocating adherence to the TBT Agreement and
a list of additional principles requiring ecolabeling programs to be, inter alia, "based
on sound science" and 'no more trade restrictive than necessary"[7] Ecolabeling
proponents remain concerned that the new disciplines inherent in the recent propos-
als and the principles of the TBT Agreement go well-beyond the requirements of
MFN and national treatment obligations and may place WTO dispute settlement
panels in the position of interpreting the substantive merits of individual and vol-
untary environmental labeling programs.

Similarly, the SPS Agreement requires national environmental measures to ad-
here to additional trade-based disciplines and allows significant deference to inter-
national standards. As a result, many national environmental and health authori-
ties remain concerned that the SPS Agreement will allow WTO dispute settlement
panels to sit in judgment of societal policy choices such as determinations relating
to appropriate levels of risk and/or may defer to occasionally weaker international
standards in the interest of promoting trade.

As noted earlier, when differences of opinion over national policy and its relation-
ship to trade rules arise, member nations seek a resolution via the new dispute set-
tlement system established in conjunction with the WTO. Thanks in large part to
United States leadership in the post-WW 11 era, the use of tariffs to impede the flow
of goods around the world has diminished considerably. As a by-product of this suc-
cess in tariff reduction, the WTO dispute settlement system has increasingly been
called upon to confront the trade-distorting effects of non-tariff barriers. Within the
international trade regime, domestic and international environmental regulation is
often suspected, rightly or wrongly, of rising to the level of an actionable non-tariff
barrier to trade.

The WTO Dispute Settlement Understanding encourages members to enter into
informal negotiations in an effort to reach a mutually agreed solution.[8) If a resolu-
tion of the matter is not forthcoming, a challenging member invoking the dispute
settlement procedures is entitled to a prima facie assumption that the trade provi-
sions of the environmental measure being challenged are inconsistent with the 'ITO
rules. The burden of proof to rebut the charge is on the defendant member seeking
to implement the environmental regulation.

In response to the preceding trade and environment linkages and in the interest
of forging a new consensus on United States trade policy, NWF proffers the follow-
ing recommendations as potential objectives for future United States trade initia-
tives:
Establish A1ppropriate and Reasonable Limits to International Trade Agreement In-

fluence on Legitimate National and International Environmental Measures
The potential conflict between existing WTO trade rules and the use of trade

measures in MEAs has to be addressed. MEAs use trade measures to promote envi-
ronmental cooperation and enforcement through the use of a variety of positive and
negative incentives related directly to the environmental problem at issue.1 For
example, MEAs L'tilize trade provisions to regulate the trade in a "target" product
or substance primarily responsible for the environmental degradation-such as
ozone depleting chemicals or trade in animal parts derived from endangered species,

Frequently, many of the trade provisions in MEAs require MEA parties to restrict
trade in an environmentally damaging product with non-parties to the MEA. Under
these circumstances, a non- party to the MEA that is a WTO member may allege
a violation of their WTO MFN rights and obligations as a result of the differential
treatment. In addition, trade restrictions in MEAs that encourage wholesale bans
or embargoes of products may also be deemed inconsistent with Article XI's prohibi-
tion on quantitative restrictions.

The National Wildlife Federation strongly supports global efforts to negotiate and
imlement MEAs. In general, MEAs encourage transparency and nondiscrimination,

and simultaneously discourage alternative unilateral measures that may lead to fur-
ther trade tensions. Traditionally, well-supported MEAs provide certainty for busi-
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ness and discourage "free-riders" from attaining corn ptitive advantages over law
abiding competitors. Negative economic consequences opbr products not related to the
environmental harm at issue are rare and the GATT Secretariat has acknowledged
that "none of the existing MEAs contain provisions for discriminatory trade meas-
ures to be taken against unrelated products in the case of non-participation or defec-
tion."[10]

Congress and the Admidnistration should propose at the upcoming WTO high-level
Trade and Environment meeting in March 1999 and at the WTO Ministerial in No-
vember 1999, clear guidelines to limit the international trade regime's role in the
establishment or enforcement of domestic and international conservation policy. A
major objective should be to establish clear policy guidelines on the relationship be-
tween M EAs and trade agreements.

The United States needs to demonstrate leadership in working with other WTO
members, MEA parties, and the international environmental NGO community to es-
tablish a framework in which the laudable goals of trade liberalization and multilat-
eral environmental protection may co-exist. We pledge to work with Congress and
the Administration to:

" Build on the NAFTA model. The United States' commitment to multilateral en-
vironmental solutions to international environmental issues as reflected in Arti-
cle 104 of NAF'TA made important strides towards increased deference for
MEAs addressing shared international environmental issues such as the trade
in endangered species, transboundary hazardous waste, and ozone depleting
chemicals.[11J We urge the United States to consider an expansion of the list
of MEAs eligible to be "grandfathered" into existing trade agreements;[12I

* Enhance WTO Deference to Legitimate MEAs. Th "e United States should seek
clarification of WTO rules to allow explicit deference to the independent institu-
tions of established environmental expertise on questions of appropriate envi-
ronmental policy in the global commons. For example, the WTO should estab-
lish a formal link to the United Nations Environment Programme (UNEP) as
an appropriate venue for providing initial arbitration and expertise services to
the WTO in the face of a dispute involving an MEA and WTO rules;

" Modify the WTO SPS Agreement. While we accept the GATTIWTO principles
of nondiscrimination as reflected in the MFN and national treatment obliga-
tions, it is also important to recognize that the 'specific quantifiable level of risk
chosen by a WTO member should not be subject to review by a WTO dispute
settlement panel. As an appropriate starting point in considering modifications
to the SPS Agreement, the United Sates should seek explicit language in the
text of the WTO's Sanitary and Phytosanitary Agreement similar to the lan-
guage contained in the Uruguay Round Statement of Administrative Action.
The United States has stated that the SPS Agreement's definition of appro-
priate level of protection explicitly affirms the right of each government to
choose its levels of protection, including a zeroo risk" level if it so chooses. A
government may establish its level of protection by any means available under
its law, including by referendum. In the end, the choice of the appropriate level
of protection is a societal value judgment. The Agreement imposes no require-
ment to establish a scientific basis for the chosen level of protection because the
choice is not a scientific judgmentJ 131

In addition, trade rules must explicitly ensure that sovereign nations may con-
tinue to adopt and maintain legitimate, nondiscrimidnatory protective standards for
health, safety, and the environment[141 President Clinton has stated in an address
marking the 50th Anniversary of the WTO "Enhanced trade can and should en-
hance-not undercut-the protection of the environment. internationall trade rules
must permit sovereign nations to exercise their right to set protective standards for
health, safety and the environment and biodiversity. Nations have a right to pursue
those protections,-even when they are stronger than international norms."

Ii. HARNESSING COMPETITIVE ENERGY TO WORK FOR THE ENVIRONMENT

Manufacturers tend to operate using a simple but powerful logic-establish the
rules, then produce the highest quality product while minimizing costs. The vast
majority of businesses abide by those rules, and seek competitive environments
where they know their colleagues do the same. Regrettably, some businesses try to
exploit loopholes in international trade and investment rules to cut costs and create
competitive advantages. Trade rules that do not acknowledge limited distinctions in
products based on the manner in which they are produced (PPMs) or fail to aggres-
sively curtail the use of environmentally damaging subsidies perpetuate an uneven
competitive playing field. From the perspective of law-abiding businesses, to ask
producers, operating in compliance with domestic environmental laws, to compete
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against foreign-based companies that compete by polluting the environment or de-
stroying natural resources is inadequate trade policy and is simply not fair.

Trade rules can be written in a way to encourage environmentally responsible be-
havior, and to prohibit businesses from exploiting the loop holes that exist in the
current international trade framework.

The National Wildlife Federation recommends the following:
1. Resolve the Process and Production Methods (PPMs) Dilemma: To promote

a competitive level playing field, Congress and the Administration should work
diligently to adopt appropriate criteria to ensure that legitimate environmental
policies regulating production process methods are preserved from challenge in
a trade dispute. Initial criteria should allow WTO members to distinguish prod-
ucts based on the manner in which they are produced in limited and clearly de-
fined environmentally-related circumstances. For example, distinctions in prod-
ucts made with environmentally adverse consequences for the global commons
(e.g. products produced with ozone depleting substances) and in measures de-
signed to protect threatened or endangered species should be deemed consistent
with WTO rules.

2. Eliminate Environmentally Perverse Subsidies and Promote Trade in Envi-
ronmental Technologies: Renewed attention and energy must be devoted to de-
livering eminently achievable "win-win" solutions in the trade and environment
interface. For example, the elimination of perverse and environmentally damag-
ing subsidies in natural resource sectors such as fisheries and forest products
may result in positive gains for both the environment and trade. The United
States should seek enforcement of current WTO notification requirements and
rules governing the elimination of subsidies while promoting the inclusion of
subsidies in the 1999 WTO ministerial negotiating agenda. In addition, im-
proved efforts to facilitate the trade in environmental technologies, while not a
panacea to the resolution of all trade and environment conflicts, would rOp-
resent a positive step forward.I

3. Conduct Environmental Assessments: A commitment to sustainability and
access to information argue forcefully for the initiation of comprehensive envi-
ronmental assessments of natural resource sector liberalizations in the early
stages of the trade negotiating process and upon completion of trade negotia-
tions. The United States should build on and strive to strengthen the positive
experiences associated with environmental reviews prepared for NAFTA and
the Uruguay Round Agreements establishing the WTO. In addition, the United
States and our OECD trading partners have agreed that "governments should
examine or review trade and environmental policies with potentially significant
effects on the other policy area early in their development to assess the implica-
tions for the other policy area and to identify alternative policy options for ad-
dressing concerns."[15]

NWF stands committed to working with members of the Committee and the Ad-
ministration in developing specific and practical environmental assessment propos-
als. The goal of the assessment(s), and their open public review and comment proc-
ess, should be to provide accurate information on the relative environmental impact
of proposed liberalization in a variety of sectors under negotiation. In instances
when a potential environmental harm is identified, the assessment should suggest
mitigative measures such as staggered implementation schedules and/or technical
assistance to lessen the impact on the environment.

111. SUPPORT COOPERATION ON ENVIRONMENTAL MATTERS AMONG TRADING NATIONS

As trade liberalization leads to increased market integration, the opportunities to
foster a meaningful cooperative environmental agenda through parallel environ-
mental institutions multiply. Our own experience working with government officials
in Latin America and elsewhere has helped us understand that it is not improve-
ments in environmental protection per se that governments are reluctant to pursue.
On the contrary, most government officials are trying hard to develop and imple-
ment effective national environmental regimes. What concerns them are two factors:

" In the past, some governments have regarded a number of environmental laws
and regulations as thinly guised protectionism. We recognize improperly crafted
environmental policies can lead to unnecessary trade tensions;

" The fear that, if they accept environmentally-based market access conditions,
they lack the political will and/or technical resources to fully implement their
own environmental laws and regulations.

1. Negotiate appropriate parallel environmental agreements: The National Wild-
life Federation believes that trade and investment agreements create unique oppor-
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tunities to further environmental cooperation among our trading partners that
should not be ignored.

In the NAFA context, the Commission for Environmental Cooperation (CEC) is
the trinational environmental institution created by the North American Agreement
on Environmental Cooperation (NAAEC) (NAFTA's "Environmental Side Agree-
ment") to address continental environmental issues in the United States, Canada,
and Mexico. The CEC attempts to facilitate cooperation and public participation
among the NAFTA parties by addressing regional environmental concerns, helping
to prevent potential trade and environmental conflicts, and promoting effective envi-
ronmental enforcement in each of the NAFTA countries. To date, the CSJC has been
particularly effective in encouraging improved working relationships between the
environmental ministers of the NAFTA parties, while at the -same time, providing
a valuable forum to address transboundary issues of shared environmental concern
in North-America.

The Border Environmental Cooperation Commission (BEOC) is the certifying en-
tity responsible for developing and evaluating border water, wastewater, A munic-
ipal solid waste (MSW) projects. BECO has comprehensive criteria to which projects
must adhere in order to be considered for BECC certification. These include a
project's economic viability and its sustainable development components. The
NADBank, now fully funded with $450 million in equal contributions from the
United States and Mexico, is a binational financial institution that may use its
funds to leverage additional capital but only for those projects exclusively certified
by the BECC.[16]

The BECCJNADBank have been particularly effective in facilitating the develop-
ment and adoption of sustainability criteria used to evaluate potential environ-
mental infrastructure projects; transparent decision-makingcprocesses with public
participation from both nations; and capacity building and technical assistance. De-
spite this progress, several issues which are beyond the scope of this hearing remain
a concern for some border communities seeking environmental infrastructure fund-
ing, including: interest rates on loa rk are too high for some communities, particu-
larly in Mexico; without a fee-based utility system, Mexican municipalities must pio-
neer rate structures and fee collection; border population growth rates have in-
creased rapidly as project development has lagged behind.

WV. TRADE NEGOTIATIONS AND TRADE INSTITUTIONS MUST BECOME MORE OPEN AND
TRANSPARENT

As trade negotiations and trade institutions are increasingly faced with the chal-
lenge of distinguishing national standards adopted for legitimate health and envi-
ronmental purposes from those regulatory standards enacted with protectionist in-
tent, the need for meaningful public participation opportunities intensifies. As the
recent WTO dispute settlement panel opiidn regarding the United States' efforts
to protect endangered sea turtles and several other environme ntally- related dispute
settlement decisions attest, the WTO's reyiew of the trade-related aspects of envi-
ronmental policy tends to expand rapidly into a substantive review of the overall
effectiveness of a chosen environmental policy from a trade perspective.[ 171 In addi-
tion to endangered sea turtle regulations, the WTO and GATTI dispute settlement
bodies have recently issued rulings on domestic laws addressing appropriate levels
of protection for growth hormones in beefll8], air qualityll9], and fuel efficiency

,standards[20]
The National Wildlife Federation recommends:
1. Hold the WIG, FTAA, and Other International Trade Fora Accountable to

Democratic Principles: While the United States is to be commended for its efforts
over the past two years to increase public participation and transparency in several
trade negotiating fora, further progress is within reach. For example, the United
States must work diligently to increase transparency in individual sectoral negotiat-
ing groups of all trade negotiations and institutions in which the United States ac-
tively participates. In the context of the FTAA, the proposed Committee of Govern-
ment Representatives (CGR), ostensibly created to address civil society concerns re-
lated to the FTAA, must not simply become a "mailbox" repository of NGO issues
with no significant corresponding influence, nor impact on the negotitn process.
The FTAA and other trade negotiations should establish information dicoure poli-
cies, document derestriction policies and, clear mechanisms for r~ giving andre-
sponding to NGO. participation and comments.

2. Open the Dispute Rsolution Process: In all trade regime dispute settlement
fora, the United States should, at miiuxn, fulfill President Clinton's commitment
at the WTO to open dispute settlement proceedings to public observation and pursue
mandatory consideration of amicus briefs from interested NGO parties.
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CONCLUSION

Thank you again for the opportunity to-present these views. Let me conclude by
stating that the United States must ensure trade rules do not diminish the effective-
ness of nondiscriminatory innovative conservation policy, nor reduce the competi-
tiveness of businesses operating in compliance with environmental standards.
United States trade policy must continue to support cooperative international trade
and environment efforts through the ongoing implementation and expansion of
NAF'TA's environmental institutions such as the CEC and the NADBank.

As we open markets, the positive and negative environmental consequences of our
initiatives must be identified in an open and transparent manner. United States
trade policy must reflect decisive action to ensure international trade institutions
become more open and accountable to public scrutiny.

As you so keenly recognize, the trade and environment relationship is too impor-
tant to the well-being and future stability of both the global environment and the
international trade regime to neglect. Properly crafted trade and investment agree-
ments; can and should promote a cleaner environment, more responsible use of our
precious natural resources and healthier lives for all people. We look forward to
working with members of this Committee and the Administration on these impor-
tant issues.
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COMMUNICATIONS

STATEMENT OF THE AIR COURIER CONFERENCE OF AMERICA

This statement is submitted by the Air Courier Conference of America ("ACCA")
in response to the Senate Finance Committee's invitation to submit comments re-
garding U.S. objectives for the World Trade Organization's (VITO) third Ministerial
Conference. The invitation was issued in connection with the-Finance Committee's
January 26-28 hearings on U.S. trade policy.

ACAis the trade association representing the air express delivery industry; its
members include large firms with global delivery networks, such as DHL Worldwide
Express, Federal Express, TNT Skypack International Express and United Parcel
Service, as well as smaller businesses with strong regional delivery networks, such
as Global Mail, Midnite Express and Quick International. Together, our members
employ approximately 510,000 American workers. Worldwide, ACCA members have
operations in over 200 countries; move more than 25 million packages each day; em-
ploy more than 800,000 people; operate 1,200 aircraft; and earn revenues in excess
of $ 50 billion.

STATUS OF THE EXPRESS SECTOR

Express delivery service is a relatively new and rapidly expanding industry hav-
ing evolved during the past two decades in response to the needs of global inter-
national commerce. The express transportation industry specializes in time-definite,
reliable transportation services for documents, packages and freight. Express deliv-
ery has grown increasingly important to businesses needing to use time-sensitive,
'just-in-time" manufacturing techniques and supply-chain logistics in order to re-
main internationally competitive. The express industry has revolutionized the way
companies do business worldwide, enabling businesses to rely on predictable, expe-
ditious delivery of supplies. Producers using supplies from overseas no longer need
to maintain costly inventories, nor do business persons need to wait extended peri-
ods of time for important documents. In addition, consumers now have the option
of receiving international shipments on an expedited basis.

Increased reliance on express shipments has propelled the industry to average an-
nual growth rates of 20 percent for the past two decades. The industry's explosive
growth is reflected in the rapid expansion of air cargo shipiients: the expedited
movement of cargo by air now accounts for 37 percent of the value of world trade,
a share which is expected to continue to increase.

The express transportation industry is essential to the future growth of world
trade and commerce, as more and more trade is centered on the type of high-value
goods that are carried by our industry, such as electronics, computers and computer
parts, software, optics, precision equipment, medicine, medical supplies, pharma-
ceuticals, aircraft and auto parts, avionics, fashions and high-value perishables. In
addition, the industry encourages small and medium-sized businesses to grow by en-
abling them to participate in international trade. The express transportation sector,
with its integrated services that provide door-to-door delivery, frres small businesses
froin the burdensome and costly tasks of arranging for the transportation of their
goods through a myriad of unrelated and often uncommunicating parties.

ACCA strongly supports free and open trade and investment worldwide. Our oper-
ations provide integrated, door-to-door delivery service for documents and packages,
and our customers 'expect value-added services like time guarantees, electronic in-
formation, brokerage services and more. Our customers are not as concerned with
how their documents or parcels are moved-ju1st that they arrive on time. This could
be by p lane, train, truck, van, automobile, mtrcyce, or even gondola. Con-
sequently, a broad spectrum of issues affects our industry, and includes laws and
regulations in the areas df Intermodal transportation, air auxiliary services, dis-
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tribution, warehousing, customs, postal, telecommunications, logistics, brokerage, in-
surance, and freight forwarding. For this reason, barriers to international trade in
our industry can involve trade restrictions and trade distortive measures in any of
these pertinent service sectors.

Barriers to express delivery services
Barriers in any of the numerous operational areas encompassed by express opera-

tors can hinder express delivery services. Among the most persistent problems faced
by the industry are inconsistent customs clearance policies that add costs and delays
to our services. These barriers include:

*restrictions on the value and weight of express shipments;
*delays, generally of at least one day and up to 96 hours, from lengthy customs
clearance procedures;

*cargo handling restrictions that force express carriers to use local handling com-
panies-rather than our own employees-to transport our express shipments
frm the airport point-of-arrival to warehouses where they can clear local cus-
toms;

*arbitrary revaluation of declared value of shipments by customs; and
*imposition of a variety of charges and fees for express shipments, including
shipments that are transiting one country on their way to their ultimate des-
tination.

Because express operators provide an integrated, door-to-door service, barriers to
any element of transportation linked to these services pose a problem for the indus-
try. Unfortunately, in markets worldwide ACCA members encounter a variety of
transportation restrictions that limit-and increase the cost of--express service. For
the express sector to achieve meaningful trade liberalizations under the WTO, it
must be accorded access to land, air and other transportation infrastructures in all
markets. For example, arbitrary operating restrictions on carriers to limit their mar-
ket, such as types of equipment and vehicles that can be used, and weight or size
of packages, must be prohibited.

ACCA members also face anticompetitive practices in many markets, particularly
with respectt postal operations. Because some of the industrys operations are
postal-relaed (e.g., the delivery of documents and small packages), we are fre-
quently affected by postal policies in foreign countries. In fact, throughout the world,
countries exercise varying degrees of authority over the delivery of printed matter.

Many countries have vested the national postal service with local monopolies over
the pick-up and delivery of letters and documents. This often imposes unfair or un-
reasonable restrictions on international service, which limits the operations of inter-
national express service companies. While ACCA is not advocating that U.S. policy-
makers seek the dissolution of national monopolies for domestic postal services, we
do believe that the domestic monopoly claim should not be extended unfairly and
unreasonably to encompass cross-border services. Unified, end-to-end administrative
control makes rapid and reliable international express service possible.

U.S. negotiators should seek WTO commitments that would:
*prohibit a foreign government from determining unilaterally the basic condi-
tions of express service to and from the United States (market entry, price regu-
lation, operating restrictions, and extraordinary or discriminatory taxation);

*ensure that a foreign postal monopoly does not have an outright prohibition
against the provision of international service by U.S. express delivery providers;

*prohibit profits derived from services provided by national postal authorities
from subsidizing services that compete with foreign companies;

*prohibit taxation of private sector companies from subsidizing a national postal
administration's services;

*ensure that national postal administration's parcel and non-monopoly document
services that compete directly with foreign companies would be subject to effec-
tive and impartial regulatory scrutiny to protect against illegitimate cross-sub-
sidy;

*ensure that a postal administration's competitive services be subject to the
same laws and regulations imposed on private companies;

*prohibit a foreign country from unilaterally selecting the U.S. express carrier
that may service an international market with restricted entry; and

*prohibit a tax on bilateral services that exceeds the net cost to a legitimate local
monopoly carrier; and
prohibit discriminatory treatment of U.S. carriers.

NEGOTIATION OBJECTIVES FOR THE EXPRESS INDUSTRY

With respect to the WTO negotiating agenda, ACCA urges that express delivery
services be a focus of the GATS 2000 negotiations. Specifically, we advocate the ne-
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gotiation of pro-competitive regulatory principles for the express sector. These prin-
ciples should be legally binding on all WTO members, just as is the case for the
telecommunications pro-competitive regulatory principles agreed to during the pre-
vious GATS negotiations.

We have detailed our proposed set of pro-competitive regulatory principles, which
encompasses liberalized customs, postal, air cargo and other policies, in the attached
reference list. ACCA looks forward to working with U.S. policymakers throughout
the GATS 2000 process to liberalize treatment of express delivery services, thereby
expediting the flow of goods globally.

Reference List of Elements of a Fully Liberalized International Express
Delivery Service Sector

The following elements are recognized as a general description of a fully liberal-
ized express delivery service environment.

1. In a fully liberalized express delivery service sector, users would have:
a. choice of end-to-end suppliers of services for the collection, transportation,

and delivery of a range of documents, parcels, and goods; and
b. choice of services offering transportation at different levels of cost, priority,

convenience, tracking and tracing, and related services.
2. In a fully liberalized express delivery service sector, providers of international

express services would be able to collect, transport, and deliver items without:
a. restrictions based on the number or nationality of providers (e.g., no inter-

national postal monopoly);
b. restrictions on access to and treatment by any national network of delivery

services, including restrictions on access to the national network of delivery
services based on the nationality of the shipper or the origin of non-physical ele-
ments of shipments (other than non-discriminatory charges for services used);

c. restrictions on access to airport and highway facilities, other than commer-
cially non-discriminatory restrictions based on physical limitations;

d. restrictions on the use of facilities and equipment;
e. restrictions on type of corporate structure or amount of capital investment;

and
f. unnecessarily complex or burdensome licensing arrangements or other regu-

latory procedures.
3. In a fully liberalized express delivery service sector, providers of international

express delivery services and users would both benefit from a full range of competi-
tive safeguards that:

a. ensure equal application of all laws to all providers and users;
b. prevent distortions in the market by prohibiting an operator benefitting

from special or exclusive rights in the national market using such rights, di-
rectly or indirectly, to gain an advantage in the provision of international ex-
press delivery services;

c. prevent a state from favoring domestic operators over foreign operators;
d. prevent a dominant provider from abusing market power;
e. provide clear and accessible (i.e. transparent) laws, regulations and admin-

istrative procedures, which would ensure non-discri minatory treatment of serv-
ice providers and users; and

f. explicitly protect service marks and trademarks under intellectual property
laws.

4. In a fully liberalized express delivery service sector, investors would have con-
fidence to invest in the sector and in companies reliant on the sector on the basis
of:

a. stable legal and administrative arrangements that remove the risk of arbi-
trary or unexpected changes in the commercial environment;

b. restrictions against investments by domestic operators where such invest-
ments are subsidized, directly or indirectly, from the benefits of special or exclu-
sive rights in the national market; and

c. removal of unreasonable restrictions on the repatriation of profits.
5. In a fully liberalized express delivery service sector, governments would permit

and facilitate the international exchange of items below a certain value by fun-
damentally changing the control paradigm to one comparable to that applied to
international baggage and postal shipments. For items of higher value, governments.
would adopt and implement the International Chamber of Commec guidelines es-
tablishing essential requirements for modern Customs administration. This would
require Customs administrations to, inter alia:
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a. ensure harmonization and simplification by adopting the Harmonized Tar-
iff Schedule, 'NTO valuation agreement, Kyoto Convention and the WVTO non-
preferential rules of origin agreement (once the latter is completed);

b. ensure transparency and support trade compliance by publishing a strate-
gic plan (three- to five-year oulo)and an annual business plan, and provide
access for trade community input by publishing an annual review of customs
performance and soliciting feedback fro the trade community;

c. publish and make easily accessible customs regulations and decisions;
d. have legal authority to process essential control data in advance of the ar-

rival of shipments and to use reasonable criteria to identify shipments subject
to physical examination and to minimize the percentage of physical exams;

e. separate the physical control (admissibility and release) from the fiscal con-
trol (duty and tax payment, statistical reporting), thus permitting release of the
goods prior to completion of administrative requirements;

f. apply a de minimis regime whereby goods not exceeding certain values are
exem pted from formal declaration and entry procedures an d from duties, taxes
and fees. The de miimis level should be reviewed and regularly adjusted up-
ward;

gaccept data electronically in lieu of paper;
release goods at the carrier's point of arrival without requiring their in-

terim transfer to a government-operated or designated warehouse;
i. offer a surety bonding system or other appropriate mechanism (i.e., duty

and tax deferral system) to protect customs revenue and ensure compliance
with customs laws and regulations without unnecessarily impeding release of
cargo;

j. offer periodic account-based processing coupled with post-entry audit con-
trols;

k. adapt their regular working hours to correspond to commercial needs;
1. have government authority to perform certain control functions, at the time

of import, for other official agencies;
m. fix, in the absence of any evidence of fraud, a reasonable limit on the time

during which it can demand additional duties and/or re-delivery of goods;
n. provide a mechanism for the trade community to question or appeal deci-

sions of local officials to a higher level within customs or to a court of law;
o. consult with the trade community to obtain views on proposed new regula-

tions or procedures, or amendments to existing requirements, and give them
timely notice of any eventual changes;

p. ensure that exports are not impeded by statistical reporting or record-
keeping requirements;

q. issue binding pre-entry classification and valuation rulings, on request,
which would be honored by all ports throughout the customs territory;

r. ultimately operate a nationwide automated system to provide electronic fil-
ing facilities for the trade community for both exports and imports, and for the
financial community for duty and tax guarantees and surety bonds. This auto-
mated system would also p rovide tariff and related information and eventually
all regulations, rulings and other pertinent information;

s. apply the WCO "express guidelines" for consignments for which immediate
or expedited release is requested, regardless of weight, value, dimensions, type
of operator, or mode of transport; and

t. prvde for and make available simplified data requirements and processing
methlod'sfor low-value imports (informal entries) as distinguished from high-
value imports (formal entries). Multiple low-value informal entries should be
permitted to be consolidated under a single "consolidated entry." The threshold
for low-value entries should be regularly reviewed and increased as necessary
to keep pace with inflation and improved customs effectiveness.

6. In a fully liberalized express delivery service sector, governments would have
clearly defined responsibility to:

a. provide transparent and non-discriminatory policies;
b. ensure that the regulatory authority responsible for international services

is legally and structurally independent, with a legal responsibility to act impar-
tially and expeditiously, and with adequate resources to fulfill its function;

c. support separation of commercial and government functions at inter-gov-
ernmental organizations;

d. refrain from placing tariffs on electronic transmissions; and
e. simplify' the transaction process by adopting f.o.b., rather than c6f, as the

basis for customs valuation.
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National Knitv..z 4 poztsweas Association Ameian Apparel P.roers Ntwork
New rozk City, WT Atlanta, GA
tel. 212-6S3-7SM tal. 404-843-3171

JANUARY, 26, 1999

For: Members of the 1 0 6 Congress of The United States of America

Dear Member:

The apparel production associations listed below, representing some 2000
domestic garment producing companies making clothes in America, have strongly
opposed tariff and quota preferences for twenty six countries of the Caribbean and
Central America as proposed in various versions of "CBI Parity" legislation in the
last Congress. We have also opposed special legislation on apparel from Sub-
Saharan Africa. We continue to oppose the application of any such special
legislation to apparel.

Other groups claiming to speak for the "American" apparel industry, in fact
are representing the interests of American companies which are importing apparel
from the Caribbean and other sources. In many cases these companies have shut
U.S. production operations in favor of opening new factories or contracting with
existing ones in the Caribbean and importing the production to be sold under their
brands. One major proponent of CBI parity, Fruit of the Loom, not only closed
numerous U.S. factories, but even relocated its corporate persona to the Cayman
Islands to avoid certain U.S. taxes. Care should be taken to avoid confusing
representations made on behalf of such operations with the voice of actual U.S.
garment production.

Our U.S. producing companies believe strongly that preferential trade
legislation for apparel imports, whether from the CBI or Africa, would be
unnecessary, untimely and unfair. In the end, it would be little different from
levying a special national tax on our garment companies and workers to provide a
special windfall benefit for a selected group of companies who have deliberately
abandoned the U.S. for offshore production. This taxpayer finapiced hand out cannot
be hidden under a bushel basket called foreign aid or humanitarian relief.

Unnecessary: Without special legislation, apparel imports from the Caribbean
area have grown during the past decade at annual rates in excess of 17%. (Chart
Attached.) That dramatic growth continued through last year, notwithstanding the
defeat of Parity Legislation on Nov. 4, 1997 by a vote of 182 to 234.

Untimely: The US is presently experiencing a massive surge of imports from
all countries of all products. Adding to the flow cannot be in the national interest,
whatever the alleged motivation.
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Unfair: Domestic garment producers, both companies and workers, should not
be asked to bear the burden of hurricane relief for those few countries in Central
America that were impacted last year. Nor can they be asked to pay for the
modernization of Sub-Saharan Africa. Those are, if anything, national issues, not
industry specific ones.

1. "Hurricane Relief" or "foreign aid." Our concern for the hurricane
victims of 1998 is great, but we fail to see how shifting the burden of storm damage
from the Caribbean to the American apparel industry can be either sound policy or
fair. It would shift damage from South to North while handing millions in duty-
elimination windfall profits to US corporate owners who have closed domestic
factories in favor of moving production to the Caribbean. (The same duty revenues
in the hands of the Treasury at least would be available for foreign aid costs! )

Targeting the garment industry as a "foreign aid" give away harms our
companies and takes the jobs of our people. In any such circumstance, it would do
this as a response to a problem which is a national rather than specific to our
industry. While today it may be garments from the Caribbean and steel from
depressed Russia, next month will it be aircraft from financially challenged Brazil?
Or will it be a chosen part of the "trade policy" solution to civil war in Africa? The
possibilities are endless.

Somehow, "Free Trade" agreements always are proposed as a solution,
usually with special immediate emphasis on apparel. Somehow, these proposals are
always backed by importing interests who will directly profit from such initiatives,
and who bear no risks in them whatsoever. Not surprisingly, we believe this misuse
of the foreign- aid/foreign -trade policy process needs to be stopped before this "'all
purpose foreign policy solution" mentality of giving away domestic apparel
production is given legislative blessing.

Insofar as these policy objectives are legitimate, they are national in scope, not
industry specific. In the Caribbean case, if any particular industry should be asked
to bear the burdens it is the importing segment of the garment industry that has long
produced in the Caribbean and sold into the US market. They have profited hugely
from the good times, and might reasonably be asked to contribute during the bad.
Then, if a consensus to help on a broad scale exists, the burden should be broadly
sl'ared, across our nation as a whole. The one certainty here is that espnsibilityfo
these immense problems cannot fairly be placed on the workers and firms of a
particular industry. Yet that is precisely what the pending CBI Parity legislation
would do.

Furthermore, the benefits of such a hurricane relief policy, if adopted, should
go to the few Caribbean countries actually damaged by the storms rather than to any
and every country with a Caribbean address. Surely such benefits should not go as a
windfall to US importers nor to third country exporters like China who will transship
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through a maze of countries and facilities beyond the practical reach of our already
stressed Customs Service.

General foreign aid and assistance legislation is the way to accomplish this;
the equivalent of an "industry-specific bill of attainder" definitely is not.

2. Impact in U.S. More than 730,000 Americans still earn their living in
garment production jobs in the United States. CBI preferences, even the most
limited form, would force hundreds and perhaps thousands of apparel plant closings
and the rapid loss of tens of thousands of these U.S. production jobs. Not all are
retrainable to computer programming work. The human disruption of this would be
felt wherewr~r apparel is produced, virtually every state in the country. Many small
towns and iner city residents will be harmed.

3. Congressional Promises and Administration Promises. When Congress
passed the GAT T/WTO bill in 1993, our industry was given to understand that as a
result of the GATT negotiations, Qutotas would be eliminated "gradually over an
extended period." (Pres. Clinton in transmittal letter on implementing legislation to
the Speaker of the House.) Ten years to be exact. Tariff reductions also were
negotiated on a ten year schedule. That phase out schedule was adopted, implicitly,
if not explicitly, in the implementing legislation putting the Round into effect as of
January 1, 1995. The Administration followed provisions of the law in announcing
the ten year phase out of quotas as per that understanding, by Federal Register notice
of Jan. 30, 1995. As the Ways & Means Committee Report noted, "...the
implementing bill establishes the timetable and requirements ... of products
which the United States will integrate in conformity with ... the Agreement. The
SSA details the procedures that will be used....The Committee intends that
these requirements provide certainty and transparency for the industry,
importers, and retailers as to the timetable for integration of specific products
in order to facilitate a smooth transition."(emphasis supplied.)

The proposed CBI legislation on apparel, and similar legislation on Africa,
would directly violate that Congressional intent and the clear promise it made to the
industry by carving a 75 country loophole in the quota system, an exception so big as
to mock the notion of gradual quota phaseout, and by suddenly zeroing out duties
that were carefully and deliberately negotiated to be either left alone, or slightly
reduced over ten years, in the Uruguay Round deal. Instead of the promised
"certainty" and "smooth transition" we would have a dramatic and stunning shock.
Congress, which has recendyL spoken so forcefkuy about truth, trust and
credibility, should keep ib word to the domestic garnwut lndustir and workers .

4. Current trade deficits make import growth legislation especially
untimely. These import stimulating bills are pushed on the Congress in the midst of
an import surge of historic dimensions. America's merchandise trade deficit is
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expected to run upwards of $250 billion this year, $300 billion has been predicted by
some. In 1998, the deficit in apparel alone neared $60 billion as Asian and other
garment sources took maximum advantage of depreciated currencies.

A number of economists warn that we are balanced on a knife edge with
consumer driven growth on one side and the potential of a sudden recession on the
other as massive imports across the whole spectrum of manufactured goods exact
both a dollar and an employment cost. Foreign countries continue to seek export
markets as a solution to their financial woes, and domestic consumption and
household debt patterns are impacted not only by actual layoffs but by fear of the
clouded economic future.

The full impact of this cannot yet be measured as there is no experience of a
deficit this large, nor with restarting large portions of an industry shut down under a.
flood of imports. It is, therefore, too soon to calculate the long term impact of
permanent plant closings. Congress should be wary indeed of the "what me worry"
syndrome and of adding to the risks inherent in an unstable international economic
environment by opening major new import-growth initiatives at this time.

5. Incremental Trade. Nothing in either the CBI or Africa proposals calls
for any reduction of apparel imports from any other source to offset the increases that
will surely come from the Caribbean. Thi3 newly duty-free trade will add to the
flood, it will not displace it. China's leadership has just recently called for
promoting exports "through a thousand and one ways" and we must assume they
have no intention of ceding the U.S. market to Caribbean or African competitors.
Indeed, Chinese companies will jump on any opportunity offered to ship goods
through designated duty-free quota-free areas. In sum, these self serving proposals
clothed in humanitarian garb are now pressed at an impossible time. They should not
be accepted.

6. No Offset For Raw Materials. The uniquely one-sided nature of this
legislation does not even have the symmetry of an offsetting grant of duty and
quota free status for yarns and fabrics to be used to produce garments in the
United States. While such a move would further exacerbate the funding costs
associated with this bill, and would increase total imports, elimination of the 7-15
% duty rates on yarn and fabric imports from world suppliers would aid
domestic garment producers struggling to remain viable. It would partialy offset
some of the damage ihat would otherwise be done to domestic production.

7. Finally, Congress'should recognize the potential impact of this trade-
forcing legislation on the government's anti-narcotics effort. The President's
December, 1998 letter on drug trafficking to the Chairmen of the Foreign
Relations committees of the House and the Senate listed the following CBI countries
as among the "major licit drug-producing or drug-transit countries: The
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Bahamas, Belize...Dominican Republic, Guatemala, Jamaica, Mexico and
Panama."

The President noted that,
"geography makes Central America a logical conduit and transshipment
area for South American drugs bound for Mexico and the United States,
and that there has been evidence of increased trafficking activity in
this region over the past year. Its location... combinedl with thousands
of miles of coastline, the availability of container-handling ports in
Costa Rica, Nicaragua, and Honduras, the presence of the Pan
American Highway, and the limited law enforcement --apability, have
made the isthmus. attractive to the drug trade. Hurricane Mitch has
disrupted traffic flow through the region, but over the longer term
resumption or even an increase in trafficking activity retains possible."
(White House Release, Dec. 7, 1998) emphasis supplied

Any rapid increase in the flow of apparel containers from the Caribbean to the
U.S. is virtually guaranteed to bring with it an increase in narcotics trade, not to
mention in transshipped Chinese made apparel. Africa, relieved of duty and quota
laws, will be no different. Drug trafficking increased under NAFTA as the surge of
vehicles largely overwhelmed Customs' capability to carry out physical inspections.
Repeating that mistake with more than seventy additional countries will be costly.
What is the relative gain for the United States?

Thank you for your attention to this an ipoat matter.

7SethM. Z
Executive Director, NKS A
tel. 212-683-7520
fax. 212-532-0766

The American Apparel Alliance consists of the National Knitwear and Sportswear
Association and the American Apparel Producers Network.
Other Associations supporting this letter are:
The Apparel Contractors Alliance of California based in Los Angeles and
consisting of four garment contractor associations with more thant 1200 companies
throughout California, as members;
The Atlantic Apparel Contractors Association, Bethlehem, PA
The Greater Blouse, Skirt & Undergarment Association of NYC; and the
Korean Apparel Manufacturers Association of Greater New York.

56-759 99.-13
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STATEMENT OF THE AMERICAN APPAREL MANUFACTURERS ASSOCIATION

The American Apparel Manufacturers Association (AAMA) applauds th .C~m~
tee for holding these hearings.We believe they are impratt h i b kit htth imr-
portance of intentional tadet our economy, thereby laying the unwork for a
consensus approach to US trade policy.

We are pleased to have an opportunity to _participate in thes~earings to submit
a statement on several areas of international trade on which we hiv~e a unique per-
spective.

AAMA is the central trade association for US companies that produce clothing,
responsible for about 85 percent of the $100 billion worth of garments sold at whole-
sale in this country every year. Our members manufacture every type of garment
and are located in nearly every state. We employ 750,000 Americans, and also man-
ufacture in Mexico, Central America and the Caribbean and import from other parts
of the world.

We congratulate the Committee for holding these hearings. Our industry is rom-
mitted to survive and prosper in at global environment. We need to -manufacture and
market in many areas of the world and it is in our best interest that the United
States take the lead in opening the international trading'system.

I. CARIBBEAN BASIN TRADE ENHANCEMENT

AAMA has supported enactment of Caribbean Basin Initiative (CBI) trade en-
hancement legislation since before NAFTA was enacted. We have long maintained
that it is key to the economic survival of the US apparel industry because it gives
us the ability to compete against low wage imports from Asian countries..

Sadly, the need for this legislation has been reinforced by two hurricanes that vis-
ited severe devastation upon areas of Central America and the Caribbean. Expand-
ing the US/OBI trade relationship will be a vital element in helping the countries
of the Caribbean and Central America recover from devastation caused Hurricanes
Mitch and Georges.
A. Caribbean Trade Enhancement as an Element of Hurricane Reconstruction

From September 15-29, Hurricane Georges caused extensive damage throughout
the Caribbean and parts of the United States. It exacted a particularly heavy toll
on Hispaniola, where it was considered the, deadliest hurricane in more than two
decades.I

Less than a month later-from October 22 to November 5-Hurricane Mitch tore
up much of Central America before taking a swipe at Florida. For nearly a seven-
day period, Mitch pelted Honduras and Nicaragua with 150-mph winds and dumped
more than dozens of inches of rain on the two countries. Classified a rare Category
5 Hurricane, Mitch is considered the deadliest hurricane to hit the region in more
than 200 years.

In a November 9 letter to President Clinton, the five Central American Presidents
asked for Caribbean Basin trade enhancement legislation as an element of the re-
construction effort for Central America. In a November 24 guest editorial in the
Washington Post, the Costa Rican President reiterated this point, stating that Car-
ibbean trade enhancement would be a "necessary part of a program of recovery of
our region."

The United States-both the government and private individuals and corpora-
tions-responded forcefujly and quickly in providing cash, personnel, and in-kind
contributions for the victims of these disasters. Such short-term relief has been im-
portant in helping these countries weather the immediate crisis. US support for long
term reconstruction, however, will be necessary to sustain econon~q growth in the
region. US interests in this regard are clear: *

" Political and economic instability in the CBI often manifests itself in the US
through increased narcotics trafficking or waves of immigrants and refugees.

" Many US residents and communities share family ties with individuals in Cen-
tral America and the Caribbean.

" The Caribbean Basin is the 9th largest destination of US exports worldwide,
and is one of the few regions where we maintain a consistent trade surplus.

" US commercial and security interests demand uninterrupted access to transit
routes through the Caribbean Sea and the Panama Canal.

A Caribbean Basin Trade Enhancement package would build upon the successful
US/Caribbean partnerships already at work in dozens of locations across the region.
It would expand US market opportunities for apparel and other products assembled
in Central America and the Caribbean. And because most of that apparel is manu-
factured using US textiles and related inputs, American workers and their firm
would benefit as well. 'I
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" Before the hurricanes struck, the apparel sector was already emerging as an en-
gine of economic growth. Now, with severe damage to many other export indus-
tries--such as tourism, bananas, and coffee the a pparel sector takes on added
s~ificance as a source of much-needed foreign exchange and employment.

" The apparel sector is ready to put people to work immediately. In many parts
of the region, the apparel sector has escaped severe damage. For example, by
mid-November, 1999, Honduran apparel production had again reached 92 per-
cent of pre-hurricane production. Other sources of traditional employment are
not likely to recover to this level for many months or years.

4o Throughout the crisis, the apparel sector has emerged as a source of stability
and relief. Many factories doubled as shelters and hospitals, and served as dis-
tribution points for donations--both through official and private channels. Keep-
ing the sector viable, through expanded access to the US market, reinforces this
stabilizing role.

Over the past 15 years, the US government and private sector have invested sub-
stantial political and financial capital to secure peace and economic prosperity in
this region. Passage of a Caribbean Basin Trade Enhancement package-as an ele-
ment of hurricane reconstruction-keeps that investment viable.
B. Caribbean Trade Enhancement as a key to US Apparel Industry Competitiveness

While the havoc caused by the hurricanes brings urgency to the need for CBI en-
hancement legislation, AAMA has felt a strong need for it since the onset of negotia-
tions over NAFTA.

AAMA supports the maintenance of a large and viable US apparel manufacturing
industry. American apparel companies are not in the business to move jobs offshore.
However, we must compete with low-wage imports that have taken over half of our
market. In order to cornpete with low-wage imports, many US companies opened
production in Mexico and the CBI countries. Firms often found sourcing from the
CBI countries best fit their operations, even though apparel was specifically ex-
cluded from the CBI program.

This exclusion was partially offset by the 807 program, which gives us lower aver-
age costs, makes US companies more competitive and allows us to maintain signifi-
cant employment in the United States. Under 807, a $ 10.00 -garment usually has
$6.00 in US components and about $4.00 in value-added by offshore assembly. The
duty is assessed on only the value-added. That duty is usually about 20%, which
on $4.00 is 80 cents. This is equivalent to 8% on the value of the entire garment.
With wholesale and retail markups, a garment from the CBI region carries a pen-
alty of approximately $3.00, as compared to the same garment coming from Mexico.

In 1986, 807 was modified by the creation of the 807-A program. Under it, duty
still was paid, but only on the value-added in the region. However, the creation of
Guaranteed Access Levels (GALs) essentially made many products from the region
quota-free. 807-A was duplicated for the Mexican industry and named the Special
Regime.

It is important to realize the production moved was no longer viable in the United
States. Without the incentives of 807-A, NAFTA and hopefully CBI trade enhance-
ment, that production would go to the Far East where there would be little US in-
volvement in the manufacturing process.

With the implementation of NAFTA, which AAMA strongly supported, apparel as-
sembled in Mexico of US formed fabric enters our market quota and tariff-free.
However, duties are still charged on the value added to imports from the CBI coun-
tries. This p laces the CBI countries at a great cornptitiv disadvantage vis-a-vis
Mexico, and the progress the United States fostered in the Caribbean Basin will,
in large part, be reversed. Competition from Mexico will force many local and US
firms out of business or to move their investments from the CBI countries to Mexico.

With the elimination of tariffs under NAFTA, this 8 percent cost no longer is
added to the price of garments coming from Mexico. Couple this with slightly easier
and cheaper transportation between Mexico and the United States versus that be-
tween the Caribbean and the United States and Mexico has a significant advantage.
Eight percent may not appear to be a significant savings, but the average pro It-
ability of an apparel firm in the United States is much less than that.

The effects of NAFTA on the CBI region have become apparent. Since NAFTA
went into effect on January 1, 1994, apparel imports from Mexico have increased
611 percent. While starting from a larger base, imports from the CBI have increased
at one-third that rate.

Now, for the first time, the CBI region actually is losing share of the import mar-
ket. In the 12 months ending last November-the latest data available-the CBI re-
gion accounted for 23.9 percent of the garments imported into the United States,
a decline from the 25.1 percent in 1997.
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807 production created thousands of good jobs in Mexico and the Caribbean Basin.
We estimate 15 apparel jobs in the United States are created by every 100 jobs in
807 production in the region. This is in addition to the thousands of US jobs it
maintains in the textile, transportation and other industries. These jobs in Carib-
bean Basin, the related US apparel jobs and the jobs in ancillary industries Will not
come to the United States if the Caribbean should be shut down. They Will migrate
to the Far East.
C. Summary

Caribbean trade enhancement makes good foreign policy. It is clearly in the best
interests of the United States to have stable, democratic governments in our hemi-
sphere, and the jobs available in the apparel industry contribute considerably to
that stability. Enacting legislation affording NAFTA parity for the CBI region, the
United States will continue to encourage CBI countries to assume their full obliga-
tions under a free trade agreement and to further open their markets to US prod-
ucts, services and investment.

The continued economic health of the CBI region is tied inextricably to the growth
of the region's apparel assembly. Export revenues generated by apparel assembly
encourages Caribbean Basin governments to increase and accelerate economic re-
form, including investment liberalization, protection of intellectual property rights
and market access. Job creation in the region would have been stagnant without the
demand for apparel assembly workers. Improving econom.; conditions contributes to
political stability, deter illegal immigration, and create an alternative to the produc-
tion and trafficking of illegal drugs.

In summary, there is a strong and consistent movement b-7 countries of the CBI
region towards democracy, economic reforms and trade and investment liberaliza-
tion. During the past few years, countries of the Caribbean Basin initiated signifi-
cant economic restructuring and trade liberalization and continue to do so as part
of their move to NAFTA accession.

Programs such as CBI and 807 contributed significantly to the political stability
and economic growth in the region. Progress in the region enhances each country's
political security, as well as the United States'.

Passage of NAFTA adversely affected the competitiveness of the CBI region by di-
verting existing and potential investment from the region in favor of Mexico. Carib-
bean Basin trade enhancement assures a level playing field will exist between the
CBI region and Mexico. Without it, US companies already in the region, competi-
tively disadvantaged by the elimination of Mexican duty rates and quotas, will
disinvest existing manufacturing facilities, destabilizing the economies of the region.

There has long been a need for CBI enhancement legislation. It should have been
enacted five years ago. The damage caused by hurricanes Mitch and Georges make
it even more imperative that it be enacted. It should be included in the reconstruc-
tion legislation being considered by this Congress.

II. Monitoring and Compliance Activities by the US Apparel Industry
We believe that our members are in the vanguard of those companies working

against abusive practices in the workplace. The Association believes that the exist-
ence of sweatshops at home or overseas is deplorable. Not only is the practice im-
moral and dishonest, but it gives our industry an undeserved bad name and it con-
stitutes unfair competition for the thousands of apparel manufacturers who obey the
law and treat their workers, wherever they are located, with dignity and respect.

It is the responsibility of the industry to make certain its own house is in order.
It is the responsibility of governments to find and prosecute those few who break
the law.

The Association has an obligation to inform its members of their legal responsibil-
ities and to help them make certain they are in compliance. The Association has
an obligation to work with the government to improve its information and enforce-
ment efforts.

Along those lines, the Association has:
" Published a guide to labor laws in the United States and large supplying coun-

tries, along with guidelines for assessing compliance.
" Provided AAMA members with the means of checking the wage and hour per-

formance and OSHA compliance of contractors they may hire.
" Co-sponsored a series of compliance seminars with the Department of Labor.
" Sponsored with member companies, labor unions and others seminars for edu-

cators held at Marymount University in Arlington, Virginia.
" Made its executives available to groups who wish to discuss the subject.
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AAMA is eager to work with the government to improve education and enforce-
ment, both in the United States and in other countries where its members manufac-
ture.

That is a bit of our history on this difficult subject. It is a great pleasure for me
now to describe a new program on which we are working.

As a result of the ongoing interest the subject of sweatshops generated here in
Washington and throughout the country, a number of our members asked AAMA
to facilitate the creation of a meaningful and comprehensive program to address
workplace conditions in the United States and around the world. These companies
were dissatisfied with the scope and pace of existing initiatives and felt the time
had come for apparel manufacturers to play a leadership role.

An AAMA task force was formed to address the issue. The task force retained the
services of three consulting companies who are among the best in their field: The
PricewaterhouseCoopers accounting firm, the Sandier, Travis and Rosenberg cus-
toms law firm and the Clark & Weinstock public policy consulting firm.

Together, we are reaching out to critical audiences, including (1) the retailers who
sell our products; (2) universities and other institutions that license their marks and
are vitally concerned with the protection of the integrity and reputation of their in-
tellectual property; (3) other trade associations in the United States and abroad, (4)
US government agencies; (5) international governmental organizations; and (6) pub-
lic interest groups, including many, of the most outspoken organizations on these
issues.

In consultation with these diverse and interested parties, we have developed a set
of minimum standards for apparel production that address labor practices, factory
conditions, and environmental and customs compliance. We also are designing a vol-.
untary certification program under which participating apparel manufacturers agree
that their production facilities will be certified by an independent monitor as com-
plying with the minimum standards.

The AAMA Board of Directors at its meeting on September 10 unanimously en-
dorsed a set of "Responsible Apparel Production Principles." That document reads
as follows:

"These Responsible Apparel Production Principles are minimum standards for
production facilities participating in the Responsible Apparel Production Pro-
gram. The Program's objective is to demonstrate the apparel industry's commit-
ment to socially responsible business practices and to assure that apparel is
produced under lawful, humane and ethical conditions. Participating companies
voluntarily agree that their production and that of their contractors will be cer-
tified by an independent monitor as complying with these standards.

" Laws and Workplace Regulations: Apparel manufacturers will comply with laws
and regulations in all locations where they conduct business.

" Forced Labor: Apparel manufacturers will not use involuntary or forced labor,
indentured, bonded or otherwise.

" Child Labor: Apparel manufacturers will not hire any employee under the age
of 14, or under the age interfering with compulsory schooling, or under the min-
imum age established by law, whichever is greater.

" Harassment or Abuse: Apparel manufacturers will provide a work environment
free of harassment, abuse or corporal punishment in any form.

" Compensation and Benefits Apparel manufacturers will pay at least the mini-
mum total compensation required by local law, including all mandated wages,
allowances and benefits.

* Hours of Work: Hours worked each day, and days worked each week shall not
exceed the legal limitations of the countries in which apparel is produced. Ap-
parel manufactu-ers will provide at least one day off in every seven-day period,
except as required to meet urgent business needs.

" Discrimination: Apparel manufacturers will employ, pay, promote and termi-
nate workers on the basis of their ability to do the job, rather than on the basis
of personal characteristics or beliefs.

" Health and Safety: Apparel manufacturers will provide safe and healthy work
environments. Where residential housing is provided to workers, apparel manu-
facturers will provide safe and healthy housing.

" Freedom of Association: Apparel manufacturers will recognize and respect the
right of employees to exercise their lawful rights of free association, including
joining or not joining any association.

" Environment: Apparel manufacturers will comply with environmental rules,
regulations and standards applicable to their operations, and will observe envi-_
ronxnentally conscious practices in all locations where they operate.
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" Customs Compliance: Apparel manufacturers will comply with applicable cus-
toms law and, in particular, will establish and maintain programs to comply
with customs laws regarding illegal transshipment of apparel products.

" Drug Interdiction: Apparel manufacturers will cooperate with local, national
and foreign customs and drug enforcement agencies to guard against illegal

siments of drugs."
Thes principles address the most important problems in the workplace with

which we alare familiar. But they also go further. They deal also with violations
of customs law and efforts to prevent the movement of illegal drugs in shipments
of apparel. These principles form the core of a comprehensive compliance program
that we are currently developing. The voluntary Responsible Apparel Production
Certification Program will have three critical elements.

" The first is clear and veiifiable standards. These are the Principles we have en-
dorsed.

" The second is the evaluation of apparel production facilities by independent
monitors. Our task force and its consultants are working on the necessary tools
to ensure effective independent monitoring by respected organizations that
know our industry. These monitoring tools will enable an independent monitor
to go into an apparel plant anywhere in the world and determine whether the
principles are being observed. No mere checklist, the monitoring and reporting
procedTures will provide detailed instruction to assess compliance with each item
in the Principles.

" The third element is oversight of the program by an independent entity rep-
resenting diverse stakeholders. An independent Certification Agency, compris-
ing a board and staff, will be responsible for the ongoing administration of the
program.

The board will be composed of outstanding individuals from the industry, from
non-government organizations, from academia and elsewhere. A Certification Agen-
cy with the participation of manufacturers but independent of the AAMA and the
industry was a key recommendation to ensure the credibility of the program. The
independent Certifiction Agency would approve independent monitors to conduct
plant inspections and certify--or refuse to certify-facilities as compliant with the
Principles. It also would modify, as needed, the Principles and~monitoring tools. The
funding for the program would be provided by charging a certification fee to the
plants that are inspected.

Our conversations with interested parties are continuing, and we hope that many
organizations will become formally involved by endorsing this approach and working
with us, to finalize and implement the Responsible Production Certification Program.

We are also working with interested parties to launch a pilot project to test the
program framework and make any necessary adjustments. We anticipate inspecting
about 30 apparel pants in the United States, in Asia and in Mexico, Central Amer-
ica and the Caribb~ean. We already have a number of companies who have volun-
teered to participate and we will get underway during February.

We are aware that there are other codes of conduct developed by other organiza-
tions. We congratulate each of them for their well meaning work and their dedica-
tion to a worthy cause. Indeed, in some cases we have drawn from their experience.
But we believe the program we have outlined has two key advantages:

" It has a statement of principles that has teeth and goes beyond working condi-
tions. And it is a statement that can be endorsed and adhered to by apparel
com pames operating or contracting literally thousands of plants throughout the
world.

" We are ready to go. We have the principles a approved, the Indicators of Compli-
ance are undergoing final review and we willb in the field with a pilot pro-
gram next month.

We anticipate that the full program will be ready for implementation in the third
quarter of this year.

STATEMENT OF THE AMERICAN FOREST AND PAPER ASSOCIATION

[SUBMITTED BY W. HENSON MOORE, PRESIDENT & CEO)

On behalf of the American Forest & Paper Association (AF&PA) and our more
than 130 member companies, I commend the Committee for undertaking this thor-
oug review of U.S. trade policy. We particularly appreciate this opportunity to pro-
vide the Committee with our recommendations for specific steps which should be
taken to make U.S. trade policy-and U.S. trade law-more responsive to the com-
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pettive needs of America's basic manufacturing indusies, including the U.S. paper
and forest products industry.

MULTILATERAL NEGOTIATIONS

The experience of our industry stands as a cautionary tale of how U.S. acceptance
of inequitable trade agreements on the sectoral level can undermine the competi-
tiveness of even the strongest American industries. Going back to the Kennedy
Round of multilateral trade negotiations notwithstanding the best efforts of a gen-
eration of U.S. trade negotiators, our industry has been unable to achieve anything
close to equivalent market access because our interests have repeatedly gotten lost
in the larger dynamics of multilateral trade "rounds." More than two decades ago,
the U.S. paper and forest products industry was denuded of tariff protection to win
market concessions for other industrial sectors. In each subsequent round, while the
bottom line figure for all U.S. sectors may have been in balance, Europe, our major
competitor, was allowed to maintain its high tariffs on paper and wood products,
and emerging competitors in Asia and Latin America escaped making any reciprocal
concessions.

At the opening of the Uruguay Round (UR), our industry realized that traditional
negotiating approaches would. perpetuate this disparity indefinitely, so we origi-
nated the zero-for-zero concept tis was an attempt to change the traditional struc-
ture of trade negotiations in two important ways:

" it focused on reciprocal tariff elimination within specific sectors
* it moved away from a formulaic approach to an assured, level end point.
We were disappointed in the results of the UR agreement in our sector, oa several

points:
" the phase out of paper tariffs-ten years instead of the usual five-years-is un-

usually long
" the failure to achieve zero-for-zero on wood tariffs
" developing countries-some of which are major competitors in forest products-

did not participate in the tariff agreement.
Despite these disappointments, we remain convinced that the achievement of re-

ciprocal market access within specific sectors must be a priority objective in future
negotiations. At the same time, we urge the Committee to ensure future negotia-
tions work toward a greater overall balance of benefits across our economy. To
achieve this objective, we support the Committee's efforts to renew the Administra-
tion's traditional negotiating authority.

The paper and forest products industry approaches the World Trade Organization
(WTO) Ministerial in Seattle later this year, and the anticipated round of multilat-
eral negotiations to follow, with a harrowing sense of deja-vu. The Europeans and
the Japanese have made common cause in support of a "comprehensive" negotiation
which, for our industry, translates into another potential set-up where our interests
risk being traded away. The U.S. must not accede to European and Japanese pres-
sure on this point. The U.S. must preserve and fortify the concept of sectoral nego-
tiations, and the prospect of "early harvest" as an essential and non-negotiable ele-
ment of any agreement on negotiating modalities. Therefore, we would encourage
the Congress to provide appropriate negotiating authority to implement sectoral
agreements.

Part of the effort to ensure that the standard of substantially eqvaetmrt
access is met must focus on eliminating tariff disparities, such as those which have
so disadvantaged our exports. We will aggressively seek to identify the elimination
of tariff disparities as a priority negotiating objective.

REGIONAL NEGOTIATIONS

Regional negotiations have an important role to p lay in driving the multilateral
process. In the past three years, the U.S. has launched a sec toral effort in the Asia

Pacific Economic Cooperation forum (APEC) which includes a proposal to eliminate
all tariffs on paper and wood products between the years 2000 and 2004. Our indus-
try vigorously supports Ambassador Charlene Barshefsky's leadership on this agree-
ment to achieve global participation under WTO auspices.

We have made significant prgrs bt, as in the case of the Uruguay Round, Jap-
anese protectionism, particular relative to wood products, threatens to derail a
promising agreement. When President Clinton met with Prime Minister Obuchi last
September in New York, the Prime Minister maintained that Japan could not take
tariff action in the APEC context, but would do so in the WTO. Two months later,
in Kuala Lumpur, the Japanese along with trade ministers from 15 other APEC
economies, agreed to refer the Ai'C trade liberalization package to the WTW and
committed to work constructively toward concluding a package of nine sectoral
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agreements in time for the upcoming WTO Ministerial in November. In an all-too-
familiar pattern the Japanese government now denies that any such commitment
was made, and loudly proclaims its victory in resisting U.S. pressure to reduce its
wood tariffs. This backsliding cannot be accepted. The US. must make clear its de-
termination to conclude a WTO agrement covering all nine sectors in the APEC
package as a prelude to the launcho any new round of negotiations on industrial
tariffs.

Our industry's frustration with Japan's failure to meet its commitments is long
standing. In 1992, for example, the U.S. signed a market access agreement with
Japan regarding paper products. It is a matter of record that there was not one sin-
gle year in the entire eve-year term of this agreement in which the USTR judged
Japan to be compliant with its obligations under this agreement. Nevertheless, in
1997, Japan unilaterally refused to renew the agreement or even discuss its re-
newal . In the meantime, with an industry that is commonly considered to be a high-
cost paper manufacturer, Japan's paper imports have declined and exports have in-
creased.

The lack of credibility which understandably surrounds Japanese trade commit-
ments risks more generalized cynicism regarding an ability to reach negotiated solu-
tions tQ our market access problems with that country, and must be a ddresse d. The
President's decision to renew Super 301 is an important step, but we encourage him
to hold the Japanese leaders directly accountable for honoring the full range of com-
mitments we now hold-beginning with their APEC commitment-by again raising
this problem with Prime Minister Obuchi.

AN INTEGRATED APPROACH TO THE GLOBAL ECONOMIC CRISIS

The Asian financial crisis has had a significant, damaging economic impact on the
U.S. paper and forest products industry. In 1997, the Asia-Pacific region accounted
for some 40 percent of our industry's total exports of $21 billion. In the first ten
months of 1998, however, U.S. exports of wood products to the region were down
a whopping 40 percent, and paper and paperboard exports were off 19 percent. In
contrast, U.S. paper and paperboard imports from Asia went up 74 percent over the
same period. At the same time, other major supplying countries have diverted great-
er amounts of wood and paper products from slumping Asian markets to the U.S.

Trade reform must be an integral part of our response to such episodes of eco-
nomic turmoil. The U.S. has repeatedly assured countries in crisis that we will con-
tinue to take their exports--but fairness for our industry and our workers requires
that these countries also open their markets to our products. Trade liberalization-
which will introduce economies- and industries to the discipline of the marketplace-
cannot be a lesser priority than other structural reforms.

At the same time, the U.S. must ensure the strongest, most efficient application
of U.S. trade laws consistent with our WTO obligations. In 1990, U.S. paper produc-
ers filed a dumping case against Euro pean suppliers of coated ground wood printing
paper. There was no question regarding the validity of the industry's complaint
since the Department of Commerce found substantial dumping margins. It is ironic
that the case was lost on the question of injury, since our most dire predictions re-
garding the long-term negative impact of the dumped imports on our industry's abil-
ity to expand domestic production capacity have come true.

NEW GLOBAL ISUES

Today, our industry faces new competitive realities. Even while we are nearing
the end of our effort to eliminate tariff barriers, the U.S. industry finds itself at a
competitive disadvantage in international markets for a number of reasons.

First and foremost, the industry's raw material costs have been climbing due to
policy-imposed constraints on fiber supply. The availability of wood from our na-
tional forests has been cut dramatically down 75 percent in the past decade. While
a large portion of forest land in the U.. is privately owned (over 60 percent), our
ability to sustainably manage and harvest private timberland is being curtailed by
environmental laws, regulations and legal actions.

Secondly, required investments of capital to meet domestic environmental regula-

tionsare aisngproduction costs and reducing the amount of capital that would
otherwise be avaiable to invest in the industry's plant and equipment. AF&PA esti-
mates that 13 percent of the capital spent by the industry over the past 10 years
went into meeting environmental requirements, and that number will probably dou-
ble over the next 5 years--and that does not include any spending for possible Glob-
al Climate Change regulation. At the same time, our companies are having to com-
pete with producers in other countries that do not have high environmental stand-
ards and strong environmental compliance regimes.
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Our industry is proud of the role it has played in achieving standards of environ-
mental protection which are among the highest in the world, and we are committed
to maintaining our environmental leadership in the future. By the same token, our
industry offers some of the highest paying manufacturing jobs in the world, and we
take equal pride in the role which industry payrolls play in sustaining the many
communities in which we are located throughout the country.

For us to continue meeting our obligations to our workers and to the environment,
while maintaining our ability to compete in global markets, our government must
work to level the international playing field. We must ensure that our competitors
follow our lead in applying responsible environmental standards and forestry prac-
tices. The U.S. must also look at options to institute disciplines to prevent a new
generation of trade barriers based on subjective environmental requirements that
discriminate against products produced under equally valid regulatory schemes.

CONCLUSION

The U.S. paper and forest products industry has consistently supported U.S. poli1-
cies designed to open world markets. However, our industry will fInd it difficult in
the future to continue such support in the absence of concrete market opening gains
and the establishment of a more level international playing field for ou products.
As a first step, the U.S. must make clear its determination to conclude a W [0o
agreement covering all priority sectors in the APEC package, including forest prod-
ucts, by the WTO Ministerial this November in Seattle.

STATEMENT OF THE AMERICAN SUGAR ALLIANCE

(SUBMITTED BY JAMES W. JOHNSON, JR., CHAIRMAN)

INTRODUCTION

Thank you for the opportunity to submit testimony for this important hearing. I
am James W. Johnson, Jr., president of the United States Beet Sugar Association.
I also serve as chairman of the American Sugar Alliance (ASA), of which my asso-
ciation is a member. The ASA is the national coalition of growers, processors, and
refiners of sugarbeets, sugarcane, and corn for sweetener.

The ASA has long endorsed the goal of global free trade because U.S. sugar and
corn sweetener producers are efficient by world standards and would welcome the
opportunity to compete on a genuine level playing field. Until that free trade goal

isaciee, however, the United States must retain at least the minimal sugar pol-
icy now in place to prevent foreign subsidized, dump market sugar from unfairly
displacing efficient American prod ucers. This policy was substantially modified by
Congress in the 1996 Farm BWill, but remains highly beneficial to American tax-
pay ers and consumers.

We note there are several witnesses testifying -today on behalf of the U.S. steel
industry. Our concerns are the same. We are efficient producers, but risk losing
American jobs to the predatory trade practices of subsidized foreign producers. Like
steel, American sugar farmers can compete directly against foreign producers. We
cannot compete against foreign treasuries.

While the ASA supports the goal of free trade, we have serious concerns about
past agreements and about the structure of future multilateral or regional trade
agreements. Listed below are our specific recommendations, followed by some back-
ground on the United States' role and standing in the world sugar economy and our
evaluation of the effects of past multilateral and regional trade agreements on the
world sugar market and on our industry.

U.S. agriculture is extremely vulnerable as we approach the next trade round. If
we are reckless, we risk converting American agriculture into a Rust Belt. If we ne-

=~t carefully and rationally, however, there is enormous potential for responsible
rcn producers to compete and prosper in a genuine tee trade environment,

free from the need for government intervention.

RECOMMENDATIONS FOR FUTURE WTO NEGOTIATIONS

The 1999 World Trade Organization (VITO) Ministerial will play a pivotal role in
establishing the scope, parameters, and goal of the next multilateral trade round.
Shaped by our experience and by the specific failures of past agreements, described
later in this paper, the following are the ASA's recommendations for the Ministerial.

1. Compliance with past agreements, in particular, the Uruguay Round
Agreement (URA) of the VITO and the North American Free Trade Agreement
(NAFTA), must be achieved before the United States forges any new agree-
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ments. The United States, and any other country that has surpassed its URA
commitments, should be given credit for doing so before being required to make
further cute in the next trade round.

2. The United States must not reduce its support for agricultural programs,
particularly for import-sensitive crops such as sugar, any further until other
countries have reduced their support to our level.

3. Elimination of export subsidies, the most trade distorting of all practices,
and of state trading enterprises (STE's), which were ignored previously, must
be given top priority in the next trade round.

4. The wide gap in laber and environmental standards between developed and
developing countries must be taken into account in the next trade round, to pro-
vide beth incentives and penalties that ensure global standards rise to devel-
oped-country levels, rather than fall to developing-country levels.

5. A flexible, request/offer type of negotiating strategy must be followed in the
next trade round, rather than a rigid, across-the-board, formula approach. Only
in this manner can we address the huge disparities in supports among nations
and turn the United States' unilateral concessions to our advantage. We must
provide foreign countries the incentive to reduce their government programs by
promising to reduce ours further when, and only when, they have eliminated
their export subsidies and STE's, and reduced their internal support and import
tariffs to our levels.

BACKGROUND ON U.S. SUGAR INDUSTRY, POLICY

Size and Competitiveness. Sugar is grown and processed in 17 states and 420,000
American jobs, in 40 states, areF dependent, directly or indirectly, on the production
of sugar and corn sweeteners. The industry generates an estimated $26.2 billion in
economic activity annually. A little more than half our sugar is produced from sug-
arbeets, the remainder from sugarcane. More than half our caloric sweetener con-
sumption is in the form of corn sweeteners. The United States is the world's fourth
largest sugar producer, trailing only Brazil, India, and China. The European Union
(EU), taken collectively, is by far the world's largest producing region. It benefits
from massive production and export subsidy programs.

Sugar is an essential food ingredient and the U.S. sugar producing industry is
highly efficient, highly capitalized, and technologically advanced. It provides 260
million Americans most of sugar they demand, in 45 different product specifications
and with ljust-in-time" delivery that saves grocers and manufacturers storage costs.

Roughly 15-20% of U.S. sugar demand is fulfilled by duty-free imports from for-
eign countries, making the U.S. one of the world's largest sugar importers. Many
of the 41 countries supplying our sugar are developing economies with fragile de-
mocracies and they depend heavily on sales to the United States, at prevailing U.S.
prices, to cover their costs of-production and generate foreign exchange revenues.

Despite some of the world's highest government-imposed costs for labor and envi-
ronmental protections, U.S. sugar producers are among the world's most efficient.
According to a study released in 1997 by LMC International, of England, and cover-
ing the 6-year period ending in 1994195, American sugar producers rank 19th lowest
in cost among 96 producing countries, most of which are developing countries. Ac-
cording to LMC, fully two-thirds of the world's sugar is produced at a higher cost
per pound than in the United States.

During the last three years studied, 1992/93-94/95, the United States became the
lowest cost beet sugar producer in the world. American corn sweetener producers
are also the lowest cost of all caloric sweeteners in the world, and always have been
the lowest cost producer of corn sweetener.

Because of their efficiency, American sugar farmers would welcome the oppor-
tunity to compete against foreign farmers on a level p laying field, free of govern-
ment subsidies and market intervention. Unfortunately, the extreme distortion of
the world sugar market makes any such free trade competition impossible today.

World Dump Market. More than 100 countries produce sugar and the govern-
ments of all these countries intervene in their sugar markets and industries in some
way. The most egregious, and most trade distorting, example is the EU. The Euro-
peans are higher cost sugar producers than the United States, but they enjoy price
supports that are 40% higher than U.S. levels-high enough to generate huge sur-
pluses that are dumped on the world sugar market, for whatever price they will
bring, through an elaborate system of export subsidies.

World trade in sugar has always been riddled with unfair tradin# practices. These
-practices have led to the distortion in the so-called "world market' for sugar. These
distortions have led to a disconnect between the cost of production and prices on
the world sugar market, more aptly called a "dump market." Indeed, for the period
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of 1984/85 through 1994/95, the most recent period for which cost of production data
are available, the world average cost of producing sugar is over 18 cents, while the
world dump market price averaged barely half that-just a little more than 9 cents
per pound raw value. (See Attachment A.)

Furthermore, its dump nature makes sugar the world's most volatile commodity
market. Just in the past two decades, world sugar p rices have soared above 60 cents
per pound and plummeted below 3 cents per pound. Because it is a relatively thinly
traded market, small shifts in supply or demand can cause huge changes in price.

As long as foreign. subsidies drive prices on the world market well below the glob-
al cost of production, the United States must retain some border control. This is a
necessary and effective response to the foreign predatory pricing practices that
threaten the more efficient American- sugar farmers.

Uniqueness of Sugar Market. Aside from the highly residual and volatile nature
of the world sugar price, there are a number of factors that set sugar apart from
other program commodities. These unique characteristics should be taken into ac-
count before sugar is lumped in with other commodities for across-the-board policy
reforms.

" Grower/Processor Interdependence. Grain, oilseed, and most other field-crop
farmers harvest a product that can be sold for commercial use or stored. Sugar-
beet and sugarcane farmers harvest a product that is highly perishable and of
no commercial value until the sugar has been extracted. Farmers cannot, there-
fore, grow beets or cane unless they either own, or have contracted with, a proc-
essing plant. Likewise, processors cannot- function economically unless they
have an optimal supply of beets or cane. This interdependence leaves the sugar
industry far less flexible in responding to changes in the price of sugar or of
competing crops.

" Multi-Year Investment. The multimillion- dollar cost of constructing a beet or
cane processing plant (approximately $300 million), the need for planting, cul-
tivating, and harvesting machinery that is unique to sugar, and the practice of

-extracting several harvests from one planting of sugarcane, make beet or cane
planting an expensive, multiyear investment. These huge, long-term invest-
ments further reduce the sugar industry's ability to make short-term adjust-
ments to sudden economic changes.

" High-Value Product. While the gross returns per acre of beets or cane tend to
be significantly higher than for other crops, critics often ignore the high cost
associated with growing these crops. Compared with growing wheat, for exam-
ple, USDA statistics reveal the total economic cost -of growing cane is nearly
seven times higher, and beet is more than five times higher. With the additional
cost for processing the beets and cane, sugar is really more of a high-value prod-
uct than a field crop.

" Inability to Hedge. The 1996 Freedom to Farm Bill made American farmers far,-
more dependent on the marketplace. Growers of grains, oilseeds, cotton, and
rice can reduce their vulnerability to market swings by hedging or forward con-
tracting on a variety of futures markets for their commodities. There is no fu-
tures market for beets or cane. Farmers do not market their crop and cannot
take delivery of beet or cane sugar. The hedging or forward contracting opportu-
nities exist only for the processors-the sellers of the sugar derived from the
beets and cane. These marketing limitations make beet and cane farmers more
vulnerable to market swings.

US. Sugar Policy Ref6rmts. U.S. sugar policy was unilaterally and substantially
reformed in the 1996 Farm Bill, far in excess of URA commitments. The key re-
forms: 1) Production controls ("marketing allotments") were eliminated. 2) Govern-
ment-provided non-recourse loans, or a government- guaranteed minimum price, are
conditional and no longer guaranteed-unlike all other U.S. program commodities.
This ensures long-standing Congressional intent that U.S. sugar policy be run at no
cost to the U.S. Treasury. 3) The minimum import level, already about four times
the minimum required by the URA, was effectively raised another 20%. 4) Sugar
producers' burdensome and discriminatory marketing assessment tax was raised
25%, increasing expected annual revenues to the U.S. Treasury from U.S. sugar pol-
icy to about $40 million. 5) A 1-cent per pound penalty was established to discour-
age government loan forfeitures. 6) The U.S. committed to further support price re-
ductions when other countries surpass their URA requirements, as the U.S. has
done, and achieve levels equal to ours.

The reformed sugar policy of the 1996 Farm Bill does retain the Secretary of Agri-
culture's ability to limit imports, and also provides a price support mechanism-
though only when imports exceed 1.5 million short tons. The 199&199 sugar import
quota is only some 300,000 tons above that critical trigger level.
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U.S. SUGAR INDUSTRY'S FMEE TRADE GOAL

Because of our competitiveness, with costs of production well below the world av-
erage, the American Sugar Alliance supports the goal of genuine, global free trade
in sugar. We cannot compete with foreign governments, but we are perfectly willing
to compete with foreign farmers in a truly free trade environment.

We were the first U.S. commodity group to endorse the goal of completely elimi-
nating government barriers to trade at the outset of the Uruguay Round, in 1986.
We understand we are the first group to endorse this same goal pnor to the start
of the 1999 multilateral trade round. We described our goals and concerns to the
Administration in a letter in May 1997 to Trade Representative Barshefsky and Ag-
riculture Secretary Glickman. A copy of that letter is attached (Attachment B).

The ASA does not endorse the notion of free trade at any cost. The movement to-
ward free trade must be made deliberately -and rationally, to ensure fairness and
to ensure that those of us who have a global comparative advantage in sugar pro-
duction are not disadvantaged by allowing distortions, exemptions, or delays for our
foreign cmpetitors, as we are experiencing under the current agreement.

To aheve a free trade transition process that is rational and fair, we offer the
following thoughts on past agreements, and our concerns and recommendations re-
garding future negotiations.

SUGAR AND THE URUGUAY ROUND AGREEMENT

Little Effect on World Sugar Policies. More than 100 countries produce sugar and
all have some form of government intervention. Unfortunately, these policies were
not significantly changed in the Uruguay Round Agreement of the WTO.

The URA inadequately addressed, or ignored:
"Compliance. Many countries have evaded or not yet even complied with their
URA agricultural commitments. In sugar, for example, the EU has managed to
isolate most of its sugar export subsidy program from URA disciplines. The
Philippines has yet to meet its require ments for increasing minimum access
levels to its sugar market.
It was revealed at a WTO Analysis and Information Exchange Group meeting
Geneva in September 1998, nearly four years since the inception of the URA,
that a mere 17 of the 132 member nations have fulfilled all their notification
requirements on domestic support, export subsidies, and market access. One
must wonder how we can monitor compliance with WTO-mandated reductions
in agricultural policies when the vast majority of countries will not even ac-
knowledge which policies they have in place.

" Export Subsidies. The most distorting practice in world agricultural trade is the
export subsidy. Export subsidies provide countries the mechanism to dispose of
surpluses generated by high internal production subsidies. In the absence of ex-
port subsidies as a surplus-removal vehicle, countries would have to reduce
their production supports. With export subsidies in place, countries can move
surpluses into markets where they do not belong and depress market prices.
Other countries are forced to respond with import barriers. In the world sugar
market, subsidized exports by the EU alone amount to about a fifth of all the
sugar traded each year. The UJRA did not significantly reduce the amount of
sugar sold globally with export subsidies. The agreement failed to reduce the
European Union's generous price support level and requires only a tiny poten-
tial drop in its substantial export subsidies.

" State Ti ding Enterprises (STE's). ,STE's are quasi-governmental, or
government- tolerated organizations that support domestic producers through a
variety of monopolistic buyer or seller arrangements, marketing quotas, dual-
pricing arrangements, and other strategies. These practices were ignored in the
Uruguay Round, but are, unfortunately, common in the world sugar industry.
Major producers such as Australia, Brazil, China, Cuba, and India have sugar
STE's, but were not required to make any changes in the URA.

" Developing-Country Producers. Developing countries, which represent about
60% of world sugar production and trade, have little or no labor and environ-
mental standards for sugar farmers, have no minimum import access require-
ments, and often have high import tariffs. Nonetheless, developing countries
were put on a much slower track for reductions, or, in the case of the least de-
veloped countries, were exempted altogether from URA disciplines.

" WTO Non-Members. Important sugar-producing and importing countries such
as China and the former Soviet republics are not WTO members, and need to
do nothing under the URA. Yet, these countries represent some 40% of global
sugar imports and 20% of production.
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*Labor and Environmental Standards. The gap in government standards-and
resulting producer costs-between developed and developing countries is well
documented and immense, but was ignored in the UFA In sugar, the gap is
particularly pronounced because, while the EU and the U.S. are major players,
production and exports are highly dominated by developing countries, especially
in the cane sector.

Social Standards Gap. The differences in labor and environmental standards be-
tween developed and developing countries are wide. American sugar producers oper-
ate with the highest possible regard for workers and the environment. But we
should not be penalized in multilateral trade negotiations for providing these costly
protections. Foreign countries that do not provide such protections should not be re-
warded. If we are attempting to globalize our economy, we should also globalize our
worker and environmental protection responsibilities. If markets are to be liberal-
ized, standards must be harmonized.

In the next trade round, access to developed countries should be conditioned on
developing countries' achievement and~ enforcement of higher labor and environ-
mental standards. Such an incentive system could help ensure that the next trade
round results in a race to the top, in protection of workers and the environment,
rather than a race to the bottom. Attached is a press release issued by the ASA in
support of President Clinton's remarks at the WTO in this regard last May (Attach-
ment C).

Widely Varying Levels of Support. Unilateral reforms to U.S. agriculture policy in
the 1996 Farm Bill far exceeded U.S. commitments made the year before in the
Uruguay Round. Furthermore, developing countries, which dominate world agricul-
tural trade and particularly sugar trade, were subject to a slower pace of reductions,
if any.

As a result, the United States is way out in front of the rest of the world in re-
moving its government from agriculture and has placed its farmers in a domestic
free market situation. This gap makes American farmers uniquely vulnerable to
continued subsidies by foreign competitors.

It is key that American farmers not be penalized for attempting to lead the rest
of the world toward free agricultural trade. American farmers must be given credit
for the reforms they have endured.

U.S. Sugar Surpasses URA Requirements. The United States is one of only about
25 countries that guarantees a portion of its sugar market to foreign producers and
it has far surpassed its URA commitment on import access. The URA required a
minimum access of 3-5% of domestic consumption. The United States accepted a
sugar-import minimum that amounts to about 12% of consumption. In practice, U.S.
imports in 1994/95 and 1995/96 averaged 24%/-double the promise we made in the
URA, and about six times the global URA minimum.

All this sugar imported from 41 countries under the tariff-rate quota (TRQ) ent-ers
the United States at the U.S. price, and not at the world dump price. Virtually all
this sugar enters duty free. Just five countries (Argentina, Australia, Brazil, Gabon,
and Taiwan) that lack Generalized System of Preferences status pay a minuscule
duty of 0.625 cents per pound.

The United States calculated its above-quota tariff rate in the manner dictated
by the URA. These tariff levels are totally WTO consistent, and are dropping by
15% over the 6-year transition period, as we promised they would in the Uruguay
Round. This duty is frozen in the year 2000 and must not be reduced further until
foreign countries have complied with their URA requirements, as the U.S. has done.

Playing Field Lower, But Not More Level. The URA's formula-based approach
called for across-the-board percentage reductions, regardless of the original level of
pnrce support, import barrier, or export subsidy. Countries with the most egregious
barriers can maintain their advantage throughout the transition process. For exam-
ple, if one country's price support were 40% higher than another's, and both reduced
by the URA-mandated 20%/, the 40% advantage would remain in place-the playing
field has been lowered, but not leveled.

Furthermore, the United States far surpassed its URA commitments, unilaterally
dismantling its already minimal commodity program in the 1996 Farm Bill, while
many other nations with higher levels of government intervention have yet to even
minimally comply. This has tilted the playing field even further to the disadvantage
of efficient American farmers.

Formula Driven Trade Strategy. For the many reasons outlined above, the rigid,
formula- driven, or "one- size-fits-all," approach for trade concessions does not work
for agriculture in general, or for sugar in particular. Pursuing this approach would:
1) Fail to reduce the gap in supports between countries-lowering the playing field,
but not leveling it; 2) Again give developing countries virtually a free ride; 3) Fur-
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ther diminish U.S. negotiating leverage, which was severely reduced through our
unilateral concessions in the 16 Farm Bill.

To date, U.S. agriculture has led the world in trade barrier reductions and we are
disadvantaged as long as the rest of 'the world fails to follow our example.

SUGAR AND THE NAFFA

The ASA is concerned that before the United States embarks on another multilat-
eral trade round we must be cognizant of serious problems that remain with our
primary regional trade agreement, the North American Free Trade Agreement
(NAFTA). Evasion of NAFTA rules and violation of international trade rules by our
North American trading partners have left many American sugar producers with a
distrust of trade agreements and a serious reticence about entering into new ones.

Canada. Sugar trade between the United States and Canada, which imports
about 90% of its sugar needs, was essentially excluded from the NAFTA. U.S.-Cana-
dian sugar trade is governed mainly by the U .S.-Canada Free Trade Agreement and
by the WTO.

Currentl 'y, Canada is threatening the integrity of U.S. sugar policy by circumvent-
ing the tariff-rate quota with a new product referred to in the trade as "stuffed mo-
lasses"-a high-sugar product not currently'included in U.S. sugar TRQ classifica-
tions. USDA has estimated imports of this product could add about 100,000 tons of
non-quota sugar to the U.S. market per year. That amount could grow if this loop-
hole is not closed, further harming U.S. sellers of refined sugar and possibly threat-
ening the no-cost operation of U.S. policy.

Mexico. Mexico had been a net importer of sugar for a number of years prior to
the inception of the NAFTA. Nonetheless, the NAFTA provided Mexico with more
than three times its traditional access to the U.S. sugar market during the first six
years, 35 times its traditional access in years 7-14, and virtually unlimited access
thereafter. The NAFTA sugar provisions are summarized on the attached table (At-
tachment D).

These provisions were negotiated by the U.S. and Mexican governments and con-
tained in President Clinton's NAFTA submission to the U.S. Congress, which Con-
gress approved in November 1993. The sugar provisions, as altered from the original
NAFTA text, were critical to the narrow Congressional passage of the NAFTA.

Nonetheless, Mexico is now undermining the integrity of the NAFTA by claiming
the sugar provisions are somehow invalid. This questioning by Mexico has bred deep
feelings of distrust in trade agreements among many American sugar producers.

In addition, Mexico has not complied with a NAFTA requirement to phase out its
tariffs on U.S. high-fructose corn syrup (HFCS). Instead, Mexico raised its tariffs
on HFCS imports to levels approaching 100%1. Mexico may also be violating inter-
national trade rules by sanctioning a restraint of trade agreement among Mexican
sugar producers and soft drink bottlers to slow the p ace of substitution of HFCS
for sugar in Mexican soft drinks. (The ASA has filed a paper with USTR on this
subject, "Initiation of Section 302 Investigationon Mexican Practices Affecting High
Fructose Corn Syrup," June 19, 1998.)
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LACKING AMERICAS lilT. CANE AND CORN FARMERS

May 21, 1997'

The Honorable Charlene Barshefsky The Honorable Dan Glickman
U.S. Trade Representative Secretary of Agriculture
Office of United States Trade Representative U.S. Department of Agmiculture
Winder Building. 600 17th Street N.W. Whiten Buildin& Room 200-A
Washington, D.C. 20506 Washington, D.C. 20250

Dear Ambassador, Dear Mr. Secretary:

With the start of the new round of multilateral agricultural negotiations growing closer, and
with the beginning of the Geneva process of analysis and exchange of information, we
thought this would be an appropriate time to share with you our views on U.S. objectives for
this next round of negotiations.

The American Sugar Alliance is a coalition of U.S. growers and processors of sugarbeeus,
sugarcane, and corn for sweeteners. We are efficient with costs of production below dhe
world avenge. We have long supported the goal of genuine, multilateral elimination of al
barriers to agricultural trade.

The world sugar market is one of the most highly distorted and most volatile markets in
agicultural trade. AUl of the more than 100 countries that produce sugar exhibit some form
of government intervention, including internal supports; import barriers; massive export
subsidies, such as those by the European Union; state trading enterprises; and two-prce
systems.

These practces lireraily makm the world sugar market a dumping ground, to the extent that
dhe so-called "world price has averaged only about half die world average cost of producing
sugar over the past 15 years. It is only the continuation of taiff protection in the United
States that prevent these enomos distortions from undermining the efforts of our efficient
and non-subsidized producers

We are fizily committed to wedding toward an open trading system, but not at any price. As
the Administration has said on many occasions regarding China's bid to accede to the World
Trade Organization, trade must take place on a commercially viable basis. That is clearly
not the case now in world sugar trade.

With this background in mind, we offer the following suggestions on objectives for the next
round of negotiations:

I AMIERICAN SUGAR AILIAN L-E-1
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IUTh United States should continue to insist on the eliminazzon of all export subsidies.
This objective should encompass appropriate disciplines on policies which essentially.
circumvent export subsidy comminnmzis such as pooling urangemenr and dual
pricing systems.

* State trading enterprises, which allow counties to control all facets of trade and
extend monopolistic pricing practices to world markets, need strongly enhanced
discipline to provide price transparency and prevent predatory and disciminatoy
pricing.

* Th passage of die FAIR Act has reduced U. S. agricultural support by far more than
the Uruguay Round required. Other countries should math this reduction in terms
of an aggegate measure of support before any additional reduction would be required
in the United Stae.

* Counties which have not &Whied their Uruguay Round commitneurs, or which have
used various means to avoid or dhninis-h these commitment must be brought into Mul
compliance with their obligations. This effort should also include arbitrary and
capricious sanitary and phytosanitauy restrictions which are not based on sound
scientific principles. We urge that you aggressively pursue coutries that hav not
complied and that no fourth concessions be. negotiated with these countries until Mul
and complete compliance is achieved.

We point out in this regard that sugar imports inothe United States have far exceeded
- mn fact nearly doubled - our Uruguay Round commitment Very few, if any, other
commodities in the world can make this statement. a fact that needs to be taken into
account in the negotiations.

* On market access the United States should pursue a request/offer strategy to
maxiim our negotiating leverage to achieve these objectives. Developing countries
do not have to mak any fur there concessions until after die yewr 2004. Therefore a
formula-driven approach, such as was followed in the Uruguay Round, would give
developing countries a fiee ride and would min imize our negotiating strength.

We hope you will seriously consider these suggestions, as you begin your preparations for
the next round of trade negodtiron. We would be happy to meet with you, at your
convenience, to discuss thee objective in more detail.

ly.el ,~
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FOR IMMEDIATE RELEASE CONTACT: Jack Roney, Geneva
May 19, 1998 909-90.000

Joseph TenrelL Washington
202.457.1438

AMNERICAN SUGAR PRODUCERS ENDORSE
PRESIDENT CLINTON'S CALL FOR FREE TRADE

GENEVA, Switzerland - Representatves of American sugar producers, in Geneva
this week for the ministerial meeting of the World Trade Organization (WTO), today
endorsed-President Clinton's call for 'tearing down barriers to global tade" in agriculture.
Clinton make the remarks in Geneva at last evenings commemoration of the 50th
anniversary of the V/TO.

Carolyn Cheney, chairman of the American Sugar Affiance (ASA), said. "Because
we are efficient by world standards, with costs of production well beow the world
average, American sugar farmers have long supported the goal of global free trade in
sugar. We can compete on a level playing field with foreign farmers. We cannot compete
with foreign government treasuries."

The ASA is a national coalition of the growers processors, and refiners of
sugarbeets, sugarcane, and corn for sweeteners.

"For these reasons," Cheney said, "we are pleased with the President's free trade
message, and with his thoughts on how to achieve that goal. [n particular, we applaud the
Presiden's emphasis on raising foreign labor and environmental standards."

In his statement, Clinton said, "We smust do more to ensure that spirited economic
competition among nations never becomes a race to the bottom - in environmental
protections, consumer protections, or labor standards. We should be leveling up, not
leveling down."

Cheney said, "This is particularly important in sugar. Two-thirds of the world's
sugar is produced in developing countries with ittle or no protections for the
environment, consumers, and workers, while American sugar farmers uphold the

(more)
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highMs and most costly, standards in the woe! d. Future trade negotiatons must be aimed
at raising foreign stadardis, no reducing ours."*

Cheney addeL 'We also strongy endorse the Presidents call for a more open
process, as he did when he stated 'we must modernize the WTO by opening its coors to
scrutiny and participation by the public.'

She said, wWe commend Trade Representative Barshefsky and Agriculture
Secretary Glickman and their staffs who are making every effort to consttit with and
inform the matty agricultural representatives who are present in Geneva this week for
these impotnt Wks. "

"Furthermore," Cheney said, "we applaud the effort made by the United States
Congress to be involved with this process. We are grateful to the large delegation of
House and Senate Agriculture Committee stf led by Congressman Tom Ewing (R-DL)
for atteding die meeting this week."

Cheney said, "American sugar farmers, like ail American farmers, went far beyond
their commitments in the last trade round when the Congress adopted the Freedom to
Farm Bill. These trade negotiations are crucial. They present the only way we can force
foreign countries, which have retained far more elaborate commodity programs, to reduce
those programs to U.S. levels. When they do, American sugar farmers will reduce their
program further, so that genuine free trade can be achieved in a rational and fair manner."
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STATEMENT OF THE AMERICAN TEXTILE MANUFACTURERS INSTITUTE (ATMI)
This statement is submitted to the Senate Finance Committee by the American

Textile Manufacturers Institute (ATMI), the national association of the U.S. textile
industry. ATMI's member companies collectively account for approximately three
quarters of domestic textile mill activity and make and market nearly every kind
of the hundreds of different textile products produced in the United States.

Among the myriad of issues and concerns which confront the U.S. textile industry,
perhaps none has been as profound in its impact as international trade. Recognizing
the growing importance of international trade to its well-being, the American textile
industry has taken those steps which are deemed essential in order to not only sur-
vive but grow in an increasingly competitive global environment. The industry has
committed over $2 billion per year over the last decade in capital expenditures to
build the most modern, efficient and productive textile industry in the world. It has
worked closely with the executive and legislative branches of government to nego-
tiate and secure enactment of fair, reciprocal and balanced trade agreements such
as the Caribbean / Central American Special Access Program and NAFTA. It has
aggressively sought new markets in other countries in order to offset the ravages
o import competition, which have sharply reduced U.S. apparel production, thereby
sharply reducing the industry's customer base.

In the Urug-uav Round of multilateral trade negotiations, the United States
agreed to the aboftion of the International Agreement Regarding Trade in Textiles
(a.k.a. "The Multifiber Agreement" or "MFA") and agreed to reductions in U.S. tex-
tile and apparel tariffs. The economic impact of these concessions is difficult to over-
state. Suffice it to say that in order for the U.S. to secure a Uruguay Round Agree-
ment no domestic industry surrendered more, paid as high a price, as the American
fiber/textile/apparel complex.

But there were supposed to be balanced concessions in* the Uruguay Round final
deal, reciprocal measures undertaken by the many participants. Other countries, in
particular those large -exporters of textiles and apparel who have kept their domestic
markets tightly closed to imports, were supposed to provide (at long last) meaning-
fuil market access. In far too many cases this has not been done. Indir, and Pakistan
still enforce outright bans on most textile and apparel imparts, reinforced (as if it
were necessary) by enormous tariffs. Brazil and Argentina have completely abro-
gated their Uruguay Round commitments. Most members of the ASEAN bloc main-
tain prohibitive tariffs. Nearly all African nations have prohibitive tariffs and/or ban
textile imports. The list goes on.

Ini the field of textiles, the United States (and its domestic industry) gave and
gave generously in the Uruguay Round and has received precious little in return.

Now, members of the Worl Tade Organization (WTO) are preparing for the sec-
ond post-Uruguay Round ministerial gathering, this is to be convened with the
United States as the host country. Certain members of the WTO-and they can be
identified beforehand: India, Pakistan, and Hong Kong-will use this occasion to
again call for an acceleration of the trade liberalizing elements contained in the
Uruguay Round Agreement on Textiles and Clothing. They did it at the Singapore
Ministerial in 1996 and they will do it again. They want (indeed, they demand) the
United States and the other importing countries to give more than was agreed to
in the Uruguay Round. And those donor countries should do this unilaterally, not
seeking anything in return.

Additionally, the upcoming ministerial will serve to lay the foundation for the
ninth GATT-WTO round of multilateral talks (this before the effects of the Uruguay
Round Agreements have even been assessed). As usual, the "developing' countries
will indicate that they may be willing to discuss intellectual property protection and
trade in services and financial disciplines, but first the United States has to make
a good faith down payment: further reductions in textile tariffs.

These two approaces that will be taken by certain developing countries-to accel-
erate the Uruguay Round textile transition period and to further reduce textile and
apparel tariffs-must be rebuffed by the United States. The U.S. must be unambig-
uous that no further concessions in the field of textiles and apparel will be forthcom-
ing until all (emphasis added) WTO members provide market access for U.S. exports
equivalent to that which the United States offers their exports.

With the clock ticking inexorably toward January 1, 2005, the day when all U.S.
restraints on imports of textiles and clothing will be forever abolished in favor of
Uruguay Round signatories, the domestic textile industry continues to position itself
to compete in this new environment of unfettered trade. The industry is committed
to seeking enactment of CBI parity legislation and to obtaining effective access to
foreign markets. In order to survive and prosper in the years ahead, the industry
must find new customers overseas. It cannot do~ this if foreign governments are aY
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lowed to continue to shut out textile and apparel imports by maintaining exorbitant
tariffs, other imposts and fees and a bewildering array of non-tariff measures.

Just as its agreed to abolish the MFA and to reduce tariffs in the Uruguay Round,
the United States must demand equal treatment for its exports from recalcitrant
nations. This should be the focus of United States trade policy going forward and
Congress should lead the way in this effort. ATMI'and its member companies look
forward to working with the Committee on Finance and other relevant con ressional
committees to secure these objectives. The American textile industry is willing and
ready to compete worldwide. It must be given the chance to do so.

STATEMENT OF THE ASSOCIATION OF INTERNATIONAL AUTOMOBILE MANUFACTURERS,
INC. (AJAM)

The Association of International Automobile Manufacturers, Inc., (AIAM) is the
trade association representing U.S. subsidiaries of international automobile compa-
nies doing business in the United States. Member companies distribute passenger
cars, light trucks, and multipurpose passenger vehicles in this country. Nearly two-
thirds of these vehicles are manufactured in the ten New American Plants estab-
lished by AIAM companes in the past decade. International autoinakers support
American jobs in manufacturing, supplier industries, ports, distribution centers,
headquarters, research and development centers and automobile dealerships. AIAM
also represents manufacturers of tires and other original equipment with production
facilities in the U.S. and abroad.

We appreciate this opportunity to comment on "United States trade policy in the
era of globalization" and we commend the Committee for holding this series of hear-
ings on a topic of such importance. Globalization has been underway in the motor
vehicle manufacturing industry for decades, initially led by General Motors and
Ford in the 1920's. More than a generation later in most cases, AIAM members and
their parent companies -joined in the globalization of automobile production and dis-
tribution. In the 1970's, imports of vehicles into the United States by our members
grew significantly. In the 1980's, investment by our members in manufacturingplants within the United States grew even more dramatically. As recently as 1980
nearly all the vehicles sold in this country by our members were imported. By 1990,
one-third of their vehicles sold here were produced in this country. In 1994, the
number of U.S.-produced vehicles sold by our members surpassed the number of im-
ported vehicles they sold for the first time. By 1996, nearly 60 percent of these vehi-
cles were made in the United States, and today the figure approaches 70 percent
of vehicles sold. Our industry is an example of the benefits of globalization to Amer-
ican workers and consumers.

TRANSPARENCY AND FULL CONSULTATION

The chairman of this committee has rightly cited the need to reconnect U.S. trade
policy with "Main Street" America. One way to do that is to conduct hearings of this
kind, where the Senate can hear the views of many sources, including companies
like ours which employ thousands of American workers and which provide high
quality products to millions of American consumers. A similar way to help make
this connection is through the receipt by the U. S. Trade Representative (UTR),
the Department of Commerce (DOC), and dot her agencies of public comment concern-
ing negotiating priorities and other trade policy activity.

A wa in w ich we believe the Administration does not make this connection as
successuly as it could is the operation of the Industry Consultations Program for
Trade Policy Matters sponsored by DOC and USTR. This is the program which in-
cludes the industry sector advisory committees (ISACs). Current practice is to deny
membership on ISACs to industry ex its if they are employed by companies or as-
sociations with foreign ownership. 'Ies rule, not found in the statute, is applied
even toward those companies employing large numbers o1 American workers and
those who export a large share of total U.S. exports in their industry.

We hope the Administration will modernize its policy in this area, recognizing the
benefits of open investment in the U.S. economy. AIAM urges USTR to consult with
all U.S. manufacturers, not just those traditionally thought to be "domestic." This
is particularly appropriate in the motor vehicle manufacturing sector, which is now
a global industry. ALAM member companies export more automobiles manufactured
in the United States than do the companies traditionally viewed as domestic. In ad-
dition, those companies import more vehiicles into the United States than do auto-
mobile companies traditionally viewed as importers. A March, 1998, study by the
University of Michigan Transportation Research Institute's Office for the Study of
Automotive Transportation estimates that the economic contribution associated with
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the presence of our members' activity in the United States is about 1.3 million jobs
and about $50 billion in compensation, when spin-off activity is accounted for. Ac-
cording to the Michigan study, this represents one percent of total private jobs and
1.3 percent of private sector compensation in the U.S. economy.

FUNDAMENTAL OBJECTIVES FOR THE UNITED STATES

We believe that certain fundamental objectives should be part of the "comprehen-
sive trade agenda for the United States" which these committee hearings are de-
signed to explore. Further liberalization through the World Trade Organization
(WTO) should be the broad goal of U.S. trade policy. The effort to achieve this goal
should include the following, among other objectives:

1. To enact normal trade negotiating authority, in order to enable the Presi-
dent credibly to pursue such negotiations and their subsequent approval by
Congress;

2. To avoid, to the greatest extent possible, the existence of overlapping and
potentially conflicting trade regimes at the national, bilateral, subregional and
regional level which impose unnecessary inefficiencies on global industries like
automobile manufacturing;

3. To provide for harmonization of product standards for automotive products;
4. To improve market access through further reductions in tariffs and rapid

phaseouts of nontariff barriers applicable to automotive products;
5. In arrangements such as the potential Free Trade Area of the Americas

and the Asia-Pacific Economic Cooperation forum, to exclude anti-platforming
povisions applicable to automotive products in order to avoid disadvantaging
US. exports and to ad opt a rule of origin for tariff preference purposes that is

clear, predictable, and free of undue compliance burdens;
6. To pursue effective implementation of the Agreement on Trade-Related In-

vestment Measures, in order to ensure that no new investment measures that
distort trade may be established, whether by developing, or developed countries;,

7. Eliminate or reduce the duty on sulphur-free gasoline, a fuel which allows
today's clean automotive technologies to work more effectively;

HARMONIZATION OF STANDARDS

AJAM recommends that the United States attach high importance to the reduc-
tion and elimination of technical barriers that needlessly impede trade in motor ve-
hicles and motor vehicle parts. Although one of the significant WTO agreements is
the Agreement on Technical Barriers to Trade, there is still much to do in order
to achieve the elimination of such barriers. We believe that the most basic require-
ment for success in this area is a commitment by governments at the highest level
to the goal of harmonization. Without that, regulatory organizations in most coun-
tries will not on their own make harmonization an important priority. As a leading
exporter, the United States has good reason to stress harmonization.

TARIFF ON SULFUR-FREE GASOLINE

The Administration is reportedly proposing to spend more than $4 billion in fiscal
year 2000 primarily to promote theuse of clean technologies and energy efficiency
measures. Consistent with this effort is a petition that U.S. automobile manufactur-
ers have filed with the Environmental Protection Agency to require the removal of
sulfur from gasoline. The presence of sulfur in gasoline provides no benefit and dra-
matically decreases the efficiency and effective life-span of automobile catalytic con-
verters, which remove harmful vehicle emissions.

In order to increase the availability of sulfur-free gasoline and to stimulate U.S.
refineries to produce more sulfur-free gasoline, AIAM urges the Committee to elimi-
nate or reduce the duty on sulfur-free gasoline. Item 2710.00.15 of the Harmonized
Tariff Schedule (HTS) at present imposes a general duty of 52.50 cents per barrel
of gasoline.

LIGHT TRUCK TARIFF

A particularly severe and unjustifiable barrier to trade is the 25% ad valorem
duty that the United States imposes upon light trucks. This duty is an obsolete rem-
nant of the so-called Chicken War between the United States and then-European
Economic Community almost 40 years ago. It has no economic justification and re-
stricts trade unnecessarily.

This duty has been the subject of long-standing controversy and political debate.
It has generated strong feelings within the United States and intense discussions
with our trading partners. Abolishing the 25 percent duty should be the long-term
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goal. In the short term, action by the United States to reduce it to a level such as
4 percent, which is now the duty on trucks between five and twenty metric tons in
gross vehicle weight, would be a very positive step that would serve U.S. interests.
would lower consumer costs and stimulate competition. Light trucks have become

extremely popular in the United States. For many families, they fill the role of a
second car. American consumers would benefit significantly from the increased com-

petition and lower prics that should result from eliminating the Chicken War tariff.
ome reasonable tarf concession offered in return by the European Union would

render the resolution of this long-standing issue genuinely bilateral.

CAFE PENALTIES

Another subject which deserves serious attention from a trade perspective is auto-
mobile fuel economy regulation. At present, the U.S. corporate average fuel economy

-- (CAFE) program requires that manufacturers achieve a minimum level of average
fuiel economy for all types of vehicle that they sell-a fleet-wide average approach
Companies can offset large cars with small cars and thereby achieve the required
average of 27.5 miles per gallon for passenger cars. Those manufacturers whose av-
erage is above the required level pay very substantial fines to the U.S. Department
of Tansportation-more than $400 million between 1985 and 1997.

The CAFE program works for the traditional Detroit-based companies who make
vehicles of all sizes and who were involved in the process when Congress designed
the CAFE program. It does not work, however, for the increasing number of Ameri-
cans who drive cars built by international companies if they hap pen to be single or
narrow line manufacturers. The American who buys a Cadillac will not pay a higher
price that reflects CAFE penalties because the manufacturer is able to average that
vehicle's relatively low fuel economy with high-mileage models that the same com-
pany also makes. At the same time, the American who buys a Porsche which has
the same fuel economy as the Cadillac, will pay a price that includes the cost of
large CAFE penalties.

The structure of the CAFE program has the effect of discriminating against Euro-
pean automobile manufacturers who export to the United States. Indeed, according
to the Department of Transportation, all of the $404,545,510 it collected between
December, 1985, and August, 1997, was collected from European companies. The
basis for this distortion of the marketplace is not some special effort to conserve en-
ergy or to protect the environment. The basis for it is an unnecessary distinction
between the way the U.S. government regulates the products of companies which
are structured in one fashion and the way it regulates the products of companies
structured in another fashion. Action by Congress and the Administration to ad-
dress the CAFE problem would be a positive opportunity for the United States to
eliminate this discriminatory effect that ultimately hurts American consumers.

CONCLUSION

The Finance Committee has taken a constructive step by beginning the new Con-
gress with three days of hearings on U.S. trade policy. Building a basis for public
support of an open trade policy is important to the economic future of our country.
AIAM would be pleased to provide the Committee whatever further information on
trade in the automotive sector the-committee would find useful.

STATEMENT OF BETHLEHEM STEEL CORPORATION

[SUBMITTED BY CURTIS H. BARNETTE, CHAIRMAN AND CHIEF EXECUTIVE OFFICER)

I appreciate the opportunity to submit this statement for the record of the Fi-
nance Committee's trade policy hearings and commend the Committee for including
a panel on the steel import crisis.

Last Fall, despite the immense pressures of completing the legislative business for
the year, Congress demonstrated its concern and support for the U.S. steel industry
and its workers and stressed the need for strong and efcive government action
to stem the surge of heavily dumped and subsidized foreign steel imports. The en-
acted budget reconciliation bill included a Congressional Resolution urging the Ad-
ministration to take the necessary and appropriate actions to combat the unfairly
traded imports flooding our markets. Congress has sent a clear and important mes-
sage tat the U.S. government should not allow dumped and subsidized, foreign, steel
to undermine the U.S. industry and American jobs.

This statement will consist of four parts: an update on the steel import crisis, a
summary of actions taken by the industry, a reaction to the Administration's Janu-

'56-759 99 -14
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ary 1999 Report to the Congress, and an outline of legislative initiatives that need
to be pursued.

STEEL IMPORT CRISIS UPDATE

The U.S. steel industry went through a painful restructuring in the 1980s-we
lost hundreds of thousands of jobs and made massive capital investments. We
emerged as the world class steel industry. Our foreign competitors, however, did not
make the painful decisions made by the U.S. industry. There continues to be signifi-
cant foreign overcapacity which has to land somewhere, and it has landed in the
United States-the world's most open market. As we examine the data detailing the
sharp increase in steel imports and"-its effect on the U.S. industry, -it is essential
to keep in mind this root of the problem-uneconomic decisions by foreign producers
leading to excess worldwide capacity that ultimately is unfairly traded in the United
States and thereby undermines the U.S. industry and its workers.

Record levels of unfairly traded imports in 1998 pose an unprecedented threat to
all that our world-class U.S. steel companies and employees have achieved in recent
years. The impact of the steel import crisis in the United States has become even
more severe in the first quarter of 1999.

Import volumes in 1998 reached unprecedented levels (see Attachment 1). The
United States imported a record 18 million tons in the first half of 1998. Neverthe-
less, import levels in the second half were even higher. During this third quarter,
a record 12.4 million tons of imports surged into the U.S. n'iarket, an increase of
56 percent over the same period last year. The July through November imports were
the five highest monthly~ totals for imports in U.S. history (see Attachment 2). This
five month import level, if annualized, would approach one half of expected total
shipments this year by the entire domestic industry. U. S. imports of steel mill prod-
ucts through November have already set an all-time record for a single year, with
38,659,000 net tons-a 33 percent increase from the 29,047,000 net tons imported
in the first 11 months of 1997, which itself was a record year.

The United States has become the World's Steel Dumping Ground. While average
U.S. import values have declined by almost $100 per ton in the past year, total im-
port volume has increased by over 70 percent (see Attachment 3). On October 28,
1998, the Executive Director -of the steel importers association admitted to the Jour-
nal of Commerce that "there's no place left to put the steel." The docks and ware-
houses are full. The inventories remain at record levels. Yet, unprecedented levels
of unfair and disruptive steel imports continue to stream in from every corner of
the globe.

Comparing eleven months of 1998 with last year's record import levels, finished
steel imports are up 147 percent from key Asian producers (see Attachment 4), and
up 75 percent from Russia and two other nations of the Commonwealth of Independ-
ent States (CIS), not including cut-to-length p late, which is subject to a suspension
agreement (see Attachment 5). Other examples of 1998 import surges include Aus-
tralia (up 150 percent) and South Africa (up 105 percent).

More than half of the total import surge in 1998 has been concentrated in hot-
rolled carbon steel flat-rolled products (see Attachment 6), which explains why this
is the product area covered by the initial trade cases filed earlier this year by U.S.
steel companies and the USWA. A closer look at the data shows that flat-rolled im-
ports have surged sharply since the first quarter of 1998 (see Attachment 7), and
significantly higher import volumes and substantially lower average unit values are
especially pronounced for imports of hot-rolled carbon steel flat products from
Japan, Russia and Brazil (see Attachments 8-10).

It is important to emphasize, however, that this import surge is not limited to hot-
rolled carbon products or to these three countries alone. With U.S. imports from
nearly 40 countries having long ago exceeded their full-year 1997 totals (see Attach-
ment 11), steel import market share is rising in several key product lines (see At-
tachment 12), and import surges, both by country and by product, are occurring
across-the-board.

In one dramatic example, U.S. imports of cut-to-length carbon steel plate from
South Korea have skyrocketed since June (see Attachment 131, and more cut-to-
length plate from Korea entered thd United States in a 4-month period, from August
through November 1998, than in the devious 7 years combined (see Attachment
14). And these are not the only examples. More plate in coil entered the U.S. from
Japan in the last 3 months than in the previous 10 years combined (Attachment
15), and -more cold rolled sheet entered the U.S. from Korea in the last 4 months
than in the previous 5 years combined (Attachment 16).

This is a supply-driven crisis, in which an already enormous world steel over-
capacity problem has ben made much worse by major structural economic failures
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in Asia and the CIS. Today, we have over 300 million tons, or roughly one-third of
total world steel capacity, desperate for new markets. This current crisis is deeply
troubling, causing serious injury to U.S. steel companies and employees, and unique
in three respects:

" First, worldwide overcapacity and the failure of foreign producers to execute the
difficult restructuring decisions made by the U.S. producers continues to under-
mine our industry and workers. The problems caused by this overcapacity have
been exacerbated by the recent global macroeconomic developments, from ex-
treme currency shifts to severe economic downturns abroad, which clearly are
beyond the ability of U.S. producers and workers to control.

* Second, no one can recall a time when U.S. steel prices have fallen this far this
fast in a period of still relatively strong U.S. market demand. The painful truth
is that dumped and subsidized imports are deriving most of the benefits of our
own successful efforts to grow the demand for steel in the United States and
North America.

" Third, and perhaps most troubling of all, the serious import injury this time is
threatening to destroy an American success story of industrial revitalization, an
industry that is once again the world leader in labor productivity and the appli-
cation of state-of-the-art steelmaking technology. This time, unlike in the early-
mid 1980s, major structural economic failures abroad are threatening the viabil-
ity of a world-class, highly competitive U.S. steel industry-and with it, thou-
sands of high skilled U.S. jobs.

Recent press reports and public news releases detail the effects of this accelerat-
ing national crisis. Unprecedented levels of unfairly traded and disruptive steel im-
ports have caused a large and vowing number of U.S. steelworkers to experience
layoffs, short work weeks or reduced pay incentives. And for U.S. steel companies,
these surging levels of imports, at prices far below the cost of production, have re-
sulted in lower shipments, large production cuts, significant declines in capacity uti-
lization, lost orders, severe price depression, and significant financial losses.

In addition, the adverse effects of this steel trade crisis are now spreading with
equal intensity to key suppliers and to immediate downstream users, such as steel
processors and fabricators. Steel companies and employees are taking private legal
actions to address the crisis. However, public actions, including prompt, enhanced
enforcement of trade laws and other effective actions by the Administration and the
Congress, are needed now to keep this crisis from getting even worse.

STEEL INDUSTRY ACTION PLAN

In September, a three-part program was reviewed with the Senate and House
Steel Caucuses that required both public and private sector responses.

-1. Trade Cases--On September 30, 1998, twelve domestic producers and two
unions filed trade cases against hot-rolled carbon steel products from Russia, Japan
and Brazil. These cases demonstrate that steel producers in these countries have
dumped steel products and, in the case of Brazil, sold heavily subsidized steel prod-
ucts into the U.S. market. The petitions show dramatic unfair trade margins rang-
ing from 27% to 199%. This unfair trade has injured the U.S. industry and it is
critically important that the laws be fully enforced in these cases. It is essential that
these cases be allowed to proceed to final determinations and to the imposition of
appropriate antidumping and countervailing duties. We do not believe that agree-
ments settling these cases could or would provide adequate relief, and will oppose
suspension agreements with any and all of the respondents.

a) On November 13th, we were pleased that all six members of the Inter-
-national Trade Commission voted affirmatively in the preliminary determina-
tion on the question of injury.

b) On November 23rd, the Department of Commerce announced an affirma-
tive preliminary finding of "critical circumstances" on the Japanese and Russian
cases. The Department's finding means that antidumping duties may attach to
entries of merchandise made up to 90 days prior to the Department's prelimi-
nary determination of dumping. It is very important to note the reasons for this
finding:

1) Imports from Russian and Japan have increased by about 100 percent
during the period examined.

2) With resp ect to Russia, there is a history of dumping findings on Rus-
sian hot rolled steel in third countries.I

3) With respect to Japan, based on the size of the alleged margins and
other factors, importers of Japanese steel knew or should have known that
the imports were dumped and were likely to cause injury to the U.S. indus-
try.
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4) Finally, there was evidence that importers had knowledge that dump-

ing cases were coming.
c) The Commerce Department announced it would make preliminary dumping

determinations on February 12, almost three weeks ahead of the statutorily
mandated time schedule. This determination means that entries as early as
mid-November could be subject to a ntidumping liability duties, based on the
margi' of dumping ultimately determined for the countries and producers in-
volved. In responding to the surge of unfairly traded imports, it is essential that
these trade cases be handled expeditiously. We are pleased by the Department
of Commerce's manifest commitment to enforcing the trade laws in these cases
in a prompt, efficient and fair manner.

We and others are carefully reviewing all of our alternatives available under the
law, including additional antidumping and countervailing duty cases, Section 201
"escape clause" actions, and other actions. Additional cases will be filed when appro-
priate.

2. Public Awareness Campaign -An informed public is essential as we press our
government to take immediate and forceful action against these unfairly traded
steel imports, and we believe we have made important progress in a joint industry-
labor public awareness program. The USWA and America's leading steel companies
have established a "Stand Up For Steel--Stand Up For America' Campaign that
reaches out to America and is designed to involve all interested parties. Numerous
rallies and other public events, have taken place with significant community partici-
pation. Countless messages and letters have been sent to leading newspapers and
other media, and a vigorous print, radio and television camp aig to tell the public
about the steel crisis is being conducted. And we don't intent let up on these ef-
forts-this multi-steel company and USWA Campaign will continue as a means to
educate the public until the crisis is resolved.

3. Governmental-Thiroughout the Fall we had a number of meetings with Cabinet
level officers. These visits culminated in a meeting with the President and Vice
President. We believe there are actions the Administration should take and they in-
clude:

1) Forceful and publicly known bilateral discussions with all countries who
are engaging in unair trade to direct them to stop.

2) Prompt and effective enforcement of trade cases brought by the industry.
3) Willingness to 'Self-initiate, or consider self-initiating in consultation with

the industry, as appropriate: AD, CVD, 201 and other cases.
4) Willingness to deal with Russia by imposing a tariff on Russian shipments,

utilizing the 1990 USSR-US agreement on Trade Relations and other Presi-
dential authority.

5) Willingness to deal with the Japanese Cartel under 301, by a WTO case
or through antitrust laws.

6) Utilize CVD regulations to provide strong CVD remedies.
7) Support for an effective steel import monitoring system.
8) Support for trade legislation that will strengthen our trade laws in a man-

ner consistent with the WTO.
9) Have the highest qualified public servants in position or nominated to ad-

minister our trade laws.
10) Have forceful statements about the crisis in the American steel industry

made by the President, Cabinet Members and others to the effect that rules will
be enforced when trade is unfair and injurious.

THE ADMINISTRATION STEEL PLAN

On January 7th, the Administration released its congressionally mandated report
to the Congress on a comprehensive plan for responding to the increase in steel im-
ports. The plan is neither comprehensive nor responsive. The reaction from all quar-
ters of industry and labor is that the plan falls short of what is required, and that
reaction has been forcefully communicated to the Administration. The plan is pri-
marily a recitation of actions previously taken by the Administration. It contains
four "new"-ftems: a vague and unenforceable demand for Japanese export restraints;
a "300 million dollar" NOL car back extension which was not requested and is
of no use to Bethlehem or any other company we have talked to; accelerate release
of steel import data which is helpful but falls far short of "real time" data provided
by an import permit system; and trade adjustment assistance enhancements that
are bitterly opposed by the USWA.

Attachment 17 is a side-by-side analysis of the Administration's report as meas-
ured against the industry's requests enumerated in the previous section of this
statement. The most serious deficiency, from the industry's perspective is the Ad-
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ministration's announced intention to seek a suspension agreement with Russia in
the pending hot rolled sheet antidumping investigation. Such an agreement would
seriously undermine the relief provided by law by permitting large quantities of un-
fairly-traded steel to be imported into the United States. We have advised the Ad-
ministration that in the current circumstances such an agreement is inappropriate
and unacceptable, and we will oppose it with every available resource.

We continue to work with the Administration to encourage more meaningful ac-
tion, and .we believe that the January 7 report should be viewed as a starting point,
rather than the final response to the steel import crisis.

TRADE LAW REFORM

In addition to what the Administration can and must do now under existing law
to address the steel trade crisis, legislation is needed to cause our remedies against
unfair-trade to be more effective in these new economic conditions and to make sure
those remedies continue to function effectively into the future.

Bethlehem and the steel industry have long supported open, fair, nile-based and
market-based trade, coupled with efficient trade laws to handle unfair trade. These
trade laws need to be firmly enforced to prevent unfairly traded imports fromijr
ing U.S. industries. The trade laws, however, also must be improved and enhne
to the fullest extent possible consistent with WTO.

It has been a full decade since the Congress last enacted an omnibus trade law
reform bill, that was not related to the implementation of a trade agreement. In
-that decade, and especially in this most recent crisis period, we have learned-with
deep regret, and having suffered material and serious injury, that the existing laws
do not provide the timely and effective remedies intended by Congress and per-
mitted by WTO rules, and required to continue open and market-based trading.

The steel industry has supported international agreements intended to open world
trade. In particular, we supported the WTO agreements, which established new
international rules for the trade remedies imposed from time to time by WTO Mem-
ber governments. But we did so based on an understanding that the United States,
with the world's largest open market, would have and enforce the strongest possible
remedies consistent with the new rules. Congress intended that these laws provide
remedies, and all too often they simply have not, and do not work.

We therefore intend to propose appropriate and necessary fair trade law reforms
in the 106th Congress. Our preliminary recommendations include the following
seven areas, and additional technical amendments are needed in each one of these
areas.

1. Section 201: Section 201 should be amended to reflect the standards in the
WTO Safeguards Agreement, rather than the more restrictive standards cur-
rently in our law. There is no justification for the additional burden now im-
posed on U.S. industries seeking safeguard relief. In addition, in any case in-
volving an "upstream" product that is both sold on the merchant market and
"captively consumed" by domestic manufacturers who use it as feedstock, the
statute should direct the ITC to measure the domestic industry's market share
in a manner consistent with common commercial practices in the industry con-
cerned.

2. ITC injury analysis in AD/CVD cases: This is an area of particular and un-
necessary difficulty ior industries seeking relief against dumped and subsidized
imports. Congress intended, and WTO rules allow, that such imports face offset-
ting duties whenever the domestic industry is injured to any measurable degree
by the imports. Where there is an unfair trade practice, whether selling at less-
than-fair-value or a subsidized product, no amount of injury should be tolerated.
Any detectable injury should be remedied. That is the original intent of the
Congress-but it is not what happens today.I

An industry should not have to suffer as much injury as we are suffering now
in order to get relief. Likewise, it should not be necessary to wait until there
is current injury in order to find threat of injury. To list just three of the many
needed amendments, Congress should act this year to clarify that: (1) there is
no need to show actual losses or layoffs -in order to find present injury; (2) in
cases where in inra jury is developing raidly, the ITC must focus primarily on the
most recent information; and (3) any causal link between imports and injury is
sufficient for an affirmative determination-whether or not there is evidence of
one or more individual factors such as underselling.

3. Antidumping calculations: Significant and unnecessary loopholes in the
current law allow foreign exporters to avoid the law's full remedial effect by,
for example, selling their goods through related parties in the United States.
Amendments are needed to ensure that dumping margins are appropriately ad-
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justed to prevent such manipulations. Congress should likewise amend the law
to ensure that severe foreign currency depreciations do not put antidumpinig re-
lief out of reach. We also believe that certain a of the current U.S. meth-
odology for non-market economies need to be tigtened and codified in the stat-
ute--especially as some of the larger non-market economies move toward mem-
bership in the WTO.

4. Countervailing duty calculations: The Commerce Department recently
issued final -countervailing duty regulations, and in doing so codified a number
of balanced rules that can bolster the CVD remedy's effectiveness. Nevertheless,
the Department failed to promulgate one very important rule that had been ex-
pressly sought by the Congress: a rule that changes in the ownership of sub-
sidized' factories, including privatizations, shall be treated as having no effect
on the countervailability of previously received subsidies. This rule, along with
a few other clarifications, should now be added to the statute.

5. Section 301: The effectiveness of section 301 as a market-opening tool has
waned significantly, both because of the WTO agreements and because of the
proliferation of new and harder-to-reach types of foreign trade barriers. Closed
foreign markets are an important part of the overall trade crisis in the steel
industry. We urge that Congress update section 301 with expanded authority
for the President to address the new generation of private and joint publid/pri-
vate restraints on international trade. The USTR should have authority to act
directly against foreign firms that participate in, or are the principal bene-
ficiaries of, such restraints.

6. Import Monitoring: The current delays in providing steel import informa-
tion to the industry have been partially addressed through the Administration's
plan, but legislation is necessary to implement a steel import licensing system
that will provide "real time" data.

7. WTO Dispute Settlement Review Commission: Unwarranted fear of future
litigation in Geneva is emerging as a major problem in the administration of
the U.S. trade laws. In large part, what is needed is simply a more resolute ap-
I, roach by the Federal agencies involved. However, Congress can help by estab-
ishing a blue-ribbon commission, comprised of federal judges, to review adverse

WTlO dispute settlement panel decisions. This proposal has been previously in-
troduced by Senators Moynihan and Dole and publicly endorsed by the Clinton
Administration. We believe its enactment would help to prevent U.S. officials
from being intimidated, in carrying out the dictates of U.S. law, by the prospect
of WTO litigation. We fully accept the new WTO rules and the jurisdiction of
WTO panels to enforce those rules, but where panels stray outside those rules
and invent new limitations on the use of U.S. trade remedies, some procedure
must be in place to facilitate an appropriate Congressional response.

These seven Fair trade law reforms are a starting point to make more effective
our existing trade law remedies. We will have additional suggestions as we move
forward.

In closing, the situation described in this statement places our industry, and per-
haps our nation, at a trade policy crossroads. We believe that a comprehensive and
effective response can be based on WTO-consistent principles, but that course re-
quires an Administration willing to fully utilize the remedies available to it under
current law, and a Congress willing to make WTO-consistent changes in our laws
where they have been proven to be deficient. If we fail to respond effectvely within
WTO rules, however, public pressure for an effective solution will surely mount and
may require a different course of action. The challenge is clear and real. Prompt,
comprehensive and effective action to address the steel import crisis is absolutely
essential if we are to continue our present course of trade policy.
Attachment.
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Attachment 2

Record Levels of Unfairly Traded Imports From Russia, Asia and Other Countries
in 1998 Pose an Unprecedented Thireat to the Competitiveness Gains Achieved by

U.S. Steel Companies and Their Employees
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Attachment 3

Over the Past Year Average Import Values Have Declined
Almost $ 100 Per Ton For Total Steel Imports While Import

Volume Has Increased
Over 70 Percent
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Aflaew

U.S. Imports of Finished Steel Mill Products
From Asian Steel Producing Countries.
Already at Very High Levels in 1997,

Have Increased an Additional 147 Percent in 1998
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Anwntie 3

U.S. Imports of Finished Steel Mill Products From CIS Countries Not
Subject to Suspension Agreements,
Already at Record Levels in 1997,

Have Increased an Additional 75% in 1998
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Attachmcw 6

More Than Half of the Finished Steel Import Surge in 1998
Has Been Concentrated in Hot-Rolled

Carbon Steel Rat-Products
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Flat-Rolled Imports Have Surged Sharply
Since the First Quarter of' 1998

Import Market Share 1997: QI to 1998: Q3
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Hot-Rolled Carbon Flat Steel Product
Imports From Japan, Russia and Brazil

1995:Q1 to 1998:Q3
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Aftnaml 9

Hot-Rolled Carbon Steel Flat Product
Imports from Japan

1995:Q I to 1998:Q3
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MAachbme 10

Hot-Rolled Carbon Steel Flat Product
Imports from Russia
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Attachment I I

Foreign Suppliers That Have
Surpassed 1997 Totals in

November of 1998 Year-to-date

I COUNTRY I I MOS 98 YEAR END 97 Difference

,lm6,291.309 2,554.473 3.736.926
Russia 5.106.339 .1.319.000 1.787.339
Korea 3,191.240 1.638.373 4.552.867
AuIstralia 897,225 439 457,826
Indonesia 500.551 91,494 409,067
Southi Afrca 606.563 314,577: 291.986
Ukraine 858.756 580.501 273.255
Taiw .437.456 188.956 24830
UK 901.184 663.605 237.579
Moldova 272.980 117.070 155.910
India 346.124 194.472 151.652

Luebug290.679 174.357 116.322
Kaaksen119.009 22.588 96.421

China 566.322 476,916 89.406
Roauia 221.014 157.694 63.320
Latvia 171,829 112.326 59.503
Thailand 118.783 64.678 54.105
Lithuania 47,033 1.56 45,473

Polsl37.322 12.602 24.720
Finland 195.241 174,151 21.090
Belarti 19.256 927 18.329
Switzerland 46.516 28.535 17.981
Macedonia 60.977 43-38 17,591
Malaysia 45.294 29.053 16.241

EM67.090 50,904 16,186
umy33.54 17,650 15,898

Chile 35.658 21,094 14-W6
Austria 130,711 121,347 9.364

Cyrs9.269 9.269
Venezuela 449.58 441.681 7,917
UAE 10.659 2Z812 7.A47
Croedal 11.242 3.536 7,706

Nowy26.324 21,105 5.219
Ireland 3,623 375 3,248

Colomia 17,328 14.749 2,779
CakYntnIslands Z.219 2.218

Pakls 2-271 174 2.097
Agra1,697 1.697

Guatenmala 6335,183 1,120
Poland 151,478 150,385 1.093

Piipns10.524 9,766 758
DmnmRp2.382 1.812 570

Peru 524 27 497
HogKm368 1ll 257

CowtaRica 190 164 26
Gabon 10 10

Ani"7 7
FalklandIlands 5 5
[tonnserrat 41 4

Haid 1 21 2
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Steel Import Markt Share is Rising In Several Key Product Une.
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Mmmcbem 13
U.S. Imports of Cut-To-Length Carbon Plate

from Korea Have Surged Sharply
Beginning in the Second Quarter of 1998
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AnwahwW 4

More Cut-To-Length Plate Has Entered the United States
from Korea in the Last Four Months
(August through November 1998)

Than in the Previous Seven Years Combined
(1991 to 1997)
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More Plate in Coil Has Entered the United States
from Japan in the Last Three Months

(September, October and November 1998)
Than in the Previous Ten Years Combined

(1988 to 1997)
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Anuam 16

More Cold Rolled Sheet Has Entered the United States
from Korea in the Last Four Months (August - November 1998)

Than in the Previous Five Years Combined
( 1993 to 1997)
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ATComNe~prison of' Aduinistratiou Steel Plait aud~ Industry Requests

_ _ ~Industry Requests-
BlItteraI IDitsnsr Forceful and publicly known bilateral
discussion With 211 offending ctmuntries.

cii-curnsances; (2) no! uspensinagreemient-

F'l;gne" to xelr-lullate AlD, CVD. 201. and #ther case.

Wl~l~sem isdea wih hin-Ios usal. tadeby inpising a
taritf an Russiana shliunvits: (1) 1990-USSR-LIS Agreeiment in
IMa& Rdlaticns because of tnaaiket disruption - 1990 Agrement; and
(2) I'JUSC 2135 - authority for Presidecnt to impose a. duty or up, to
401-4 5% or value.

Japan's Cartel: WillingaeNX to deal Willi Japan's cartel Activities-

January T, 1999 Administration Plan
Bilateral discussions Wili soiic cisuttrics engaging in' unfair trade have
occurred. I to wever, these di%cussions have not resulted is, clear anud
enforceable comnmitmictos tit stop unfair trade. Further, such bilateral
discussions have not occurred with all countries engaginig in unfair trade.
The Administraltin states that it has "toild the Juapancsc: governinit that we
expect Japlan's expMOrs ito return It, appropriate pre-crisis level.." Tis U-S.
government request has becen rejected by the Civernineiti of Japan

TeAdmninistration has exlpcdiaed curent came. it also hits madc a critical
circumstances finding. However, the Admimistratllo suggests that it will
seek a suspension agreement In the Ruassia case, which ks directly
contrary to the industry's mtated p~fosti.

11we Adsministration makes no speccific; coenmnitnts regauiag self-initiato
Of cases. under the antidumping, countervailing, duty. Secltin 201 or athet
trade laws except with respect to Japan. where the Admninistration will
consider self-initiation if Japan does not reduce expiuss to he successful in
curnt circumstances, full Adnsinistraltin suppiuls will lic necessary Aln
Withi a ciumitmmnt to specific relief.

Thei Adinistratin ignores the industry requests mto irkss 0.ime Russia stAL
crisis tlnuugh existing authority under the existing bitatal agreemnt aNd
under Section 125(c). The Admussiration indicates, hotwever, that dspie
industry opposition, it mnay seek a suspension agreenment with Russia in the
pending hoct-rolled ease.

'Wileth dmnstitinrman cce_-rned abol-ut lleain yI
producers." it ignores comnpletely thee industry's requests ito act against
Japlan's cartel through §30 1, WTO oir atiitrust laws.



CVD Rsgl~meis Utilize CVI reguluiuu let provide strong (ND)
renuedics.

Impar Mwsrhg System: llstublih -noru cfeiv nq

laws.

Mffors,.Shrmu rd as Saetehsus mlre

The Adnunistruuion issued (-VD rguhijun in Neduer comistma with
TheC (uwtwuerCC lqXepanunn ufrart reuluitu which didi mi4 add any fher
weakenieng provisuiis

iii propu tojcd die is umicca kmpugt dam
however. only when the Aehuinistrowic dcrntamlut theme me extraordinary
ciretusmnes Thue Auhuinistrion does suet establish a system like
(uiaduS. mwn dimcs it state ohmw it will seek any legislative changes uwesasY
t0 establish suIch a systeM

Th tuniim igneucs completely the inuhsrys reqes forsupps1 for
legislation loeuthance the trade laws and even fails to ste its suppon (ur

TeAdtuinistaiu mmloes not address ihis request.

PvosMliuh~aemag Feseef tmias -I, (rm tlhe ukkm Tilere have been *lte~ F ieplan edues ni rcog~pmi treg -IIWul h sled eriL. I the crisis is caused by more than a few lojor exewtws

Tax Feley: No reqet

'Irade Adjumuti ' 's-aaoe Propaae: Kep e.t

Werld temanmi Rehrm Global ecan-nuic refim. while
cliticatly huq"nuan. is Wue a sIMtedclic issue.

The Admuinistration pn'osc. without having consuled die imkhaty,
extending the tax law net operating iss ca"y back (or sled frown 2 to S
years. Mhis pmp*uu will nwtlucneistany U.S. slid company which is
currently being injured by the unfairly traded isag %nts. Funkur, it creaes the
raise isuquression that the Windsry is being subsidized by the ittvenum.

The Adinnistratuon plans lit allwin a White I oume official m eteouwdnte
atijustuent assistance run' wmicts who lima theirjubs due to tonluedy traded
umpouss This propuam i s premised au the inehustoy kuaimgjob. '1ue
induesay. however, is proud of its highly-skilled, capuil woeakers and
adjiuntnicnt assistant is nt an apprtlpriate resuise tit the inepewi crisis

The A iniisin is workiug toward res tn g1abeu ecosunti rWth
and cnsumng rrtntt-based redon. Te industry suppmus such eltints,
however lheydn not address the inniediate l inimt crisis.
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STATEMENT OF THE CHEMICAL MANUFACTURERS ASSOCIATION

The Chemical Manufacturers Association (CM1A) is pleased to submit this state-
ment for the record to the Senate Committee on Finance regarding a U. S. agenda
for the World Trade Organization's Ministerial Meeting and ftue WTO negotia-
tions.

CMA is a non-profit trade association whose almost 200 member companies com-
p rise over 90 percent of the productive capacity for industrial chemicals in the
United States. The chemical industry is America's largest exporting industry with
the value of exports in 1997 exceeding $69 billion and a positive trade balance ex-
ceeding $19 billion.

REAUTHORIZATION OF TRADE NEGOTIATING AUTHORITY

Now that the 106th Congress is underway, CMA recommends that when appro-
priate, the Administration and Congress develop a reasonable approach to reauthor-
izing the President's trade negotiating authority and not become bogged down in a
divisive debate. We recognize that the President already possesses the authority to
conduct trade negotiations on behalf of the United States; However, Congress re-
tains authority to regulate foreign commerce, and thus has the ultimate authority
to implement trade agreements. We believe that the majority of our trading part-
ners tail to fully comprehend this technical nuance and are therefore reluctant to
enter into trade negotiations with the United States-either at the regional or mul-
tilateral level. That is particularly damaging to U.S. credibility as the host of the
next WTO Ministerial. Therefore we urge that trade negotiating authority be viewed
as an important signal to our trading partners.

If the U.S. wants its global trading partners to engage seriously in the sub-
stantive give-and-take that is the hallmark of trade negotiations, we must be able
to assure them that the United States can implement any deal struck without fear
of further amendments to negotiated outcomes, as happened at the end of the Ken-
nedy Round. Trade negotiating authority enables the United States to negotiate
with certainty and conviction.

OVERALL PRIORITIES FOR THE WTO

CMA's main priorities for the WTO are as follows:
* full implementation of all Uruguay Round Agreements by all members of the

WTO including maintaining the single undertaking;
" bringing the APEC EVSL agreement on chemicals into the WTO and achieving

a critical mass of countries participating in the CTHA within the WTO0.
* adhering to the schedule of further negotiations mandated by the built-in agen-

da already called for in the Uruguay Round Agreements;
" assuring that the new issue areas identified by the 1996 Singapore Ministerial

Meeting are properly addressed as noted later in these comments; and,
" establishing a firm timetable for the beginning and conclusion of the next round

of multilateral trade negotiations and assuring that any new Round is com-
prehensive in scope.

To fully capture the economic and legal advantages of the WTO, CMA suggests
that a compliance audit mechanism should be adopted to verify the status of WTO
member states' implementation of the Uruguay Round Agreements. This could be
conducted independently or as part of the existing Trade Policy Review Mechanism.

Full implementation of the Uruguay Round commitments is particularly impor-
tant in the areas of intellectual property rights, tariffs, non-tariff measures and sub-
sidies. CMA would welcome a WTO report to assess progress in these areas, particu-
larly with respect to WTO members' agreed reductions and binding commitments
on tariffs.

INTELLECTUAL PROPERTY

The protection of intellectual property rights is a key issue for the chemical indus-
try. CMA is in favor of strong protection, particularly through patents. The TRIPS
Agreement is a major ste orward in strengtening intellectualpoetyrgt
globally that will ultimately bnefit all WTO members.

CA is concerned about the reluctance of some WTO members to fully implement
the TRIPS Agreement in a timely manner and urges the WTO to use its full influ-
ence-including the dispute settlement process if necessary-to assure full compli-
ance by all members with the TRIPS Agreement in accordance with the Uruguay
Round timetable. We note, for example, that a review of the implementation of
TRIPS is scheduled as part of the "built-in agenda" in 1999. We urge USTE to un-
dertake a vigorous and thorough review at that time.
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MARKET ACCESS AND CHEMICAL TARIFF

OMA is committed to freer trade and greater market access to expand economic
growth. In addition, as demonstrated in the Uruguay Round by the Chemical Tariff
Harmonization Agreement (CTHA), we remain committed to lowering tariffs across
the board. We continue to be concerned about the limited participation of countries
in the CTHA and continued problems caused by the existence of non-tariff measures
in the chemicals sector and the creation of new non-tariff measures. CMA places pri-
mary emphasis on increasing country participation in the CTHA. However, the
chemical industry is willing to enable greater participation in the CTHA by afford-
ing countries flexible time frames for implementing the tariff reductions required
under the CTHA.

In a cooperative effort between CMA and the'Office of the U.S. Trade Representa-
tive, major strides toward increased participation in the CTHA were achieved in the
APEC region in 1998, as a result of the Early Voluntary Sector Liberalization
(EVSL) exercise. CMA will continue this effort as the WTO considers ways to ac-
quire a critical mass of countries agreeing to provide greater market access by
adopting the eight APEC EVSL proposals. We believe WTO members that are not
currently participating in the CTHA can demonstrate their good-faith intentions to
significantly improve market access in a new Round by agreeing to participate in
the CTHA prior to the beginning of talks which would include new goods negotia-
tions on goods and services. But we believe that it is essential that CTHA participa-
tion is imperative before we move toward the further tariff reductions described
below. Obtaining a "critical mass" of CTHA participants in the WTO achieves this
objective.

Accordingly, OMA is firm in our belief that the worldwide chemical industry will
benefit from increased participation in the CTHA providing for staging to lower tar-
iffs. We oppose additional tariff reductions by current CTHA participants until all

majr chemical producing countries are fully committed to the CTHA and substan-
tial progress towards market access is made in other areas, including the elimi-
nation of existing non-tariff measures and prevention of any new non-tariff meas-
uires.

OMA has set a goal of totally eliminating chemical tariffs multilaterally world-
wide by the year 2010 together with non-tariff barriers to promote greater market
access and economic growth. But this must include all chemicals and all WTO mem-
bers.

And in order to lessen the impact of the outcome of eliminating duties on chemical
and related products on those nations who still apply higher than CTHA tariffs, it
is essential that these countries agree to phase existing tariff rates down to the
CTI-A levels. CMA is amenable to extending individual countries' staging schedules
to allow for and accommodate any national level adjustments necessitated by these
tariff reductions.

ACCESSION OF NEW COUNTRIES

Countries acceding to the WTO should commit to adopting the CTLA, as part of
their accession obligations. There should be no compromising of WTO rules, and
transition periods should be kept as short as possible. The negotiations on accession
should remain transparent and industry should have the opportunity to raise con-
cerns over acceding members' trade practices and policies. The "single undertaking"
concept for WTO commitments should be preserved, avoiding- any re-emergence of
a two-tiered system of obligations.

We applaud the diligence that USTR has exhibited since the conclusion of the
Uruguay Round in requiring all new WTO members to adopt the CTHA as a condi-
tion of their accession. We pledge to continue working throughtprivate sector chemi-
cal coalitions and with USTR to seek broader participation in te CTHA by existing
WTO members as an early identifiable element in the next WTO negotiations on
industrial goods, regardless of the structure and schedule for those negotiations.

BILATERAL AND REGIONAL TRADE AGREEMENTS

Since the conclusion of the Uruguay Round of multilateral trade negotiations,
there has been a significant move towards regional and bilateral free trade agree-
ments. Such agreements, if they are in conformance with WTO requirements, can
point the way towards more open and liberal trade globally. CMA wishes to reaffirm
its commitment to the multilateral trading system. Our support of regional agree-
ment remains based on the premise that such agreements are fully compatible with
the WTO and can eventually be used to further strengthen the multilateral trading
system.
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All progrss toward trade liberalization achieved in regional agreements should
be carre into any new round of multilateral trade negotiations.

NEW TRADE ISSUES

Trade and Environment: OMA is concerned about the Committee on Trade and
Environment's lack of substantive progress, exceeds defining the relationship be-
tween trade and environment, and addressing trade and environment issues. CMA
'urges the U.S. to adopt the position that enforcement of environmental agreements
should be dealt with in the context of multilateral environmental agreements and
not through the use of trade sanctions.

TRIPs and the Environment: Protection of intellectual property rights is a corner-
stone for international trade and investment. Any efforts to erode the intellectual
property rights protection established during the Urgay Round on environmental
protection grounds concern must be firmly resisted. The WTO should assure that
progress made during the TRIPs negotiations not be undermined by issues not relat-
ed to intellectual property concerns.

Trade and Investment: CMA regrets the failure of the Organization for Economic
Cooperation and Det elopment's (OECD) efforts to complete a high-standards agree-
ment on investment. We encourage renewed efforts in all appropriate venues includ-
ing but not limited to the OECD, regional trade negotiations or the WTO to com-
plete a multilateral agreement on investment which, at a minimum, defines invest-
ment broadly so as to cover the various means of establishing a commercial presence
in third countries and types of assets that are transferred to the host countries. A
multilateral investment agreement should also include provisions on national treat-
ment and most-favored-nation respectively, establish minimum standards for protec-
tion of investments and provide for dispute settlement.

Trade and Competition: The focus of these discussions should be on practices that
restrict access to third country markets. CMA recommends that the U.S. seek to
complement existing laws with rules that impose minimal discipline on private en-
terprises. Such rules should be binding minimum standards be transparent, provide
for national treatment and be sanctioned by a dispute settlement procedure.

Trade Facilitation: International trade has fundamentally changed since the trad-
ing system for managing the movement of goods was established. Both the volume
and character of transactions have changed fundamentally. The procedure adopted
for managing the international flow of goods should take account of this change.
Crossing national borders remains the biggest non-tariff barrier to trade. A harmo-
nization of customs procedures is needed to ensure and enforce a modern, uniform
approach to border control and that which would enable more cost effective revenue
collection and interception of the transactions of risk. Progress in this one area
could produce a huge benefit for both governments and industry.

STATEMENT OF GENERAL MOTORS CORPoRATION

General Motors Corporation has long supported the position that trade liberaliza-
tion promotes economic growth, innovation, enhanced living standards and con-
sumer choice. Trade allows producers to specialize and increase world production of
goods, which in turn drives down prices and increases availability and affordability
of pr -oducts, for consumers. Enhanced trade also supports non-trade objectives by
promoting greater cooperation among nations and a willingness to work together on
common objectives.

By way of background, General Motors (GM) is the world's largest industrial com-
pany and the largest motor vehicle manufacturer, offering a full line of cars, trucks,
automotive systems, heavy-duty automatic transmissions, and locomotives world-
wide. Other substantial business interests include Hughes Electronics and General
Motors Acceptance Corporation. GM has motor vehicle manufacturing, assembly,
and/or component operations in over 50 countries. GM sold 8.1 million cars and
trucks in approximately 170 countries in 1998, of which the U.S. accounted for 4.6
million, over half of the total.

Recent advances in communication and technology have created new opportunities
that make trade even more important. In GM's case, the growing interrelationship
of our U.S. and overseas operations has allowed us to leverage our worldwide re-
sources more effectively and, as a result, improve our competitiveness and the value
we provide our customers. For example, .;- 1998, we combined our domestic and
international automotive units into a single, global unit. This allows us to produce
more efficiently, acquire the best-value goods and services most cost-effectively, and
use the skills and ingenuity of our employees and other stakeholders wherever they
may be located.
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As countries have grown to recognize the benefits of trade, there has been a

worldwide trend toward the reduction of trade barriers and the integration of mar-
kets. This trend has crested important new opportunities for growth, but it can also
create a risk. Specifically, firms and countries that do not participate in the inter-
national marketplace are at jeo ardy of falling behind competitively and losing out
on market opportunities to the cIetriment of their stakeholders and citizens.

In our view, the long-term benefits of international cooperation far outweigh
short-term concerns about market fluctuations. The economic problems and uncer-
tainty in Asia and Latin America will be a continuing challenge in 1999. However,
they should not turn the United States away from a strategy supportive of open
markets or be a cause of abdication of U.S leadership in the global arena. Accord-
ingly, GM supports a trade agenda for the United States that promotes U.S. com-
petitiveness and reinforces a leadership role on trade and economic development
issues, specifically:

*Continue to push to open overseas markets for trade and investment;
*Preserve the openness of U.S. markets;
*Support international trade institutions and initiatives to promote international
trade disciplines; and

*Provide the Administration with appropriate trade negotiating authority.

CONTINUE TO PUSH FOR OPEN MARKETS

(1) Asia Pacific
From a U.S. automaker's perspective, access to the markets of the Asia-Pacific

area is a high priority. While many companies are pulling back from Asia as a re-
sult of the economic downturn in the region, GM sees an opportunity to establish
roots. Until recently, many Asian countries had closed their domestic auto markets
to both imports and foreign investors. Consequently, our share of the total vehicle
market in the Asia/Pacific region is less than five percent, half of our share in West-
ern Europe and less than a quarter of our share in Latin America.

The economic crisis appears to have persuaded many of these nations to open
their markets to foreign investors and to imports. Given the financial problems of
our Japanese and Korean competitors, we view this as a unique opportunity to ex-
pand in the region. We also view it as an opportunity for the United States to pur-
sue market liberalization.

The U.S. government has played a critical role in pressing countries like Japan,
South Korea, and Indonesia to open their markets to U.S. products and U.S. invest-
ment. The governments in the region were not persuaded that market openi ngs
were in their best interest. Indeed, the reverse was true in such countries, where
individual governments studied the "success" of Japan's protectionist policies and
attempted to copy those policies. Now that the flaws in the Japanese model are ap-
parent to all, governments appear to be more open to market-based models. Unfor-
tunately, because of the deep economic crises afflicting many of Asian nations, sup-
port for market opening is difficult to garner. Nonetheless, a number of countries,
especially South Korea and Thailand, are pushing ahead with market-opening
measures.

We believe that this is an excellent time for the U.S. government to support ef-
forts to establish a market-based economic system in the region. Communication
and continuing dialogue are key to continued progress in liberalizing markets in
Asia. Accordingly, GM encourages the U.S. government to place special emphasis on
APEC (Asia-Pacific Economic Cooperation) as a forum for advancing sound economic
policies. Initially established to promote dialogue among its members, APEC has be-
come the primary forum for promoting open trade and economic cooperation and de-
velopment in this region.

Because of the importance of the auto industry within the APEC economies, motor
vehicles were selected as one of 15 key industrial and service sectors that are part
of an APEC early voluntary sectoral liberalization initiative. At the APEC Summit
in Malaysia last November, the APEC leaders and trade ministers approved the for-
mation of an industry/government "dialogue" to address trade and investment liber-
alization issues. General Motors sees the Automotive Dialogue as a potentially pow-
erful tool that can be used to persuade Asian nations to adopt more market-oriented
policies-including more open trade and investment regimes.

An initial focus of the Automotive Dialogue will be to help the motor vehicle in-
dustries in the Association of Southeast Asian Nations (ASEAN), especially the
hard-hit second and third tier suppliers, recover from the economic crisis and de-
velop a strategy to build a commercially viable industry. A second focus will be on
assisting these countries to make the transition to more liberal trading environ-
ments and implement current commitments for trade liberalization. A long-term ob-
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jective of tlhe Dialogue is to promote the use of constructive engagement of the par-
ties, rather than more adversarial forms of interaction to resolve trade conflicts.

In addition to the Automotive Dialogue, the APE(6 automotive sector initiative
will include an aggressive trade facilitation agenda. The work already underway
within APEC and other forums to harmonize _technical standards relating to vehicle
safety and emissions will be accelerated, as will efforts to streamline customs proce-
dures. These initiatives will be bolstered by education and training programs that
are intended to promote the sustainable economic development of the auto industry
in the APEC rein.

Beyond APEC General Motors urges the U.S. government to push for the speedy
conclusion of negotiations to bring China into the World Trade Organization (WTO)
under commercially viable terms. In GM's view, a V/TO without one of the world's
largest and most rapidly grwing economies cannot remain effective or relevant.
China's entry into the WOand adherence to global trading rules and norms will
enhance opportunities for U.S. firms' participation in China's rapidly emerging con-
sumer-oriented market. We believe the proposed visit of Premier Zhu Rongji to the
United States this spring may be an opportunity to revitalize efforts to negotiate
V/TO accession.

- VTO membership, together with renewal of Normal Trade Relations (NTR) status
for China, is critical to improving U.S.-China commercial relations. GM further sup-
ports granting permanent and unconditional NTR.
(2) FTAA (Free Trade of the Americas Area)

Within the Western Hemisphere the United States is losing ground as other na-
tions hurry to conclude economically advantageous trade agreements. The Southern
Cone market of Mercosur (a customs union of Brazil, Argentina, Paraguay and Uru-
guay) is expanding its outreach to pursue trade pacts throughout the Southern
Hemisphere as well as with Mexico and the European Union. In the absence of U.S.

leadership, our NAFTA partners, Mexico and Canada, are seeking agreements with
other nations, which while expanding markets for their products, undercut some of
the hard-won trade preferences obtained by the United States through NAFTA.

GM urges the U.'S. government to recognize that U.S. inertia is causing lost trade
opportunities that could benefit U.S. production kand U.S. workers. For example, GM
is shipping Cavaliers produced in Mexico to Chile rather than U.S.-produced Cava-
liers because the Mexican vehicles can enter Chile duty-free.-We support the re-
newal of negotiations to create a U.S.-Chile agreement, as well as the establishment
of a Free Trade of the Americas Area (FTAA) that would encompass the entire
hemisphere.
(3) Other

While General Motors believes priority should be given to the Asia Pacific and
FTAA initiatives that would have a very significant effect on US trade and invest-
ment opportunities, we also support the African Free Trade and Caribbean Basin
initiatives because of the benefits they would provide to these developing areas.

PRESERVE THE OPENNESS OF U.S. MARKETS

If the United States is to maintain a credible profile in the international trade
arena, it is essential that we maintain the openness of our own markets and not
react precipitously to short-term problems. U.S. trade laws provide remedies for
dumping and import surges that threaten U.S. production. It is important that
these processes are allowed to work and that in every case the time is taken to re-
view all the facts before proceeding on a course that would benefit one U.S. sector
at the possible expense of others.

Import surges are often temporary and self-adjusting. Thus, we believe it is inap-
propriate to take extraordinary actions, such as making changes in U.S. trade laws
that would send negative messages to our trading partners and hurt the interests
of U.S. consumers. It is critical that U.S. policy makers understand that if protec-
tionist actions cause p rices of a commodity to move out of line with those in the
world market, then American-made products using that commodity become less
competitive. In making trade policy decisions, it is critical that the U.S. government
consider the implications for the overall U.S. economy.

General Motors is also concerned about the growing trend of using unilateral eco-
nomic sanctions as a tool of foreign policy without careful consideration of the many
costs and unintended consequences resulting from their use. When the United
States restricts trade with specified countries through economic sanctions, U.S. corn-
paniea lose business and U.S. workers lose job opportunities. In a world where there
is always another supplier waiting in the wings, foreign competitors are willing to
take advantage of U.S restrictions as a competitive lever to advance their own in-
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torests. GM recognizes that there are certain instances when levying sanctions is
indeed appropriate. Accordingly, GM supports legislation that would reform U.S.
sanctions laws to instill more rationality in the process without preventing either
the Congress or the Executive Branch from using sanctions justified on the basis
of broad U.S. interests.

SUPPORT INTERNATIONAL TRADE INSTITUTIONS AND INITIATIVES

The international economic problems of the past year demonstrate that global in-
tegration will not always proceed smoothly. This makes it essential that stable insti-
tutions and procedures are in place to help faltering economies recover quickly.

(1) IMF and the World Bank
The financial crises in many emerging markets have direct impacts on the U.S.

The countries in Asia and Latin America and other emerging markets are important
customers for U.S. products. Because exports represent a growing share of the U.S.
economy, instability in the markets for our products can hurt U.S. economic inter-
ests and the well being of American workers. And, because of the close linkages
among the world's financial markets, problems in one region can quickly spread to
others.

Institutions such as the International Monetary Fund (IMF) and the World Bank
play a critical role in promoting stability in international financial markets. The
IMF has been an important supporter of open capital markets, which we believe are
essential for rescuing distressed economies and restoring economic growth. In addi-
tion to working with distressed countries to encourage the adoption of necessary
trade and investment reforms, the IMF provides credit guarantees and loans to keep
markets open and allow financial systems to restructure. In approaching these
issues, the IMF has also insisted on structural reforms in the target regions that
benefit U.S. interests. The World Bank provides equally important services to pro-
mote economic and social stability in emerging markets. Accordingly, GM and others
in the business community believe that continued U.S. funding to support the work
of these institutions must be a top priority.

(2) The WTO
Since its inception, the WTO has provided an effective recourse for countries to

address their trade disputes. Although we may not always agree with any particular
decision, the process in itself has proved to be a powerful tool t 'o convince countries
to resolve contentious issues that would otherwise have continued to fester and to
threaten the entire trading system.

As preparations begin for a new round of international talks, we hope a focus will
be to continue the work begun during the Uruguay Round and the good faith imple-
mentation of the agreements made during that-round. In doing so, however, we en-
courage negotiators to instill some flexibility in the process when changed economic
circumstances create problems in meeting specified transition commitments. Going
forward, we believe attention to technical issues, such as customs and regulatory
harmonization initiatives, will be increasingly important to ensure that global trade
proceeds more smoothly and cost-effectively. Although we support the concept of an
investment agreement, we recognize that the issue is controversial and would not
want to see it bog down progress on other areas.

PROVIDE THE ADMINISTRATION WITH TRADE NEGOTIATING AUTHORITY

If the United States is to have a leadership role in the international trade and
economic arena, it is essential that Congress approve the renewal of fast track nego-
tiating authority-the power traditionally given by Congress to the President to ne-
gotiate trade agreements. Fast track is a prerequisite to expand discussions with
many potential trading partners, such as Argentina and Chile. Without fast track,
U.S. leverage in other important forums, such as APEC and the FTAA negotiations,
has been seriously undermined.

It is clear that new trade and investment agreements are needed to promote con-
tinued growth for the United States and to ensure that the U.S. is not put at a com-
petitive disadvantage relative to our more aggressive global trading partners.
Globalization should be viewed as an opportunity that can create important eco-
nomic and non-economic benefits for Americans. Consequently, General Motors calls
on the U.S. Congress to support this activist trade agenda ini the coming year.



433

STATEMENT OF THE HUMiANE SOCIETY OF THE UNITED STATES

1. INTRODUCTION

The Humane Society of the United States (HSUS) submits this testimony on be-
half of its 6.7 million members and constituents, and on behalf of Humane Society
International which has offices in the European Union, South America and the
South Pacific. HSUS's involvement in trade issues dates to 1991 when the first
GATT Tuna Dolphin decision was issued. Since thait time, several animal protection
initiatives to which HSUS and its members are dedicated have been adversely af-
fected by trade rules and by the Clinton Administration's trade policy.

HSUS has advocated the reconciliation of trade and animal protection issues at
several international fora including the Organization for Economic Cooperation and
Development (OECD), the World Trade Organization (WTO) Singapore Ministerial
(as a member of TEPAC), the United Nations Conference on Environment and De-
velopment (UNCED), The UN Conference on Sustainable Development (CSD), and
the Food and Agriculture Organization (FAO). In addition, HSUS has been a suc-
cessful plaintiff in three domestic lawsuits involving trade and environment: those
involving dolphins, driftnets, and sea turtles.

Some may consider the protection and welfare of animals to be of little con-
sequence compared to the larger priority of international trade. Yet it is social
issues-animral welfare, human rights, consumer health and safety-which ignite
and hold the public's "interest in trade, not international commerce per se. NAFTA,
the negotiations regarding the Multilateral Agreement on Investment (AI), and
the recent global financial crises have catapulted trade and globalization into the
homes and minds of the average American. Animals are an integral and extensive
part of international trade and globalization: animals are found in agriculture, fish-
ing, scientific and medical research, consumer product-testing, clothing, traditional
medicines, and fashion accessories. To date, the most highly publicized, and most
highly criticized, GATT and WTO cases have been those involving harm to animals:
"Tuna Dolphin," "Shrimp Turtle," and "Beef Hormone." Cases like these hasten and
harden public criticism of current U.S. trade policy.

If. AMERICAN TRADE POLICY THROUGH THE EYES OF ANIMAL WELFARE

The Clinton Administration's trade policy is at odds with animal welfare. Several
initiatives that HSUS and its members and constituents strongly support have been
phased out, revised, or otherwise distorted as a result of US international trade pol-
icy. Chronologically, these include:

" A 1993 initiative by Canada to ban trade in puppy mill dogs, which was re-
scinded after the United States Trade Representative's (USTR) office aggres-
sively targeted the initiative as part of the NAFTA negotiations. (See, 1993 Na-
tional Trade Estimate Report on Foreign Trade Barriers issued annually by
USTR.)

" Attempts by the European Union (EU) to implement a ban on the sale and im-
portation of fur products caught with steel jaw leg hold traps, which was to take
effect in 1996, but which was revised, due to vigorous pressure by USTR, so
that it no longer protects !admals.

" An EU Regulation banning the use and sale of beef hormones-hormones that
scientific studies have proven can negatively impact humans, and which are
known to cause various maladies in cows. Despite the fact that the EU paid
trade penalties for over a decade to maintain its law, in 1997, the US filed a
claim at the WTO and won. Now, according to a recent U.S. News and World
Report, USTE is willing to launch a trade war over beef hormones. USTR's ac-
tions are opposed by HSUS, its 6.7 million members and constituents, and
countless other Americans who champion ani mal protection and oppose the use
of hormones in food. USTR is vigorously pursuing this case on behalf of the U.S.
multinational corporations that produce the hormone.

" In 1997, the Clinton Administration won a three year legislative battle to bring
the tuna dolphin provisions of the Marine Mammal Protection Act into compli-
ance with earlier GAIT rulings and its international trade objectives-particu-
larly those regarding Mexico. The most egregious provisions of the new law are
those labeling provisions that may allow tuna which is now considered "dolphin
deadly" by the American public to be labeled "dolphin safe" if the National Ma-
rine Fisheries Service (NMFS) cannot preliminarily determine by March 1999
that "encirclement" fishing techniques have an adverse impact on dolphins.
While the HSUS believes that there is already ample evidence of adverse im-
pacts on dolphins from encirclement, NMFS is expected to rule that such im-
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pacts have not been found by March 1999. Clearly in the case of tuna labeling,
the Administ ration is willing to defraud the public for the sake of trade.

111. USTR PUNTS SEA TURTLE PROTECTION: A CASE STUDY OF HOW US ANIMAL
PROTECTION IS UNDERMINED BY CURRENT US TRADE POLICY

On May 15, 1998, a WTO dispute panel issued a report in a case brought by Ma-
laysia, Thailand, India and Pakistan against a US law restricting imports of shrimp
caught in a way that harms endangered species of sea turtles. The panel found that
the US statute ("Section 609") was outside the scope of Article XX, which provides
an exception for laws "relating to the conservation of exhaustible natural resources
if such measures are made effective in conjunction with restrictions on domestic pro-
duction or consumption." (Article XX(g)). The United States appealed the ruling. An
Appellate decision was issued on October 8, 1998. While the Appellate Body ruled
that Section 609 fell within the scope of Article XX(g), it nonetheless found that the
law as applied amounted to arbitrary or unjustifiable discrimination between coun-
tries where the same conditions prevail, in violation of the Article XX chapeau.

Specifically, the Appellate Body found: (1) the United States was inflexible in de-
termining whether exporting countries have sea turtle conservation programs that
are comparable to the US program; (2) US prohibition of imports of shrimp caught
with TEDs, unless the country as a whole is certified under the US law, was "dif-
ficult to reconcile" with the US stated goal of turtle conservation; (3) the United
States had failed to negotiate a multilateral turtle conservation agreement with the
affected countries; (4) the phase-in period granted to plaintiffs was shorter than the
phase-in period granted to the Caribbean nations; and (5) the United States made
a greater effort to transfer TEDs technology to Carribean nations than to plaintiffs.
This ruling highlights the institutional bias contained in WTO Panel reports. All
five findings demonstrate a clear tendency of WTO panels to substitute their judg-
ment, replacing Congress' delicately weighed balance of competing priorities. Find-
ings (4) and (5) are particularly ironic because the US initially gave more favorable
treatment to the plaintiffs than to the Caribbean nations. It was only as a result
of a lawsuit by the HSUS that the US brought the Asian nations under the mantle
of Section 609.

On November 25, 1998, USTR notified the WTO that the United States intends
to bring Section 609 into conformity with the Appellate ruling. USTR exceeded its
authority in so notifying the WTO, because the United States cannot come into com-
pliance without an explicit revision of Section 609 by Congress. The Trade Agree-
ments Act of 1979, codified at 19 U.S.C. 2504(a) provides:

No provision of any trade agreement approved by .the Congress under section
2503(a) of this title, nor the application of any such provision to any person or
circumstance, which is in conflict with any statute of the United Sates shall be
given effect under the laws of the United States.

U.S. courts have construed this provision literally. (See, Public Citizen v. Office of
the U.S. Trade Representative, 804 F. Supp. 385, 388 (D.D.C. 1992); Suramerica de
lacaciounes Laminadas, C.A. v. United States, 966 F.2nd 660, 667 (Fed. Cir. 1992)
("The GATT is not controlling . .. The GATT does not trump domestic legislation;
if the statutory provisions at issue here are inconsistent with the GATT, it is a mat-
ter for Congress& and not this Court to decide and remedy.").

USTR has indicated that it intends to bring Section 609 into conformity with the
Appellate ruling by addressing the issue administratively; i.e., on August 28, 1998,
the State Department issued revised regulations which permit the importation of
shrimp on a shipment-by-shipment basis. USTR's claim that this rectifies the "WTO
problem" is disingenuous, at best. A federal court has already ruled against the gov-
ernment on this issue.
A. A Federal Court Has Already Ruled that Individual Shipment Certification Vio-

lates the Terms of the Statute
Despite passage of Section 609 in 1989, the law was not implemented until 1996,

and then only after several plaintiffs, including HSUS, won a lawsuit against the
government for non- enforcement. (See Earth Island v. Christopher, 913 F. Supp.559
(Ct. Int'l Trade 1995.) The government asked the court for a one year extension to
implement the law, but its request was denied and the government was ordered to
embargo shrimp from non-complying nations as of May 1, 1996. On April 19, 1996,
nine days after the court's ruling, the State Department published a Revised Notice
of Guidelines for Determining Comparability of Foreign Programs for the Protection
of Turtles in Shrimp Trawl Fishing Operations ("Revised Guidelines") (61 Fed. Reg.
17342) authorizing a "shipment-by-shipment exemption to allow importation of
shrimp from countries which had not been certified and continued to drown sea tur-
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ties in nets that did not utilize "turtle excluder devices" ("EDs"), so long as the
particular vessels from which the shrimp was imported did use TEDs.

On June 21, 1996, plaintiffs filed with the court a "motion to enforce the court's
judgement," alleging that the shipment-by-shipment approach was inconsistent with
the statute, violated the court's December 1995 ruling, and vitiated the economic in-
centive created by Congress to protect sea turtles worldwide. After oral argument
on the motion, the court invited the parties to supplement the record with further
evidence about the effect of the "Revised Guidelines." On September 20, 1996, p lain-
tiffs filed a letter with the court withdrawing their motion. Plaintiffs stated that
the believ ed their motion to enforce was an issue of "statutory construction only"
andthat no other evidence was needed for the court to rule on the motion. Nonethe-
less, the plaintiffs indicated that they would continue to gather the evidence the
court requested and reserved the right to challenge the government's revised inter-
pretation at a later date.

Despite the letter of withdrawal, the court ruled in plaintiffs' favor, holding that
the shipment-by-shipment approach-was contrary to te specific terms of the stat-
ute. The government appealed on procedural grounds, claiming the court had no ju-
risdiction to rule on the motion because plaintiffs had withdrawn their motion, via
the letter. On June 4, 1998, the Federal Circuit Court agreed with the government
and reversed the lower court's ruling on procedural grounds only. 147 F.3rd 1352
(Fed. Cir. 1998).

The State Department reissued "Revised Guidelines" on August 28, 1998 (the "Au-
gust Guidelines") that, except for minor modifications,' are the same as the June
1996 "Revised Guidelines" authoring shipment-by-shipment certification of shrimp,
a procedure which the Court of International Tade expressly held violated the
terms of the statute.

On September 15, 1998, HSUS and other plaintiffs filed a complaint in the Court
of International Trade requesting that the court find the A t Guidelines arbi-
trary and capricious and otherwise contrary to law. The. judge beore whom the case
is filed is the same one who ruled for plaintiffs in the 1996 action. The plaintiffs
are confident that they will win this case as well, and the August Guid'elines will
be struck down as a matter of law. Both the August Revised Guidelines and USTR's
November 25th WTO notification are unsupported and unjustified. Only Congress
can amend the law to bring it into conformity with the WTO decision. By staging
this elaborate sequence of events, USTR is gambling that Cogrss will vitiate
strong, US protections for endangered and threatened sea turtles. The gambit is po-
litical. USTR has consistently maintained that "The WTO will [not] dimniush U.S.
sovereignty by expanding the power and reach of GATIT dispute resolution...
(See USR' presentation to Cogres, The GATT' Uruguay Round Agreements: Re-
port on Environmental Issues ES-4, 59, 98 (1994). ) If Congress amends the law,
UJSTR can maintain this assertion with no international trade repercussions. But
Congress will bear the political brunt of public ire., If Congress amends this law to
conform to the WTO, trade activists, HSUfS among them, will ensure that the public
views this as "business as usual": corporate interest put before public interest-
international trade trumping envirozunental and animal protection.

B. Not Happy After NAFTA
In "Not Happy After NAFTA," a January 11, 1999 article in U.S. News & World

Report, a recent NBC/Wall Street Journal poll is cited in which 58 percent of those
surveyed said foreign trade has been bad for America. A second article in the same

maaie entitled "Banana-trade split,". quotes Peter Scher, chief American nego-
tiator on agricultural trade as saying, 'You can't have selective compliance with
WTO rules because that would mean the end of the WTO system." UT intends
trade to trump domestic environmental and social legislation by forcing Congress,
through the mechanism of the W'1O, to change its legislation and then take the
blame.

IV RECOMMENDATIONS

Congress is responsible for balancing national priorities and weighing the relative
weight of constituent needs. This is a sensitive task and it is central to America's
representative form of government. In the last decade, WTO rules, panel disp utes,
and US international trade policy have pushed this delicate balance out of U.ter.
USTR has aggressively pushed to have social priorities subsumed or eliminated for

'Tnew regulations state that the government will regularly examine "the procedures that
governments of uncertified nations have put in place for verifying the accurate completion of
the [certification) form," review the effects of the regulation, and "reassess" it if the evidence
indicates sea turtles have been adversely affected.
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the sake of US trade policy. But the American public, if polls are any indication,
no longer supports this unequal balancing of national priorities. The HSUS, on be-
half of its 6.7 million members and constituents, urges Congress to consider the fol-
lowing recommendations:

A new political initiative is needed to establish a complementary relationship
between trade liberalization objectives and national and international measures
to protect people, animals and the environment. Any Fast Track authorization
should be limited to this objective. Attempts to negotiate new or expand existing
trade agreements, without first establishing an appropriate framework for bal-
ancing national priorities, will increase public ire and may result in further
destalzation of the global economic system.

*Congress should amend the Trade Agreements Act of 1979 by adding the follow-
ing at the end of Section 2504(a): "No provision of any trade agreement ap-
proved by Congress under this title or elsewhere shall be construed as authoriz-
ing the United States Trade Representative to notify the World Trade Organiza-
tion that the United States will bring legislation into conformity with a dispute
panel or Appellate panel ruling, unless Congress has expressly authorized such
conformity by means of the passage of appropriate legislative amendments."

*USTR should be explicitly instructed to negotiate (as vigorously as it is puu
ing the WTO banana case for the US multinational, C hiquita) a multilateral
agreement (either within the WTO or separate thereto) whereby countries agree
that in the context of a WTO dispute involving environmental or animal protec-
tion, as a threshold matter, the complaining party will bear the burden of prov-
ing that the contested law was enacted for purposes other than the protection
of the environment or animals.

*Congress should hold further oversight hearings specifically on the topic of the
effect of international trade agreements on national and international public in-
terest initiatives, including environmental and animal protection, human rights,
and public health and safety. The current emphasis in US trade policy on cor-
porate interests does not adequately reflect competing national priorities.

V. CONCLUSION

In the past decade, animal protection legislation has been a victim of a myopic
effort to globalize the world economy with coprate interests alone in mind. An ap-
propriate balance between competing national and international priorities has been
lost, to a large extent, because of USTR's aggressive efforts to secure open markets.
While trade and economic globalization have a place in the scales of US national

prorties, so too do social issues such as environmental and animal protection. The
Amrcan public is awakening to the growing imbalance in competing nationalpir

ities. It is estimated that 59% of American households have pets and care about the
welfare of animals. Environmental and animal protection organizations receive con-
tributions in the hundreds of millions of dollars annually to support their efforts.
Americans care about animals and the environment. In many ways, animals and the
environment are more relevant to the everyday lives of Americans; international
trade and economic globalization offer distant corp orate benefits from which few see
tangible trickle-down effects. A politically viable US trade policy must provide more
than lip service to the balancing of competing national priorities. It must balance
them in a way that respects and protects animals, the environment and people.

STATEMENT OF THE INTERNATIONAL UNION, UNITED AUTOMOBILE, AEROSPACE AND
AGRICULTURAL IMPLEMENT WORKERS OF AMERICA (UAW)

This statement is submitted on behalf of the the International Union, United
Automobile, Aerospace and Agricultural Implement Workers of America (UAW). The
UAW represents 1.3 million active and retired members in the automobile, aero-
space, agricultural implement and other industries.

The UAW appreciates this opportunity to p resent its views on the critically impor-
tant issue of U.S. trade policy in the era of globalization. The UAW welcomes the
Committee's continuing interest in developing a new U.S. trade agenda that ad-
dresses the concerns of UAW members and all American workers.

The UAW has consistently taken the position that international trade and invest-
ment can contribute to improving living standards for workers in the U.S. and
abroad. We have, in the past, endorsed dU.S. government participation in inter-
national negotiations in order to create a fair, equitable, rules-based system, as long
as workers' interests were given appropriate consideration.

In testimony before this Committee and elsewhere, we have strongly objected to
basing U.S. trade policy on simplistic notions of free trade and free markets. It has
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been our contention that these are meaningless concepts in a complicated world of
huge, market-controlling multinational corporations, vastly different national and
regional economic and political systems and widely varying commitments to sustain-
a ble, e quotable development. We have argued for a results-oriented U.S. trade policy
that balances international fairness with fairness to American workers. By our
measure, recent international trade agreements have failed to satisfy this standard.

It has been clearly demonstrated in the recent economic and financial crises that
the system of rules for the international economy has been ineffective in promoting
the economic well-being of workers. Massive trade imbalances exist and inter-
national pressure has depressed compensation for millions of workers and their fam-
ilies. There are no simple solutions to the existing deficiencies of the multilateral
system, but there are important initiatives that can move us in the direction of re-
solving these problems rather than contributing to them.

The UAW has played a leading role in identifying the flaws in NAF TA and insist-
ing on the need to renegotiate it. To improve living standards and working condi-
tions, economic and social development in the region must be based on the adoption
of the highest level of worker rights and standards and environmental standards in
all three countries. These rights and standards must be included in the agreement
itself, not relegated to "side agreements." A broad range of other issues, ignored in
NAFTA, must also be incorporated into the agreement, including controls on capital
to lim-it financial speculation, exchange rates and debt relief. Measures to control
surges of imports that can cause job losses for workers and economic devastation
for communities must also be included.

The UAW is particularly concerned about the potential for dislocation of workers
in the U.S. auto industry due to a surge of imports. Our experience with NAFTA
has been disturbing for our members in this critical U.S. industry. The U.S. trade
deficit in automotive products with Canada has increased and with Mexico has sky-
rocketed since 1993. New investments in our neighboring countries, particularly in
Mexico, have added capacity there to assemble vehicles and produce parts. We ex-
pect the auto deficits to continue to grow, putting ever greater pressure on the jobs
of UAW members in the U.S.

The current auto provisions in NAFTA offer no effective remedy should exports

fromMexco o te US. uge In addition, in the case of a recession and a cutback
in production, companies coul disproportionately reduce U.S. output and keep their
Mexican plants producing for the U.S. market. Given the pre-NAFTA existence of
prod uction-expand ing automotive policies in both Mexico and Canada, and their con-
tinuation during the current phase-out period, the UAW believes that the U.S. must
insist on an equitable sharing of automotive production among the three countries
that allows all to benefit from growth in the North American market and all to
share in downturns as well. Establishing a baseline of production shares, based on
the experience of recent years, would protect workers in all three countries from ma-
nipulation by the 'multinational auto companies that seek to pit workers in the re-
gion against each other in order to pad their profits. Allowing the corporations to
use such strategies undermines the improvement of workers' living standards that
must be the fundamental objective of regional integration.

The flaws of NAFTA reveal the deficiencies of the overall U.S. trade policy agen-
da. A thorough re-thinking of the U.S. approach to trade policy must be undertaken
immediately. The UAW strongly opposed legislation in the last Congress that would
have extended fast-track trade negotiating authority because it represented the
deeply flawed agenda that produced NAFTA. We will continue to oppose any and
all fast-track proposals because that approach would build upon the decayed founda-
tion of current U.S. trade policy.

Just as the renegotiation of NAFTA must include new issues that were ignored
or rejected in the existing agreement, all U.S. trade and investment agreements (bi-
lateral , regional, plurilateral and multilateral) must have effective provisions in
many areas of concern to American workers. These issues include: dramatically im-
proving the transparency (ie.' o enness to input from Congress, unions, non-govern-
mental organizations) of the U.. negotiating process and of the international insti-
tutions in which negotiations and U.S. activity occur (FTAA, APEC, WTO, OECD,
IMF, World Bank, etc.); limiting the volatility and damaging effects of exchange
rates on living standards and trade; controlling the de-stabilizing effect of the inter-
national flow of investment capital into and out of countries through regulation, tax-
ation and other necessary measures; focusing on the need to stimulate international
economic growth through debt relief for countries that are poor and have been sad-
dled with debt obligations that cannot be paid without imposing terrible economic
burdens on their citizens; restricting the use of technology transfer and production-
sharing arrangements (offsets) that sacrifice domestic production and employment
for the benefit of corporate market access; and, improving the ability of the U.S.
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government to protect against surges of imports that cause serious and, often, per-
manent dislocation for American workers in high-productivity industries that pay
family-supporting wages.

The importance of several of these issues has been reinforced by the collapse of
the currencies of major export-oriented economies in Asia. In much the same way
that the Mexican peso devaluation in 1994-95 led to a higher U.S. trade deficit and
intense economic hardship for Mexican workers, the costs of the Asian financial cri-
sis are being unfairly placed on the backs of workers in Korea, Indonesia, Thailand
and -elsewhere in the region and on U.S. workers through the rapidly deteriorating
trade balance. The economic conditions imposed on the governments of these coun-
tries by the International Monetary Fund, with the support of the U.S. government,
were designed to bail out international banks and investors whose pursuit of exces-
sive _profits led them to make questionable, high-risk loans that fueled the crisis in
the first place.

The spreading impact of the Asian crisis to Russia, Latin America (especially
Brazil), the U.S. and Eurpe shows that it is the very structure of the free-market,
free-trade global economy that is flawed, not the policies of a few developing country
governments. The excessive borrowing and speculation that undermined growth in
Asia was fed by developed country banks and pressure to liberalize international fi.-
nancial markets. The assumption that "the market" provided adequate safeguards
against threats to U.S. growth from these forces has been exploded by these events.
Discussions about the need for a new "architecture" for the international financial
system indicate that the neo-liberal model does not work. Dramatic changes in the
policies of the International Monetary Fund and other international financial insti-
tutions to promote domestic-led growth and higher living standards for workers are
an important p art of the shift in 'U.S. trade policy that we seek.

In light of the serious excess capacity worldwide in the auto industry, the relative
openness of the U.S. market compared with other major auto-producing countries
and the impact of the Asian financial crisis in exacerbating these problems, we be-
lieve the potential for disruption of U.S. auto production and empoment due to a
surge in imports from outside North America must also be addressed. The U.S. gov-
ernment must be able to act quickly and effectively to limit imports of vehicles or
Arts from countries to prevent cutbacks in employment and p reduction in the

nited States. American workers cannot rely on current U.S. trade laws to provide
that relief.

The U.S. has negotiated several bilateral agreements on auto trade in recent
years. We have been disappointed by the lack of results-oriented. targets in these
agreements and their lack of effectiveness to date. However, one important aspect
of U.S. trade policy must be the vigorous enforcement of all trade agreements and
the willingness to take action when they are violated. The UAW expects that auto
trade agreements with Japan, Korea and Brazil will be closely monitored. At the
first sign of violations of these agreements, we expect the self-initiation of an expe-
dited Section 301 case.

The long-running U.S. negotiations with the People's Republic of China over its
accession to the World Trade Organization have overshadowed the continuation of
China's auto industrial policy. As has been acknowledged in the National Trade Es-
timates report for several years, this policy violates the 1992 U.S.-China Memoran-
dum of Understanding. A quick response to this violation through the self-initiation
of a Section 301 case is warranted.

Other U.S. trade laws are equally in need of vigorous enforcement to defend the
jobs of American workers against unfairly traded imports and injurious levels of im-
p orts. The anti-dumping and subsidies/countervailing duties statutes must be uti-
lized and their remedies implemented in time to prevent job losses for workers due
to the closing of efficient, highly productive U.S. production facilities. When U.S.
laws are in need of revision to ensure that they accomplish their stated objective,
they must be revised and strengthened. This is the case with the safeguard provi-
sions of Section 201.

An additional element of U.S. trade policy that is of the utmost concern to UAW
members and all workers, in the U.S. and abroad, is the inclusion of core worker
rights and environmental standards in the body of all agreements, subject to the
same dispute resolution process as other provisions. Relegating these issues to "side
agreemdrnts" is simply unacceptable. The NA.FTA side agreement on labor has not
changed the variety or the severity of the problems facing workers who try to orga-
nize independent unions. Employers continue to use intimidation, illegal firings and
other illegal tactics to prevent workers from exercising basic labor rights. Because
there is no effective dispute resolution process, petitions filed against employer
abuses and government inaction have not led to reinstatement of workers or sanc-
tions on employers.
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The absence of WTO rules covering worker rights and standards is a critical
stumbling block to ensuring that increased international trade and investment con-
tribute to improved living standards and working conditions. We believe that the
expansion of international commerce has made a significant contribution to widen-
ing income inequality in developed and developing nations alike by depressing comn-

pnsation for a large share of workers. Higher productivity and new investments
have raised workers' skills and their contribation to output, but the share of the
increasingly international value of output received by workers has, at best, stag-
nated.

The resistance to taking action to incorporate worker rights into all trade agree-
ments is driven, principally, by the threats of multinational corporations and the ac-
tions of non-democratic governments. Instead of listening to their self-interested op-
position, we believe all countries should be held to their claim that the intention
of the trade rules is to generate higher living standards, not greater economic lever-
age for the largest global corporations and repressive, authoritarian governments.

In conclusion, the UAW appreciates this opportunity to present our views to the
Committee. This testimony has covered many issues of deep concern to UAW mem-
bers regarding the need for changes in U.S. trade policy. The international economy
has a profound impact on the living standards and working conditions of American
workers. The changes we propose here must be adopted in order for trade to be a
positive force rather than the source of downward pressure on their well-being. We
hope that the Committee will agree that these fundamental changes are necessary
and will undertake the serious review required to arrive at a new U.S. trade policy
that takes account of the globalization process that is underway and the interests
of American workers, their families and communities.

STATEMENT OF THE MARITIME EXCHANGE FOR THE DELAWARE RWEtR AND BAY

[SUBMITTED BY DENNIS ROCHFORD, PRESIDENT]

The Maritime Exchange for the Delaware River and Bay is a non-profit trade as-
sociation and represents the interests of approximately 300 businesses which de-
pend upon the economic health of the Delaware River port complex. Established in
1872, the sole mission of the Maritime Exchange is to promote and protect Delaware
River port commerce.

In terms of commercial maritime traffic, the Delaware River port complex is
among the busiest of all U.S. waterways, handling a diverse array of commodities
from countries throughout the globe. In addition to being the largest U.S. port for
imported- crude oil and many fresh fruit products, nearly 12% of the ships calling
Delaware River port facilities carry steel products. The current restrictions against
certain imported steel products from various nations will have a significant adverse
economic impact upon both the Delaware River ports and its adjacent communities.

The Maritime Exchange does not condone unfair trading. The Exchange supports
the use of regulations and laws, such as section 201 and anti-dumping laws, in
order to address unfair trade practices when necessary. However, the Exchange sup-
ports only the judicious use of these laws to combat unfair trade. If these laws are
utilized without an investigation into their total economic impact, they cannot be
effective. Before the federal government takes prohibitive and retaliatory actions,
such as section 201 or anti-dumping investigations, the ramifications to the entire
international trade community must be examined.

We believe consequences for the Delaware River port will be numerous and se-
vere. First, punitive anti-dumping petitions may provide a long-range financial ben-
efit for petitioners, but there will be an adverse economic disadvantage to a sigi-
cant segment of U.S. industry. At Delaware River ports alone, federal trade policies
have the potential to iffect the livelihoods of over 60,000 people whose jobs depend
on healthy port commerce, not to metition the associated federal and local taxes. It
can be estimated, for example, that average direct revenues for a single Delaware
River steel ship transit may top $300,000; last year the port handled 121 steel ships
from the 10 countries currently targeted by legal action. Labor wages associated
with steel imports at just one of the several marine terminals. handling this com-
modity in 1998 neared $7,150,000. At another facility, approximately 1,260 direct
jobs are attributable to imported steel handling. These direct jobs support over 500
induced and 185 indirect jobs.

In addition, much of the steel handled by the Delaware River port operators in
1998 was of a type and quality not readily available from the domestic market and
was destined for U.S. manufacturing plants, especially the automotive industry. In
fact, a significant amount of semi-finished steel handled was consigned to domestic
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steel producers and utilized for further processing. Simply stated, it is not always
possible for domestic companies in one segment of industry to fulfill demands re-
quiredA by another.

Further, the ports on the Delaware River and Bay have gone to great lengths to
become competitive and make themselves accessible to the world's shippers. Italso
holds true for oil, fruit, and automobile cargoes, to list a few of the ports' top com-
modities. As a matter of fact, many of the improvements to the port have come
through federal and state funding. For example, there is a project underway to
deepen the Delaware River main channel by five feet; this project includes federal
funding authorized in the amount of $199 million, as well as matching funds au-
thorized by the states of Delaware, Pennsylvania and New Jersey. These financial
commitments by federal and local governments represent an investment in both
America's infrastructure and trade interests. If trade in certain commodities, such
as steel, is allowed to wither, investors may not be as willing to continue supporting
America's port and waterway systems. This would lead to a loss of the competitive
edge American ports have enjoyed, resulting in a drop in trade overall.

The federal government has made balancing the budget a top priority and the eco-
nomic well being of the United States is a central part of that issue. However, inter-
national trade is equally integral, and current anti-dumping movements app ear as
opposing actions to federal budgetary policies. The adverse consequences which will
flow from anti-dumping actions must be measured against the positive effects the
domestic steel industry claims will flow from the government intervention. It is es-
sential that the public policy makers consider the legitimate interests of this port,
and others like it, as well as those of the domestic steel industry.

Thank you for the opportunity to express our views.

STATEMENT OF THE MAGAZINE PUBLISHERS OF AMERICA, INC. (MPA)

[SUBMITTED BY JAMES R. CREGAN, EXECUTIVE VICE PRESIDENT)

We write to express our full support for the testimony of the Honorable Charlene
Barshefsky, United States Trade Representative (USTR), as it pertains to the ongo-
ing dispute. over the Canadian Goverrnent's continuing efforts to maintain market
access barrers against U.S. magazine publishers.
I MPA is the principal association representing the U.S. consumer magazine pub-

lishing industry. Our members include such major publishers as Time Warner,
Hearst Magazines, The Conde Nast Publications Inc., the Meredith Corporation, and
the National Geographic Society.

In 1997, the United States successfully challenged Canada's -protectionist maga-
zine regime in the World Trade Organization (WTO). In 1998, Canada repealed its
effective ban on "split-run" editions of U.S. magazines and took other steps identi-
fied by the WTO as necessary to end its discriminatory policies and practices. MPA
supported the USTR in these efforts and welcomed the action taken by the Cana-
dian Government as progressive.

Now, unfortunately, it seems that 1999 will bring not further progress, but regres-
sion. The Canadian Government apparently is prepared to push to enactment new
protectionist legi slation, designated as Bill C-55, which would prohibit magazines
published by U.S. and other non-Canadian companies from carryingadetsn
aimed at Canadian readers. The USTR has correctly characterized Bill C55 as an

- attempt to substitute one form of protectionism for another. By enacting this meas-
ure, the Canadian Government would restore the effective ban on U.S. split-run
magazines that WTO found inconsistent with Canada's international trade obliga-
tions.

MPA welcomes the strong and unequivocal response of Ambassador Barshefsky to
the prospective enactment of Bill C-55. As you know, this is not a new issue. In-
deed, its history spans most of this century. We respectfully urge you and your Sen-
ate colleagues to join the Ambassador in seeking a fair and final resolution of this
longstanding and difficult problem in U.S.-Canadian trade relations.

Thank you for your consideration of our views.

STATEMENT OF THE STEAMSHIP ASSOCIATION OF LOUISIANA

[SUBMITTED BY CHANNING F. HAYDEN, JR., PRESIDENT]

My name is Channing F. Hayden, Jr., and I amn President of the Steamship Asso-
ciation of Louisiana. Our Association represents some 43 ship owners, operators,
agents, and stevedores who, in turn, represent the majority of the 6,000+ deep-draft



441

vessels in foreign commerce that call Louisiana's Mississippi River ports eac year.
We are dedicated to the safe and efficient movement of maritime commerce through
the state's river ports from the Gulf of Mexico to Baton Rouge. I would like to sub-
mit our comments for the record of the Senate Finance Committee hearings on Anti-
Dumping Petitions Against Steel Products.

We, on the lower Mississippi River, have just become aware of the intensity of
activity involving anti-dumping petitions against steel products. We recognize that
the United States must be vigilant of unfair trading that will undermine the coun-try's domestic industry. We do not support trade that can destroy the United States'
domestic market. However, we urge the Administration and Congress to very care-fully weigh both sides of the issue and consider the harm that can occur to the sta-
bility of U. S. Ports, local economies, and the longahore work force if restrictions are
implemented simply because it looks and sounds good.

Most of Louisiana's deep-water ports are located on the Mississippi River from
Baton Rouge to the Gulf of Mexico. Some ports are heavily involved in steel trade
through both port-operated terminals and private facilities. Because of the lack of
time, we were not able to break out the area's figures by the types of steel and coun-
tries of origin. Yet, we feel the following data should give you an idea of the enor-
mous impact that imprudent tariff laws on import steel could have on the economy
of Louisiana and surrounding areas. The Port of New Orleans reports that steel im-
ports, as classed by them, was 8.169 million short tons in calendar year 1998. The
Port of South Louisiana, marketed as "America's Largest Tonnage Port," is a high
volume area for import, export, and, domestic bulk cargoes of all types, handling
over 97 million tons in 1997. They record 1.541 million short tons for the category
of steel in the first half of 1998. Even the Port of Baton Rouge will be affected, as
they handled about 5,000 short tons last year and have averaged that amount for
the past several years.

The economic impact of foreign trade on Louisiana is effectively set out in, "Wa-
terborne Louisiana's Ports & Waterways," a publication of the Louisiana Sea Grant
College Program, which is a part of the National Sea Grant Program that is main-
tained by the National Oceanic and Atmospheric Administration, U. S. Department
of Commerce. "More than most states, Louisiana depends on transportation via in-
land waterways and deep-water ports. Louisiana is also more deeply committed to
foreign trade than most other states . . . " Based on information from the Port of
New Orleans, the 1998 statewide benefits derived from steel is $8.038 billion and
some 89,859 jobs. There is no denying that the elimination of steel through our Lou-
isiana ports will have a very real, negative impact on our area's economy.

The ports and Industry (terminal operators, stevedores, and ship agents) have
placed much time and money in promoting the movement of cargoes through their
ports. Such marketing is based on the capabilities of areas to handle certain com-
modities, and steel is a commodity that fits well with operations on the Mississippi
River where cargo from ship to barge can be handled efficiently and economically.
Less than careful review of this from both sides will disrupt contracts and affect jobs
from the cargo handler to every aspect of the U.S. work force. Since imprudent ac-
tion by Washington will change cargo tonnage through ports, the impact will also
affect the maintenance of port channels since such deep-water projects are funded
based on a benefit/cost ratio.

Thank you for allowing the Association to submit our comments.

STATEMENT OF THE TILE COUNCIL OF AMERICA, INC.

[SUBMITTED BY ROBERT E. DANIELS, EXECUTWE DIRECTOR)

Tile Council of America, Inc., the trade association of the United States ceramic
tile manufacturing industry, hereby submits its views and concerns regarding
"Trade Policy in the Era of Globalization," pursuant to the Hearing before the Sen-
ate Finance Committee on Januar 26-28, 1999.

For over 50 years, Tile Council h~as served as the trade association for the domes-
tic ceramic tile manufacturing industry. It is recognized as such worldwide and, in
that capacity, participates as the primary industry member and sponsor of the
American National Standards Institute (ANSI) and as Secretariat and sponsor to
the ISO Standards Committee. Tile Council has been relied upon during each of the
GATIT negotiations since the Herter Round, throughout the NAFTA negotiations,
and in regard to various bilateral and regional trade issues to provide advice to the
U.S. government on behalf of the domestic ceramic tile industry. Tile Council mem-
bers and various non-member U.S. producers rely on Tile Council, and on the USTR
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and other responsible Government agencies, to ensure compliance with those var-
ious agreements.

Tile Council's regular and associate craft tile members currently manufacture well
over fifty percent of the ceramic tile produced in the United States. These products
are classified under Harmonized Tariff Schedule Heading 6907 and 6908. In addi-
tion, Tile Council has associate members representing the nine major suppliers of
equipment and ingredients to the domestic ceramic tile manufacturing industry and
eleven tile installation materials (grout and mortar) manufacturers. Tile Council re-
spectfully submits these comments on the matter presently before this Committee
on behalf of the interests of the entire U.S. ceramic tile industry.

A. EXCESSIVE IMPORT PENETRATION OF LOW-PRICED IMPORTS

On an overall basis, imports have dominated the U.S. ceramic tile market for at
least the past ten years and dramatically so in the last few years. Import share of
the U.S. market for all ceramidc tile is 67.4 percent and 70.3 percent for the most
important glazed tile category, based on third quarter 1998 figures. This is a his-
toric high and it is getting worse. Imports of ceramic tile into the U.S. market in
1997 totaled some $939,518,084 million, and imports of just regular sized (non-mo-
saic) glazed ceramic tile totaled some $836,799,093 million. To make matters worse,
the average unit value of imports has declined consistently. We ask that the Gov-
ernment act whenever possib le to ensure that this trend is halted and, specifically,
that no additional preferential trade treatment or tariff reductions be granted to ce-
ramic tile imports.

B. UNFAIR TRADE PRACTICES

With this background of high import penetration, the domestic ceramic tile indus-
try historically also has been impacted and continues to suffer as the result of var-
ious documented unfair trade practices, including counteravail able subsidies, dump-
ing, and virtual import bans by various foreign countries on U.S. and third country
ceramic tile imports. With the Asian economic crises in full-swing and foreign com-
panies desperate for sales and hard currency, the U.S. has become the target of Sig-
nificant low-priced imports from Indonesia, Thailand, China and Turkey, as well as
from Mexico, and Central and South America. In addition, unit values have declined
from Spain and Italy, where traditional sales to the Pacific Rim have been greatly
reduced. As a result of these low-priced and we believe often subsidized imprrts, the
domestic industry is suffering serious injury--companies are going out of business,
companies are going bankrupt, and many companies are just hanging on but have
been forced to cut prices dramatically yet are still losing sales. We ask that the Gov-
ernment continue to uphold the high standards of fair trade encompassed in our ex-
isting trade laws and vigorously pursue instances of foreign unfair trade practices.

C. CUSTOMS FRAUD

Customs fraud has been a persistent problem confronting the U.S. ceramic tile in-
dustry, especially with respect to operation of the Generalized System of Preferences
(GSP) program, which includes one ceramic tile HTS tariff category. Over the years,
Tile Council has detected repeated instances where non-GSP eligible ceramic tile
has been designated as a GSP-eligible tile product. Thankfully, the Customs Service
and especially its Office of Strategic Trade has been working in recent years to
eliminate such fraudulent activities, which not only injure the U.S. ceramic tile in-
dustry but also withhold duty revenues from the U.S. Government.

TCA believes that customs misdesignation and avoidance practices continue to
occur, especially with respect to the transshipment of products from one Asian na-
tion to another, depending on the GSP eligibility status of the nations involved re-
garding these products.

Possible misclassification of ceramic tile exports to the U.S. market also has be-
come an apparent problem with respect to Mexico. In recent years, this has been
the subject of Customs Service Office of Strategic Trade inquiry and, currently, the
Department of Justice and Customs Service are involved in a Court of International
Trade case involving the alleged misclassification of ceramic tile from Mexico.

D. LACK OF STATUTORY RECOGNITION OF IMPORT-SENSITIVE INDUSTRIES SUCH AS THE
U.S. CERAMIC TILE INDUSTRY

While the U.S. ceramic tile industry historically has been recognized repeatedly
by the Congress and the Administration as import-sensitive within the context of
various trade negotiations, explicit statutory recognition of this fact is long overdue
and much needed. Such statutory recognition for ESP purposes would eliminate the
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costly need for Tile Council constantly to defend the domestic industry from various
annual GSP petitions. TCA has been forced to defend against dozens of such peti-
tions in the past and, while it has been successful, an industry with 70 percent im-
prt penetration should not have to face these proceedings on an almost annual
basis.

In 1995, during congressional consideration of the renewal of the GSP program,
Tile Council, with the assistance of Rep. Houghton and a number of other represent-
atives from tile-producing states, made an effort to have the GSP statute amended
to add ceramic tile to the existing short list of exempted import sensitive articles.
This measure was defeated by a vote of 8-5 in the Trade Subcommittee of the House
Ways and Means Committee. Since then, as predicted, the situation has continued
to get dramatically worse-impol-t volume is up, import unit values are down, and
the share of the domestic market held by U.S. companies has decreased. It is time,
at least, to give the domestic ceramic tile industry relief fr-om. te preferential im-
prt GSP program. Low priced and high volume ceramic tile imports frm state-of-

the-art producers in foreign countries that often subsidize and otherwise protect
their domestic producers do not need further help from the U.S. government.
E. COa riNuE ADHERENCE TO THE "ALL OR SUBSTANTIALL-1Y ALL" STANDARD FOR "MADE

IN USA" CLAIMS

TCA fully supported retention of the Federal Trade Commission's "all or substan-
tially all" standard for "Made in USA" claims. We ask that this important provision
not be diluted in any way in the future.

F. MAINTAIN CURRENT TARIFF LEVELS ON CERAMIC TILE

Because the ceramic tile industry continues to face dramatically increasing im-
potthere is absolutely no need and, in fact, it would be wrong to further reduce
trfson products classified under HTS Heading 6907 and 6908. Tariffs have been

cut on these HTS Headings in every GAIT round, and dramatically so in the Uru-
guay Round, and are being staged down to zero under NAFTA. In addition, duty-
free ceramic tile imports alray exist under fr-ee trade agreements with Canada,
Israel, Gaza and the West Bank, and with Colombia, Ecuador and Bolivia under the
Andean Free Trade Preference Act. No further cuts are warranted. Mexico in par-
ticular should not receive any accelerated tariff cuts under an amendment to the
negotiated NAFTA schedule as they have sought to implement on several occasions.
Mexico already is a dominant factor in the U.S. market, second only to Italy as a
source of ceramic tile imports, and also controls major U.S. distribution chains and
is selling ceramic tile priced at an average of 49 percent below U.S. products (based
on thir quarter 1998 figures). Should further tariff cuts be proposed as to ceramic
tile in the WTO Millenium Round or under the IFTAA, we respectfully ask on behalf
of U.S. ceramic tile producers that the U.S. Government "Just Say No." Our produc-
ers and the jobs they create depend on it.

CONCLUSION

The U.S. ceramic tile industry, although an efficient, modern, competitive and
hard-working sector, istruging to remain viable against the influx of low-priced
foreign-sourced ceramic tile. We first ask that, in the era of globalization, the U.S.
Government do nothing to further aid ceramic tile imports and, thereby, allow this
industry to remain viable. Second, we respectfully request that the U.S. Government
ensure that the hardworking people of the American ceramic tile industry be vigor-
ously defended against unfair -trade practices, fraudulent imports, and trade bar-
riers imposed by our foreign competitors.


