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(1)

OUTCOME OF SUMMIT OF THE AMERICAS
AND PROSPECTS FOR FREE TRADE IN THE
HEMISPHERE

TUESDAY, MAY 8, 2001

HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,

SUBCOMMITTEE ON TRADE,
Washington, DC.

The Subcommittee met, pursuant to notice, at 2:08 p.m., in room
1100, Longworth House Office Building, Hon. Philip M. Crane
(Chairman of the Subcommittee) presiding.

[The advisory announcing the hearing follows:]
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ADVISORY
FROM THE COMMITTEE ON WAYS AND MEANS

SUBCOMMITTEE ON TRADE

CONTACT: (202) 225–1721FOR IMMEDIATE RELEASE
April 25, 2001
No. TR–2

Crane Announces Hearing on
Outcome of Summit of the Americas and

Prospects for Free Trade in the Hemisphere

Congressman Philip M. Crane (R–IL), Chairman, Subcommittee on Trade of the
Committee on Ways and Means, today announced that the Subcommittee will hold
a hearing on the outcome of the Summit of the Americas held in Quebec City, Can-
ada, April 20–22, 2001, and the prospects and timing for achieving the Free Trade
Area of the Americas (FTAA). Members will also consider proposals to expand trade
with Andean countries through the extension and expansion of the Andean Trade
Preference Act which expires on December 4, 2001. The hearing will take place
on Tuesday, May 8, 2001, in the main Committee hearing room, 1100 Long-
worth House Office Building, beginning at 2:00 p.m.

Oral testimony at this hearing will be from both invited and public witnesses. In-
vited witnesses will include United States Trade Representative, Ambassador Rob-
ert Zoellick, representatives from the business community, and other interested
groups. Also, any individual or organization not scheduled for an oral appearance
may submit a written statement for consideration by the Committee or for inclusion
in the printed record of the hearing.

BACKGROUND:

During the Trade Subcommittee hearing held March 29, 2001, concerning wheth-
er the United States should negotiate more free trade agreements, the Sub-
committee heard testimony from small and large companies on the urgent need for
the United States to pursue trade agreements to expand trade in this hemisphere.
At this hearing, witnesses are expected to expand on that premise, address the ad-
vancements in the free trade agenda accomplished at the Summit of the Americas
meeting held April 20–22, 2001, and discuss issues related to extension and expan-
sion of the Andean Trade Preference Act.

The FTAA negotiations were officially launched at the Second Summit of the
Americas in Santiago, Chile, in April 1998. Leaders of 34 Western Hemisphere na-
tions have committed to completing negotiations by 2005. The goal is to establish
an agreement that would reduce barriers to trade region-wide, allowing all countries
to trade and invest with each other under the same rules.

The 1991 Andean Trade Preferences Act (ATPA), P.L. 102–182, grants Colombia,
Bolivia, Ecuador, and Peru tariff preferences on certain goods for 10 years in an ef-
fort to help those countries fight narcotics trafficking. Several categories of import
sensitive products, including textiles and apparel are excluded from the program.
The ATPA has proven a valuable weapon in the war against drugs by creating eco-
nomic incentives to encourage the Andean countries to move out of the production
and shipment of illegal drugs and into legitimate products. The four beneficiary
countries have requested that ATPA be extended, and benefits be expanded to in-
clude other products such as textiles, apparel, and tuna.

In announcing the hearing, Chairman Crane stated: ‘‘President Bush has indi-
cated that a Free Trade Area of the Americas is one of his top trade priorities. The
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FTAA would open markets for U.S. farmers, producers and service providers, help
the U.S. economy rebound from the current slump, and foster free and open soci-
eties in countries struggling to establish and maintain democratic roots. While we
are moving toward hemispheric free trade, I would like to continue our Andean pref-
erence program and expand it to create more economic incentives for these countries
to move away from drug production.’’

FOCUS OF THE HEARING:

Witnesses are asked to address the trade commitments made at the Summit of
the Americas meeting in Quebec City and prospects for the FTAA negotiations, and
to offer trade proposals to assist Andean countries in their fight against drug pro-
duction.

DETAILS FOR SUBMISSIONS OF REQUESTS TO BE HEARD:

Requests to be heard at the hearing must be made by telephone to Traci Altman
or Pete Davila at (202) 225–1721 no later than the close of business, Tuesday, May
1, 2001 The telephone request should be followed by a formal written request to Al-
lison Giles, Chief of Staff, Committee on Ways and Means, U.S. House of Represent-
atives, 1102 Longworth House Office Building, Washington, D.C. 20515. The staff
of the Subcommittee on Trade will notify by telephone those scheduled to appear
as soon as possible after the filing deadline. Any questions concerning a scheduled
appearance should be directed to the Subcommittee on Trade staff at (202) 225–
6649.

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

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

In order to assure the most productive use of the limited amount of time available
to question witnesses, all witnesses scheduled to appear before the Subcommittee
are required to submit 200 copies, along with an IBM compatible 3.5-inch diskette
in WordPerfect or MS Word format, of their prepared statement for review by Mem-
bers prior to the hearing. Testimony should arrive at the Subcommittee on
Trade office, room 1104 Longworth House Office Building, no later than
Thursday, May 3, 2001. Failure to do so may result in the witness being de-
nied the opportunity to testify in person.

WRITTEN STATEMENTS IN LIEU OF PERSONAL APPEARANCE:

Any person or organization wishing to submit a written statement for the printed
record of the hearing should submit six (6) single-spaced copies of their statement,
along with an IBM compatible 3.5-inch diskette in WordPerfect or MS Word format,
with their name, address, and hearing date noted on a label, by the close of busi-
ness, Tuesday, May 22, 2001, to Allison Giles, Chief of Staff, Committee on Ways
and Means, U.S. House of Representatives, 1102 Longworth House Office Building,
Washington, D.C. 20515. If those filing written statements wish to have their state-
ments distributed to the press and interested public at the hearing, they may de-
liver 200 additional copies for this purpose to the Subcommittee on Trade office,
room 1104 Longworth House Office Building, by close of business the day before the
hearing.
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FORMATTING REQUIREMENTS:

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

1. All statements and any accompanying exhibits for printing must be submitted on an IBM
compatible 3.5-inch diskette in WordPerfect or MS Word format, typed in single space and may
not exceed a total of 10 pages including attachments. Witnesses are advised that the Com-
mittee will rely on electronic submissions for printing the official hearing record.

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

3. A witness appearing at a public hearing, or submitting a statement for the record of a pub-
lic hearing, or submitting written comments in response to a published request for comments
by the Committee, must include on his statement or submission a list of all clients, persons,
or organizations on whose behalf the witness appears.

4. A supplemental sheet must accompany each statement listing the name, company, address,
telephone and fax numbers where the witness or the designated representative may be reached.
This supplemental sheet will not be included in the printed record.

The above restrictions and limitations apply only to material being submitted for printing.
Statements and exhibits or supplementary material submitted solely for distribution to the
Members, the press, and the public during the course of a public hearing may be submitted in
other forms.

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

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

f

Chairman CRANE. Good afternoon. This is a hearing of the Ways
and Means Trade Subcommittee to consider the status of negotia-
tions to establish a Free Trade Area of the Americas and also to
receive testimony on the expansion of the Andean Trade Preference
Act which expires on December 4th. Ambassador Zoellick is here to
report on the outcome of the Quebec Summit meeting where Presi-
dent Bush communicated his deep commitment to the creation of
a free trade area in this hemisphere encompassing 800 million peo-
ple, $11 trillion in economic production, and $3.4 trillion in regional
trade.

Ambassador Zoellick reached a strong agreement on detailed
deadlines that give the talks new structure and momentum. The
heads of State indicated their decision to make the draft negoti-
ating text public, which is an unprecedented step forward in fos-
tering open discussion regarding the impact of expanding trade in
the region. I welcome the President’s pledge to achieve trade pro-
motion authority and conclude the United States-Chile Free Trade
Agreement by the end of the year.

I am convinced that free trade success in the Americas will help
spur the World Trade Organization (WTO) to launch a new round
of multilateral negotiations. In recent years, the United States has
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lapsed in its responsibility to lead the world and the hemisphere
on these issues, and I am anxious to build on the strong successes
coming out of the Free Trade Area of the Americas (FTAA) Summit
in Quebec.

With respect to extension of the Andean Trade Preference Act, I
want to welcome the Colombian Minister of Foreign Trade, Marta
Lucia Ramirez, and Bolivia Vice Minister of Trade, Ana Maria
Solares, who will speak later this afternoon. I would also like to
recognize the other two Andean Ministers who are with us today.

Today, the United States serves as both the leading source of the
Andean region’s imports and the largest market for its exports, a
relationship that yields more than $18 billion worth of commerce.
The four Andean nations are taking courageous steps to eliminate
drug production among their farmers, and it is my intention to
craft an Andean Trade Preferences Act (ATPA) bill that will offer
real economic alternatives to the Andean citizens as they move out
of the drug trade.

Through expanded trade, we intend to undermine high unem-
ployment and poverty as the factors and motivations for otherwise
good, productive citizens to become involved in illicit crop cultiva-
tion that is eventually sold on our streets.

And now I would like to yield to the ranking minority Member
of the Subcommittee, Mr. Levin, for any remarks he would like to
make.

[The opening statement of Chairman Crane follows:]

Opening Statement of the Hon. Philip M. Crane, a Representative in
Congress from the State of Illinois, and Chairman, Subcommittee on Trade

Good Afternoon. This is a hearing of the Ways and Means Trade Subcommittee
to consider the status of negotiations to establish a Free Trade Area of the Americas
and also to receive testimony on the expansion of the Andean Trade Preference Act,
which expires on December 4th.

Ambassador Zoellick is here to report on the outcome of the Quebec Summit meet-
ing, where President Bush communicated his deep commitment to the creation of
a free trade area in this hemisphere encompassing 800 million people, $11 trillion
in economic production, and $3.4 trillion in regional trade. Ambassador Zoellick
reached a strong agreement on detailed deadlines that give the talks new structure
and momentum. The Heads of State indicated their decision to make the draft nego-
tiating text public, which is an unprecedented step forward in fostering open discus-
sion regarding the impact of expanding trade in the region.

I welcome the President’s pledge to achieve trade promotion authority and con-
clude the United States-Chile free trade agreement by the end of the year.

I am convinced that free trade’s success in the Americas will help spur the WTO
to launch a new round multilateral negotiations. In recent years, the United States
has lapsed in its responsibility to lead the world and the hemisphere on these
issues, and I am anxious to build on the strong successes coming out of the FTAA
Summit in Quebec.

With respect to extension of the Andean Trade Preference Act, I want to welcome
the Colombian Minister of Foreign Trade Marta Lucia Ramirez and Bolivian Vice
Minister of Trade Ana Marie Solares, who will speak later this afternoon. I would
also like to recognize the other two Andean ministers who are with us today.

Today, the United States serves as both the leading source of the Andean region’s
imports and the largest market for its exports-a relationship that yields more than
$18 billion of commerce. The four Andean nations are taking courageous steps to
eliminate drug production among their farmers, and it is my intention to craft an
ATPA bill which will offer real economic alternatives to Andean citizens as they
move out of the drug trade. Through expanded trade we intend to undermine high
unemployment and poverty as factors and motivations for otherwise good, produc-
tive citizens becoming involved in illicit crop cultivation that is eventually sold on
our streets.
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I’ll now yield to the Ranking Minority Member of the Subcommittee, Mr. Levin,
for any remarks he would like to make.

And now I welcome my colleagues Mr. Moran, Ms. Tauscher, and Ms. Christensen
to hear their testimony.

f

Mr. LEVIN. Thank you. Thank you, Mr. Chairman.
It is time to move ahead on the trade agenda for 2001. I would

like to offer a few brief observations and action items to consider.
It will not help to misdescribe or misunderstand the record of the
last administration. In the last session, there was forward motion.
The Clinton administration and the Congress, working on a truly
bipartisan basis, acted on China PNTR and Africa Caribbean Basin
Initiative, CBI, breaking the 5-year deadlock on trade legislation.
The administration also negotiated new trade agreements with Jor-
dan and Vietnam.

It also will not help to frame the issues of 2001 in terms of old
labels or old battles. There was movement during the last few
years in good measure because there was a recognition that the na-
ture of trade has been changing, both in its size and its contents.
As developing nations with different economic structures from our
own and other industrialized nations have become an increasing
part of global trade, new issues have arisen. The effort to address
these new issues is not a new kind of protectionism. Such labeling
is mistaken and counterproductive, setting up a polarization that
could help derail the trade agenda.

No one can turn back the clock on globalization. On the other
hand, it is a mistake to believe that one cannot or should not shape
its course. Shaping globalization requires a forthright effort, among
other things, to address the issues of labor and environmental
standards because of their very relevance to international economic
competition.

The nexus between trade and labor is reflected in the recent New
York Times article, ‘‘Labor standards clash with global reality,’’
where an executive of an American company stated, regarding its
practices on labor standards, ‘‘We cannot be the whole solution.
The solution has to be labor laws that are adequate, respected, and
enforced.’’ And in the same article, the statement by the President
of El Salvador, describing the variation of government enforcement
of core labor standards, ‘‘The difficulty in this region is that there
is labor that is more competitively priced than El Salvador.’’

It is also reflected, whether one agrees with the decision or not,
in the rationale stated by the Bush administration when it with-
drew from the Kyoto treaty of global warming, and I quote, ‘‘It ex-
empts the developing nations around the world, and it is not in the
U.S. economic best interest.’’

It will not be helpful to try to finesse these issues. They are not
entirely new. We have had some previous experience. For example,
labor standards have long been part of the General System of Pref-
erences (GSP) where there has been a full array of enforcement
mechanisms available to us, and they have been used by us respon-
sibly. The same is true of the labor provisions in the Cambodia
Textile and Apparel Agreement.
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It is time to build on these experiences and move ahead, not be
stuck in past polarizations. I have urged we should move on Jordan
as negotiated, we should move on Vietnam, doing so in a way that
recognizes the need to further address labor standard issues as we
negotiate a textile and apparel agreement with Vietnam. The steel
crisis also needs to be addressed resolutely. Doing so in a collabo-
rate and bipartisan fashion will help to build the experience and
confidence necessary to work effectively on FTAA and the Andean
Trade Preference Act and on the significant transfer of power from
Congress to the executive branch embodied in fast track negoti-
ating authority.

Congress has taken this step only twice before in our history. On
both of those occasions, in 1974 and 1988, extended in 1991, the
laws contained three critical components: one, negotiating objec-
tives and related legal mandates to the Executive; two, mecha-
nisms for congressional involvement in and public input into the
negotiating process; and, three, commitment to an up or down vote
on the final package. It ignores history to say that Congress can
recapture this grant simply through the implementation legisla-
tion.

So how do we move forward to design the three components? I
believe we need to start getting into this in detail. On the first
component, negotiating objectives, we need to get beyond general
concepts. For example, one issue is whether we are going to estab-
lish separate negotiating priorities for multilateral, regional, and
bilateral agreements. I believe that that makes sense.

Another issue, going beyond the general concepts of one-size-
does-not-fit-all, is to develop language that ensures that dispute
settlement remedies are designed to be demonstrably effective in a
variety of contexts, and that dispute settlement procedures are
more open and inclusive in all contexts.

Turning to the second component, updating the partnership be-
tween Congress and the Executive, we are going to have to decide
what procedural mechanisms are needed to ensure effective con-
gressional oversight of and public input into each step of the proc-
ess. For example, how many and what kinds of congressional
checkpoints should we build into the process? For instance, should
there be a congressional Committee vote at the beginning and a
midpoint in each negotiation? What additional mechanisms should
we create? And how exactly should they work? For example, pro-
viding for meaningful labor standard and environmental reviews,
updating the advisory Committee for business, labor, environ-
mental, and other groups?

There is a close relationship between negotiating objectives and
procedural mechanisms. A right fast track approach requires that
we move beyond slogans and sound bites, embrace all of the issues
of trade, old and new, and strive to shape globalization with rules
of competition that promote U.S. economic interests and raising liv-
ing standards around the world. And I look forward to the testi-
mony here as we talk about our relationships with the rest of the
Americas.

Thank you, Mr. Chairman.
[The opening statement of Mr. Levin follows:]
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Opening Statement of the Hon. Sander M. Levin, a Representative in
Congress from the State of Michigan

It is time to move ahead on the trade agenda for 2001. I would like to offer a
few brief observations and action items to consider.

It will not help to mis-describe or misunderstand the record of the last Adminis-
tration. In the last session there was forward motion. The Clinton Administration
and the Congress, working on a truly bi-partisan basis, acted on China PNTR, and
Africa/C.B.I., breaking the five-year deadlock on trade legislation. The Administra-
tion also negotiated new trade agreements with Jordan and Vietnam.

It also will not help to frame the issues of 2001 in terms of old labels or old bat-
tles. There was movement during the last few years in good measure because there
was a recognition that the nature of trade has been changing—both in its size and
its contents. As developing nations with different economic structures from our own
and other industrialized nations have become an increasing part of global trade,
new issues have arisen.

The effort to address these new issues is not ‘‘a new kind of protectionism.’’ Such
labeling is mistaken and counterproductive, setting up a polarization that only helps
to derail the trade agenda.

No one can turn back the clock on globalization; on the other hand, it is a mistake
to believe that one cannot or should not shape its course. Shaping globalization re-
quires a forthright effort to address the issues of labor and environmental standards
because of their very relevance to international economic competition.

The nexus between trade and labor is reflected in a recent New York Times arti-
cle, ‘‘Labor Standards Clash with Global Reality,’’ where an executive of an Amer-
ican company stated, regarding its practices on labor standards, ‘‘We can’t be the
whole solution. . .The solution has to be labor laws that are adequate, respected
and enforced.’’ And, in the same article, the statement by the President of El Sal-
vador describing the variation of government enforcement of core labor standards,
‘‘The difficulty in this region is that there is labor that is more competitively priced
than El Salvador.’’ It is also reflected, whether one agrees with the decision or not,
in the rationale stated by the Bush Administration when it withdrew from the
Kyoto Treaty on Global Warming, ‘‘It exempts the developing nations around the
world and it is not in the United States’ economic best interest.’’

It will not be helpful to try to finesse these issues. They are not entirely new; we
have had some previous experience. For example, labor standards have long been
part of our GSP system where there has been a full array of enforcement mecha-
nisms available to us and they have been used responsibly. The same is true of the
labor provisions in the Cambodia textile and apparel agreement.

It is time to build on these experiences and move ahead, not be stuck in past po-
larizations.

I have urged we should move on Jordan, as negotiated. We should move on Viet-
nam, doing so in a way that recognizes the need to further address labor standard
issues as we negotiate a textile and apparel agreement with Vietnam. The steel cri-
sis needs to be addressed resolutely.

Doing so in a collaborative and bipartisan fashion will help to build the experience
and confidence necessary to work effectively on FTAA and the Andean Trade Pref-
erence Act and on the significant ‘‘transfer of power’’ from Congress to the Executive
branch embodied in Fast Track trade negotiating authority.

Congress has taken this step only twice before in our history. On both those occa-
sions—in 1974 and 1988—the laws contained three critical components: (1) nego-
tiating objectives and related legal mandates to the executive; (2) mechanisms for
congressional involvement in—and public input into—the negotiating process; and
(3) commitment to an up or down vote on the final package. It ignores history to
say that Congress can ‘‘recapture’’ its grant simply through the implementation leg-
islation.

So, how do we move forward to design the three components? I believe we need
to start getting into this in detail. On the first component—negotiating objectives—
we need to get beyond general concepts. For example, one issue is whether we are
going to establish separate negotiating priorities for multilateral, regional and bilat-
eral agreements. I believe that makes sense. Another issue—going beyond the gen-
eral concepts of ‘‘one size does not fit all’’—is to develop language that ensures that
dispute settlement remedies are designed to be demonstrably effective in a variety
of contexts and that dispute settlement procedures are more open and inclusive
in all contexts.

Turning to the second component—updating the partnership between Congress
and the executive—we are going to have to decide what procedural mechanisms
are needed to ensure effective Congressional oversight of and public input into each
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step of the process. For example, how many and what kinds of congressional
checkpoints should we build into the process—for instance, should there be a con-
gressional or committee vote at the beginning and a midpoint in each negotiation?
What additional mechanisms should we create and how exactly should they work—
for example, providing for meaningful labor standard and environmental reviews,
updating the advisory committee system for business, labor, environmental and
other groups. There is a close relationship between negotiating objectives and proce-
dural mechanisms.

A right fast track approach requires that we move beyond slogans and sound
bites, embrace all issues of trade, old and new, and strive to shape globalization
with rules of competition that promote U.S. economic interests and raise living
standards around the world.

f

Chairman CRANE. And now I welcome my colleagues, Mr. Moran,
Ms. Tauscher, and Ms. Christensen, to hear their testimony, and
I would like to ask you to try and keep the oral testimony to rough-
ly 5 minutes. And any written testimony will be made a part of the
permanent record.

We will proceed in the order I introduced you.

STATEMENT OF THE HON. JAMES P. MORAN, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF VIRGINIA

Mr. MORAN. Thank you very much, Mr. Chairman. I appreciate
the fact that on this Committee seniority trumps beauty and
brains, so it is nice to be able to go first as a result.

Chairman Crane and Ranking Member Levin and Mr. Becerra,
Mr. Houghton, Mr. Camp, Ms. Dunn, Mr. English, Mr. Brady, I
thank all of you for this opportunity to testify on two important
hemispheric trade priorities: negotiation of a Free Trade of the
Americas Agreement and reauthorization of the Andean Trade
Preferences Act.

I would first like to cite my firm support for granting trade pro-
motion authority to the President. Trade Promotion Authority
(TPA) is crucial to the President’s ability to negotiate an FTAA,
and its approval by Congress would demonstrate the United States’
commitment to expanding hemispheric trade. I encourage Members
of this Committee to act in a bipartisan manner to advance legisla-
tion implementing TPA that also appropriately addresses concerns
over labor and the environment.

The expansion of trade in the Western Hemisphere represents
one of our greatest economic and societal opportunities in the com-
ing decade. The creation of an FTAA will create a $10 trillion trad-
ing bloc of 34 countries and 800 million people stretching from the
Bering Strait to Tierra del Fuego. The stars are aligned in terms
of Latin America’s leadership, enabling us to have a historic oppor-
tunity to lead in this endeavor, to ensure that an FTAA reflects
U.S. interests and values that can sustain the path of democracy
and economic reform by our Latin American partners. Expanding
trade relations with our neighbors in this hemisphere not only
makes sense from a trade perspective, but also from a foreign pol-
icy and an economic security standpoint.

As cochair of the New Democrat Coalition, we believe our future
economic growth and prosperity depend on trade, but that we
should be able to balance our economic interests with democratic
values. Trade is and should be a non-partisan issue, the result of
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collective efforts by bipartisan Members to advance our overall eco-
nomic interests. But in order for this to be a successful bipartisan
effort, we must address labor and environmental concerns in a gen-
uine and purposeful manner.

I commend the administration’s emphasis on expanding our
trade relations in the Western Hemisphere. U.S. Trade Representa-
tive Bob Zoellick has already shown leadership in this endeavor.
He has provided the guidance and expertise that is essential to
crafting an agreement that represents U.S. interests in the region,
but also secures the backing of our Latin American partners.

Despite this bright start, I would like to sound the caution ex-
pressed by Peter Hakim, President of the Inter-American Dialogue,
in his article entitled ‘‘The Uneasy Americas,’’ that appeared in a
recent issue of Foreign Affairs. He cites that, and I am quoting, ‘‘If
Latin America loses confidence in Washington . . . the opportuni-
ties for American leadership in the hemisphere will diminish, along
with hopes for an effective U.S.-Latin American partnership.’’ Mr.
Chairman, this administration and Congress cannot overstate the
importance of TPA renewal to securing the support of our Latin
American neighbors for wider economic and political cooperation.

We must also recognize the difficult economic and political situa-
tions faced by many of these countries, which are increasingly
skeptical of the U.S. commitment to the region. The United States
leadership in negotiating an FTAA, along with congressional ap-
proval of TPA, will send the right signal to our Latin American al-
lies. Such steps as renewing the Andean Trade Preference Act and
expanding consultation with our Latin American neighbors on
trade and development matters will go a long way toward repairing
ties with many countries in the hemisphere.

Reauthorization of the ATPA, although of marginal consequence
to the United States, is critical to the Andean region’s economy. Re-
newal of ATPA should expand upon the existing program and allow
similar preferences for apparel items that the Congress offered to
the Caribbean countries last year. The formula that worked for the
Caribbean countries fit the economic realities of the Caribbean’s
apparel industry while being sensitive to U.S. textiles. We need to
find a similar approach for addressing the economic realities of the
apparel industry in the Andean region.

At a minimum, the Caribbean Basin Trade Partnership Act
weakens the Andean countries’ apparel industries and leads to rev-
enue and job losses as apparel producers begin moving their oper-
ations to Caribbean locations. I encourage the Committee not only
to reauthorize the Andean Trade Preference Act, but to expand the
agreement to include items such as apparel, tuna fish, and petro-
leum products that are crucial to sustaining economic growth out-
side the drug industry.

Under Plan Colombia, the United States has invested more than
$1.3 billion in military aid in Colombia to fight the drug war. This
aid, while important, does not go far enough in offering alternative
economic development that can deter the cultivation and expor-
tation of cocaine in Colombia. Expansion of ATPA benefits that in-
cludes apparel items is one critical for the United States to fight
the drug war while also improving economic opportunity and sta-
bility in the region. Basically, poor farmers need alternative ways
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to feed their families. For Colombia to be truly successful in stem-
ming the drug trade, it will need more economic opportunities that
will provide jobs and wages that can sustain Colombian workers
and farmers.

We also need to encourage countries like Bolivia, which has suc-
cessfully and courageously nearly eradicated the drug industry, but
whose struggling economy depends upon textiles and apparel made
of specialty wool from llamas and alpaca sheep. The relatively
small investment of providing greater trade incentives under ATPA
renewal would reap tremendous long-term gains for these countries
and for U.S. consumers. Our Andean trading partners are also
poised to be strong allies in our mutual efforts to secure a larger
hemispheric trading bloc. I urge the Committee to expedite consid-
eration of an expanded ATPA before the expiration of this agree-
ment later this year.

Mr. Chairman, I would simply close by reiterating the impor-
tance of congressional approval of trade promotion authority legis-
lation. I am confident we can successfully tackle the difficult issues
of labor and the environment in this process. Hopefully, the Jor-
danian agreement will prove to be a helpful precedent in this re-
gard. TPA is integral to demonstrating United States’ resolve in
the region and will offer the opportunity to negotiate other trade
agreements that benefit American consumers and businesses.

As expressed in the Declaration of Quebec City approved by
President Bush and the 33 other heads of State from the Americas,
‘‘we do not fear globalization, nor are we blinded by its allure. We
are united in our determination to leave to future generations a
Hemisphere that is democratic and prosperous, more just and gen-
erous, a Hemisphere where no one is left behind.’’ The President’s
words best express the importance of an FTAA to our future.

Mr. Chairman, I thank you for this opportunity to appear before
the Committee and would be happy to respond to any questions
you and other Members may wish to ask, and I urge your positive
and timely passage of this crucially important trade legislation.

Thank you, Mr. Chairman.
[The prepared statement of Mr. Moran follows:]

Statement of the Hon. James P. Moran, a Representative in Congress from
the State of Virginia

Chairman Crane, Ranking Member Levin, and Members of the Subcommittee, I
thank you for this opportunity to testify on two important hemispheric trade prior-
ities: negotiation of a Free Trade of the Americas Agreement (FTAA) and reauthor-
ization of the Andean Trade Preference Act (ATPA).

As an unwavering supporter of free trade, I would first like to cite my firm sup-
port for granting trade promotion authority (TPA) to the President, but it should
appropriately address labor and environment concerns. TPA is crucial to the Presi-
dent’s ability to negotiate an FTAA and its approval by Congress would demonstrate
the United States’ commitment to expanding hemispheric trade. I encourage Mem-
bers of this Committee to act in a bipartisan manner to advance legislation imple-
menting TPA.

The expansion of trade in the Western Hemisphere represents one of our greatest
opportunities in the coming decade. The creation of a FTAA will create a $10 trillion
trading bloc of 34 countries and 800 million people stretching from the Bering Strait
to Tierra del Fuego. If the sheer magnitude of this hemispheric agreement is not
compelling enough to prompt Congressional approval of trade promotion authority,
a Free Trade of the Americas Agreement is critical in another sense. We have an
historic opportunity to lead in this endeavor to ensure that it reflects U.S. interests
and values that can sustain the path of democracy and economic reform by our
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Latin American partners. Expanding trade relations with our neighbors in this
hemisphere not only makes sense from a trade perspective, but also from a foreign
policy and economic security standpoint.

Mr. Chairman, as you know, I have been one of my party’s strongest proponents
of free trade. As co-chair of the New Democrat Coalition, I have worked with other
members who believe our future economic growth and prosperity depend on trade,
but that we should be able to balance our economic interests with democratic val-
ues. Trade is and should be a non-partisan issue, the result of collective efforts by
bipartisan Members to advance our overall economic interests. In order for this to
be a successful bipartisan effort, we must address labor and environmental concerns
in a meaningful way.

I commend the Administration’s emphasis on expanding our trade relations in the
Western hemisphere. U.S. Trade Representative Robert Zoellick has already shown
outstanding leadership in this endeavor, providing the guidance and expertise that
is essential to crafting an agreement that represents U.S. interests in the region,
but also secures the backing of our Latin American partners.

Despite this bright start, I would like to sound the caution expressed by Peter
Hakim, President of the Inter-American Dialogue, in his article entitled ‘‘The Un-
easy Americas,’’ that appeared in a recent issue of Foreign Affairs. He cites that ‘‘If
Latin America loses confidence in Washington . . . the opportunities for American
leadership in the hemisphere will diminish, along with hopes for an effective U.S.-
Latin American partnership.’’ For these reasons, this Administration and Congress
cannot neglect the regional importance of renewing trade promotion authority in se-
curing the support of our Latin American neighbors for wider economic and political
cooperation.

We must also recognize the difficult economic and political situations faced by
many of these countries, which are increasingly skeptical of the U.S. commitment
to the region. The United States leadership in negotiating an FTAA, along with
Congressional approval of TPA, will send the right signals to our Latin American
allies. Such steps as renewing the Andean Trade Preference Act and expanding con-
sultation with our Latin American neighbors on trade and development matters will
go a long way toward repairing dormant ties with many countries in the hemi-
sphere.

Reauthorization of the ATPA, though of little consequence to the United States,
is critical to the Andean region’s economy. It should also be expanded to offer great-
er economic incentives to our Andean partners, including a reduction in tariffs on
apparel goods. The formula that worked for the Caribbean Basin Initiative (CBI)
countries, which last year were extended duty-free and quota-free treatment for U.S.
imports of apparel assembled in these countries, fit the economic realities in the
Caribbean’s apparel industry. We need to find a similar approach for addressing the
economic realities of the apparel industry in the Andean region.

The apparel industry in Colombia, for example, has suffered as a result of the im-
proved trade preferences extended to the CBI countries, with many manufacturers
closing their operations and setting up facilities in the Caribbean. This has dealt
a tremendous blow to Colombia and the other Andean countries which have lost any
competitive advantage in apparel goods. For Colombia, trade in apparel represents
a significant industry for a country suffering from economic instability and few em-
ployment opportunities. The United States has invested more than $1.3 billion in
military aid in Colombia under Plan Colombia to fight the drug war. This aid, while
important, does not go far enough in offering alternative economic development that
can deter the cultivation and exportation of cocaine in Colombia. Expansion of
ATPA benefits that includes apparel items is one critical way for the United States
to fight the drug war while also improving economic opportunity and stability in the
region. The relatively small investment of providing greater trade incentives to Co-
lombia and the other nations under ATPA renewal would reap tremendous long-
term gains for these countries and for U.S. consumers.

While ATPA has offered the Andean countries tariff preferences on certain goods
in an effort to enable them to pursue alternatives to cocaine production and traf-
ficking, it has not gone far enough to stimulate long-term economic incentives that
will sufficiently counter the narcotics industry in the region, most notably Colombia.
For Colombia to be truly successful in stemming the drug trade, it will need more
economic opportunities that will provide jobs and wages that can sustain Colombian
workers and farmers.

Renewal of ATPA should expand upon the existing program and allow similar
preferences for apparel items that the Congress offered to the Caribbean countries
last year. This is absolutely essential in the case of Colombia, whose apparel indus-
try employs roughly 300,000 workers and comprises $408 million in U.S. imports.
At a minimum, the Caribbean Basin Trade Partnership Act (CBTPA) will weaken
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the Andean countries’ apparel industries and lead to revenue and job losses as ap-
parel producers begin moving their operations to Caribbean locations.

According to the U.S. International Trade Commission’s March 2001 report on
U.S. Andean Apparel Trade, ‘‘Among the most immediate potential impacts that
could occur from Colombia’s loss of competitiveness with the CBERA countries are
(1) a decline in foreign investment and a diminished alternative to drug production
in Colombia and (2) a further decline in production-sharing trade with the United
States that has occurred since 1997.’’ I would also add that the Andean countries
will face additional competition from Asian suppliers of apparel goods, who will gain
access to the U.S. market free of quota restrictions in 2005.

Our Andean trading partners are also poised to be strong allies in our mutual ef-
forts to secure a larger hemispheric trading bloc. We should start our efforts to ex-
pand trade in the Americas by first approving an expanded Andean Trade Pref-
erence Act that includes apparel and other goods from the region. I urge my col-
leagues on the Committee to expedite consideration of an expanded ATPA before the
expiration of this agreement later this year.

Mr. Chairman, I would simply close by reiterating the importance of Congres-
sional approval of trade promotion authority legislation. I am confident we can suc-
cessfully tackle the difficult issues of labor and the environment in this process.
TPA is integral to demonstrating the United States’ resolve in the region, and will
offer the opportunity to negotiate other trade agreements that benefit American con-
sumers and businesses.

As expressed in the Declaration of Quebec City approved by President Bush and
the 33 other heads of state from the Americas, ‘‘we do not fear globalization, nor
are we blinded by its allure. We are united in our determination to leave to future
generations a Hemisphere that is democratic and prosperous, more just and gen-
erous, a Hemisphere where no one is left behind.’’ I think this splendidly captures
the importance of an FTAA to our future.

Mr. Chairman, I thank you for this opportunity to appear before the Committee
and would be happy to respond to any questions you and other Members may wish
to ask.

f

Chairman CRANE. Thank you, Mr. Moran. And now, Ms.
Tauscher?

STATEMENT OF THE HON. ELLEN O. TAUSCHER, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF CALI-
FORNIA

Ms. TAUSCHER. Thank you, Mr. Chairman and the ranking mem-
ber and other members of the Subcommittee. Thank you for invit-
ing me to express my views on U.S. trade with our southern neigh-
bors. We are at a critical point in the ongoing relationship with our
good friends in Central and South America. We have already estab-
lished free trade agreements with Canada and Mexico. Now we
must look to widen our horizons, expand business and cultural op-
portunities, share the good fortunes of free trade with our Andean
neighbors, and then proceed with trade agreements for the rest of
the democratic countries in South America.

Through my role on the House Armed Services Committee, I
have been deeply involved in U.S. operations in Central and South
America, especially in terms of U.S. development and support of
Plan Colombia. I recently traveled to this region and met with the
fine young men and women of the U.S. armed forces who are work-
ing diligently to achieve the goals that Congress set when this body
passed legislation to provide assistance in this most difficult of bat-
tles: the war on drugs.

I met with the commanding generals in Southern Command, the
troops in the field, the special operations community, and the Co-
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lombian military. Their morale is high, their missions are clear,
and their work to achieve these goals is working well as we speak.
We have every right to be proud of our military and must strive
to provide them the best support possible.

I have also met the Colombian leadership, President Pastrana,
Minister Ramirez, the Colombian Trade Minister, Mr. Urrutia, the
head of the Colombian Central Bank, and other cabinet-level lead-
ers in Colombia. One constant through all of the discussion on how
to win this war on drugs is this central thesis: to move a popu-
lation from an industry of drug cultivation, production, transpor-
tation, and dissemination, there must be gainful employment some-
where else. The only true and proven method of increasing opportu-
nities in an emerging economy is to open trade. There are no alter-
natives in a democratic society.

The existing ATPA arrangement has been positive towards this
end, but it needs substantial expansion of trade benefits. Colom-
bian President Pastrana clearly stated his desire for expanded
trade opportunities when he visited with President Bush here in
February. Two weeks ago in Quebec City, he again declared his
country’s need for enhanced trade with the United States. While
less than 1 percent of total U.S. imports of apparel come from
ATPA beneficiaries, the U.S. exports approximately $10 billion in
goods to these nations. Between 1992 and 1999, the industries in
Colombia favored by ATPA generated $1.2 billion in output and ap-
proximately 140,000 jobs. It is also important to note that a 1999
Department of Labor report shows that preferential tariff treat-
ment under ATPA does not appear to have had an adverse impact
on or have constituted a significant threat to U.S. employment.

As you know, last year the United States formalized our commit-
ment to the Colombian government in the form of $1.3 billion in
assistance. Plan Colombia includes assistance in the peace process,
counter-drug efforts, reform of the justice system with attention to
human rights, enhanced efforts toward democratization and social
development, and support of the Colombian economy. The Colom-
bian government has committed $4 billion to this program, which
is expected to cost $7.5 billion over a 6-year period. Of the $1.3 bil-
lion U.S. dollars sent to the region, approximately $147 million is
programmed for alternative economic development; this is far
below what we need to do in this area. All the pillars of the pro-
gram are critical, but the concept of ‘‘weaning’’ the Andean econo-
mies off drugs as an industry is intrinsically linked to the develop-
ment of industries that engage in conventional trade.

The most unasked question in the war on drugs is: ‘‘What if the
plan succeeds?’’ A couple of numbers clearly illustrate how unpre-
pared we, as a hemispheric community, are for the best-case sce-
nario: The World Bank estimates that the combined gross domestic
product, GDP, of the four Andean nations involved in ATPA is ap-
proximately $200 billion. The Office of the National Drug Control
Policy estimates that annual exports of cocaine from the Andean
region are approximately $12 billion. A very cursory, macro exam-
ination quickly reveals that if tomorrow all the drug industries
were crushed and drug money disappeared from this region, the
Andean nations would experience a 6 percent drop in gross domes-
tic product. For comparison’s sake, you will most likely remember
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one of our worst economic crises in the United States, the Arab oil
embargo in the early seventies. That difficult time caused only a
3.5 percent drop in our own GDP, and it was catastrophic for us.
Whether instantaneous or over the next 5 years, this region is
clearly not prepared to replace drug money with wages and other
sources of revenue that are derived from standard business prac-
tices. We must open up the doors of trade to speed the transition
of these economies away from drug money.

This is a multi-dimensional problem that we are deeply involved
in: We are part of the problem and need to be part of the solution.
To date, we in the United States have made a ‘‘bet’’ that $1.3 bil-
lion of American assistance can help solve this problem. I believe
that if we truly want to shape the environment to ensure our suc-
cess, we must ‘‘protect our bet’’ with a trade package that sets the
conditions to change their earnings source from drug money to in-
dustries that are part of the 21st century economy.

Thank you, Mr. Chairman, for inviting me to speak to you today
on the issues of Andean trade. It is my hope that we can develop
an effective Andean Trade Preference bill with strong bipartisan
support that expands the trade preferences and extends the
timeline well into the future.

Thank you.
[The prepared statement of Ms. Tauscher follows:]

Statement of the Hon. Ellen O. Tauscher, a Representative in Congress
from the State of California

Mr. Chairman, thank you for inviting me to express my views on U.S. trade with
our southern neighbors. We are at a critical point in the ongoing relationship with
our good friends in Central and South America. We have already established free
trade agreements with Canada and Mexico. Now we must look to widen our hori-
zons, expand business and cultural opportunities, share the good fortunes of free
trade with our Andean neighbors, and then proceed with trade agreements for the
rest of the democratic countries in South America.

Through my role on the House Armed Services Committee, I have been deeply in-
volved in U.S. operations in Central and South America, especially in terms of U.S.
development and support of ‘‘Plan Colombia’’. I recently traveled to this region and
met the fine men and women of the U.S. armed forces who are working diligently
to achieve the goals that the Congress set when this body passed legislation to pro-
vide assistance in this most difficult of battles: the war on drugs. I met with the
commanding generals in Southern Command, the troops in field, the special oper-
ations community, and the Colombian military. Their morale is high, their missions
are clear, and their work to achieve these goals continues as we speak. We have
every right to be proud of our military and must strive to provide them the best
support possible.

I have also met with the Colombian leadership, President Pastrana, Minister Ra-
mirez, the Colombian Trade Minister, Mr. Urrutia, the Head of the Colombian Cen-
tral Bank, and other cabinet-level leaders in Colombia. One constant through all of
the discussion on how to win this war on drugs is this central thesis: to move a
population from an industry of drug cultivation, production, transportation, and dis-
semination, there must be gainful employment elsewhere. The only true and proven
method of increasing opportunities in an emerging economy is to open trade. There
are no alternatives in a democratic society.

The existing ATPA arrangement has been a positive influence towards this end,
but it needs substantial expansion of trade benefits. Colombian President Pastrana
clearly stated his desire for expanded trade opportunities when he visited with
President Bush here in February. Two weeks ago in Quebec City, he again declared
his country’s need for enhanced trade with the United States. While less than 1%
of total US imports of apparel come from ATPA beneficiaries, the U.S. exports ap-
proximately $10 billion in goods to these nations. Between 1992 and 1999, the in-
dustries in Colombia favored by ATPA generated $1.2 billion in output and approxi-
mately 140,000 jobs. It is also important to note that a 1999 Department of Labor
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report shows that preferential tariff treatment under ATPA does not appear to have
had an adverse impact on, or have constituted a significant threat to U.S. employ-
ment.

As you know, last year the United States formalized our commitment to the Co-
lombian Government in the form of $1.3 billion in assistance. Plan Colombia in-
cludes assistance in the peace process, counter-drug efforts, reform of the justice
system with attention to human rights, enhanced efforts toward democratization
and social development, and support of the Colombian economy. The Colombian gov-
ernment has committed $4 billion to this program, which is expected to cost $7.5
billion over a six-year period. Of the $1.3 billion U.S. dollars sent to the region, ap-
proximately $147 million is programmed for alternate economic development; this
is far below what we need to do in this area. All the pillars of the program are crit-
ical, but the concept of ‘‘weaning’’ the Andean economies off of drugs as an industry
is intrinsically linked to the development of industries that engage in conventional
trade.

The most unasked question in the War on Drugs is ‘‘What if the plan succeeds?’’
A couple of numbers clearly illustrate how unprepared we, as a hemispheric commu-
nity, are for the best case scenario: The World Bank estimates that the combined
GDP of the four Andean nations involved in ATPA is approximately $200 billion.
The Office of the National Drug Control Policy estimates that annual exports of co-
caine from the Andean region are approximately $12 billion. A very cursory, macro
examination quickly reveals that if tomorrow, all of the drug industries were
crushed and drug money disappeared from this region, the Andean nations would
experience a 6% drop in GDP. For comparison’s sake, you most likely remember one
of our worst economic crises in recent times, the Arab Oil embargo in the early
1970’s. That difficult time caused only a 3.5% drop in GDP. Whether instantaneous
or over the next 5 years, this region is clearly not prepared to replace drug money
with wages and other sources of revenue that are derived from standard business
practices. We must open up the doors of trade to speed the transition of these econo-
mies away from drug money.

This is a multi-dimensional problem that we are deeply involved in: we are part
of the problem and need to be part of the solution. To date, we have made a ‘‘bet’’
that a $1.3B American assistance program can help solve this problem. I believe
that if we truly want to shape the environment to ensure our success, we must ‘‘pro-
tect our bet’’ with a trade package that sets the conditions to change their earnings
source from drug money to industries that are a part of the 21st century economy.

Thank you, Mr. Chairman, for inviting me to speak to you today on the issues
of Andean trade. It is my hope that we can develop an effective Andean Trade Pref-
erence bill with strong bipartisan support that expands the trade preferences and
extends the timeline well into the future. Thank you.

f

Chairman CRANE. Thank you.
Ms. Christensen.

STATEMENT OF THE HON. DONNA M. CHRISTIAN-
CHRISTENSEN, A DELEGATE IN CONGRESS FROM THE
UNITED STATES VIRGIN ISLANDS

Ms. CHRISTIAN-CHRISTENSEN. Thank you, Mr. Chairman, ranking
member, distinguished colleagues, for the opportunity to testify
this afternoon on the important hearing on the Andean Trade Pref-
erences Act and a future Free Trade Area of the Americas. In par-
ticular, though, I am grateful for the chance to explain to the Sub-
committee on Trade the critical importance of retaining current
treatment for rum in any renewed ATPA and of opposing future
tariff reductions for rum in the context of the FTAA.

I am accompanied today by Mr. Andrew Wechsler, sitting behind
me, of the Law & Economics Consulting Group, who is currently
conducting an updated economic analysis of the rum tariff issues
for the governments of the Virgin Islands and Puerto Rico. Both
Mr. Wechsler and I would be pleased to answer any specific ques-
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tions after my testimony, and I would like to submit a statement
from the Governor of the Virgin Islands, Charles Turnbull, for the
record with your permission.

Chairman CRANE. Without objection, so ordered.
[The following was subsequently received:]

Statement of the Hon. Charles W. Turnbull, Governor of the United States
Virgin Islands

Introduction
Mr. Chairman and distinguished Members of the Subcommittee on Trade, I am

pleased to provide this statement on behalf of the government of the United States
Virgin Islands (‘‘GVI’’) in conjunction with the Subcommittee’s hearing on the future
of trade in the Western Hemisphere. In particular, I appreciate the opportunity to
outline for the Subcommittee the crucial role which rum plays in the economy and
financial stability of government of the Virgin Islands and for other island jurisdic-
tions in the Caribbean. For the reasons set forth below, Congress must assure that
any legislation extending the Andean Trade Preferences Act (‘‘ATPA’’) includes the
current exclusion of low-value Andean rum. For the same reasons, I also respect-
fully urge that Congress oppose additional tariff reductions for rum in the negotia-
tion of any future Free Trade Agreement of the Americas (‘‘FTAA’’).

In 1991, after careful consideration, Congress affirmatively acted to exclude rum
from the list of products eligible for duty free treatment under the ATPA. The pow-
erful reasons of this exclusion—including the critical importance of rum to Carib-
bean Basin economies and the resource, cost and capacity advantages of Andean
producers—still exist today. Indeed, as explained below, U.S. duties on low-value
bulk and bottled rum were recently affirmed after delicate and complex discussions
among the United States, the European Union, Caribbean governments and non-
governmental stakeholders in the 1997 ‘‘zero-for-zero’’ agreement on distilled spirits.

The result of these 1997 negotiations reflects longstanding United States policy
to preserve tariffs on imported rum. This consistent U.S. policy is based on the fun-
damental fact that the rum industry and existing U.S. tariff preferences play a crit-
ical role in the economies of the Virgin Islands and other Caribbean jurisdictions.
Under, a congressionally mandated program to foster the development of the Virgin
Islands, Federal excise taxes on Virgin Islands rum shipped to the United States
are returned to the GVI treasury. This revenue source—which accounts for approxi-
mately 15 percent of the GVI’s total budget—secures hundreds of millions of dollars
of government-issued bonds to finance the capital infrastructure of the Islands.

Any reduction or elimination of existing tariffs on low-value rum would disrupt
these carefully considered trade and finance programs. Any such steps would have
particularly devastating consequences for the fiscal stability of the GVI, which is
currently struggling with a financial crisis exacerbated by the massive destruction
wrought by successive 100-year hurricanes and other natural disasters over the last
dozen years. Moreover, the elimination or reduction of duties on rum would have
dire consequences for U.S. producers in the Virgin Islands and Puerto Rico—who
comprise virtually all of the domestic rum industry—and for Caribbean beneficiaries
of the U.S. Caribbean Basin Initiative (‘‘CBI’’).

Congress must, therefore, continue to oppose any efforts to facilitate reductions
in rum tariffs in the context of the ATPA or the FTAA.
A. The Virgin Islands Economy Is Linked By Congressional Design To The

Health Of the Territory’s Rum Industry
As an unincorporated territory of the United States, the Virgin Islands is uniquely

dependent upon the continuing health and vigor of its rum industry.
Rum is a product of special significance to the Virgin Islands and other Caribbean

jurisdictions. Rum has been produced in the Caribbean for centuries, providing im-
portant contributions to local economies, as well to the history and lore of the re-
gion. Today, the rum industry plays even greater role in the prosperity and stability
of the Virgin Islands economy. Indeed, rum production is the second most important
industry in the Virgin Islands, surpassed only by tourism.

Most Virgin Islands rum occupies the low-price end of the market and is sold as
unaged bulk rum to regional distributors in the United States. The distributors, in
turn, bottle and sell the rum under private labels or sell to national beverage com-
panies which market under various product labels. Virgin Islands-produced rum is
also sold as prepared cocktail mixes. Because Virgin Islands bulk rum is generally
sold as a commodity and does not have name brand recognition, it cannot command
premium prices. Rather, bulk rum is extremely price sensitive and is sold in a high-
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ly competitive environment where pennies can literally make or break a sale. As a
result of this position in the market, Virgin Islands-produced rum is vulnerable to
imports from low-cost countries, like Brazil and Colombia, with large indigenous
sugar cane industries.

In recognition of the special importance of rum to the Virgin Islands economy,
successive Administrations have acted affirmatively to maintain tariffs on imports
of low-value rum from non-CBI countries. Current U.S. tariffs on low-priced rum are
25.9 cents per proof liter for bottled rum valued at $3 per proof liter or less and
25.9 cents per proof liter for bulk rum valued at $0.69 per proof liter or less. These
duties are critical to the continued viability of the Virgin Islands rum industry. (As
noted below, the importance of these tariffs was affirmed as recently as 1997 in a
U.S.-EU accord on rum.) Removal of the current duty on low-value rum, on the
other hand, would confer an enormous advantage upon Andean and other non-CBI
producers, who already enjoy substantial cost and production advantages and would
likely expose Virgin Islands producers to immediate and destructive import competi-
tion. In short, the current duty is necessary to prevent serious injury to the Virgin
Islands rum industry and, by extension, to the entire Virgin Islands economy.

Corollary to its interest in ensuring the competitive health of a historic industry,
the GVI and the United States Government also have a common interest in pro-
tecting one of the GVI’s principal sources of governmental revenue. Congress has,
by statute, mandated that Federal excise taxes imposed on Virgin Islands rum be
returned to the treasury of the Islands to finance needed capital projects and public
services. Under the Virgin Islands Revised Organic Act 1954 (‘‘ROA’’), Pub. L. No.
517, 68 Stat. 12, which established a comprehensive scheme of local self-government
in the Territory, Congress provided that Federal excise taxes collected on rum man-
ufactured in the Virgin Islands and shipped to the United States shall be returned
to the treasury of the Virgin Islands. ROA, § 28(b) (codified at 26 U.S.C. § 7652(b),
(e)). Prior to the enactment of the Revised Organic Act, the Virgin Islands was de-
pendent upon ad hoc congressional appropriations for the support of its local govern-
ment. As part of its statutory scheme for the political and economic development
of the Virgin Islands, Congress intended that these tax cover-over provisions gen-
erate a permanent source of funds for the Virgin Islands government and thus con-
tribute to the financial self-sufficiency of the Territory. See S. Rep. No. 1271, 83d
Cong., 2d Sess. 4 (1954), reprinted in 1954 U.S. Code Cong. & Ad. News 2585. See
also Commonwealth of Puerto Rico v. Blumenthal, 642 F.2d 622 (D.C. Cir. 1980),
cert. denied, 451 U.S. 983 (1981) (purpose of cover-over provisions is ‘‘to ease finan-
cial plight’’ of the Virgin Islands and Puerto Rico).

The rum industry and the cover-over provisions of the Revised Organic Act pres-
ently contribute approximately 15 percent of the Territory’s total budget. For 2000,
the GVI received approximately $75 million in rum excise taxes. These cover-over
revenues are used to secure bonds issued by the GVI and sold to mainland institu-
tions and investors. These bonds, in turn, finance needed capital improvements and
infrastructure development in the Territory including, inter alia, the construction of
schools, health care facilities, airports and other vital projects throughout the Virgin
Islands—projects made all the more necessary by the billions of dollars of damage
caused by major hurricanes and other natural disasters over the last decade. In ad-
dition, the number of direct jobs generated by these capital expenditures run into
the thousands—far outpacing the number of jobs in the rum industry, which is itself
one of the largest manufacturing industries in the Territory.

The rum industry thus provides one of the principal sources of employment and
government revenue in the Virgin Islands. Even a modest increase in imports from
Andean and other non-CBI producers triggered by extending duty-free treatment to
low-cost rum would invariably result in depressed prices and correspondingly re-
duced profits for U.S. rum producers in the Virgin Islands. Because of the linkage
established by Congress between the industry and excise tax revenues, even mini-
mal displacement of Virgin Islands rum shipments to the United States by foreign
competition will threaten the fiscal stability of the Territorial Government, raise the
cost of the government borrowings, and, derivatively, put the entire economy of the
Islands at risk. Accordingly, Congress must retain current restrictions on rum in the
ATPA and oppose the inclusion of rum in any tariff negotiations under the FTAA.
B. Any Reduction or Elimination of Current U.S. Duties on Low-Value Rum

Would Run Counter to Long-Standing Federal-Territorial Policy
Both the Congress and the Executive Branch of the United States have repeatedly

recognized the unique role that the rum industry plays in the legal, economic and
political relationship between the United States and its island territories in the Car-
ibbean. The United States has taken affirmative action on many occasions to protect
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the Virgin Islands and Puerto Rico rum industries from potential competitive harm
that would result from changes in trade preferences for rum.

Historically, all foreign-produced rum imported into the United States was subject
to U.S. customs duty. In 1983, in response to the President’s foreign policy objec-
tives for the Caribbean, Congress enacted the Caribbean Basin Economic Recovery
Act (‘‘CERA’’)—popularly known as the ‘‘Caribbean Basin Initiative’’—which created
a special system of tariff preferences for products (including rum) originating from
eligible Caribbean countries. Pub. L. No. 98–67, 19 U.S.C. §§ 2701 et seq. The legis-
lation was carefully developed to balance domestic economic interests against U.S.
foreign policy goals for the Caribbean. After careful Congressional deliberation, a
legislative compromise was worked out to protect the Virgin Islands and its rum in-
dustry from any increase in Caribbean rum imports. Among other things, Congress
enacted several compensatory measures in recognition of the heightened vulner-
ability of the Virgin Islands rum industry to CBI imports, including a partial rebate
to the GVI of a percentage of excise taxes imposed on foreign-produced rum. See
Pub. L. No. 98–67 § 214, 19 U.S.C. §§ 1202, 2251 (note), 2703 (note), 33 U.S.C.
§ 1311 (note).

The Federal Government has also demonstrated its continued recognition of the
special role of rum in the Virgin Islands economy in its disposition of various peti-
tions under the Generalized System of Preferences. In 1981, 1982, 1987 and 1990,
the U.S. government rejected various GSP petitions seeking duty-free entry of rum
produced by non-Caribbean producers. The rejection of these GSP petitions re-
affirmed the import-sensitivity of the rum industry and reflects a considered judg-
ment that the potential harm to the Virgin Islands and Puerto Rican rum industries
outweighed any policy benefit to the petitioning countries.

For all these reasons, efforts to eliminate or reduce current tariff preferences for
rum—whether in the context of ATPA renewal or future FTAA negotiations—would
be contrary to longstanding Federal policy against the extension of tariff preferences
for low-value rum produced outside of the Caribbean.
C. Changes in Current Tariff Treatment for Rum Would Be Inconsistent

With the Considered Judgments Which Underlie the APTA and the 1997
Agreement on Rum

Of particular importance in the context of the Subcommittee’s consideration of a
renewed ATPA is that fact that Congress expressly excluded rum from the list of
products eligible for duty-free treatment when the ATPA was enacted in 1991. This
action was taken by Congress and the Administration after very careful consider-
ation of the impact that duty-free treatment for rum would have on the Virgin Is-
lands, and Puerto Rico and CBI jurisdictions generally. In explaining this action,
the House Ways & Means Committee stated:

The Committee added rum to the list of articles that would be ineligible for
duty-free treatment under the Act in order to preserve the benefits that Con-
gress has provided to Puerto Rico, the Virgin Islands, and the Caribbean Basin
countries. Rum is a product which the ITC has identified as benefiting most
from duty-free treatment under the CBI . . . Andean Rum Producers have sig-
nificant natural resource and cost advantages over their Caribbean and U.S.
Territorial counterparts as well as large excess production capacity.

H.R. Rep. No. 102–337 at 15 (1991). As explained below, the powerful reasons
then for excluding rum from duty-free treatment under the ATPA still exist today.

Developments over the last decade also make the retention of current rum tariffs
even more imperative for the Virgin Islands and other CBI beneficiaries. As part
of a tariff agreement initialed at the December 1996 WTO Ministerial in Singapore,
the United States and the European Union (‘‘EU’’) committed to phase out their tar-
iffs on ‘‘white spirits’’ (including rum) by no later than 2000. In response to this un-
expected announcement, U.S. and Caribbean governments and producers, Adminis-
tration officials and Members of Congress strongly emphasized to U.S. and EU nego-
tiators that, unless exempted, such a drastic change in the duty structure for rum
would deal a severe blow to the Virgin Islands, Puerto Rico and the island nations
of the Caribbean, whose economies and governments depend heavily on revenues
generated by trade in rum.

In response to these demonstrable concerns, the United States and the EU re-
turned to the negotiating table in 1997 and—with substantial input from the GVI
and other Caribbean governments and producers—subsequently fashioned a com-
promise tariff mechanism for rum. This mechanism sought to balance trade liberal-
ization with the particular concerns of the Caribbean region. It did so by retaining
existing MFN duties (and the duty preferences of Caribbean producers) on low-
priced bottled and bulk rum while substantially liberalizing duties on more expen-
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sive rum. Pursuant to this agreement, current higher U.S. duties on low-priced rum
are cut off above $3.00/proof liter for bottled rum and $0.69/proof liter for bulk rum.

The willingness of U.S. and EU negotiators to reopen their initial tariff commit-
ments to address the import sensitivity of low-value rum affirms the special and the
significant role which rum generally plays for the economies and governments
throughout the Caribbean. The 1997 rum agreement was a reasoned compromise
agreed to by the concerned governments with substantial participation by key non-
governmental stakeholders. In renewing the ATPA and advising on a negotiating
strategy for the FTAA, Congress must recognize and continue this careful approach
to the unique issues raised by rum.

The exclusion of rum from duty-free treatment under the ATPA and the careful
compromise reached in the 1997 rum accord demonstrate that rum is not a product
which can or should be included in any across-the-board grant of duty-free treat-
ment or formula-based tariff reduction schemes. Rather, any renewal of the ATPA
and any tariff discussions in the context of the FTAA must address the special eco-
nomic and political significance of the rum trade to the Caribbean region. The con-
sidered compromise reached in the 1997 agreement on rum provides a proper bal-
ance between the needs of the Virgin Islands and other Caribbean producers of low-
value rum and liberalized trade for higher-priced rum.
D. The Reduction or Elimination of Current U.S. Duties on Rum Would Re-

sult In Serious Injury To U.S. Producers In the Virgin Islands And The
Overall Economy of the Virgin Islands

Duty reductions for rum pursuant to a renewed ATPA or as part of any FTAA
negotiations would impose unacceptable hardships on the Virgin Islands and its
rum producers. Because it lacks strong name brand identification and a well-devel-
oped national distribution network, Virgin Islands rum generally cannot command
premium prices. Rather, as explained above, most Virgin Islands rum is sold at the
low end of the market and is generally purchased in bulk as an unaged commodity
by U.S. bottlers. In this sales environment, Virgin Islands producers must compete
almost exclusively on the basis of price and, accordingly, are particularly vulnerable
to competition from low-cost producers of bulk rum.

Removal or reduction of current duties on low-value rum would provide producers
from outside the Caribbean region with an irresistible incentive to target the low
end of the U.S. rum market currently occupied by Virgin Islands producers. For ex-
ample, Andean and Brazilian producers and producers from other large South
American countries currently enjoy numerous economic advantages relevant to the
production of rum. These include below-world-market prices for molasses, more
highly developed transportation and distribution networks, inexpensive fuel, low
manufacturing-sector wages and freedom from U.S. regulatory requirements. The
extension of ATPA to rum would open the doors especially to Colombia, but also
Peru. Colombia presently consumes more rum than France, 2.5 million cases per
year. This does not include aguardiente, an extremely popular Colombian beverage
that, like rum, is derived from sugar cane. Colombia has four major rum distillers
and a mature industry. Colombia has a significant existing capacity in rum and an
ability to augment it rapidly by diverting from aguardiente. Duty-free access to the
United States, coupled with its clear cost advantages, would allow Colombia rapidly
to enter the low-valued rum market, displacing the Virgin Islands producer.

The extension of duty-free rum treatment to all of South America via the FTAA
would create an even more grim picture for the future of this traditional Virgin Is-
lands industry. Brazil is the global industry’s 800 pound gorilla—it is the world’s
largest producer of caned spirits, accounting for 73 percent of global consumption
in 1999. Cachaca, a product very similar to rum, is the national drink of Brazil.
Brazil clearly has the capacity to single-handedly suffocate the Virgin Islands rum
industry in its low-valued market. The role of the existing duties is crucial to the
competitiveness of the Virgin Island’s rum industry because Brazil’s wage structure
in the beverage industry is far below that of the Virgin Islands. Brazil is also a
major producer of sugar and molasses, the key cost component in rum production.
With more sugar than it can use, and low energy costs (due to both subsidies and
the burning of cane stalk), Brazil would, overnight, become the lowest-cost large
source for low-valued bulk rum if duties were removed.

The GVI and other interested parties have commissioned Mr. Andrew Wecshler,
Managing Director of LECG, LLP, a leading trade and economic consulting firm, to
conduct an analysis of the probable economic effects of the elimination of current
duties on rum. Attached to this statement is a Power Point presentation which sum-
marizes Mr. Wechsler’s preliminary conclusions. This analysis makes clear that,
without the benefit of the current tariff protection affirmed in the 1997 rum agree-
ment, Virgin Islands producers would quickly be overwhelmed by non-CBI producers
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in the price-based segment of the U.S. market in which Virgin Islands rum com-
petes.

The elimination of U.S. tariff protection for the price-sensitive, low-value segment
of the U.S. rum market would also seriously threaten the future of the Congression-
ally mandated program to finance the development needs of the Virgin Islands
through the return of excise taxes on rum to the GVI treasury. As explained above,
this cover-over program finances some 15 percent of the GVI’s annual budget and
secures government bonds issued for crucial development and infrastructure
projects. This vital economic program depends, however, on the continued existence
of a viable rum production industry in the Virgin Islands.

Without current tariff protections, non-CBI producers would likely use their tre-
mendous competitive advantages to displace Virgin Islands rum from the U.S. mar-
ket, thereby drying up GVI treasury revenues from the return of excise taxes on
Virgin Islands-produced rum. This lost revenue could not be made up by the partial
rebate of excise taxes on foreign rum granted by the CBI. The CBI provides only
a limited guarantee of Virgin Islands rum revenues and simply does not make the
Virgin Islands whole where foreign imports are increasing disproportionately at the
bottom end of the bulk rum market—precisely the segment where the Virgin Islands
industry competes. Moreover, from a practical political standpoint, even this limited
rebate program would be unlikely to continue if Virgin Islands rum production were
no longer viable.

Finally, and perhaps most significantly, the very prospect of serious reductions in
rum cover-over revenues would likely imperil the GVI’s bond rating and overall
economy even before any non-CBI rum producers could avail themselves of reduced
U.S. tariffs. Bond markets and investors are justifiably wary of risk and would hesi-
tate to provide needed bond financing at acceptable costs to the GVI based on a
threatened and declining stream of cover-over revenues.

Thus, the elimination of current tariff preferences for Virgin Islands rum would
have a devastating domino effect on the Virgin Islands and its economy. Without
these preferences, rum cover-over revenues would seriously decline and the GVI
could lose access to financial markets. Because of the dependence of the Virgin Is-
lands on rum-related revenues, these developments would ultimately put at risk the
fiscal autonomy, if not solvency, of the GVI.
E. The Elimination of Current Tariff Preferences on Rum Would Be Con-

trary To Sound Public Policy In Light of the Precarious Fiscal State of
the Virgin Islands

As noted above, current tariff protections for Virgin Islands rum are founded on
a longstanding Federal-Territorial policy which links the Islands’ development with
revenues from rum. This policy provides compelling reasons to resist any elimi-
nation of tariff preferences for Virgin Islands rum. Moreover, in view of the current
precarious fiscal state of the GVI, any tariff reductions for rum pursuant to a re-
newed ATPA or FTAA tariff talks would be particularly ill-timed and inconsistent
with sound public policy.

Indeed, the new administration in the GVI has inherited a fiscal state of affairs
of enormous and alarming proportions. The current recurring and non-recurring li-
abilities of the GVI exceed $1.2 billion, excluding the funding requirements for many
capital projects such as schools, correctional facilities and solid waste management
facilities. A sizeable portion of the Government’s current liabilities is the direct re-
sult of successive hurricanes which have battered the Virgin Islands over the past
decade. As of December 31, 2000, these hurricane-related liabilities included nearly
$200 million in outstanding FEMA loans. In addition, the GVI requires over $125
million in assistance for rebuilding/replacing a number of capital projects, such as
schools, prisons and other facilities mostly destroyed during the hurricanes.

The GVI is committed to extraordinary self-help measures to address this fiscal
crisis. With the ongoing assistance of the U.S. Department of Interior, the GVI has
developed a Five-Year Fiscal Recovery Plan and is implementing a number of spe-
cific measures to reduce or cut costs and enhance revenue collections. As part of this
recovery effort, the GVI is seeking over $300 million in Federal relief relating to
FEMA disaster loans and hurricane-related infrastructure reconstruction. Addition-
ally, the GVI is seeking further Federal assistance through the extension of the in-
crease in the rum tax cover-over rate to $13.25 per proof gallon, which Congress en-
acted in 1999 and which expires on December 31, 2001.

In light of the Federal Government’s substantial involvement and interest in
these recovery efforts, it makes no sense for the U.S. Government to simultaneously
undermine one of the major sources of revenue of the GVI through the elimination
of current rum preferences pursuant to a revised ATPA or FTAA tariff negotiations.
Sound fiscal policy—as well as longstanding trade and development policies em-

VerDate 11-MAY-2000 00:47 Oct 03, 2001 Jkt 005300 PO 00000 Frm 00025 Fmt 6633 Sfmt 6621 W:\DISC\74222 ATX004 PsN: ATX004



22

bodied in the ATPA and other legislation—thus supports the maintenance of the
current tariff structure and the preservation of the U.S.-EU rum accord.

Conclusion
For reasons discussed above, the reduction or elimination of tariffs on rum in the

context of a revised ATPA or future FTAA negotiations would pose an inevitable
and serious threat to the health of the Virgin Islands economy and its rum industry,
as well as to the fiscal autonomy of its Government. Granting duty-free treatment
to rum would have a devastating impact on one of the Virgin Islands’ most signifi-
cant and historic industries and one of its largest and sources of governmental rev-
enue. The United States has wisely refused to abandon the critical rum industry
in the Virgin Islands. Because of the current weakened fiscal state of the Virgin Is-
lands Government, the case against changing current U.S. tariff protections for rum
is even more compelling today. For the reasons set forth above, the Congress must
retain current ATPA restrictions against duty-free treatment for Andean rum and
must preserve the careful compromise embodied in the 1997 U.S.-EU rum accord
by excluding rum from future FTAA tariff reduction negotiations.
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f

Ms. CHRISTIAN-CHRISTENSEN. Thank you. In 1991, after very
careful consideration by Congress and the administration, rum was
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expressly excluded from duty-free treatment under the ATPA. The
Ways and Means Committee then explained that this action was
necessary to preserve the benefits that Congress had provided to
Puerto Rico, the Virgin Islands, and the Caribbean Basin countries.

Developments over the last decade—particularly a landmark
1997 international trade understanding and agreement on rum tar-
iffs—have made the retention of current tariff preferences on rum
even more imperative for the Virgin Islands and the Caribbean re-
gion as a whole.

Today, rum is the second most important industry in the Virgin
Islands, surpassed only by tourism. It provides an essential rev-
enue source for the Virgin Islands Government because under a
congressionally mandated program for the development of the Is-
lands, Federal excise taxes on rum shipped to the United States
are returned to the local treasury. These funds currently account
for more than 15 percent of the Virgin Islands total budget and
have played a critical role in the economic and budgetary health of
the Islands.

Most rum produced in the USVI is sold as unaged bulk rum to
regional distributors in the United States as a commodity without
name brand recognition. Therefore, the rum cannot command the
premium prices. It is also extremely price-sensitive and vulnerable
to imports from low-cost countries. As Congress recognized in 1991,
Andean and other non-CBI producers have significant natural re-
source advantages in the production of rum. These advantages in-
clude: large, indigenous sugar cane industries, inexpensive fuel, low
wages, and substantial rum and alcohol production capacity. With-
out current U.S. tariff preferences, these low-cost regional pro-
ducers can be expected to overwhelm Virgin Islands and CBI pro-
ducers of low-value rum in the U.S. market.

In addition to excluding rum from duty-free benefits under the
ATPA in 1991, Congress also adopted and maintained a special
compensatory program for Virgin Islands rum in the context of
CBI. Through the 1980s and 1990s, successive administrations also
repeatedly rejected various GSP petitions for duty-free entry of
rum produced by non-Caribbean producers. All of these decisions
reflect a recognition that rum is highly import-sensitive. They were
also the result of a carefully considered judgment that the likely
harm to the Virgin Islands and the island nations of the Caribbean
far outweighs any potential policy trade benefits from tariff liberal-
ization.

The unique and critical role of rum in the Caribbean region and
the importance of maintaining preferences for low-value rum was
most recently affirmed in a landmark 1997 understanding between
the United States and the European Union. In WTO tariff negotia-
tions in 1996, U.S. and EU negotiators had initially agreed to
phase out all tariffs on rum and other ‘‘white spirits’’ by 2000. This
unexpected development, which was the last occasion on which I
testified before this Subcommittee, was met with alarm by Carib-
bean governments, administration officials, and Members of Con-
gress, who emphasized to the trade negotiators that such a drastic
change in the tariff structure for rum would deal a severe blow to
the economics of the U.S. Virgin Islands, Puerto Rico, and the Car-
ibbean.

VerDate 11-MAY-2000 00:47 Oct 03, 2001 Jkt 005300 PO 00000 Frm 00032 Fmt 6633 Sfmt 6602 W:\DISC\74222 ATX004 PsN: ATX004



29

In response, the U.S. and EU, as well as Caribbean governments
and producers, revisited rum tariffs in complex and delicate discus-
sions to address the special role of rum in the Caribbean region.
These discussions resulted in a carefully constructed compromise
for rum under which the United States agreed to substantially lib-
eralize duties on expensive rum, while protecting the interests of
the USVI and other Caribbean island producers, maintaining exist-
ing MFN duties on low-value bottled and bulk rum.

The 1997 agreement on rum forms the basis for current U.S. tar-
iff preferences on rum.

In summary, in 1991, this Committee wisely decided to exclude
rum from duty-free treatment under ATPA. This decision reflected
a longstanding concern by the United States that trade preferences
for rum are vitally important to the economies of the Virgin Is-
lands, Puerto Rico, and the island nations of the Caribbean. The
wisdom of this decision has been confirmed by developments since
1991. In particular, the 1997 agreement on rum between the
United States and the EU reflects the understanding that tariff lib-
eralization of rum must be tempered with an appreciation for the
special role that rum, particularly low-value rum, plays in the Car-
ibbean region. For these and other reasons, we ask Congress to as-
sure that the current, carefully considered tariff preferences for
rum are not disturbed by the ATPA or by other regional trade ar-
rangements.

Thank you, Mr. Chairman, ranking member, other members of
the Subcommittee. Mr. Wechsler and I would be pleased to answer
any questions, and thank you again for the opportunity to testify.

[The prepared statement of Ms. Christian-Christensen follows:]

Statement of the Hon. Donna M. Christian-Christensen, Delegate, United
States Virgin Islands

Mr. Chairman and distinguished colleagues, I am pleased to participate in this
important hearing on the future of hemispheric trade relations under a renewed An-
dean Trade Preferences Act (‘‘ATPA’’) and a future Free Trade Area of the Americas
(‘‘FTAA’’). In particular, I am grateful for the opportunity to explain to the Sub-
committee on Trade the critical importance of retaining the current treatment for
rum in any renewed ATPA and of opposing future tariff reductions for rum in the
context of the FTAA.

I am accompanied today by Mr. Andrew Wechsler of the Law & Economics Con-
sulting Group, who is currently conducting an updated economic analysis of rum
tariff issues for the Governments of the Virgin Islands and Puerto Rico. Mr. Wechs-
ler would be pleased to answer any specific questions that the Subcommittee may
have. In addition, I am submitting a written statement from Virgin Islands Gov-
ernor Charles W. Turnbull, which I respectfully request be included in the record
of this hearing.

In 1991, after very careful consideration by Congress and the Administration, rum
was expressly excluded from duty-free treatment under the ATPA. At that time, the
Ways & Means Committee explained that this action was necessary to preserve the
benefits that Congress has provided to Puerto Rico, the Virgin Islands, and the Car-
ibbean basin countries. Rum is a product which the ITC has identified as benefiting
most from duty-free treatment under the CBI. . . . Andean rum producers have sig-
nificant natural resource and cost advantages over their Caribbean and U.S. Terri-
torial counterparts as well as large excess production capacity.

Developments over the last decade—particularly a landmark 1997 international
trade understanding and agreement on rum tariffs—have made the retention of cur-
rent tariff preferences on rum even more imperative for the Virgin Islands and the
Caribbean region as a whole.

Rum has been produced in the Caribbean for centuries and is an important part
of the history, lore and economic fabric of the region. Today, rum is the second most
important industry in the Virgin Islands, surpassed only by tourism. Rum also pro-
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vides an essential revenue source for the Virgin Islands government. Under a con-
gressionally mandated program for the development of the Islands, federal excise
taxes on rum shipped to the United States are returned to the local treasury. These
funds currently account for more than 15 percent of the Virgin Islands total budget.

Rum has played a particularly critical role in the economic and budgetary health
of the Virgin Islands over the last decade. During that period, the Islands have
struggled to recover from the massive destruction and economic dislocation caused
multiple natural disasters, including two of the most devastating hurricanes of the
century.

Most rum produced in the USVI is at the low-price end of the market and is sold
as unaged bulk rum to regional distributors in the United States. Because it is sold
as a commodity without name-brand recognition, this rum cannot command pre-
mium prices. It is also extremely price-sensitive and vulnerable to imports from low-
cost countries. As Congress recognized in 1991, Andean and other non-CBI pro-
ducers have significant natural resource advantages in the production of rum. These
advantages—which continue today—include large, indigenous sugar cane industries,
inexpensive fuel, low wages, and substantial rum and alcohol production capacity.
Without current U.S. tariff preferences, these low-cost regional producers can be ex-
pected to overwhelm Virgin Islands and CBI producers of low-value rum in the U.S.
market.

This Congress and successive Administrations have repeatedly recognized the
vital role which rum plays in the economies of the Virgin Islands, Puerto Rico and
the Caribbean region, and have consistently resisted making significant changes to
tariff preferences for rum. In addition to excluding rum from duty-free benefits
under the ATPA in 1991, Congress has also adopted and maintained a special com-
pensatory program for Virgin Islands rum in the context of the CBI program.
Throughout the 1980s and 1990s, successive Administrations also repeatedly re-
jected various GSP petitions for duty-free entry of rum produced by non-Caribbean
producers. All of these decisions reflect a recognition that rum is highly import sen-
sitive. They were also the result of a carefully considered judgment that the likely
harm to the Virgin Islands and the island nations of the Caribbean far outweighs
any potential policy trade benefits from tariff liberalization.

The unique and critical role of rum in the Caribbean region—and the importance
of maintaining preferences for low-value rum—was most recently affirmed in a land-
mark 1997 understanding between the United States and the European Union. In
WTO tariff negotiations in 1996, U.S. and EU negotiators had initially agreed to
phase out all tariffs on rum and other ‘‘white spirits’’ by 2000. This unexpected de-
velopment was met with alarm by Caribbean governments, Administration officials
and Members of Congress. They emphasized to the trade negotiators that such a
drastic change in the tariff structure for rum would deal a severe blow to the econo-
mies of the USVI, Puerto Rico, and the Caribbean.

In response to this outcry, U.S. and EU negotiators, as well as Caribbean govern-
ments and producers, revisited rum tariffs in complex and delicate discussions
aimed at addressing the special role of rum in the Caribbean region. These discus-
sions, which involved officials at the highest levels of the various governments, re-
sulted in a carefully constructed compromise for rum. Under this compromise, the
United States agreed to substantially liberalize duties on expensive rum. However,
to protect the interests of the USVI and other Caribbean island producers, the
United States also agreed to maintain existing MFN duties on low-value bottled and
bulk rum.

This 1997 agreement on rum forms the basis for current U.S. tariff preferences
on rum. In this landmark agreement, the United States and key trading partners
struck a careful balance between tariff liberalization and the unique concerns of the
Caribbean region. Any efforts to eliminate current tariff preferences for rum in the
context of ATPA renewal or FTAA negotiations will upset this careful balance and
will result in serious damage to the Caribbean region.

In 1991, this Committee wisely decided to exclude rum from duty-free treatment
under the ATPA. This decision reflected a longstanding concern by the United
States that trade preferences for rum are vitally important to economies of the Vir-
gin Islands, Puerto Rico and the island nations of the Caribbean. The wisdom of this
decision has been confirmed by developments since 1991. In particular, the 1997
agreement on rum between the United States and the EU reflects the under-
standing that tariff liberalization for rum must be tempered with an appreciation
for the special role that rum—particularly low-value rum—plays in the Caribbean
region. For these and other reasons, Congress must assure the current, carefully
considered tariff preferences for rum are not disturbed by the ATPA or by other re-
gional trade arrangements.

Mr. Wechsler and I would be pleased to answer any questions.
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Chairman CRANE. Thank you, Ms. Christensen. Are there any
questions of our witness?

[No response.]
Chairman CRANE. If not, let me express—oh, Mr. Levin?
Mr. LEVIN. I would like to thank them very much for their testi-

mony, and this helps to kick off the discussion of these important
issues. Thank you very, very much.

Chairman CRANE. Well, it does, and we look forward to working
on a cooperative basis with you all, and we appreciate your testi-
mony this afternoon. Thank you so much.

And now I welcome our distinguished U.S. Trade Representative,
the Honorable Robert Zoellick. Proceed when ready.

STATEMENT OF THE HON. ROBERT B. ZOELLICK,
UNITED STATES TRADE REPRESENTATIVE

Mr. ZOELLICK. Mr. Chairman, Representative Levin, Members of
the Committee, if I could request that my full statement will be en-
tered into the record, and I would then summarize it.

Chairman CRANE. Without objection.
Mr. ZOELLICK. I want to begin by thanking you for giving me this

opportunity to speak before the Subcommittee. I have certainly
benefited from discussions with the Members of this Committee,
and I look forward to working closely with all of you. I also wish
to thank, in particular, Representatives Levin and English for join-
ing the President at the Summit of Americas meeting in Quebec
City.

I also appreciate Congressman Moran’s fine statement. I am de-
lighted to be one of his constituents, and recognizing where Con-
gresswoman Tauscher and Christensen come from, I would be de-
lighted to be their constituents, too, I think.

I am pleased to report that in the administration’s first months,
with your help, we have been able to take steps to advance free
trade in this hemisphere and around the world. We have launched
the negotiations on the free Trade Area of the Americas, made
progress on bilateral free trade agreements with Chile and Singa-
pore, and have resolved productively a number of disputes with our
trading partners.

Yet we should not let this progress mask a more troubling re-
ality: the United States is falling behind the rest of the world when
it comes time to trade liberalization. Globally, there are 130 free
trade agreements. The United States is a party to just two. The
European Union has free trade or special customs agreements with
27 countries, 20 of which have completed in the last 10 years, and
the EU is negotiating 15 more right now. Last year, the European
Union and Mexico—the second-largest market for U.S. exports—en-
tered into a free trade agreement. Japan is negotiating a free trade
agreement with Singapore and is exploring free trade agreements
with Mexico, Korea, and Chile.

We have no one to blame for falling behind but ourselves, and
there is a price to pay for our delay. As Senator Graham of Florida
has pointed out, during the last century, when it came time for
countries to adopt standards for the great innovation of that era—
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electric power—Brazil turned to European models because the
United States was not active in Brazil. So when you visit Brazil,
be sure to bring an electric adapter. Today, as Senator Graham has
explained, Brazil is making decisions about standards for autos and
other products. So the United States needs to decide whether it
wants to stand on the sidelines again.

To cite just one other example, while U.S. exports to Chile face
an 8-percent tariff, the Canada-Chile trade agreement will free Ca-
nadian imports of this duty. This is the same agreement that Presi-
dent Clinton said that we would no negotiate in 1994. As a result,
U.S. wheat and potato farmers are now losing market share in
Chile to Canadian exports.

One of our colleagues, Congressman John Tanner, summed up
the big-picture stakes as effectively to me as anyone that I have
heard: ‘‘America’s place in the world is going to be determined by
trade alliances in the next 10 years in the way military alliances
determined our place in the past.’’

In any discussion of future free trade agreements, we need to
highlight the benefits of previous accords. Together, North Amer-
ican Free Trade Agreement (NAFTA) and the completion of the
Uruguay round have resulted in higher incomes and lower prices
for goods, with benefits amounting to between $1,300 and $2,000
a year for the average American family of four. That is real money
for farmers, nurses, teachers, police officers, and office workers, not
bonuses for corporate executives.

Trade barriers hurt families. When trade is restricted, hard-
working fathers and mothers pay the biggest portion of their pay-
checks for higher cost food, clothing, and appliances imposed
through taxes on trade.

NAFTA has also produced a dramatic increase in trade. U.S. ex-
ports to our NAFTA partners increased 104 percent between 1993
and 2000; U.S. trade with the rest of the world grew only half as
fast.

Increased trade supports good jobs. In the 5 years following the
implementation of NAFTA, employment grew 22 percent in Mexico
and generated 2.2 million jobs. In Canada, employment grew 10
percent and generated 1.3 million jobs. And in the United States,
employment grew more than 7 percent and generated about 13 mil-
lion jobs.

I recognize that these benefits of open trade can only be achieved
if we build public support for trade at home. To do so, the adminis-
tration will enforce, vigorously and with dispatch, our trade laws
against unfair practices. In the world of global economics, justice
delayed can become justice lost.

The administration will also be monitoring closely compliance
with our trade agreements, as well as insisting on performance by
our trading partners. Thanks to the help of the Congress and its
support of the Trade Compliance Initiative advanced last year,
USTR received additional staffing to strengthen its ability to en-
sure that the terms of agreements are fulfilled.

The Bush administration is promoting free trade globally, region-
ally, and bilaterally. By moving on multiple fronts, we can create
a competition and liberalization that will increase U.S. leverage
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and promote open markets in the hemisphere and around the
world.

The Free Trade Area of the Americas provides a framework for
the administration’s hemispheric strategy. This area, once com-
pleted, will be the largest free market in the world.

At the Summit of the Americas in Quebec City, all 34 heads of
State signed a declaration pledging to conclude negotiations on the
FTAA no later than January 2005. The United States is committed,
working with others, to meet or beat that deadline.

Moreover, the draft text of the agreement will be released once
it has been translated into the four official languages of the FTAA.
This is an important, and perhaps unprecedented, step to build
public awareness and support an open process. All 34 nations par-
ticipating in the Quebec City Summit also committed to help the
smaller economies of the hemisphere, especially the nations of the
Caribbean and Central America, so they could address the unique
challenges they face in moving forward with hemispheric integra-
tion.

Furthermore, summit leaders agreed that any unconstitutional
alteration or interruption of the democratic order in a state of the
hemisphere would disqualify that Government from further partici-
pation in the Summit of the Americas process.

While pursuing regional free trade through the FTAA, the Bush
administration is also negotiating a free trade agreement with
Chile. During a visit I made to Santiago last month, I met with
President Lagos and other senior Government and legislative offi-
cials, as well as representatives of business, labor, and environ-
mental groups. I had two objectives: One, I wanted Chile to know
that the Bush administration is serious about the free trade agree-
ment, a point that President Bush and President Lagos made clear
following their recent White House meeting, when they announced
their goal of completing the negotiations by the end of this year.

My second objective was to send a signal to the nations of Latin
America and the rest of the world. The United States will reward
good performers. Chile, for example, has been at the forefront of
Latin American nations in liberalizing trade, while setting an ex-
ample to the world of a free people reclaiming their democracy and
making the transition to a mature, developed economy.

Leaders from many other nations in this hemisphere have now
told me that they want to pursue free trade agreements with the
United States. We will consider each of these offers seriously, while
focusing on the FTAA.

We are also pleased to have made progress on a number of trade
disputes. Last month, we settled the U.S.-EU banana conflict, an
issue that interfered with our economic relations for nearly a dec-
ade. We have resolved a number of disputes by working through
the World Trade Organization and the NAFTA Agreement. For ex-
ample, Greece has moved to counter the piracy of U.S. films and
television programs. Mexico has agreed to allow dry beans from the
United States to be imported in a more timely and predictable
manner, and India has lifted on U.S. agricultural, textile, and in-
dustrial products.

Frequent and substantive communication lies at the heart of the
executive-congressional partnership on trade, and I intend to keep
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our lines of communication open as we move on our free trade
agenda.

The Bush administration’s top trade priority is for the Congress
to enact U.S. Trade Promotion Authority by the end of this year.
Under this authority, the Executive Branch would be bound by law
to consult regularly, and in detail, with Members of Congress as
trade agreements are being negotiated. But once that long and ex-
haustive process of consultation is completed, and the painstaking
negotiations have ended in an agreement, our trading partners
have the right to know that Congress will vote on the agreement,
up or down. Indeed, in the absence of Trade Promotion Authority,
which expired in 1994, other countries have been reluctant to close
out complex, politically sensitive trade agreements with the United
States.

We would like to launch a new round of global trade negotiations
in the WTO, emphasizing a key role for agriculture. Further re-
forms in the Middle East and Africa need our encouragement, and
we are committed to working with the Congress to enact legislation
for a free trade agreement with Jordan. I compliment the Com-
mittee for its important work with Africa and the Caribbean last
year and look forward to working with the Congress to improve the
implementation of the Africa Growth and Opportunity Act and the
Caribbean enhancement provisions. We would also welcome your
ideas about additional legislative authority to promote trade, eco-
nomic growth, openness, the rule of law, and democracy in Africa.

We hope to see the Andean Trade Preferences Act, which expires
in December, renewed and expanded. I am delighted that the Com-
mittee has invited ministers from the region to provide them direct
testimony about the effects of this law, and I plan to meet with
them tomorrow. The Central American countries have expressed an
interest in a free trade agreement with the United States, and we
will seek your ideas and preferences as we consider that possibility.

There are opportunities in the Asia Pacific Economic Cooperation
and, I hope, with APEC. We will start with a free trade agreement
with Singapore, and we will work with you to pass the basic trade
agreement with Vietnam negotiated by the Clinton administration.
We are encouraged by the renewed emphasis on structural and reg-
ulatory reform by the Koizumi administration, and we look forward
to working with Japan as it pursues this agenda, which is long
overdue.

To help developing nations appreciate that globalization and
open markets can assist their own efforts to reform and grow, we
will need to extend the legislation authorizing the Generalized Sys-
tem of Preferences program.

And now that there is a fragile peace in the Balkins, we must
secure it by pointing people toward economic hope and regional in-
tegration. Therefore, we would like to work with the Congress to
follow through on the prior administration’s proposal to offer trade
preferences to countries in Southeast Europe.

As we pursue this agenda, we would like to work with you to
consider a range of ideas for improving labor and environmental
conditions of our trading partners, as long as these proposals are
not protectionist. We might use incentives, not just disincentives,
to encourage better environmental protection and labor standards.
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For example, incentives can be related to aid programs, financing
through multilateral development banks, and preferential trade.
We can also strengthen the role of complementary specialized insti-
tutions, such as the International Labor Organization (ILO).

USTR has announced recently that we will conduct written envi-
ronmental reviews of major trade agreements, including the FTAA
and the negotiations on agriculture and services underway in the
World Trade Organization. In addition to the current environ-
mental advisors, the Bush administration agreed to add an envi-
ronmental representative to the Chemical Advisory Committee, in
response to requests by environmental groups for participation on
that committee. I have already benefited from both individual and
group meetings with representatives of many environmental groups
from the United States and other countries.

At the Summit of the Americas, President Bush stated, ‘‘Our
commitment to open trade must be matched by a strong commit-
ment to protecting our environment and improving labor stand-
ards.’’ As the Congress and the executive branch explore how to
demonstrate that trade supports labor and environmental stand-
ards, we should look first to economic growth. As the President has
said, ‘‘When there is more trade, there is more commerce, and
there is more prosperity. And a prosperous society is one more like-
ly to have good environmental standards and to be able to enforce
those standards.’’

The EPA and others can provide the kind of technical assistance
that will improve the ability of our trading partners to improve
both the adequacy of their environmental protection regimes and
their ability to enforce their laws and regulations.

We should enable advocacy groups to plant local roots. If labor
standards and environmental protection come to be seen by devel-
oping nations as a price of trade imposed by wealthy countries,
these causes will not gain widespread local support.

When we think about the connection among trade, economic
growth, labor, and the environment, we should see them as being
mutually supportive, not in conflict with one other. So I look for-
ward to working with the Congress, and interested parties in the
private sector, to discuss these issues further and to seek to find
common ground.

Thank you, Mr. Chairman.
[The prepared statement of Mr. Zoellick follows:]

Statement of the Hon. Robert B. Zoellick, United States Trade
Representative

Chairman Crane, Representative Levin, and Members of the Committee:
I want to begin by thanking all of you for giving me this opportunity to speak

before the Ways & Means Subcommittee on Trade. I have benefited from discussions
with members of the Committee and look forward to working closely with all of you
as the Bush Administration moves forward with its free trade agenda. I also wish
to thank in particular Representatives Levin and English for joining the President
at the recent Summit of the Americas meeting in Quebec City.

In Quebec City, the President explained why free trade is one of his top priorities:
‘‘Free and open trade creates new jobs and new income. It lifts the lives of all our
people, applying the power of markets to the needs of the poor. It spurs the process
of economic and legal reform. And open trade reinforces the habit of liberty that sus-
tains democracy over the long haul.’’

I am pleased to report that in the administration’s first months, with your help,
we have been able to take steps to advance free trade in this hemisphere and
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around the world. We have launched the negotiations on the Free Trade Area of the
Americas, made progress on our bilateral free trade agreements with Chile and
Singapore, and have resolved productively a number of disputes with our trading
partners.
The U.S. is Falling Behind

Yet we should not let this progress mask a more troubling reality: the United
States is falling behind the rest of the world when it comes to trade liberalization.
Years ago, U.S. involvement in international trade negotiations was a prerequisite
for them to succeed. That is not the case today.

Globally, there are 130 free trade agreements. The United States is a party to just
two: one is with Canada and Mexico—NAFTA—and the other is with Israel. The
European Union has free trade or special customs agreements with 27 countries, 20
of which it completed in the last 10 years. And the EU is negotiating another 15
accords right now. Last year, the European Union and Mexico—the second-largest
market for American exports—entered into a free trade agreement. Japan is negoti-
ating a free trade agreement with Singapore, and is exploring free trade agreements
with Mexico, Korea, and Chile.We have no one to blame for falling behind but our-
selves. And there is a price to pay for our delay. As Senator Graham of Florida has
pointed out, during the last century, when it came time for countries to adopt stand-
ards for the great innovation of that era—electric power—Brazil turned to European
models because the United States was not active in Brazil. So when you visit Brazil,
be sure to bring an electric adapter. Today, as Senator Graham points out, Brazil
is making decisions about standards for autos and other products—so the United
States needs to decide whether it wants to stand on the sidelines again.

Our inaction hurts American businesses, workers, and farmers, as they find them-
selves shut out of the many preferential trade and investment agreements nego-
tiated by our trading partners. To cite just one example, while U.S. exports to Chile
face an eight percent tariff, the Canada-Chile trade agreement will free Canadian
imports of this duty. As a result, U.S. wheat and potato farmers are now losing mar-
ket share in Chile to Canadian exports.

Congressman John Tanner has summed up the big picture stakes to me as effec-
tively as anyone I have heard: ‘‘America’s place in the world is going to be deter-
mined by trade alliances in the next 10 years in the way military alliances deter-
mined our place in the past.’’
The Benefits of NAFTA and other Trade Agreements

In any discussion of future free trade agreements, we need to highlight the bene-
fits of previous accords. Together, NAFTA and the completion of the Uruguay Round
have resulted in higher incomes and lower prices for goods, with benefits amounting
to $1300 to $2000 a year for an average American family of four. That is real money
for farmers, nurses, teachers, police officers, and office workers, not bonuses for cor-
porate executives.

Trade barriers hurt families. When trade is restricted, hard-working fathers and
mothers pay the biggest portions of their paychecks for the higher cost food, cloth-
ing, and appliances imposed through taxes on trade.

NAFTA has also produced a dramatic increase in trade between the United States
and Mexico. When the Congress approved NAFTA in 1993, U.S.-Mexico trade to-
taled $81 billion. Last year, our trade hit $247 billion—nearly half a million dollars
per minute. U.S. exports to our NAFTA partners increased 104 percent between
1993 and 2000; U.S. trade with the rest of the world grew only half as fast.

Increased trade supports good jobs. In the five years following the implementation
of NAFTA, employment grew 22 percent in Mexico, and generated 2.2 million jobs.
In Canada, employment grew 10 percent, and generated 1.3 million jobs. And in the
United States, employment grew more than 7 percent, and generated about 13 mil-
lion jobs.

I recognize that these benefits of open trade can only be achieved if we build pub-
lic support for trade at home. To do so, the Administration will enforce, vigorously
and with dispatch, our trade laws against unfair practices. In the world of global
economics, justice delayed can become justice lost.

The Administration will also be monitoring closely compliance with trade agree-
ments as well as insisting on performance by our trading partners. Thanks to the
help of the Congress in its support of the Trade Compliance Initiative advanced last
year, USTR received additional staffing to strengthen its ability to pursue a two-
track strategy of negotiating agreements and ensuring that the terms of these
agreements are fulfilled. With these added resources, USTR will increase the num-
ber of staff devoted to monitoring the practices of our trading partners under exist-
ing trade agreements and to litigating trade disputes in all sectors.
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For the United States to maintain an effective trade policy and an open inter-
national trading system, its citizens must have confidence that trade is fair and
works for the good of all people. That means ensuring that other countries live up
to their obligations under the trade agreements they sign.
Moving Forward

The Bush Administration is promoting free trade globally, regionally, and bilat-
erally. We are working to help launch a new round of global trade negotiations in
the World Trade Organization later this year, while pursuing regional agreements
such as the Free Trade Area of the Americas and bilateral agreements with coun-
tries such as Chile and Singapore. By moving on multiple fronts, we can create a
competition in liberalization that will increase U.S. leverage and promote open mar-
kets in our hemisphere and around the world.

The Free Trade Area of the Americas provides a framework for the Administra-
tion’s hemispheric strategy. This area, once completed, will be the largest free mar-
ket in the world.

We have made real progress in turning the idea of an FTAA into a reality. At
the Summit of the Americas in Quebec City, all 34 heads of state signed a declara-
tion pledging to conclude negotiations on the FTAA no later than January 2005. The
United States is committed to working with others to meet, or beat, that deadline.

Moreover, the draft text of the agreement will be released once it has been trans-
lated into the four official languages of the FTAA. This is an important, and perhaps
unprecedented, step to build public awareness and support an open process. All 34
nations participating in the Quebec City summit also committed to help the smaller
economies of the hemisphere—especially the nations of the Caribbean and Central
America—address the unique challenges they face in moving forward with hemi-
spheric integration.

The commitment to free trade was made in tandem with an unambiguous pledge
to support democracy. Summit leaders agreed that any unconstitutional alteration
or interruption of the democratic order in a state of the hemisphere would disqualify
that government from further participation in the Summit of the Americas process.
For a region that was home to the strict Calvo doctrine on non-interference by oth-
ers in states’ internal affairs, this democracy clause is a striking sign of a new polit-
ical outlook for the hemisphere.

While pursuing regional free trade through the FTAA, the Bush Administration
is also negotiating a free trade agreement with Chile. During a visit to Santiago last
month, I met with President Lagos and other senior government and legislative offi-
cials, as well as representatives of business, labor, and environmental groups. I had
two objectives. One, I wanted Chile to know that the Bush Administration is serious
about the free trade agreement—a point that President Bush and President Lagos
made clear following their recent White House meeting, when they announced their
goal of completing the negotiations no later than the end of the year.

My second objective was to send a signal to the nations of Latin America, and
the rest of the world: The United States will reward good performers. Chile, for ex-
ample, has been at the forefront of Latin American nations in liberalizing trade,
while setting an example to the world of a free people reclaiming their democracy
and making the transition to a mature, developed economy.

Leaders from many other nations in this hemisphere have now told us they want
to pursue free trade agreements with the United States. We will consider each of
these offers seriously, while focusing on the FTAA.

We are also pleased to have made progress on a number of trade disputes. Last
month, we settled the U.S.-EU banana conflict, an issue that had interfered with
our economic relations for nearly a decade. We have resolved a number of disputes
by working through the World Trade Organization and the North American Free
Trade Agreement. For example, Greece has moved to counter the piracy of U.S.
films and television programs, Mexico has agreed to allow dry beans from the
United States to be imported in a more timely and predictable manner, and India
has lifted restrictions on U.S. agricultural, textile, and industrial products.
The Legislative Agenda

Frequent and substantive communication lies at the heart of the Executive-Con-
gressional partnership on trade, and I intend to keep our lines of communication
open as we move on our free trade agenda.

The Bush Administration’s top trade priority is for the Congress to enact U.S.
Trade Promotion Authority by the end of the year. Under this authority, the execu-
tive branch would be bound by law to consult regularly and in detail with members
of Congress as trade agreements are being negotiated. But once that long and ex-
haustive process of consultations is completed, and the painstaking negotiations
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have ended in an agreement, our trading partners have the right to know that Con-
gress will vote on the agreement up or down. Indeed, in the absence of Trade Pro-
motion Authority, which expired in 1994, other countries have been reluctant to
close out complex and politically sensitive trade agreements with the United States.

We would like to launch a new round of global trade negotiations in the WTO,
emphasizing a key role for agriculture. We will seek to negotiate regional and bilat-
eral agreements to open markets around the world. Further reforms in the Middle
East and Africa need our encouragement, and we are committed to working with
the Congress to enact legislation for a free trade agreement with Jordan. I com-
pliment the Committee for its important work with Africa and the Caribbean last
year and we look forward to working with the Congress to improve the implementa-
tion of the African Growth and Opportunity Act and the Caribbean enhancement
provisions. We would also welcome your ideas on additional legislative authority to
promote trade, economic growth, openness, the rule of law, and democracy in Africa.

We also hope to see the Andean Trade Preferences Act, which expires in Decem-
ber, renewed and expanded. President Pastrana of Colombia has said that renewing
the act would be one way to counter the drug traffickers in his country, as it would
stimulate job creation in the real economy and diminish the appeal of the drug
trade. The Central American countries have expressed interest in a free trade agree-
ment with the United States, and we will seek your ideas and preferences as we
consider that possibility.

There are opportunities in the Asia Pacific and, I hope, with APEC. We will start
with a free trade agreement with Singapore and will work with you to pass the
basic trade agreement with Vietnam negotiated by the Clinton administration. We
are encouraged by the renewed emphasis on structural and regulatory reform by the
Koizumi administration, and we look forward to working with Japan as it pursues
this agenda, which is long overdue.

To help developing nations appreciate that globalization and open markets can as-
sist their own efforts to reform and grow, we will need to extend the legislation au-
thorizing the Generalized System of Preferences program.

Of vital importance, we will seek to work closely with the European Union and
its candidate members in Central and Eastern Europe, both to fulfill the promise
of a trans-Atlantic marketplace already being created by business investment and
trade, as well as to reinvigorate, improve, and strengthen the WTO processes.

Now that there is a fragile peace in the Balkans, we must secure it by pointing
people toward economic hope and regional integration. Therefore, we would like to
work with the Congress to follow through on the prior administration’s proposal to
offer trade preferences to countries in Southeast Europe.
Protecting Labor Standards and the Environment

As we pursue this agenda, we would like to work with you to consider a range
of ideas for improving the labor and environmental conditions of our trading part-
ners, as long as these proposals are not protectionist. We might use incentives, not
just disincentives, to encourage better environmental protection and labor stand-
ards. For example, incentives can be related to aid programs, financing through
multilateral development banks, and preferential trade. We can also strengthen the
role of complementary specialized institutions, such as the International Labor Or-
ganization.

USTR has announced recently that it will conduct written environmental reviews
of major trade agreements, including the FTAA and the negotiations on agriculture
and services underway in the World Trade Organization. These reviews provide ne-
gotiators with timely information on the environmental implications of trade accords
and give us guidance on how trade and economic growth can strengthen environ-
mental performance. In addition to the current environmental advisors, the Bush
Administration agreed to add an environmental representative to the chemical advi-
sory committee, in response to requests by environmental groups for participation
on that committee. I have already benefited from both individual and group meet-
ings with representatives of many environmental groups from the United States and
other countries.

At the Summit of the Americas, President Bush stated, ‘‘Our commitment to open
trade must be matched by a strong commitment to protecting our environment and
improving labor standards. As the Congress and the executive branch explore how
to demonstrate that trade supports labor and environmental standards, we should
look first to economic growth. As the President has said, ‘‘When there’s more trade,
there’s more commerce and there’s more prosperity. . . . And a prosperous society
is one more likely to have good environmental standards and be able to enforce
those standards.’’
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The Environmental Protection Agency and others can provide the kind of tech-
nical assistance that will improve the ability of our trading partners to improve both
the adequacy of their environmental protection regimes and their ability to enforce
their environmental laws and regulations.

We should enable advocacy groups to plant local roots. If labor standards and en-
vironmental protection come to be seen by developing nations as a price, imposed
by wealthy countries, these causes will not gain widespread appeal.

When we think about the connection among trade, economic growth, labor, and
the environment, we should see them as being mutually supportive, not in conflict
with each other. I look forward to working with the Congress, and interested parties
in the private sector, to discuss these issues further and to seek to find common
ground.
Conclusion

The Bush administration has an ambitious trade agenda, reflecting the impor-
tance President Bush assigns to free trade. We should seize the opportunity before
us to reassert America’s leadership in setting trade policy and to build a post-Cold
War world on the cornerstones of freedom, opportunity, democracy, security, free
markets, and free trade. By doing so, we can set a course for peace and prosperity
for the Americas and the global system, not just for a year or two, but for decades
to come.

f

Chairman CRANE. Thank you, Mr. Ambassador.
Let me take advantage of this opportunity to congratulate you on

the outstanding work you did with the EU in resolving the banana
dispute with them.

Mr. ZOELLICK. Thank you.
Chairman CRANE. And we want to see you continue down that

outstanding path.
Mr. ZOELLICK. Thank you.
Chairman CRANE. Since U.S. trade with non-NAFTA, Western

hemispheric nations is relatively small compared to levels of trade
with NAFTA countries, why should the United States be interested
in an FTAA, and in what sectors is the United States most likely
to benefit from a completed FTAA?

Mr. ZOELLICK. Well, Mr. Chairman, there is a combination of
reasons. First, as a number of you mentioned, this would create the
largest free trade agreement in the world, covering some 800 mil-
lion people. And some of the numbers that I cited about the boom
in trade, including U.S. exports with Canada and Mexico, give a
sense of some of the potential that we would have with the rest of
the countries of Latin America. And, indeed, even without that
agreement, we have had increased growth of our exports to Latin
America in excess of the growth that we have had in the rest of
the world.

But, in addition to that direct trade purpose, I think there is a
broader economic purpose. The countries of this region are still un-
dergoing serious economic reforms. They are doing so with rel-
atively fragile democracies, many of them created over the past 10
or 15 years. And, frankly, that reform process is under stress and
some of the democracies are under strain. So one of the best ways
that we can help support lasting economic reform by democratic
partners is to create a framework for cooperation and economic
growth.

Indeed, if you look back at this hemisphere, Mr. Chairman, it
wasn’t so long ago that some of the major countries, including
Brazil and Argentina, were trying to develop nuclear programs. In-
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deed, Argentina was developing a missile being funded by Iraq. But
in the process of opening those economies and moving to democ-
racies, both Brazil and Argentina created full-scope nuclear safe-
guards, and Argentina not only gave up its missile program, but
it destroyed that missile that had been funded by Iraq.

So the stakes of this run to trade, they run to economic growth
and stability, and they also run to democracy and security, includ-
ing, as a number of speakers have pointed out here, in the Andean
region. So, frankly, the stakes are high, and one way that the
President has spoken about this is that we spent much of the last
50 years trying to overcome an East-West divide. We still face a
North-South divide. And our own work in this hemisphere, with
freedom, with economic openness, with democracy, with a peaceful
set of security relations, could give us the opportunity to create a
bridge between North and South that will be a model for the rest
of the world.

And so the stakes, in my view, Mr. Chairman, are strategic, as
well as economic.

Chairman CRANE. I think it is important that the Subcommittee
work closely with you to craft an Andean bill which offers concrete
economic opportunities to the Andean countries and which is, if at
all possible, simpler to administer than the recently passed CBI
legislation.

Have the countries given you an idea of what they think will
work to help them create additional employment opportunities?

Mr. ZOELLICK. Well, I should obviously let some of the officials
from those countries emphasize their key points. I think the start-
ing point, Mr. Chairman, is that, as Congressman Moran and Con-
gresswoman Tauscher emphasized, they are looking for ways to not
only promote growth, but to promote export diversification. So,
while many of the topics focus on a sensitive sector like textile and
apparel, I think we should be open and look for possibilities beyond
that area.

So I think the task, Mr. Chairman, is to look at ways we could
both extend the ATPA and to broaden it. On extending it, at least
it is our proposal, that this be targeted to December 2005 so that
it is a bridge to the FTAA, since that is our date for trying to com-
plete it and bring it into force.

In terms of broadening it, at a minimum, I think we would want
to try to create parity with the Caribbean and the African bills that
the Congress passed last year, and I think, where possible, we
should look to go beyond that. I have talked with some of you in
the apparel area about how some regional arrangements might
help both U.S. firms, as well as firms in the region, as we look to-
ward the end of the Multi-Fiber Agreement in a couple of years
and create a more integrated market.

But having said this, Mr. Chairman, I think the thing we have
to keep in mind is we have to get this done by December 4, and
we all know that there are some very sensitive issues here, and
that it is not going to be an easy process to work through. So I
think my suggestion for a starting point would be to achieve parity
and see where we can go beyond, but not let the perfect be the
enemy of the good.

Chairman CRANE. Thank you, Mr. Ambassador. Mr. Levin?
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Mr. LEVIN. Thank you, and welcome.
Let me focus in on the two specific subject matters before us. I

have already, in my opening statement, as you know, Mr. Ambas-
sador, expressed my views on the larger issues, and I have tried
to do so clearly in that opening statement regarding Jordan, and
Vietnam, and other issues and fast track the Trade Promotion Au-
thority.

As I understand it, the administration may be issuing a State-
ment of Principles later this week or sometime hereafter, and I will
welcome the opportunity for further discussion, and I think you can
expect that I will speak as clearly as I can on them, as I did this
morning or this afternoon on these issues, these broader issues,
and will continue to talk, both privately and publicly, about these
issues. I think it is the only way to move forward.

I think it is interesting, in your statement, that you talk about
a matter that was brought at Quebec, and that is what happens
when a country interrupts its democratic path and essentially the
disqualification from further participation in the summit. I think
that helps to illustrate what I think is a basic notion, and that is
that we should be careful not to equate free trade as automatically
leading to democracy, that, to some extent, we should be working
towards democratic processes as part of the trade equation. I men-
tion that just because I think that that discussion in Quebec illus-
trated and underlined the need for us to look upon trade not as an
end, in and of itself, but as a tool.

So let me just say one other thing and then ask you a few spe-
cific questions. On Page 6, there is a reference in relationship to
labor standards and environmental standards, a reference to the
danger of it appearing that we are imposing on other countries. It
says here, ‘‘imposed by wealthy countries as a price.’’ Just a couple
of comments on that.

You know, to some extent, this whole struggle for free markets,
for free trade and what goes into it, could be characterized as an
imposition of free market principles on other countries. I think we
need to be careful when we describe it in terms of imposition. We
have a model in mind, and it is based—it is what the WTO is based
on, and it is really what the FTAA is based on, I think, and that
is the notion that free markets, and I mean that in a broad sense,
that free markets will be beneficial. And we have particular ingre-
dients as to what we mean by it. When intellectual property was
proposed, as you know, 10/15 years ago, it was argued by some that
we were trying to impose industrialized nation standards on those
of other countries.

And so I just want to kind of send up a warning flag that we are
not really doing that here. In terms of labor standards, for exam-
ple, the vast majority of these countries have agreed, in various
ways, to abide by core labor standards of the ILO, and the question
is not our imposition of them, but their abiding by them and the
implementation of those within the trade ambit.

But let me then just ask you, specifically, because I think that
might be most helpful in this hearing, to tackle one or two of the
issues. The textile issue and Andean has been raised. Also, let me
raise an issue in the FTAA, one of the most thorny issues, to help
us begin to sink our teeth into this, and that is agriculture, where
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there is a clear interplay between what we might discuss within
the FTAA and what we might be discussing in the WTO.

Could you just give us, perhaps preliminarily, your thoughts
about how we are going to handle one of the most thorny of issues
within the FTAA and how that interacts with what we might be
doing in discussions in Geneva, and Brussels, and elsewhere.

Mr. ZOELLICK. Certainly. Let me just make three points here:
First, as you noted, Congressman Levin, the President said yes-

terday that he would be sending up some principles later this
week. And the reason I want to highlight that, particularly for this
Committee, given its jurisdiction, is that we have consciously taken
an approach of stressing consultation first, without things on
paper, and the next step is to come up with an outline of ideas, but
still short of a bill. And I know that from my earliest meetings here
there was some concern the administration might move very quick-
ly, present bills, and create a more difficult environment, and this
was a conscious effort by us to now, after 3 months, put words on
paper, but to still create an opportunity for a full exchange about
transforming that into a bill.

The second point, since you mentioned the environment and
labor local roots. Let me emphasize the point I was seeking to
make because I do think it is also critical in the dialog that we
have started here.

As you know, I have dealt with international issues for some 20
years, and I have seen them pursued in different ways around the
world. And my key point is that, as someone who has actually pro-
moted environmental movements, in particular, in many parts
around the world, including developing countries, what I have seen
is that those NGOs and those countries that build on local constitu-
encies and help create an environment for free exchange, freedom
of assembly, democracy, and the prosperity that allows those
groups to build their own case within those countries, are much
more successful in planting local roots for those causes, and I be-
lieve the same is true for labor organizations and labor unions.

What I have certainly seen before, and I have certainly seen in
the 3 months I have been on this job, is there is a very strong fear
out there in the developing world that we cannot ignore, that the
developed countries, including the United States, want to use some
of these labor and environmental standards as a new form or pro-
tectionism. Now you may not like the term, but it is something
they feel very strongly. And as you and I have discussed, I think
some members do want to use it for protectionism.

And so I think it is critical, as we go forward with this debate,
that we do so in a way that creates the win-win environment that
I think both of us would like to develop in these countries. And
that is why I think a richer set of tools and a set of incentives can
help these countries develop their own interest in the environment
and labor, and I, frankly, agree with you, one best way to do this
is to build on their own commitments and their own laws; for ex-
ample, core labor standards. But I think this is a key point worth
emphasizing.

On agriculture, the approach that we have taken in the FTAA
is that the larger issues of dealing with subsidies, particularly do-
mestic subsidies, have to be dealt with globally. We, as a country,
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cannot agree to concessions in a hemispheric context that would,
frankly, put us in a more difficult position, in terms of dealing with
those in a global round. That has been our position.

Now there are other things that we can try to do. For example,
we can open access to markets. We can actually try to gain co-
operation with a number of the countries of Latin America, and
others in the CAIRNES [ph] group, to try to cut export subsidies,
which has continued to be a plague that the rest of the world has
encountered from the European Union. And an increasingly impor-
tant area is the question of sanitary and phytosanitary standards.
In fact, if there is one issue that I have seen the increased seance
of, in the time between when I last was in government and now,
it is the danger that these standards, for either health or safety
reasons, can be misused or used for protectionist purposes, which
emphasizes the need for, on the one hand, science and reasoned
analysis, as people put them in place, some common set of stand-
ards, which we have been working, for example, in something
called the CODEX on recently and had some very successful meet-
ings, but also to help these countries be able to have the capability
to develop the appropriate systems. Part of this is trade capacity
building.

We have talked, in this context, a little bit about the Africa bill,
and this is another critical area that we need to do work with the
African countries, in terms of their ability to take part in the agri-
culture market of the United States and vice versa.

So that at least gives you, I think, a general sense.
Mr. LEVIN. Thank you. I just want to emphasize that the impetus

on labor and environmental standards, the impetus is not a new
kind of protectionism. This is an issue that we need to address and
work on, and for most of us it is an essential ingredient of ex-
panded trade, not diminished trade. Thank you, Mr. Chairman.

Chairman CRANE. Mr. Jefferson.
Mr. JEFFERSON. Thank you, Mr. Chairman.
Mr. Ambassador, it is a pleasure to have a chance to meet with

you on the global wide range of issues with you.
I want to narrow, if I can, just to the question of African Growth

and Opportunity Act, AGOA–II, which we optimistically speak of
around here, at least some of us do. I want to talk about the spe-
cific provisions that such a piece of legislation might have and to
see how you feel about that, whether that is your vision as well.

First, last year we ran into last-minute issues about caps, as you
know, on the use of regional fabric. It was not an issue when it left
the House, but it became an issue late in the process and came out
with caps that are somewhat restrictive in reaching the goals that
we had for the bill starting out. So I would like you, first, to com-
ment on that if you could, about how you feel about the prospect
of that being in AGOA–II and how important it is as a provision.

The second is some technical issues that we talked about that
will allow textiles from the region to be imported into the country
and additional funds finally for technical assistance for subsidized
African countries and U.S. companies to take advantage of the bill.
A lot of these countries don’t have enough money and enough tech-
nical expertise to figure out how to make this thing as fully as it
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should, and we talked about this whole question of providing some
opportunities for them to have more of a chance there.

And, lastly, we talked about allowing for duty-free imports of
other special fabric categories of apparel and textile products that
we don’t produce in the U.S., that is the idea, ones we don’t
produce, so they aren’t in competition with our products, but to
permit them to come in from African countries.

Could you tell me whether or not you think those four items will
be, in your mind, ones to be included in AGOA–II.

Mr. ZOELLICK. Certainly, and let me just start with a more gen-
eral point, if I could, Congressman.

I have had a chance to meet the AGOA coalition that helped
enact this bill, and it was one of the best meetings that I had be-
cause it covered everything from civil rights groups to business
groups. And the degree of enthusiasm and interest that this had
generated for the continent, as well as for trade, was really an
amazing thing, and it is something that I followed up on by invit-
ing the African ambassadorial community to come in and brief me
on their sense on how we are doing with the implementation.

So, in general, when I think about this area, I am thinking, first,
about the implementation of what we have got and what Congress
passed. And, second, I would very much welcome a dialog about
what we could do to add on to it because I think the potential is
quite tremendous here, and I would like it to be a key of what we
do, and I know Secretary Powell is also very interested in this.

Second, I want to look closely at some of the non-apparel issues,
as well. Because as I talk to some of the ambassadors, I know
many of the political fights are on the apparel topics, but as we are
going to help some of these countries move to other stages of value
added, including some basic manufacturing, this is an area that I
think we need to highlight.

Third, on some of the particular issues that you mentioned, we
are trying to work with Customs on the knit-to-shape issue, and I
hope that is moving closer to resolution; similar on the accumula-
tion of inputs issue. My own view on that is that we should inter-
pret those as broadly as possible to promote trade. And if we can’t
get that done in the regulatory process, for whatever reason, then
I would certainly be pleased to come back and work with you in
the legislative process.

As you also know, and as you suggested, part of this we can ac-
complish in the accumulation area with the visa systems, and we
are trying to move quickly to approve the countries. We have now
approved, I think, five countries, we have got two more on the way,
to be able to take full advantage of this. But as you also mentioned,
in terms of the Sanitary/Phytosanitary, SPS, system with agri-
culture, this is an area where we are working to get some technical
assistance funding to be able to try to help countries take part and
also to be able to impart our goods.

We recently received some additional support from AID on this,
in terms of putting together some of the briefings in regional areas
and centers in Africa. We just had one for the African countries in
Geneva, for their WTO delegations. And I am meeting the AID-des-
ignate director, Mr. Nascio [ph], from Massachusetts, in part, to
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emphasize this interest, and I understand he has a very strong in-
terest in it as well.

So I think, in terms of working with AID, but also I have men-
tioned this to President Wolfensohn of the World Bank, in terms
of developing the trade capacity, so I think the full set that you
mentioned, the one cautionary point that I will make, and you
know very well, is that, as we move this forward, you mentioned
the caps issue, the Committee encountered what happened with
caps last year around, and I would like to try to get more done in
this area, and I would be pleased to try to work with you to carry
through as much as we can.

We know there are some obstacles and points in our own political
system, and I think we also need to be open, in terms of trying to
figure out other ways we can help these countries. And I would add
to that, frankly, the whole HIV/AIDS issue, which we also talked
about because this is a clear issue that is critical to their econo-
mies. I mean, it is a health issue, but it is pretty hard to have a
healthy economy if your people are suffering like that.

So I tend to see this in a comprehensive fashion and would be
pleased to work on both the implementation and follow-up legisla-
tion.

Mr. JEFFERSON. Thank you, Mr. Chairman.
Mr. HOUGHTON. Mr. Zoellick, good to see you here. Thanks very

much for what you are doing for all of us. As you know, I am a
big free trader. I agree in this. And yet, I do not think there is any
inconsistency between doing what is right for the people who are
working in this country and also opening up markets overseas. And
I just—I have always found it difficult to find that we cannot break
this thing open, make it possible, whether it is trade promotion au-
thority or the Free Trade of the Americas or what it is, we just
seem to come upon little roadblocks, and we just don’t seem to get
over them.

Let me ask you a few questions. I do not think this will take long
to answer. You talked about there are certain countries that have
been reluctant to close trade agreements with us. What are those
countries?

Mr. ZOELLICK. I am sorry. The countries reluctant to close trade
agreements?

Mr. HOUGHTON. Yes. You said in your testimony there are cer-
tain countries that have been reluctant to close on trade agree-
ments with us absent a fast-track authority.

Mr. ZOELLICK. Oh. Well, the best example would be when we
were having the discussions on the Free Trade Area of the Amer-
icas in Buenos Aires. There were many countries—Brazil has been
one of the most publicly outspoken about this—that feel that if we
do not have the overall negotiating authority, then there is no need
for them to move forward.

Mr. HOUGHTON. Can I ask you a question? In your heart of
hearts do you really feel that is the reason Brazil said what it did?
I have a feeling that Brazil wants to keep us out of Mercosur, and
is basically an enemy in this area, and they will use any excuse
to justify their position.

Mr. ZOELLICK. I honestly think it is more complicated than that.
Brazil is certainly a country that has had a very insular economic

VerDate 11-MAY-2000 00:47 Oct 03, 2001 Jkt 005300 PO 00000 Frm 00049 Fmt 6633 Sfmt 6602 W:\DISC\74222 ATX004 PsN: ATX004



46

policy, in many ways like the United States did, because it was a
continental-sized economy. And there are, no doubt, very strong in-
dustrial interests that are quite happy with the way it is, but I do
think that President Cardoso and the current trade and foreign
minister, Minister Lafer, deserve a lot of credit for trying to move
Brazil into a global economic system, and they are taking on some
of these interests, and they face their political constraints as well,
including the presidential election in 2002.

I think in the case of Mercosur, there are some that look upon
Mercosur as a separate area from the rest of the world, but I think
that is going to be increasingly hard to sustain. Mercosur has had
its own strains. I mean, as Brazil had a devaluation of its currency,
and Argentina’s currency was linked to the dollar, you could see
the strains within the Mercosur system. This led Uruguay to say
that it would like to have a free trade agreement with the United
States. Some in Argentina have explored additional arrangements
with the United States, and indeed, part of the Argentine economic
solution was to pose tariffs on other parties that were different
from the customs union. So I think Mercosur itself is under some
degree of strain.

But I think that the current Brazilian leadership does indeed
want to bring the country into the international economic system.
It is 170, 180 million people. We trade more with Brazil than we
do with China. They have got great possibilities for that country.
But they do face some sensitive sectors, and frankly, so do we, and
some of the questions that they are raising are legitimate questions
about our points of sensitivity. And so they do want to know if they
are going to face their difficult political challenges, and cross those
bridges and make agreements that their elected leaders can be
criticized for, they do not want the rug pulled out from them at the
end of the day on our side, and that is a reasonable point.

Mr. HOUGHTON. I understand that. Are there any other countries
similar to them?

Mr. ZOELLICK. Well, I think as we approach the overall global
round, some of the other major developing countries, for example,
India, are concerned about our ability to follow through. Now, as
you know, the United States launched the Uruguay Round in 1986
and we did not have the overall authority until 1988. So I am not
saying that it is impossible to launch a round. I do believe that, for
better or for worse, the world is watching the U.S. Congress on this
issue right now because circumstances have changed since the
1980s. There was not such a question about this in the 1980s, but
now there is a question because Congress has failed to pass it since
1994. So East Asia is another region where countries believe that
the United States, frankly, is moving to a greater protectionist
course.

So I have mentioned some of the big players, but it is true for
some of the smaller countries as well, and again, the truth is in
some of the facts. President Clinton stood with Prime Minister of
Canada, Prime Minister Chretien, and President Zedillo, in 1994,
and said to the Chileans, ‘‘We are going to go ahead and do a free
trade agreement.’’ The Canadians did. The Mexicans did. And we
all of a sudden announced in December of last year that we would
start. And that was simply based on the fact of political paralysis
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up here. So I take Mr. Levin’s point, that there has been progress
made, including by this Committee, but I can point to a lot of ex-
amples around the world where we have been frozen, and you can
talk to other people around the world and get a sense of the things
we have not engaged in, whether they be bilateral agreements, re-
gional or global, so it is costing us.

Mr. HOUGHTON. My time is up. Thanks very much.
Chairman CRANE. Ms. Dunn.
Ms. DUNN. Thank you very much, Mr. Chairman, and welcome,

Ambassador. It is good to have you back, and congratulations on
the great job you did up north on our behalf.

I wanted to ask you a question about the protection of intellec-
tual property. We both share that goal of protecting intellectual
property. Can you give us some of your insights on some of your
discussions that occurred in Quebec City on protecting and enforc-
ing intellectual property rights among the countries involved in the
FTAA?

Mr. ZOELLICK. Well, it is a critical issue that covers everything
from pharmaceuticals, where you know the sensitive discussion
that was prompted by the HIV/AIDS issue, to a question of enforce-
ment of copyrights issues, to a question of its connection to the
high-tech world, which we have discussed in other contexts. It is
a great area of comparative advantage for the United States, and
so economically, it is important to us, but I also find that in dis-
cussing this with other countries, that most recognize that it serves
their interest as well, because intellectual property is often going
to be a key to investment and developing new businesses.

And to give you an example from another part of the world, I had
this discussion with President Kim of Korea, where he understood
the problems that Korea was having in terms of enforcement, and
he in part supported our efforts because he believed that it would
hurt Korea’s economy and its own development to fail to move for-
ward.

So I think increasingly, Congresswoman, the issue is not just one
of rules, it is one of enforcement. And as we look at the optical
disks area, for example, we recently initiated some action against
Ukraine, which has a terrible problem in terms of basically
pirating intellectual property through disks. So I believe that in-
creasingly this will be an issue of how this relates to high-tech, e-
commerce and how we deal with the enforcement topics.

Ms. DUNN. Thank you. Let’s move then to the Japanese market.
Many sectors of the United States’ economy are very worried about
the barriers in the Japanese market, especially from my neck of
the woods, in the medical technology sector. In the next few
months you are going to have an opportunity to meet with the Jap-
anese negotiators. What actions have you thought about proposing
on behalf of this administration to encourage greater market access
in Japan?

Mr. ZOELLICK. Well, I will speak both specifically to medical tech-
nology and a little more generally. As you know, and in part you
have been very deeply involved with, the United States is the world
leader in terms of advanced medical technology. And my prede-
cessors had worked on this issue in Japan through the broader
framework of deregulation that they created. Japan is about a $24
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billion market. It is the largest export market for the United
States. And some of the deregulation at issue that provided ad-
vances in areas like accepting foreign clinical data for the approval
of materials, and frankly, moving to a pricing system that would
accelerate the reimbursement pattern. Because of that the United
States now has about 25 percent of that market, if my recollection
is correct, but it is one that, in working with the industry, we think
we can also enhance.

So what we would like to do in the medical services area is very
similar to what we would like to do more broadly, which is to try
to promote deregulation, structure reform, more competition in
Japan, which we believe will open the market for the United States
and foreign competitors, but also will be vital for Japan’s own re-
vival, which is going to be important for buying all sorts of goods
from the United States and around the world. Japan has poured
countless billions, trillions of yen into various fiscal expansion pro-
grams, and they have gotten to the point where they have put ce-
ment on almost every stream in Japan. But it is not working, and
I think one possibility for the Koizumi government is to move to-
ward this greater form of competition through deregulation. We are
proposing some ideas to the Japanese on this. I met one of the new
cabinet ministers last week, who just flew in for 24 hours, a gen-
tleman I had known before, an economics professor. And so I think
this is an area where it has the best chance of success because it
is a win-win proposition. It is good for Japan and it is good for us.
And the medical technology is a good example of where I think this
can be a win-win sub-sector.

Ms. DUNN. Good. I am very happy to hear about that. So will
some of my constituents be happy.

Touching on a third area in my last minutes, I am interested in
the United States and Vietnam Bilateral, because it will be of very
direct benefit to some of the companies that I represent in Wash-
ington State, companies, for example, that produce aircraft, agricul-
tural products and software. Can you give us an update on where
that agreement stands? What is the timing, for example, that is in
the back of your mind for the administration to send this agree-
ment to Congress?

Mr. ZOELLICK. Well, we are very interested in moving this agree-
ment forward. We also believe it is an important agreement. As
you know, it has a slightly more complicated procedure because it
has got a privileged motion. So once it is submitted, it moves on
a clock through the Congress. And so we have been, frankly, look-
ing to work with the Congress to see how we can move Jordan,
which some of you talked about, the Andean trade preferences, the
Vietnam agreement, the Balkans agreement, the GSP and the
Trade Promotion Authority.

I know that the communist government in Vietnam would like
us to do this overnight. I know that Mr. Crane had a chance to talk
to them. A communist government does not have to worry about
floor time. We do.

A second problem is, that we ought to at least recognize, is hav-
ing spoken to the officials in the Clinton administration that han-
dled this, that communist government in Vietnam sat on this
agreement for about a year, when they were urged, time and time
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and time again, to move it forward. So basically from 1999 to 2000
there was nothing done on the Vietnamese side.

So I think it is important to move forward. I think it could sup-
port those in the government in Vietnam that are moving forward
with economic reforms. But even here, I would emphasize that we
are not standing in the way of economic reforms. There is lots of
countries in the world that figure out how to reform their economy
without necessarily having us be looking over their shoulder. So,
frankly, that excuse does not cut much with me.

And I will also point out that in the consultations that I have
done with some of your colleagues about this, there are some items
that I will be asking the US Embassy to follow up on. For example,
the US Commission on International Religious Freedom had a re-
cent hearing where they had some troubling incidents in terms of
the Christians and the Buddhist community. There has also been
some real repression about some of the ethnic people in the high-
lands. We had some issues raised by some of your colleagues about
textiles and about catfish, and so I do not want these to get in the
way, but I think if we are going to move quickly, then we are also
going to need to be able to get some response from the Vietnamese
government on things that some of your colleagues would like to
see.

So I would be pleased with you to work with it quickly, but I
think, frankly, it is going to depend a little bit on the congressional
reaction to the other items that we are sending up this week.

Ms. DUNN. Good. Thank you very much. Thanks, Mr. Chairman.
Chairman CRANE. Mr. Becerra.
Mr. BECERRA. Thank you, Mr. Chairman.
Ambassador, thank you for being with us, and thank you for your

comments on the Free Trade with the Americas Agreement.
Let me ask a couple of questions with regard to your statement,

and I do not know if you mentioned it in your summary, your
verbal statement, but in your written statement, on page 6, where
you talk about labor and the environment, you mention that we
might want to consider using incentives, not just disincentives, to
encourage better environmental protection on labor standards, and
you mention also that we might want to strengthen the role of com-
plementary specialized institutions, such as the International
Labor Organization. I am wondering if you could give us a little bit
more detail about what you mean about strengthening the role of
the ILO and if you might comment on your position, or the admin-
istration’s position, with regard to providing some kind of enforce-
ment mechanism within the ILO for purposes of labor standards.

Mr. ZOELLICK. Yes. And I just interrupt your time for a minute
because of one thing I forgot to answer with Congresswoman
Dunn’s question is, I discovered we also had an agreement with
Laos that we have not acted on since 1997, and frankly, we ought
to try to deal with that at the same time. It is a similar sort of
agreement without privileged purpose.

I am glad you highlighted that point, Congressman, because part
of the larger message that I have been trying to make is that, as
Congressman Levin has mentioned, I do think we need to integrate
environment and labor into this broader agenda, but I think that
there is a wide spectrum of possibilities between what can develop
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through growth on its own and rushing to some negative form of
sanctions. And some of these I have talked about with the heads
of some of the development banks about how they can try to create
some financial support for programs that would support correlator
standards or support the integration of environmental objectives
with larger lending.

Now, in the case of the ILO in particular, I met with the head
of the ILO actually before I assumed office, and I think it is an or-
ganization that offers some interesting possibilities in terms of
some basic standards that all of us can stand by, the recognition
that many countries have agreed to those standards, going back to
Mr. Levin’s point about building on other areas that people have
agreed on, and then trying to work with them to support either
their local legislation and the enforcer of that legislation.

I mean, just to give you an example, I spoke to a Guatemalan
official about a week or two about labor legislation they were pass-
ing, because I thought it was important that we try to support the
effort for a society that has known much violence, to be able to im-
plement laws that followed their own obligations. We can do this
with their AID funding.

But particularly in the ILO area, in the past year or two, you
know, the ILO, which has been seen as not really having an effec-
tive enforcement arm, has started to explore whether it might sug-
gest enforcement actions for its member States. And the key first
test to this relates to Burma, and I have taken a particular interest
in this because I think it is important for Burma as well as the
principle of where we would like the ILO to go. Now, the issue with
Burma related to forced labor, and as you may know, we have had
various sanctions on Burma related to investment and other provi-
sions dating back to the last time that I was in government. I was
willing, frankly, to explore the use of additional trade sanctions
and discussed this with my EU colleague, because I do not think
it is wise for us to do this just on our own. The problem in this
case is that I learned that Aung San Suu Kyi, the Nobel prize win-
ner, has engaged in a dialog now with the military government,
and does not believe that sanctions at this time would be construc-
tive. So I can do a lot of things. I cannot jump in the shoes of a
Nobel Peace prize winner on that issue. And so I am trying to fol-
low that one, because I think, frankly, if things do not improve, I
would like to look at that as another time to see whether we might
move forward.

Mr. BECERRA. I am not sure if you are telling me though whether
or not you would be in favor of providing the ILO with teeth, some
enforcement teeth, in order to help bring about some higher stand-
ards on labor and environment.

Mr. ZOELLICK. Well, what I am saying is, is the way the ILO
would do that, is it would make a recommendation for its Member
States, and I am saying this is a real-life example as opposed to
a concept, and I am certainly willing to look at it.

Mr. BECERRA. Sounds like some kind of reporting mechanism,
where we can use the reports by the ILO on the activities of a
country to guide us on whether or not there could be any enforce-
ment or attempts to try to get the country to better enforce its own
labor standards or perhaps improve their labor standards.
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Mr. ZOELLICK. Exactly. And let me give you one other example,
and that is, you know, Congressman Levin has been involved with
this in the case of Cambodia and the textiles arrangement, and
there has been sort of a mixed record about that, but one of the
things that I think will improve it, is the ILO is now sending a
team to try to help with the implementation of that agreement, and
I think that is a very constructive step. So it is a good example of
how the ILO can set standards, it can help us in terms of the tech-
nical assistance, and we can direct some of our funding and multi-
development banks with funding, but, frankly, I am also open to
the idea of enforcement efforts done by national governments re-
lated to those core standards.

Mr. BECERRA. Thank you very much.
Mr. HOUGHTON. [Presiding.] Mr. English.
Mr. ENGLISH. Thank you, Mr. Chairman.
Ambassador Zoellick, I also want to congratulate you on your in-

spired advocacy of America’s economic interests in Quebec City, for
what I think was your active role in making sure that that summit
was perhaps the most transparent we have ever had in response
to some of the criticisms from the street. Clearly this was a much
more open process than has happened in the past. And also I want
to congratulate you and the administration on grappling with some
very difficult issues about the scope of the negotiation.

Now, having been out in Seattle, I understand how important
this is in launching a negotiation. I went out to Seattle hoping to
have a chance to meet with some of my counterparts, to talk about
why I thought that anti-dumping and countervailing duties laws
should not be on the agenda. I know that you faced basically the
same issue in Quebec City. And at the same time, the administra-
tion, as I understood it, came out against including anti-dumping
and countervailing duties on the agenda you were advocating,
keeping open the option of labor and environmental issues. And as
I understand it, the compromise that was struck, was that you
were able to leave the agenda open so that any Member nation
would be able to include things on the agenda as the FTAA went
forward. I think that is a good solution. I would like you to com-
ment a little bit about it, and if I might, I would also like to ex-
press the fact that I do not believe that an FTAA negotiation is an
appropriate or feasible way of making significant changes in our
anti-dumping and countervailing duty laws. Your comments, sir?

Mr. ZOELLICK. Well, as you suggested, the way these negotiations
work is that people are allowed to put forward their own text, and
in the environment and labor area, we fought long and hard for the
freedom to be able to put forward some language that basically
said that countries should not adjust their environmental labor
standards to draw up an investment, and some language very simi-
lar to what we already have in the NAFTA provision. And at the
end of the day, people agreed with our right to put forward that
language. It partly relates to some of the other questions I have,
that it does reveal the degree of sensitivity in the developing world
about what I think is a very modest set of proposals, but how peo-
ple are worried that they are going to be used for protectionist pur-
poses, whether people here like that term or not. They do.
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The second point is, is that in the anti-dumping area, as you
said, there are many people that would like to change our anti-
dumping laws. Our position is that we do not want to change them,
and so that is our stated role. There are issues that people have
looked at more generally in terms of the transparency in the proce-
dures, and in sort of how the procedures work, which, frankly, I am
open to more because I am concerned about how these laws will be
used against US companies elsewhere in the world. There are some
striking charts about how other countries are now using these anti-
dumping and countervailing duty laws without the rules and trans-
parency that the United States has. But, you know, I share the be-
lief that I know you do, that I think that to be able to sustain free
trade in this country, we are going to have to be able to have
strong laws to deal with unfair trade practices.

And if I might add, I feel this on the safeguards as well, on the
whole issue of the 201. You know, this is a subject I have talked
about with a lot of my colleagues, and I have raised overseas. I
think in a world where, you know, information can move at the
speed of light, and financial transactions at a similar speed, and
trade is moving at a close to similar speed, it is just a reality that
some industries in some communities are not going to move as
quickly. And I do not believe our solution should be to protect them
and not let them adjust, but I do believe we have to create some
mechanisms to allow them to adjust in time so as to be able to
maintain support for trade. And this is true in some agricultural
areas, and it is true in some manufacturing categories. I think for
us to be able to do this effectively, however, we are going to have
to be stringent, because, as you know, all the pressures will be on,
you know, holding back change which cannot be held back. So I am
a strong believer in trying to see how this administration can use
201 provisions effectively, but without letting them slip into a new
form of protectionism.

Mr. ENGLISH. Mr. Chairman, with your indulgence, I wanted to
ask a quick follow-up question.

Since you, Ambassador, raise the issue of 201, and you are aware
of my interest in the steel issue, I was wondering if you could
quickly update us on the administration’s current thinking on the
possible use of a section 201 action to remedy the steel industry’s
dilemma?

Mr. ZOELLICK. The main point I should make, Congressman, is
that since you do such a good job of monitoring this closely, there
is very little I can add from the last time that you asked me, which
was probably last week.

But in essence, this is a topic that Secretary O’Neill, Secretary
Evans, Secretary Chao and myself have all been deeply engaged in.
There is an interagency group that is chaired out of the White
House. Secretary O’Neill I think has taken a particular interest in
some potential international solutions based on his experience with
the aluminum industry.

And so we have also, as you know, discussed this with the wide
range of industry members, and as you know, there are some dif-
ferent views on this because some of the industry feels that they
are more efficient, and they would be able to operate better if some
capacity was not in place, and others, it depends on the nature of
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their business operations and whether they are a fully integrated
operation, or it depends somewhat on their strategy. And in simi-
larly, obviously, some of the local unions that are related to specific
plants, have a different perspective from the general steel workers
who may be recognizing an overall need for restructuring.

So my sense is, Congressman, that this is an issue that we be-
lieve is going to have to be resolved in a matter of weeks to month.
I cannot say for sure. There is no decision. You know my own pref-
erence, but that is not—I do not mean to suggest that is going to
by any means be the result, but I do think that it is important for
those interested in the issue to be actively engaged, because we
are.

Mr. ENGLISH. Thank you for sharing our sense of urgency, and
thank you for you testimony today.

Mr. HOUGHTON. Mr. Brady.
Mr. BRADY. Thank you, Mr. Chairman.
Mr. Ambassador, you made the point very early on that we have

a lot of time and a lot of effort to catch up on, and these trade jobs
are the ones that our kids are going to use to be able to raise a
family on, and it is embarrassing to know that Chile has free trade
agreements with every nation in this hemisphere except the United
States and Cuba. It is embarrassing to know that out of the invest-
ment treaties we have—which basically when America invests in a
country, we sell to that country—we are 26th in the world there,
just behind those free-enterprise bastions of Cuba and Morocco, but
we have edged out Tunisia, I think, in those investment treaties.
We need to be back on the field so that, again, our children will
have the kinds of jobs they can raise their family on. I know in
Texas, we have seen as a result of NAFTA, just in 5 short years,
in the area we were most likely to have jobs competitive, manufac-
turing, the one that Ross Perot said we would hear to giant sucking
sound in, just in 5 years we have created enough new manufac-
turing jobs, just in our State, to fill every seat of the Astrodome
twice over, just in 5 years, new manufacturing jobs.

Along the border between Mexico and Texas, which is a terrible
environmental area, just since NAFTA we now have—the last time
I checked—$2 billion of environmental projects to clean the air and
to clean the water better than it ever has before, and we still have
a long way to go, but that would have never occurred without the
free trade agreement. And from labor’s standpoint, not only are
standards rising in Mexico, but you would be hard pressed to argue
that the new plants opening there pay less or have less benefits
than those that existed before. It is a win-win situation.

I appreciate the effort you are making to focus on enforcement.
Anyone who read the report out of your office from last week would
have to be impressed with the aggressiveness of America and this
administration to aggressively enforce these trade laws and agree-
ments. There is no question too, that as in any agreement, whether
it is between two businesses or two nations or more, there will be
disputes. Some can be handled through the administration. Some
have to go through a court and an appeals process, and can be very
frustrating. But I think you are right on track to enforce the trade
agreements, to have written analysis of the impact on the environ-
ment, to invite the labor community into these assessments, to
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make sure that we, indeed, as you said, are rising, not just free
trade, but freedom, environmental progress, labor progress, all at
the same time. They really are compatible and really do go to-
gether, and I appreciate again the effort you are making to enforce
and to raise them. Thank you, Mr. Chairman.

Mr. HOUGHTON. Thanks, Mr. Brady.
Mr. ZOELLICK. Can I just make a brief comment?
Mr. HOUGHTON. Yes, sure.
Mr. ZOELLICK. Is that because the Congressman and I have

talked about this for a long time. In fact, we had the pleasure of
starting to dig into this, I think, before the first Seattle meeting,
and I know you have a strong interest in this.

And the point I just want to make on enforcement is that to be
fair, this is really an effort that has crossed administrations. A
number of the things in the report that you pointed out were
things that were done by my predecessors in the Clinton adminis-
tration, and it is also very much related to this Congress, because
you have given us additional 25 people. Many people do not realize
that we only have about 203 people at USTR trying to cover the
world. So that extra 25 people makes a big difference to us. We are
in the process of staffing them up right now, so, frankly, it is the
support of the Congress on this that enables us to do a better job,
and that report that you read was a combination of my prede-
cessors as well as the current team.

Mr. BRADY. Another example that free trade is a bipartisan
issue. Thank you, Mr. Chairman.

Mr. HOUGHTON. Any other comments? Thanks very much, Mr.
Ambassador. Certainly appreciate your testimony.

Mr. ZOELLICK. Thank you.
[Questions submitted from Mr. Shaw, and Ambassador Zoellick’s

response are as follow:]
Question 1: Is it possible and are you inclined to treat such import sen-

sitive commodities differently in the FTAA and WTO negotiations, and
maintain tariff protection as the primary means of offsetting years of artifi-
cial foreign advantages? What other methods exit?

Response 1: Although the U.S. objective in both the FTAA and WTO is to open
markets for agricultural products, the tariff negotiations in the two fora will differ
in many respects. The results of the FTAA negotiations must comply with WTO
rules and disciplines for free trade agreements, including the requirement to pro-
gressively eliminate tariffs on substantially all trade within ten years. In the WTO
agriculture negotiations, we generally seek tariff reductions rather than tariff elimi-
nation, although we do not preclude the possibility of zero-for-zero negotiations for
certain agricultural commodities. Given these differences in the underlying scope of
the negotiations, it is highly unlikely that import sensitive commodities would re-
ceive the same treatment in the FTAA and WTO negotiations. We recognize the
need to work with Congress and interested representatives of our agricultural sector
to develop the most appropriate methods to address the concerns of import sensitive
industries in each of the ongoing negotiations.

Question 2: Do you foresee a situation where you will be forced to make
choices between competing interests, trading some import sensitive com-
modities against export focused commodities or other industrial products,
for the sake of reaching an agreement?

Response 2: Most negotiations require some difficult decisions. This will no doubt
be true for the FTAA and WTO negotiations. These decisions will likely involve how
to best accommodate the particular interests of all segments of the U.S. industry,
including import sensitivities and export interests. Our objective is to get the best
deal possible for U.S. agricultural producers, processors and consumers in both ne-
gotiations, as part of the overall package of results in each negotiation.
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Question 3: Maintaining the strength of U.S. trade remedy laws, such as
antidumping and countervailing duty procedures, is critical to survival for
many American farmers. Will you notify Congress in advance if you foresee
that negotiations require modification in the application of the U.S. anti-
dumping laws to dumped agricultural imports, prior to the ratification
process?

Response 3: The Administration agrees that maintaining the strength and effec-
tiveness of our trade remedy laws is of critical importance. The Administration will
continue to consult closely with Congress on all aspects of the FTAA negotiations,
particularly with respect to important issues such as trade remedies.

Question 4: Since NAFTA took effect, Florida’s fruit and vegetable grow-
ers have repeatedly expressed concern about lost domestic sales to Mexi-
can tomatoes, bell peppers, cucumbers and other crops. They cite any num-
ber of reasons for those lost sales—from lower U.S. tariffs, to increased in-
vestments in Mexico, to the peso’s devaluation after NAFTA took effect, to
inadequate U.S. safeguard mechanisms for import-sensitive fruits and vege-
tables. How would the FTAA be more responsive to these various concerns?

Response 4: The Administration wants to work with Congress and Florida fruit
and vegetable growers to find the most appropriate way to address the growers’ con-
cerns regarding the FTAA. Safeguard mechanisms are certainly one possibility that
we are exploring. We would be very interested in receiving advice from interested
Members concerning the way safeguards or other mechanisms could be structured
to address the concerns of Florida fruit and vegetable growers.

Question 5: What concrete steps do you intend to take in this trade initia-
tive to prevent the most import-sensitive U.S. products, including Florida
fruits and vegetables, from being harmed?

Response 5: The Administration recognizes that many Florida fruit and vege-
table growers are concerned about the potential effects of the FTAA. Currently,
FTAA negotiators are focusing on the general framework (so-called ‘‘modalities’’ that
will be used as the basis for the tariff negotiations, as well as developing texts on
specific issues such as safeguards. Detailed product-by-product tariff negotiations
are scheduled to begin by May 15, 2002. During this year, the administration is
seeking specific advice from Congress and our private sector concerning the types
of general approaches to tariffs and other issues, including safeguards, that might
address the concerns of import sensitive sectors.

f

Mr. HOUGHTON. Now we will call the next panel. Loren Yager,
Director of the International Affairs and Trade, United States Gen-
eral Accounting Office; the Honorable Richard Fisher, former Dep-
uty United States Trade Representative; the Honorable John
Sweeney, President of the American Federation of Labor and Con-
gress of Industrial Organizations; Franklin Vargo, Vice President
of the International Economic Affairs, National Association of Man-
ufacturers; Daniel Price, Partner, Powell Goldstein, Frazer and
Murphy, on behalf of the United States Council for International
Business; and William Gambrel, President of the Bank of Boston,
Colombia, and Vice President of the Association of American
Chambers of Commerce in Latin America.

Chairman CRANE. [Presiding.] We will proceed in the order you
were presented to the Committee, and I would ask that you try and
keep oral testimony to roughly 5 minutes, and any printed testi-
mony will be a part of the permanent record. And with that, we
shall commence with Mr. Yager.

STATEMENT OF LOREN YAGER, DIRECTOR, INTERNATIONAL
AFFAIRS AND TRADE, U.S. GENERAL ACCOUNTING OFFICE

Mr. YAGER. Thank you, Mr. Chairman. Mr. Chairman and Mem-
bers of the Subcommittee, I am pleased to have the opportunity
today to discuss our observations on the two recent meetings affect-
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ing the negotiations for a Free Trade Area of the Americas, the
Trade Ministerial in Buenos Aires, Argentina, and the Presidential
Level Summit in Quebec City, Canada.

We reported in March 2001 that the negotiations are at a critical
juncture, and that these two meetings offered an opportunity to
provide momentum and set an ambitious pace for the next more
difficult phase of the negotiations. In that report we cited a number
of goals that needed to be accomplished for the meetings to be suc-
cessful. The primary message of my testimony this afternoon is
that the April meetings accomplished those goals and set the stage
for the phase of the negotiations where the hard bargaining will
begin.

Specifically today, I will discuss what the Western Hemisphere
nations did on three issues. They addressed controversial topics.
They set objectives and deadlines for the next phase, and they pro-
vided momentum for the negotiations. Finally, I will conclude with
some long-term challenges that we discussed in our March report.

First, the ministers reached accommodations on a number of con-
troversial issues that had slowed progress on other topics. These
agreements, on subjects such as labor and the environment, anti-
dumping and smaller economies, enabled countries to set forth
basic principles while keeping topics on the table for future resolu-
tion. For example, as Ambassador Zoellick stated earlier, on labor
and the environment, the ministers defused the conflict over
whether to include US text by stating that any delegation has the
right to present proposals it deems relevant, though others may
place these proposals in brackets to indicate their disagreement.
However, the adjacent sentence in the ministerial declaration
states that most of the ministers believe non-compliance with envi-
ronment and labor rights should not result in trade restrictions or
trade sanctions. While the ministers and leaders did not resolve
these questions, the agreements did allow them to move on and ac-
complish the rest of the agenda for the meetings.

The second accomplishment was the direction provided for refin-
ing the draft text and beginning negotiations on market access,
which reflect the hard bargaining of the negotiations. To move to-
ward consensus on the draft text, ministers directed negotiating
groups to refine as much as possible of the 200 plus pages of over-
lapping and competing text before the Ministerial. To prepare for
the beginning of market access negotiations, the ministers in-
structed specific negotiating groups to develop recommendations by
April 1, 2002 on the basic ground rules for negotiation. Ministers
also established the deadline of May 15th, 2002 for negotiating
groups to initiate the market access negotiations on tariffs and
other topics.

The third accomplishment was that the trade ministers and lead-
ers added momentum to the process in two ways. One was the deci-
sion, again mentioned earlier, made at the April meetings, to pub-
licly release the draft text of the non-negotiating groups. In re-
sponse to public pressure and recommendations by the business
community, the ministers determined that releasing the text would
help increase the transparency of the negotiating process and build
public understanding of the FTAA. The leaders also set a firm

VerDate 11-MAY-2000 00:47 Oct 03, 2001 Jkt 005300 PO 00000 Frm 00060 Fmt 6633 Sfmt 6602 W:\DISC\74222 ATX004 PsN: ATX004



57

1 See Free Trade Area of the Americas: Negotiations at Key Juncture on Eve of April Meetings
(GAO–01–552, Mar. 30, 2001).

deadline for completion of the agreement in January 2005, accel-
erating the pace of the negotiations.

Facing a critical juncture in the FTAA process, the FTAA coun-
tries accomplished an ambitious agenda designed to start the hard
bargaining phase of the negotiations on a sound footing. Still, as
we had previously reported, the FTAA negotiations face other long-
term challenges, including managing the scope and complexity of
work required to finalize draft rules, resolving contentious issues,
and summoning the political will in the United States and other
countries to conclude an agreement.

Mr. Chairman, this concludes my testimony. I would be happy to
answer any questions that you or other Members of the Sub-
committee have.

[The prepared statement of Mr. Yager follows:]

Statement of Loren Yager, Director, International Affairs and Trade, U.S.
General Accounting Office

Mr. Chairman and Members of the Subcommittee:
I am pleased to have the opportunity today to discuss our observations on two re-

cent meetings affecting the negotiations for a Free Trade Area of the Americas
agreement: a trade ministerial in Buenos Aires, Argentina, on April 7, 2001, and
the presidential-level Summit of the Americas in Quebec City, Canada, on April 20–
22. The Free Trade Area of the Americas agreement, if completed, would eliminate
tariffs and create common trade and investment rules within the 34 democratic na-
tions of the Western Hemisphere. As you know, these negotiations are among the
most significant ongoing multilateral trade negotiations for the United States. Presi-
dent Bush has stated repeatedly that establishing the Free Trade Area of the Amer-
icas is one of his top trade priorities. We reported in March 2001 1 that the negotia-
tions are at a critical juncture and these two meetings offered an opportunity to in-
ject momentum and set an ambitious pace for the next, more difficult phase of the
negotiations. We also reported that, going into the meetings, the ministers faced an
ambitious agenda of decisions designed to start the next phase of the negotiations
on a sound footing. At your request, we reviewed the results of the meetings. Spe-
cifically, today I will discuss what Western Hemisphere countries did to (1) address
controversial issues, (2) set objectives and deadlines for the next phase of the nego-
tiations, (3) build public support, and (4) adding needed momentum into the negotia-
tions. My observations are based on our past and ongoing work on the Free Trade
Area of the Americas process, including in Buenos Aires, Argentina. Before I get
into the specifics of these topics, let me provide a brief summary.
SUMMARY

As we stated in our March report, the trade ministers for the Free Trade Area
of the Americas (FTAA) countries faced an ambitious agenda in the April meetings.
This was because a number of controversial and complex issues had slowed progress
on the objectives and deadlines that had to be concluded in the April meetings.
However, accommodations reached by the ministers on topics such as labor and the
environment, antidumping, and nations with smaller economies allowed countries to
set forth basic principles while keeping topics on the table for future resolution. For
example, on labor and the environment, the ministers stated that any delegation
has the right to present negotiating proposals it deems relevant. However, the min-
isters went on to announce that most ministers believe noncompliance with environ-
ment and labor rights should not result in trade restrictions or sanctions.

As a result of the movement on these controversial issues, the trade ministers
were able to set out clear objectives and deadlines to promote progress during the
next 18 months of the negotiations. These negotiations will culminate at the next
trade ministerial to be held in Ecuador, in October 2002. So far, the FTAA negotia-
tions have produced a draft text agreement, covering nine major issue areas. The
next negotiating phase will involve hard bargaining to refine the draft text and
begin negotiations on market access concessions. To move toward consensus on the
draft text, ministers directed negotiating groups to eliminate material that is in dis-
pute to the maximum extent possible. To prepare for the beginning of the market

VerDate 11-MAY-2000 00:47 Oct 03, 2001 Jkt 005300 PO 00000 Frm 00061 Fmt 6633 Sfmt 6621 W:\DISC\74222 ATX004 PsN: ATX004



58

2 English, French, Portuguese, and Spanish.

access negotiations, ministers instructed specific negotiating groups to develop rec-
ommendations by April 1, 2002, on the methods and modalities (basic ground rules)
for negotiation. The ministers also asked the groups to develop, where appropriate,
inventories of tariffs, nontariff barriers, subsidies, and other practices that distort
trade. Ministers directed negotiating groups to initiate these market access negotia-
tions no later than May 15, 2002.

The FTAA trade ministers took several notable actions to build public support for
the FTAA process. The biggest surprise decision made at the April meetings was
the agreement to publicly release the draft text of the nine negotiating groups. In
response to public pressure for greater openness and recommendations by the busi-
ness community, the ministers determined that releasing the text would help ensure
the transparency of the negotiating process and build broad public understanding
of and support for the FTAA. The text, which is several hundred pages long, will
be made public after its translation into the four official languages 2 of the negotia-
tions. The trade ministers also took action to enhance the role of civil society—
meaning nongovernmental groups representing business, labor, environment, and
other interests—in the FTAA process.

The April meetings appear to have been successful in providing high-level political
leadership across the hemisphere and fresh momentum to the FTAA negotiations.
At their summit in Quebec City, President Bush and other leaders signaled their
commitment to the FTAA and their desire to work together to attain the common
goals of expanding trade, improving economic opportunities, strengthening democ-
racy, and redressing social and economic inequities. The meeting also set new dead-
lines for completing and implementing the agreement, partly accomplishing the feat
of setting an accelerated pace for negotiations. Business and congressional leaders
attended, underlining interest by key U.S. stakeholders, even as protests graphically
demonstrated the opposition mobilizing against an FTAA. The outcomes at Buenos
Aires and Quebec allow the next phase of technical negotiations to start on a sound
footing. However, boosting U.S. congressional and public support, dealing with a
large and complex agenda of issues, and accommodating the diverse needs and posi-
tions of participants are among the challenges facing FTAA negotiators in the hard
bargaining ahead.
BACKGROUND

In December 1994, the heads of state of the 34 democratic countries in the West-
ern Hemisphere agreed at the first Summit of the Americas in Miami, Florida, to
conclude negotiations on a Free Trade Area of the Americas no later than 2005. The
FTAA would cover a combined population of about 800 million people, more than
$11 trillion in production, and $3.4 trillion in world trade. It would involve a diverse
set of countries, from some of the wealthiest (the United States and Canada) to
some of the poorest (Haiti) and from some of the largest (Brazil) to some of the
smallest in the world (Saint Kitts and Nevis). Proponents of the FTAA contend that
a successful negotiation could produce important economic benefits for the United
States. Business groups say that if relatively high tariffs and other market access
barriers are removed, U.S. trade with the region could expand further. While an
FTAA may provide benefits for the United States, it may also adversely impact cer-
tain import-competing sectors. Other groups, such as certain unions and environ-
mental groups, have also strongly voiced concerns about the FTAA’s impact on U.S.
workers and on the U.S. government’s capacity to act in the public interest.

From a technical standpoint, ministers agreed in 1998 at the San José Ministerial
meeting that the FTAA would be a single undertaking, meaning that the agreement
would be completed and implemented as one whole unit instead of in parts. They
also agreed that the FTAA agreement will be consistent with the rules and dis-
ciplines (practices) of the World Trade Organization, and that the FTAA could coex-
ist with other subregional agreements, like the Common Market of the South
(Mercosur) and the North American Free Trade Agreement (NAFTA), to the extent
that the rights and obligations go beyond or are not covered by the FTAA. An even-
tual FTAA agreement would contain three basic components: (1) chapters on general
issues and the overall architecture of the FTAA and its institutions, (2) schedules
for reducing tariff and nontariff barriers, and (3) chapters on specific topics. The
chairmanship of the negotiations changes every 18 months, with Argentina serving
as chair through the April 2001 meetings, succeeded by Ecuador for the next round
of negotiations. Brazil and the United States are set to co-chair the final round from
November 2002 to December 2004. Ministers set out the workplans for the negoti-
ating process and select new chairs for the negotiating groups in 18-month incre-
ments.
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3 The term ‘‘bracketed’’ refers to the punctuation placed around language in the draft chapters
for which agreement has not yet been reached. For example, if two countries submitted different
proposals for language in a chapter, brackets would be placed around each proposal until a con-
sensus is reached on the differences between the two.

The FTAA negotiations have so far met the goals and deadlines that the trade
ministers set. Since beginning the process in 1994, the 34 participating countries
have succeeded in building a technical foundation for the negotiations. As shown in
figure 1, from December 1994 to March 1998, the participants developed the overall
structure, scope, and objectives for the negotiations. The participating countries
then formally initiated the negotiations at the San José Ministerial and the
Santiago Summit of the Americas in 1998. The negotiating groups, illustrated in fig-
ure 2, recently produced a first draft of chapters for specific issues, such as market
access, investment, and agriculture. According to U.S. and foreign negotiators, how-
ever, the draft text is heavily bracketed,3 indicating that agreement on specific lan-
guage has not been reached. In addition, negotiations on market access have yet to
begin. Nevertheless, participants described this draft text as an important accom-
plishment and stated that it will form the basis for future negotiations. The negotia-
tions have also produced several business facilitation measures and improved co-
ordination between participating countries on trade matters.
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Figure 2: Organization of the FTAA Negotiations

Legend:
SPS=Sanitary and phytosanitary measures (These measures are taken to protect
human, animal, or plant life or health)
Note 1: Current chairs of the various FTAA entities are listed in parentheses. The
objectives of each negotiating group and the Trade Negotiations Committee appear
in italics.
Note 2: The Tripartite Committee provides technical assistance to the negotiations
and is composed of the Organization of American States, the Inter-American Devel-
opment Bank, and the United Nations Economic Commission for Latin America and
the Caribbean.
Note 3: The FTAA ministers and negotiating groups are serviced by an Administra-
tive Secretariat.
Note 4: The venue for the actual negotiations was initially located in Miami and
will rotate to Panama City and Mexico City.
Source: GAO.

MINISTERS DEFUSE CONTROVERSIAL ISSUES
FTAA ministers took measures in Buenos Aires to prevent several controversial

or complex topics from blocking the progress of the negotiations. In our March re-
port, we noted that the trade ministers faced an ambitious agenda in the April
meetings because the controversies had consumed considerable time in the pre-
paratory process. One such issue involved the right of countries to put forward text
in the negotiating groups, specifically on labor and the environment. The United
States had sought to include proposals in the investment negotiating group obli-
gating parties to strive to ensure that their environmental and labor laws would not
be relaxed to attract investment. Other FTAA countries objected to this proposal,
stating that labor and the environment were outside the mandate of the negotiating
group and did not belong in an FTAA. The ministers resolved this conflict by stating
that the negotiating groups should work under the principle that any delegation has
the right to present proposals it deems relevant, though others may place these pro-
posals in brackets if they do not agree. However, most ministers went on to an-
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4 The text of the ministerial declaration states, ‘‘Most Ministers recognize that the issues on
environment and labour should not be utilized as conditionalities nor subject to disciplines, the
non-compliance of which can be subject to trade restrictions or sanctions.’’

nounce their opposition to the use of sanctions for enforcing labor and environment
provisions.4

Another challenging issue addressed by ministers to keep the process on track in-
volved considering the needs of smaller economies. As we reported, countries with
smaller economies are concerned with both technical and resource constraints that
make the negotiating process a challenge and with preventing their economies from
being overwhelmed by the larger ones once the agreement is implemented. Accord-
ing to FTAA experts, their concerns about resource constraints were met in part by
assurances from the U.S. Trade Representative and the President of the Inter-Amer-
ican Development Bank that they would attempt to identify additional technical as-
sistance. In addition, their concerns about implementation were addressed in the
ministerial declaration, wherein the ministers in Buenos Aires reiterated their com-
mitment to take into account the differences in levels of development and size of
the economies among the FTAA participants. The ministers further directed the
Trade Negotiations Committee to formulate by November 2001 some guidelines for
applying treatment for dealing with the differences in the size of the economies.

A third area in which controversy was forestalled involved antidumping. Prior to
the ministerial, a U.S. alternative proposal in the negotiating group on antidumping
created a controversy among the FTAA participants. The Office of the U.S. Trade
Representative has stated that the FTAA agreement should ensure the right of each
country to maintain and apply trade remedies within the FTAA. According to one
of the foreign lead negotiators, the U.S. alternative proposal angered many other
participants because it was viewed as an effort on the part of the United States to
take the antidumping issue off the negotiating table. While U.S. officials have de-
nied that this was their intent, the issue threatened to distract the ministers at
Buenos Aires, according to observers. The issue was defused, however, by several
ministerial directives. Specifically, the ministers placed language in the ministerial
declaration repeating their initial charge from the San Jose Ministerial for the nego-
tiating group on subsidies, antidumping, and countervailing duties to intensify its
efforts to reach a common understanding and improve the rules and procedures for
operation and enforcement of trade remedy laws. The ministers further directed the
negotiating group to submit recommendations on the methodology to achieve this
objective by April 2002. In effect, the ministerial action reminds all participants that
they have previously agreed to seek improvements in trade remedy regimes, while
providing a deadline for action toward that end.

MINISTERS PROVIDE DIRECTION FOR NEXT PHASE OF NEGOTIATIONS
As we noted in our March report, an important task for the April meetings was

setting the pace, goals, and structure for the remainder of the FTAA process. At the
Buenos Aires Ministerial, FTAA trade ministers took a series of steps to set out the
objectives and timeframes for the next 18 months of the negotiations, which will cul-
minate in the next trade ministerial to be held in Ecuador in October 2002. These
steps are illustrated in figure 3.
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5 Other modality decisions include, for example, the period of time in which the tariff reduc-
tions will occur.

One of the important tasks of the April meetings was to prepare for the beginning
of market access negotiations. Before countries can begin to negotiate on market ac-
cess concessions, they must agree on the basic ground rules of the negotiations, such
as the type of tariff rate to use as the starting point. Negotiators refer to these
ground rules as the ‘‘modalities.’’ 5 Several of the specific directions ministers pro-
vided to the negotiating groups are listed below (applicable negotiating groups are
listed in parentheses):

• Recommend methods and modalities for upcoming negotiations on tariffs, non-
tariff barriers, rules of origin, subsidies, investment, government procurement, serv-
ices, and other practices that distort trade in agricultural products (market access;
agriculture; investment; subsidies, antidumping, and countervailing duties; services;
and government procurement).

• Create a preliminary inventory of nontariff measures (market access, agri-
culture).

• Recommend what types of other practices that distort agricultural trade should
be addressed (agriculture).

• A related step ministers took to advance the FTAA process was to set a date
for beginning market access negotiations. As we reported in March 2001, the FTAA
participants had not set out a date to begin the market access negotiations, where
countries start to offer tariff and nontariff concessions. In Buenos Aires, ministers
directed specific negotiating groups to begin these negotiations no later than May
15, 2002. This pertains to tariff liberalization in the market access and agricultural
groups, and rules of origin in the market access group. The deadline also pertains
to investment, services, and government procurement groups for market access ne-
gotiations in their respective groups.

• The ministers also instructed negotiating groups to take steps to reach con-
sensus on the draft text. As we reported, the draft text generally represents a con-
solidation of all proposals submitted by FTAA countries so far. FTAA participants
state that the draft reflects wide differences between the countries over substance
and philosophical approaches to key issues. The ministers specifically directed the
nine negotiating groups to intensify efforts to resolve existing differences and reach
consensus, with a view to eliminating brackets and consolidating text to the max-
imum extent possible. Ministers also set August 2002 as a deadline for negotiating
groups to submit their revised draft chapters to ministers.

In addition to setting specific objectives for the negotiating groups, the ministers
formed a new Technical Committee on Institutional Issues to begin discussions on
the FTAA’s overall institutions, like the location of a permanent secretariat and the
type of mechanism that will be used for dispute settlement. U.S. officials also expect
that this committee will act as a mechanism to deal with issues that pertain to all
negotiating groups or do not fall within a specific group. U.S. and other officials par-
ticipating in the process stated that this new committee is comparable to the negoti-
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6 The committee was created at the urging of the United States to provide a vehicle for public
input on business concerns, environment and labor rights, and other issues.

7 The English-version FTAA web page is located at www.ftaa-alca.org/alcale.asp.

ating groups in that it will have a different chair than the chair of the negotiations
and will be supervised by the Trade Negotiations Committee.
MINISTERS ATTEMPT TO BUILD PUBLIC SUPPORT FOR FTAA

In March, we noted that the April meetings represented an opportunity to build
public support for the FTAA and address concerns about openness. The FTAA trade
ministers took several notable actions in an effort to do so. The biggest surprise of
the April meetings was the decision to publicly release the bracketed text of the
nine negotiating groups. As we previously reported, Canada, more than 50 Members
of Congress, and various U.S. nongovernmental groups had called for the release of
the bracketed text, because publicly available information on the FTAA negotiations
has been limited. In addition, recent public protests added to the groundswell of
support for releasing the text. However, given the ongoing and confidential nature
of FTAA deliberations, this proposal was expected to be controversial at the meet-
ings. Nevertheless, in response to public pressure and the recommendation of the
business community, the FTAA leaders determined that releasing the text would
help improve the transparency of the negotiating process and would increase public
understanding of and support for the FTAA. The text, which is several hundred
pages long, will be made public after its translation into the four official languages
of the negotiations.

The trade ministers also took action to enhance the role of civil society in the
FTAA process. The Committee of Government Representatives on the Participation
of Civil Society 6 has been contentious since its creation. For example, one country
had consistently blocked the committee from preparing recommendations based on
the public input received. In part because of the disagreement over the role of the
committee, many civil society representatives we interviewed told us they were dis-
appointed with the committee because there was little evidence that their input was
being given serious consideration in the negotiations. At Buenos Aires, however, the
ministers took action to strengthen and extend the role of the committee. For exam-
ple, they instructed the committee to:

• develop a list of options by the next Trade Negotiations Committee meeting on
how to foster a process of increasing and sustained communication with civil society,

• analyze the possibility of incorporating more information on the FTAA’s web
page,7 and

• forward the public input by civil society to the appropriate negotiating groups.
Whether or not these steps will be deemed sufficient by outside observers remains

to be seen. Nevertheless, the steps, taken in combination with the release of the
bracketed text, will make the FTAA process more open to public scrutiny and com-
ment than it has been so far.
LEADERS TAKE STEPS TO PROVIDE POLITICAL MOMENTUM TO THE FTAA

PROCESS
As we noted in our March report, one of the most important aspects of the April

meetings was the opportunity by hemispheric leaders to inject needed momentum
into the negotiations at a key juncture, since the phase of negotiations in which
countries set out initial positions has ended, and the coming phase is expected to
narrow the many substantive differences that remain. The leaders addressed the
issue of momentum in two ways. First, they set precise deadlines for concluding and
implementing an FTAA. Second, they provided political-level support and direction
to the process as it enters a more ambitious and difficult phase.

In April, hemispheric leaders endorsed a more precise formulation of the dates for
the conclusion of negotiations and the entry into force of the agreement that should
accelerate technical-level progress. As we reported, at the 1994 Miami Summit lead-
ers set 2005 as the original target date to conclude the negotiations but did not
specify precisely what this meant. Chile put forward a proposal last year to move
up the target date to December 31, 2003, with a final agreement entering into effect
on January 1, 2005. However, some FTAA participants, most notably Brazil, pub-
licly stated that these dates were unrealistic. As a compromise, FTAA leaders ap-
proved a ministerial recommendation at the Quebec City Summit to establish Janu-
ary 2005 as the deadline for concluding FTAA negotiations and December 2005 as
the deadline for the agreement’s entry into force. The U.S. Trade Representative
called this step a key development to add momentum to the process and later noted
that the United States is prepared to try to help beat these deadlines.
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8 In the past, the Congress has enacted trade promotion authority (also known as ‘‘fast track’’)
to implement trade agreements with other countries. This authority provided for a congressional
vote within a limited period of time to accept or reject the implementing legislation for a nego-
tiated agreement without making any changes.

On the political level, the April Summit engaged President Bush and other heads
of state in the FTAA process and provided an opportunity for leaders to renew their
countries’ political commitment to the FTAA. For the U.S.’s part, President Bush
underlined the importance he attaches to achieving progress in liberalizing trade
and to solidifying and improving relations within the Western Hemisphere as a
means to increase and spread prosperity and foster freedom and democracy. At the
same time, he said, ‘‘Our commitment to open trade must be matched by a strong
commitment to protecting our environment and improving labor standards.’’ Calling
the vision of ‘‘a fully democratic hemisphere bound by goodwill and free trade’’ both
a ‘‘tall order’’ and a ‘‘chance of a lifetime,’’ the U.S. President pledged to seek and
secure from the Congress ‘‘fast track’’ or trade promotion authority 8 by the end of
2001. Other FTAA participants see this authority as a litmus test of U.S. commit-
ment to an FTAA and view it as necessary for concluding and passing an eventual
agreement. Demonstrating commitment to continued trade liberalization in the
hemisphere, President Bush also said he would seek to renew and expand the Ande-
an Trade Preferences Act, which accords unilateral U.S. tariff preferences to nations
of the Andean region, and to conclude a bilateral free trade agreement with Chile
by yearend 2001.

Statements of other key regional players also underlined their political commit-
ment to an FTAA. For example, speaking on behalf of the Caribbean, Barbados
Prime Minister Owen Arthur expressed satisfaction that ‘‘arrangements for eco-
nomic integration have now been so deliberately designed to truly accommodate the
special concerns of the smallest and most vulnerable entities in our hemisphere.’’
Reluctance by Caribbean participants about accelerating the pace of negotiations
was a major factor at Buenos Aires in discussions on setting FTAA deadlines, ac-
cording to participants. Brazilian President Fernando Henrique Cardoso urged fel-
low leaders to aim for a ‘‘Community of the Americas,’’ including an FTAA that pro-
gressively eliminates barriers to trade, opens up opportunities for growth, and does
away with inequalities. At the same time, he warned that an FTAA that failed to
provide access to more dynamic markets would be ‘‘irrelevant or, worse, undesir-
able.’’ The only country taking a new stance in the Quebec City summit declaration
from the Buenos Aires Ministerial was Venezuela, which reserved its position on the
final deadline for concluding and implementing an FTAA due to concerns about its
technical ability to meet the implementation deadline.

Generating interest in and support of the FTAA within the U.S. Congress, the
U.S. business community, and the U.S. public remains a challenge. As we reported,
many FTAA participants believe this support will be crucial if the United States is
to provide the leadership they believe is necessary for concluding a deal. It is also
required for ultimate approval of an FTAA in the Congress and in the U.S. ‘‘court
of public opinion.’’ However, some FTAA participants believe the United States has
been distracted from pursuing trade liberalization because it is without a domestic
consensus on the benefits of trade and the way in which to handle the overlap be-
tween trade and labor rights and the environment. Moreover, U.S. policies on key
aspects of FTAA rules, such as investment, have yet to be announced. Support by
the Congress and the business community for the FTAA has been limited until re-
cently, though a sizeable number of U.S. trade associations and firms participated
in the Americas Business Forum at Buenos Aires, and a bipartisan congressional
delegation accompanied President Bush to Quebec City. Meanwhile, the opposition
by key interest groups, who demonstrated in the streets of Buenos Aires and Quebec
City, is actively mobilizing. For example, the American Federation of Labor-Con-
gress of Industrial Organizations, Public Citizen, and the Sierra Club have launched
campaigns against the FTAA as it currently stands.
Longer-term Challenges

Facing a critical juncture in the FTAA process, the FTAA countries generally ac-
complished that part of an ambitious agenda designed to start the next phase of the
negotiations on a sound footing. Still, as we have previously reported, significant
challenges will need to be overcome to successfully conclude an agreement. Hard
bargaining will be required to turn the accumulation of proposals currently on the
table into a mutually agreed-upon, binding document. In addition, the FTAA nego-
tiations face other longer-term challenges, including

• managing the sheer scope and complexity of work required to finalize draft
rules,
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• negotiating market access concessions,
• devising an institutional structure for the implementation of the agreement,
• recognizing the diverse negotiating objectives and economic conditions of the

FTAA participants,
• achieving consensus on the negotiated outcomes,
• dealing with changing political and economic conditions as the negotiations un-

fold, and
• summoning the political will to conclude an agreement.
A number of participants told us that the FTAA can be successfully concluded if

the key Western Hemisphere leaders demonstrate that they have the political will
to conclude the agreement. The April meetings provided a major step in this direc-
tion, as well as clear guidance and milestones for technical-level progress. But the
ultimate success or failure of the FTAA will rest on the continued demonstration
of political commitment to the negotiation’s conclusion.

Mr. Chairman and Members of the Subcommittee, this concludes my prepared
statement. I will be happy to answer any questions you or other Members may have.
CONTACTS AND ACKNOWLEDGMENTS

For future contacts regarding this testimony, please call Loren Yager or Kim
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included Anthony Moran, Jody Woods, and Tim Wedding.
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Chairman CRANE. Thank you, Mr. Yager. Mr. Fisher.

STATEMENT OF THE HON. RICHARD W. FISHER, WASHINGTON,
DC, AND FORMER DEPUTY UNITED STATES TRADE REP-
RESENTATIVE
Mr. FISHER. Mr. Chairman, thank you for inviting me back. I am

honored to be here. As I said in my written testimony, remember,
I am a free man. I do not have to say nice things. But I am genu-
inely thrilled to be here with so many wonderful representatives
and people that do the good work of discussing the trade issues
which are so vital to our economy. So I am honored to be back. I
thank you. I thank Mr. Levin and all the Members for inviting me
here.

If you just get to the bottom line here, first, trade is a vital part
of our economy. If you take imports and you add exports to it, and
divide it by GDP, you come up with 27 percent of our GDP. The
way that we distribute this around the world is heavily emphasized
in our own hemisphere, and that is why we are here today. If you
look at the numbers, about 46 to 47 percent of what we sell is with-
in our hemisphere, and 40 percent of what we buy is from within
our hemisphere (which is, by the way, the same proportion that we
buy from countries across the Pacific).

I want to touch briefly on what I call the buy side, given my se-
curities background, and then I want to talk about the sell side,
which is so vital.

On the buy side, as a country, we import $1.4 trillion in goods
and services every year. Imports are good. They are not bad. They
help keep down the cost of living in this country, and if you shop
at Dollar General or Wal-Mart or Kmart or Target or any of these
stores, this is how you put clothing on the backs of your families
and how you feed your families. When we increase our imports, we
enhance consumer choice. When we cut tariffs, essentially what we
do is we cut tariffs at the border.

Let me put that in perspective, or give you numbers to put in
perspective. In the Uruguay Round we cut tariffs from 5.8 to 2.8
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percent. Without the benefit of that tax cut, those tariff cuts, our
consumers would have paid last year $25.2 billion more for their
imports from countries outside of NAFTA than they did otherwise
with those cuts. When you add Canada and Mexico to the mix,
given the cuts that we negotiated through the NAFTA, we add an-
other $18.2 billion in tax cuts at the border for our consumers from
what they otherwise would have paid last year. 25.2 plus 18.2 is
$43.4 billion that our consumers and our businesses saved by vir-
tue of the tax cuts we negotiated in NAFTA and the Uruguay
Round.

Keep that in mind when you think about the potential on the im-
port or buy side within our hemisphere, because, again, as I said
earlier, 40 percent of what we import comes from within the hemi-
sphere.

Of course, you cannot sustain a political mandate for the buy
side unless you emphasize the sell side. And as I said earlier, al-
most 50 percent of what we sell to the rest of the world is right
here in our hemisphere, versus 22 percent across the Atlantic and
27 percent across the Pacific. It’s important to bear in mind that
that market share is focused on two countries. Twenty-five percent
of everything we sell goes to Canada. My favorite old saw, that
Canada used to be called ‘‘the vichyssoise of nations’’ because it
was cold and half-French and difficult to stir, no longer applies.
Now it is an exciting market for us, it is the ‘‘salsa’’ of our markets.
It is an important market. We sell more to Canada than we sell
to the entire European Union.

Fifteen percent of what we sell goes to Mexico. If we continue to
grow the rate of growth of what we sell to Mexico, (before NAFTA
it was $481⁄2 billion, last year it was $111.7 billion), in another 3
years we will sell more to Mexico than we sell to the entire EU–
15. This is a startling statistic, and it shows that, indeed, we can
find a good market even in a country which is poorer than we are.
And it is not just for things we send to sell and then send back
into the United States. In a typical month last year we sold to
Mexico $48 million in surgical equipment, Congresswoman Dunn,
250,000 tons of soybeans, 28,000 cars, $700 million in semiconduc-
tors, and my favorite statistic, 200,000 golf balls and 3,200 sets of
golf clubs. They are lousy golfers. But they are great customers.
This is the kind of business that we want to have in the rest of
the world.

And very importantly, along with economic success, Mexicans
now are greater advocates of democracy and of human rights. I
speak from experience. I grew up in Mexico. The old protected au-
tarchic Mexican economy was riddled with corruption, was a shield
for one-party control, led to suppression of individual liberty. It is
no coincidence to me that a businessman, Vicente Fox, has been
elected 7 years into NAFTA, and it shows us that, indeed, trade
does have a political effect and a democratizing effect if we conduct
the right kind of negotiation. That is the good news.

The bad news is that south of the Yucatan, we sell less than 8
percent of what we sell the world, and we bring in less than 6 per-
cent.

Congressman Crane, you asked a very good question. I know you
know the answer to the question. Which is why should we be inter-
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ested in the rest of the hemisphere if we presently sell so little to
that part of the hemisphere? I once had an employee that worked
for me, who we wanted to send to Europe to operate an office
there—and he said, ‘‘Why should I go to Europe? I have never been
there before.’’ He did not last very long in our firm. The point is
that that is precisely why we should be talking about what they
call the ALCA or what we call the FTAA, north of the border here.
And that is that there are 403 million people that we are not pene-
trating and selling to. 173 million of those people live in one coun-
try, in Brazil, and if we can sell as much as we sell to Mexico with
100 million people, we can certainly sell a great deal more than we
currently sell to the 403 million people that live south of the Yuca-
tan Peninsula.

I usually like to quote Henry James, who said in a wonderful no-
vella that ‘‘courtship is poetry and marriage is hard prose.’’ I was
lucky. In the last administration I got to do the courtship part.
Now Ambassador Zoellick and you all have to do the hard prose.
And I want to just focus on three areas that I think you are going
to have to work on very, very hard, draw them to your attention,
and then conclude my discussion.

Congressman Levin, you asked a very critical question of Ambas-
sador Zoellick, and that is, how do we deal with agriculture? With
regard to agriculture last week Brazil’s Agricultural Minister put
the issue right up front. He said: if the US does not lift the protec-
tionist barriers and open its market to Brazilian products, we are
not interested in an FTAA. And he went on to define barriers to
include not just high import tariffs, but also government subsidies
to US farmers, and as Ambassador Zoellick said, food safety meas-
ures. Some of this bluster is certainly for negotiating purposes or
for domestic consumption, but the Argentines and the Chileans and
the Colombians and others are also eager to access our agricultural
markets. The ‘‘easiest’’ part of that is going to be the tariff struc-
ture, which averages 12 percent on ag. imports, but goes up to
116.4 percent on sugar, 26.4 percent on beef and so on.

The tough part is how you all are going to square the corner on
both sides of the aisle on this matter of how we deal with the sup-
port systems, and there we face a conundrum that Ambassador
Zoellick referred to earlier. How do we deal with our support pay-
ment programs solely in the context of the Americas without
handcuffing our ability to deal with the EU, who is the single big-
gest violator of agricultural export subsidies? And yet, if we cannot
come to grips with this problem in our own hemisphere, then how
can we expect the Europeans to take us seriously? If we cannot
come to grips in our biggest trading area, the most important mar-
ket of the United States, how can we expect the Japanese, the Ko-
reans and the Europeans to take us seriously when we go to nego-
tiate with them on agriculture?

The second problem area in anti-dumping. Again, that came up
just now in the discussion. It is a critical area. A week ago Chile’s
lead FTAA negotiator pointed out that in what they have proposed
for the FTAA, that anti-dumping has to be on the table. She said,
‘‘We know this is a sensitive issue, but many countries are con-
cerned by what we see as, quote, ‘arbitrary use of anti-dumping
measures in the United States.’ ’’
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Congressman English, this is an important subject, and I agree
with Ambassador Zoellick, that we should not be shy about explor-
ing how our Latin brethren implement their anti-dumping regimes.
I like to remind people that in the year to June 2000, which is the
last measurement we have, Brazil and Argentina combined filed 40
anti-dumping actions. We filed 17. The question is: how do we cope
with the causes of dumping, the surpluses in steel, (which is about
80 percent of our anti-dumping cases), in chemicals, in pharma-
ceuticals and agricultural products and so on? And by the way,
again, we face this issue: if we cannot deal with this issue in our
own hemisphere, how do we deal with the all-time champions of
anti-dumping measures, which are the Europeans who most ac-
tively use that tool?

I mention these aspects of ag. and anti-dumping to politely sug-
gest that both the Congress and the executive branch have some
soul searching to do on these critical issues, even before we get to
the very tough issue of labor and environment, because this nego-
tiation is not about reducing US tariffs. We are already down to
2.8 percent tariffs, and actually less than that in our hemisphere.
What it is about is providing market access to the United States
in return for getting access to the goods and service markets and
dismantling non-tariff barrier to our products in the rest of the
hemisphere.

As to labor and environment, I think we have to be very frank
about this. It takes two to tango. It takes two to negotiate. Trade
sanctions are out. Our Latin colleagues will not put this on the
table. And in fact, we are going to have to struggle mightily to
structure any discussion of these issues, as Ambassador Zoellick re-
ferred to earlier, so as not to appear protectionist. I think it is pos-
sible to construct an architecture of limited monetary assessments
applied to the failure to enforce existing laws in the signatory coun-
tries, but only where their alleged enforcement failure has a de-
monstrable trade effect. I doubt you are going to get much more
than that, based on my experience in negotiating the courtship
phase of this effort within the hemisphere.

Let me just conclude by saying that, first of all, we know that
as far as the economy is concerned, we can benefit by structuring
a proper agreement. We also know that democracy is sputtering in
several countries, in Venezuela, in Ecuador, in Nicaragua, Guate-
mala. We know the problems of Colombia as discussed earlier, and
in Peru. We know that Argentina is under economic duress. And
we know that Brazil and the entire hemisphere is worried about
the status of the financial markets. I have a question, which is:
how can denying these countries greater access to our markets,
coupled with the disciplines that we would negotiate—the rules
and efficiencies and so on, that we would insist be embodied in
FTAA along with a pledge that we limit its benefits to democ-
racies—help them overcome their problems if we deny them access
to our country? And if we are not willing to think on that plane,
thinking purely selfishly, this is a big market and expanding it is
good for us. We know again from NAFTA that we can conduct freer
trade with a poor country and expand jobs on both sides of the bor-
der.
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There is one other aspect that I think is very critical that I rare-
ly hear people talk about in trade discussions, which is the finan-
cial dimension. Our stock and bond markets are under severe du-
ress. The debt markets in the world are under severe duress. This
is not a Wall Street issue, by the way. 88 million Americans and
50 million households now own mutual funds, and in fact, all told
households now have over $12 trillion invested directly in corporate
securities. So do the trustees of corporate pension funds and of
Taft-Hartley moneys. And it strikes me that we send an absolutely
negative signal to the financial markets if we tell the world that
we are unable to muster the wherewithal within this country to
press the envelope on trade. In fact, we should use government for
what is useful here, and that is to engineer a constructive inter-
national agreement to pry open new markets. If we do not have
new markets, we cannot have more sales. If we do not have more
sales, we cannot have more workers, we cannot have greater prof-
its, we cannot secure the retirement system that so many millions
of our citizens now individually oversee.

So I thank you very much for having me here. I am happy to an-
swer any questions. I submitted a longer text for the written
record. I am honored to be here. Thank you very much.

[The prepared statement of Mr. Fisher follows:]

Statement of the Hon. Richard W. Fisher, Washington, DC, and Former
Deputy United States Trade Representative

Chairman Crane, Congressman Levin, members of the Committee, it is a pleasure
and an honor for me to be invited back into this Committee Room today.

There are some things that one does not miss about serving as Deputy USTR.
There are others that one treasures. I actually miss working with the Trade Sub-
committee. Mr. Chairman, you and I worked very closely together on so many issues
in the last Administration and almost always saw eye-to-eye, despite being from dif-
ferent parties. And Congressman Levin, you have been a faithful and constant re-
minder for all of us that it is important to view trade as a means to an end—that,
as the preamble to the GATT says, the purpose of trade liberalization is to ‘‘raise
standards of living, ensure full employment, and develop the full use of resources
of the world.’’ Gentlemen, remember I am a free man. Which means I don’t have
to say nice things about you as a matter of course. So when I say it, I mean it: the
members of this Committee do great service to our country with your leadership
roles in trade and, as an ordinary citizen, I thank you for it.

AN FTAA MAKES SENSE

Let me get to the point about Quebec and the Summit of the Americas: the United
States needs to press the envelope of trade liberalization in this hemisphere.

On the sell side, our hemisphere is already the largest market for our exports,
yet we are far from realizing our potential sales to our Latin and Caribbean neigh-
bors.

On the buy side, we can do more to provide market access to countries to the
south and east of the Yucatan Peninsula.

Increased two-way trade flows and the enhanced investment in the region that
will surely follow will bolster those economies and undergird democracy, reduce pov-
erty and enhance the rule of law, improve human rights and encourage greater re-
spect for the hemisphere’s ecosystem. We would be fools to let pass the opportunity
for a Free Trade Area of the Americas. It is both in our economic and our strategic
interest to make this happen.

It is also in the interest of our Latin and Caribbean neighbors. For all of them
conduct the majority of their trade within the hemisphere. And each covets access
to our market, the Big Enchilada Economy, just as we covet access to the 400 mil-
lion people that live in their markets. Colombia, for example, which sells 50% of its
exports to the United States, has an obvious interest in lowering the cost of doing
business here. Brazil, on the other hand, sells just 19% of her exports to the U.S.;
she has a natural interest in expanding her market share here.
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The idea of a barrier free market for the entire hemisphere was originally a Latin
conception: Simon Bolivar, the Great Liberator, was the first to champion the cause.
Mexico’s first native-born leader, Benito Juarez, proposed a similar initiative in the
1860’s. Here in the North, Secretary of State James Blaine tried to promote the con-
cept in 1906, Franklin Roosevelt spoke about it in the first days of his presidency
in 1933, and it has since been praised in concept by leaders of both parties from
Jack Kennedy to the first President Bush.

But until recently it was never taken beyond the world of oratory and conceptual
discussion.

President Clinton formally initiated the process of turning this from an academic
vision into reality at the 1994 Summit of the Americas in Miami. The Clinton Ad-
ministration further advanced the ball at a subsequent summit in Santiago in 1998.
But, truth be told, in the second half of the Clinton Administration, I was the high-
est-level voice actively campaigning for a Free Trade Area of the Americas, from
my lowly perch as Deputy U.S. Trade Representative.

Now, we once again have a President as advocate-in-chief. In Quebec, Mr. Bush
picked up the FTAA baton with impressive vigor. He declared point blank ‘‘the time
has come to achieve a Free Trade Area of the Americas.’’ He pledged to ‘‘put forward
a set of principles that will be the framework for more intensive consultations with
Congress,’’ some of which is already taking place. And he added that he was ‘‘com-
mitted to attaining trade promotion authority before the end of the year,’’ in order
to make concluding an FTAA possible.

This is good news. As the former managing partner of the Texas Rangers baseball
team might say, the FTAA has moved up from the minor leagues to the ‘‘bigs.’’
Question is: can we channel this new found enthusiasm to hit the ball out of the
park, or will we strike out at the plate?

I am an unabashed fan of the FTAA. I urge you to aggressively pursue those ‘‘in-
tensive consultations’’ with the Administration and get on with it. Let me tell you
why.

TRADE IS VITAL TO OUR ECONOMY

Trade is a driving force for our economy. In fact, the United States is more inter-
nationally exposed than any other major economy or trading bloc. External trade
in goods and services accounts for 27% of our GDP. That’s greater than Japan at
19% and it’s slightly more than the external trade of the EU 15’s collective GDP.
We depend on it for an affordable cost of living, for job creation, for the corporate
profits that secure the value of retirement investments, for our economic vitality.

THE BUY SIDE

On the buy side, U.S. businesses who seek cheaper material inputs and people
who shop for bargains at Target, Wal-Mart, Dollar General, K-Mart and other such
vendors have benefited from trade liberalization, just as foreign consumers have
benefited from having better access to U.S. made goods and services. We use $1.4
trillion in yearly imports to lower the cost of living for our people and to increase
choice and purchasing power for consumers and employers.

When we increase others’ market access to our economy, we enhance consumer
choice. When we cut tariffs on imports, we effectively cut taxes on consumption. A
tariff cut is a tax cut at the border. In the Uruguay Round, for example, we dropped
the average tariff on imports into the U.S. from 5.8% to 2.8%. Last year we im-
ported $840 billion from countries other than our NAFTA partners. Without the
Uruguay round tariff cuts, our consumers would have paid $25.2 billion more for
those imports than they ended up paying. When you add Canada and Mexico to the
mix, we added another $18.2 billion in tax cuts at the border for our consumers from
what they would otherwise have paid last year had we not negotiated the tariff cuts
of NAFTA. Twenty five point two billion plus 18.2 billion equals $43.4 billion in tax
cuts at the border last year alone. This is real money, even in a $10 trillion econ-
omy. The point is: by broadening choice and reducing the tax we impose on our citi-
zen’s consumption of imported goods, we lower the cost of living and raise the living
standards of the American people.

Forty percent of what we import comes from the Americas, about the same vol-
ume as we import from Asia. So further liberalization of tariffs and non-tariff bar-
riers to imports from Latin America will accrue great benefits to the American con-
sumer and businesses.
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THE SELL SIDE: LOOK AT NAFTA

On the sell side, almost 50% of what we export to the world is sold within our
hemisphere. We sell more to Canada than we sell to the entire European Union.
At the rate of expansion we have experienced in the six years since NAFTA was
completed, our exports to Mexico will surpass those to Europe in another three
years. In fact, we sell almost as much to just Canada and Mexico alone—almost
$300 billion a year—as Japan sells to the entire world.

From our experience with the NAFTA, we know that free-trade agreements work
to our advantage. NAFTA has been a home run for U.S. exporters. Since that agree-
ment was inaugurated, our exports of goods to the world outside of our NAFTA
partners have increased 52%, which isn’t too shabby. But our exports to Canada
have increased by 78% and our sales to Mexico are up 169%. Before NAFTA, we
sold $41.6 billion to Mexico; last year we sold Mexico $112 billion in U.S. made
goods. And this is not just stuff that they sew with cheap Mexican labor and send
back across the border. In a typical month last year we sold Mexicans $48 million
in surgical equipment, 28,000 cars and trucks, $700 million in semi-conductors,
250,000 tons of soybeans, and, my favorite statistic, 200,000 golf balls and 3,200 sets
of clubs. They may be lousy golfers, but they are great customers, thanks to NAFTA.

IMPORTANT ANCILLARY EFFECTS

Importantly, with their economic success, Mexicans now are greater advocates of
democracy and human rights. I grew up in Mexico. The old, protected, autarchic
Mexican economy was a shield for one-party control, for massive corruption, dra-
matic concentration of wealth, and the suppression of individual liberty. It is no co-
incidence to me that Vicente Fox, a businessman, became the first truly democrat-
ically-elected president in Mexican history seven years after NAFTA. To be sure,
Mexico is far from being a perfect place. But it is a lot further along the spectrum
of raising standards of living, ensuring full employment, and developing the full use
of its resources and the human potential of its people because of the expanded pro-
duction and exchange of goods on both sides of the border.

NOW, FOR THE REST OF THE AMERICAS

That’s the good news. The bad news is that while we have done brilliantly in
NAFTA, we have under-performed in the rest of the hemisphere. We sell less than
8% of our exports south of the Yucatan, Mexico’s southern border. We have under-
penetrated the vast Latin American and Caribbean markets, home to 403 million
people. And we buy less than 6% of our imports from those very same countries.

Therein lies the raw economics of a trade deal. We have the potential to sell more
to them, and they to us. And generating more trade within the hemisphere will help
improve the rule of law and strengthen the potential of representative democracy
in an area where, in too many countries, these core values are at risk.

We now need to replicate Mexico’s success in the rest of the Americas. This is
what Quebec and the FTAA are all about.

HARD PROSE IN THREE AREAS

In one of his charming novellas, the great writer Henry James wrote that, ‘‘court-
ship is poetry, and marriage is hard prose.’’ The FTAA team I headed in the last
administration advanced the courtship phase all the way to the drafting of a
prenuptial agreement, which was completed just weeks ago in Buenos Aires and will
soon be released to the public. In Quebec, President Bush reaffirmed the marriage
proposal. He will get down the aisle and to the altar of a free trade agreement only
if his counterparts in the Hemisphere and here at home in this Congress are willing
to say, ‘‘I do.’’

It won’t be easy for them or for you to do so. There are three areas that will be
hard to crack, where the prose will be very hard, indeed. The first is agriculture.
The second involves trade remedies and anti-dumping. The third is the vexing ques-
tion of whether it is appropriate to include provisions of one form or another to pro-
tect workers rights or enhance environmental protection.

AGRICULTURE

With regard to agriculture, last week Brazil’s Agriculture Minister put the issue
right up front. He said, ‘‘If the U.S. doesn’t lift its protectionist barriers and open
its market to Brazilian products, we aren’t interested’’ in the FTAA. He went on to
define ‘‘barriers’’ to include not just high import tariffs, but also government sub-
sidies to U.S. farmers and food safety measures. Some of Brazil’s bluster here is un-
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doubtedly for domestic consumption and for negotiating purposes. But the Argen-
tines, Chileans and Columbians are also eager to access our agriculture markets
and to somehow overcome our powerful farm support systems, which means to ac-
complish an FTAA, we will have to be prepared to put agriculture on the table.

The ‘‘easiest’’ part will be negotiating reductions in agricultural tariffs, which cur-
rently range up to 116.4% for sugar and 26.4% for beef, with an average 12% over-
all. Grappling with our support payments will be more difficult. Here we face a co-
nundrum: how can we deal with our support payment programs solely in the context
of the Americas without handcuffing our ability to compete with the EU? And yet,
if we can’t come to grips with this problem in our own hemisphere, and thus cannot
accomplish a true free trade agreement in our biggest market trading area—in our
very own back yard—how can the rest of the world expect us to deliver what’s nec-
essary to launch a global round which includes agriculture? Congress is going to
have to work mighty hard to get over this agricultural obstacle.

ANTI-DUMPING

On the trade remedy front, our anti-dumping regime is under constant attack
from our Latin colleagues. A week ago, Chile’s lead FTAA negotiator pointed out
that in Chile’s free trade agreement with Canada, the parties renounced the appli-
cation of anti-dumping measures. ‘‘That,’’ she said, ‘‘is what we [Chile] have pro-
posed for the FTAA . . . We know this is a sensitive issue, but many countries are
concerned by what we see as arbitrary use of anti-dumping mechanisms in the U.S.’’

In the last Administration, we forbade our negotiators from even discussing anti-
dumping. Our line was that we and our trading partners were just perfecting the
implementation of the new anti-dumping regime agreed to in the Uruguay Round
and that until we had that in place and had tested its efficacy, we shouldn’t delve
into the subject. I don’t think that will work here.

Indeed, I think we should consider taking advantage of this opportunity to put
this topic front and center and explore just how our Latin brethren implement their
anti-dumping regimes. How transparent and/or ‘‘arbitrary’’ are they? How do they
really work? Why is it that in 1999, Brazil and Argentina together filed 40 anti-
dumping actions while we filed only 17? What is the real cause for concern here:
is it within the hemisphere or across the Pacific Ocean? How might we cope with
the causes of dumping—the surpluses in steel, chemicals, pharmaceuticals, and cer-
tain agricultural products—as partners with a common cause, rather than as adver-
saries?

It is important to remember that in Seattle, we were told by the EU that if we
were not willing to put our anti-dumping regime on the table, there could be no
global trade round. This was despite the fact that the Europeans are the all-time
champions of anti-dumping. (In the year to June of 2000, the EU led the world with
49 new anti-dumping investigations). Again, I ask: if we can’t deal with this con-
structively within our own hemisphere and form a common front within our biggest
trading area, how can we expect to deal with the Europeans, the Japanese, the Chi-
nese and the rest of the world on anti-dumping?

I mention these aspects of the FTAA to politely suggest that the Congress and
the Executive branch has some soul searching to do even before debating the merits
of so-called ‘‘labor and environment’’ issues.

This negotiation is not about reducing U.S. tariffs, though we have some chips
to play with in our agriculture tariff structure. When you factor in various trade
preferences we extend, the average U.S. applied tariff on imports from the region
is well south of 2.8%. On the other hand, the tariff applied to our exports to Peru
is 20%. Brazil slaps on a 17% tariff; Colombia, 12%; and Chile, 8%, and Argentina
is flopping all over the map as it undergoes Minister Cavallo’s exorcism of economic
demons. The trade-off here—the gist of an FTAA—calls for these countries to re-
move both these high tariffs and non-tariff barriers to our exports of goods and serv-
ices, in return for our removing our non-tariff barriers and providing better market
access to their goods. Boiled down to its essence, that is the deal in the minds of
the Latins. If we are not able to muster a consensus here for providing greater mar-
ket access to our friends in the hemisphere, then there will be no deal.

LABOR AND ENVIRONMENT

As to ‘‘labor and environment,’’ let’s be blunt. It takes two to tango, as it does
to do a trade deal, and we cannot get our Latin partners on to the dance floor if
we lead with two left feet (or, for that matter, with two right feet). Trade sanctions
are out. In fact, we will have to struggle mightily to structure any discussion of
these issues so as not to appear protectionist. I know that Ambassador Zoellick and
others are working hard to find a workable formulation on these issues and I wish
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them luck. It may be possible to construct an architecture of limited monetary as-
sessments applied only to the failure to enforce existing laws in the signatory coun-
tries and only where the alleged enforcement failure has a demonstrable trade ef-
fect. I doubt you will get much more than that.

You will have to decide if this is sufficient. Once more I ask you to bear in mind
the message we are sending here to the rest of world: if we cannot resolve this issue
in our own neighborhood, how do we expect to resolve this with the rest of the
world, who are equally, if not more vehemently, convinced that these are merely
protectionist foils?

CONCLUSION

Latin America is at a tender juncture in history. So is our economy, as are the
global financial markets. I view expanded trade in the hemisphere as a vehicle for
reducing risks on all three fronts.

Democracy is sputtering in Venezuela, Colombia, Peru, Paraguay, Ecuador, Haiti,
Nicaragua, and Guatemala. Argentina is under economic duress that threatens the
financial markets not only of its neighbor, Brazil, but the entire hemisphere, includ-
ing the U.S. and global debt markets.

Question: how would denying these countries greater access to the U.S. market
(coupled with the discipline of the rules and efficiencies we would insist be embodied
in an FTAA, including limiting its benefits to democracies), help them overcome
their problems? Why would we want to add to those problems rather than provide
some measure of relief and incentive and hope?

If our neighbors’ problems are insufficient motivation for an FTAA, then we
should examine the selfish arguments for the home team. On our side of the border,
we know that exports plus imports divided by GDP is 27%. In the USA, trade exerts
a big influence on consumption, employment and profits. Our long economic expan-
sion is running out of wind. Unemployment is rising. We know that exports mean
more jobs. We know that cheaper imports hold down the cost of living. We know
from NAFTA that we can conduct freer trade with a poorer country and both come
out winners with job creation on both sides of the border. We know we exchange
too little trade with countries to the south and east of Mexico and would profit from
more.

The financial dimension is less clear, but none-the-less important. Our stock and
bond markets are under severe pressure. The financial markets are no longer the
exclusive purview of Wall Street; they are the preoccupation of Main Street. Eighty-
eight million Americans in 50 million households—let me repeat that—88 million
Americans in 50 million households—own mutual funds for retirement and invest-
ment purposes. All told, households have over $12 trillion invested, either through
mutual funds or directly, in corporate securities. They are feeling a little insecure
right now. So are the trustees of corporate pension funds and of Taft-Hartley mon-
ies. Underpinning the value of the securities that represent our citizens’ retirement
monies and financial well-being is the health of the companies that issue those secu-
rities. Those companies can’t grow profits for shareholders or meet interest pay-
ments or hire more workers unless they increase sales. They can’t grow their sales
unless they grow their markets. And it is a heck of a lot easier for them to grow
their markets if we can engineer constructive international agreements that pry
open new ones for them.

I am interested in engineering an FTAA that will pry open a market of 400 plus
million people in our own backyard. This is the dream we started working on seven
years ago at the Miami Summit. It is the promise of what came out of Quebec.

Thank you for the opportunity to offer my two cents. I am happy to answer any
questions.

f

Chairman CRANE. Thank you, Mr. Fisher. Mr. Sweeney.

STATEMENT OF JOHN J. SWEENEY, PRESIDENT, AMERICA
FEDERATION OF LABOR AND CONGRESS OF INDUSTRIAL
ORGANIZATIONS

Mr. SWEENEY. Thank you very much, Mr. Chairman, members of
the Committee. I am happy to have the opportunity to speak to you
today on behalf of the 13 million working men and women of the
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AFL–CIO about the prospects for new trade agreements in the
Western Hemisphere, particularly the proposed Free Trade Area of
the Americas and the possible extension of the Andean Trade Pref-
erence Act.

The FTAA has been under negotiation since 1998. During that
time business leaders have met annually with the trade negotiators
to present their views and make recommendations. Business input
has shaped both the negotiation process and the content of the
agreement so far. Labor and environmental leaders from all over
the hemisphere, as well as representatives of family farm, human
rights, women’s and development organizations have also met regu-
larly with each other during this period, to exchange views, discuss
alternative models for social and economic integration, and commu-
nicate with the FTAA negotiators.

Unlike the business advocates, however, the views of broadly rep-
resentative civil society organizations appear to have had no im-
pact whatsoever on the course of FTAA negotiations. Labor and en-
vironmental concerns are completely absent from negotiations so
far, and the investment and services provisions appear to be based
on the flawed NAFTA model. Finally, the draft text has still not
been made public despite requests from hundreds of civil society or-
ganizations in Latin America, the Caribbean and North America.

And yet the FTAA, if implemented, will have a profound impact
on the lives of everyone in this region and beyond. A Free Trade
Area of the Americas will affect the terms of competition between
businesses, but also between governments angling to attract for-
eign investment or localities struggling to keep jobs in their com-
munities. And it will, of course, affect the daily lives of workers and
farmers struggling to earn a living, often under very harsh condi-
tions, all over the hemisphere.

In short, if it continues along its current path, the proposed
FTAA will dramatically shift the balance of bargaining power in
this hemisphere, further protecting and strengthening corporate
rights, while leaving workers, environmental advocates, human
rights champions, and national governments, with less leverage
and less clout. Like NAFTA, this particular model of regional eco-
nomic integration will lead to growing income inequality, environ-
mental degradation and erosion of workers’ rights.

That is why workers and trade unions throughout the western
hemisphere are united in rejecting the current FTAA. At its recent
Congress in Washington, D.C., the Inter-American Organization of
Workers, known as ORIT, called for any hemispheric agreement to
include a social dimension, including enforceable core workers’
right, protections for the rights of migrant workers, debt relief,
guarantees that public health concerns will take precedence over
trade rules, and a truly transparent, inclusive and democratic proc-
ess, both for the negotiation of the FTAA and for the implementa-
tion of any regional agreement.

The failure to negotiate meaningful and enforceable workers’
rights protections in the FTAA would represent a giant step back-
ward for workers in the hemisphere. Currently some workers’
rights protections are included in US trade laws that affect the
hemisphere, including GSP, the Caribbean Basin Trade Partner-
ship Act, and the Andean Trade Preference Act. While we believe
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these provisions should be strengthened and improved, they have
nonetheless provided some avenues for improving labor laws and
enforcement in the hemisphere. This minimum degree of economic
leverage will be lost if the FTAA moves forward without any pro-
tections for workers’ rights at all.

Workers rights are under attack in many countries in our hemi-
sphere, including our own. We need to use the leverage of new
trade agreements to strengthen and improve workers’ rights protec-
tions, not gut them, as the architects of the FTAA propose.

The success or failure of the FTAA or an extension of the ATPA
will hinge on governments’ willingness and ability to develop an
agreement that appropriately addresses all of the social, economic
and political dimensions of trade and investment, not just those of
concern to corporations. Failure to address these concerns will
produce an agreement that is resoundingly rejected by the people
and parliaments of this hemisphere, and that produces disastrous
economic results for working people from Alaska to Argentina.

I look forward to your questions and working with you on these
important issues.

[The prepared statement of Mr. Sweeney follows:]

Statement of John J. Sweeny, President, American Federation of Labor and
Congress of Industrial Organizations

Mr. Chairman, members of the Committee, I thank you for the opportunity to
speak to you today on behalf of the thirteen million working men and women of the
AFL-CIO about the prospects for new trade agreements in the western hemisphere,
particularly the proposed Free Trade Area of the Americas (FTAA) and the possible
extension of the Andean Trade Preference Act (ATPA).

The FTAA has been under discussion since 1994, with formal negotiations begin-
ning in 1998. During that time, business leaders have met annually with the trade
negotiators to present their views and make recommendations on the content of the
agreement. Business input has shaped both the negotiation process and the content
of the agreement so far.

Labor and environmental leaders from all over the hemisphere, as well as rep-
resentatives of family farm, indigenous, human rights, women’s and development or-
ganizations, have also met regularly with each other during this period to exchange
views, discuss alternative models for social and economic integration, and commu-
nicate with the FTAA negotiators.

Unlike the business advocates, however, the views of broadly representative civil
society organizations appear to have had no impact whatsoever on the course of
FTAA negotiations. None of the nine FTAA negotiating groups is charged with nego-
tiating labor and environmental protections, and none of the groups has even agreed
to discuss how to incorporate workers’ rights or environmental standards into the
FTAA. The modest U.S. proposal for a study group on workers’ rights was rejected
by the other governments last year. The investment and services provisions of the
FTAA appear to be modeled on the North American Free Trade Agreement
(NAFTA), which has utterly failed to deliver the promised benefits to working peo-
ple in the three North American countries. And, finally, the draft text has still not
been made public, despite requests from hundreds of civil society organizations in
Latin America, the Caribbean, and North America.

And yet the FTAA, if implemented, will have a profound impact on the lives of
everyone in this region, and beyond. A Free Trade Area of the Americas will affect
the terms of competition between businesses, but also between governments angling
to attract foreign investment, or localities struggling to keep jobs in their commu-
nities. It will affect the criteria national governments may or may not set to deter-
mine who is eligible to bid for government contracts, and it will affect the balance
between public provision of essential services and private-sector competition in
these areas. And it will, of course, affect the daily lives of workers and farmers
struggling to earn a living, often under very harsh conditions, all over the hemi-
sphere.

In short, if it continues along its current path, the proposed FTAA will dramati-
cally shift the balance of bargaining power in this hemisphere, further protecting
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and strengthening corporate rights, while leaving workers, environmental advocates,
human rights champions, and national governments with less leverage and less
clout. Like NAFTA, this particular model of regional economic integration will lead
to growing income inequality, environmental degradation, and erosion of workers’
rights.

That is why workers and trade unions throughout the western hemisphere are
united in calling the current FTAA a failed model of trade and development policy.
At its recent Congress in Washington, D.C., in April, the Inter-American Organiza-
tion of Workers (known by its Spanish acronym, ORIT) unanimously rejected the
current FTAA. ORIT, which includes the AFL-CIO, along with unions representing
more than 45 million workers in the western hemisphere, called for any hemispheric
agreement to include a social dimension, including the following elements:

• Enforceable protection of the core workers’ rights identified by the International
Labor Organization’s 1998 Declaration on Fundamental Principles and Rights at
Work: freedom of association, the right to organize and bargain collectively, and the
right to be free from child labor, forced labor, and discrimination in employment;

• Protection under national law and international treaty obligations for the rights
of migrant workers throughout the hemisphere, regardless of their legal status;

• Measures to ensure that countries retain the ability to regulate the flow of spec-
ulative capital;

• Debt relief;
• Compliance with World Health Organization guidelines, which say that public

health should be paramount in trade disputes;
• Equitable and transparent market access rules that allow for effective protec-

tion against import surges; and
• A truly transparent, inclusive, and democratic process, both for the negotiation

of the FTAA and for the implementation of any regional agreement.
In addition, if there are to be hemispheric negotiations on investment, services,

government procurement, and intellectual property rights, ORIT and the AFL–CIO
are united in insisting that any agreement must not undermine the ability of gov-
ernments to enact and enforce legitimate regulations in the public interest:

• Investment rules should not discipline so-called indirect expropriations, should
rely on government-to-government rather than investor-to-state dispute resolution,
and should preserve the ability of governments to regulate corporate behavior to
protect the economic, social, and health and safety interests of their citizens;

• Services rules must be negotiated sector by sector and must not undercut gov-
ernment provision or regulation of services in the public interest;

• Government procurement rules must give governments scope to serve important
public policy aims such as environmental protection, economic development and so-
cial justice, and respect for human and workers’ rights; and

• Intellectual property provisions must allow governments to limit patent protec-
tion in order to protect public health and safety, especially patents on life-saving
medicines and life forms.

The failure to negotiate meaningful and enforceable workers’ rights pro-
tections in the FTAA would represent a giant step backwards for workers
in this hemisphere. Currently, some workers’ rights protections are included in
U.S. trade laws that affect the hemisphere: the Generalized System of Preferences
(GSP), which grants additional trade benefits to developing countries, the Caribbean
Basin Trade Preference Act (CBTPA), which grants some NAFTA benefits to the
Caribbean and Central American countries; and the Andean Trade Preference Act
(ATPA), which grants benefits to Colombia, Peru, Bolivia, and Ecuador. While the
precise formulation varies, all of these agreements provide for the withdrawal of
trade benefits from countries that are not at least ‘‘taking steps’’ to afford inter-
nationally recognized workers’ rights.

The AFL–CIO has called for the strengthening of these provisions and for more
consistent and transparent enforcement. Despite the room for improvement, how-
ever, these trade-related workers’ rights protections have been responsible for im-
proving labor laws in some countries and for enhancing enforcement in others. In
many cases, the threat of withdrawing benefits has been sufficient to motivate com-
pliance, and no trade sanctions were actually applied.

The Dominican Republic, for example, reformed its labor code to meet ILO stand-
ards in 1992 in response to a workers’ rights petition filed by Human Rights Watch.
After the filing of an additional petition in 1993 by the AFL–CIO (when the govern-
ment had failed to enforce the new code), the government took concrete action
against an apparel company accused of numerous illegal anti-union actions. As a re-
sult of the improved labor code and improved enforcement efforts, workers were
eventually able to win their first collective bargaining contract in the history of Do-
minican free trade zones. After this breakthrough, three other collective bargaining
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agreements were signed in the zones before the end of the year, according to USTR
GSP documents and a Labor Department report. Because of these GSP petitions,
there are now independent unions in the Dominican free trade zones where there
were none before.

The threat of losing GSP privileges has also motivated labor law improvements
in El Salvador. After the AFL–CIO filed several GSP workers’ rights petitions in
the early 1990s, El Salvador accepted ILO assistance to draft a labor code that con-
forms more closely to international standards on freedom of association and the
right to organize and bargain collectively.

This minimum degree of economic leverage will be lost if the FTAA moves forward
without any protections for workers’ rights at all. Workers’ rights are under attack
in many countries in our hemisphere, including our own.

Over 1,500 union members and leaders have been murdered in Colombia since
1991—35 more this year alone—with no effective action by the government to iden-
tify and hold responsible the perpetrators. An ILO investigative mission, which vis-
ited Colombia in February 2000, reported that: ‘‘Cases where the instigators and
perpetrators of the murders of trade union leaders are identified are practically non-
existent, as is the handing down of guilty verdicts.’’

This very grave situation in Colombia clearly deserves both attention and re-
sources. We do not believe that simply extending the ATPA will eliminate these
egregious abuses. We believe any new ATPA legislation must ensure effective pros-
ecution of persons responsible for physical attacks and other illegal acts perpetrated
against trade unionists and others seeking to exercise their rights to freedom of as-
sociation and assembly. We support appropriations for technical assistance through
the International Labor Organization (ILO), to bring labor laws and enforcement
into compliance with ILO standards, especially in the areas of freedom of association
and collective bargaining. And any extension of ATPA must provide for regular re-
porting to Congress on progress in these areas, with the elimination of benefits for
cases of persistent and serious non-compliance.

We need to use the leverage of new trade agreements to strengthen and improve
workers’ rights protections, not gut them, as the architects of the FTAA propose.

Some people have expressed concerns that such workers’ rights provisions would
constitute disguised protectionism and become an excuse for closing markets and de-
nying the benefits of trade to poorer countries. Nothing could be more wrong.

First, the record shows that the AFL–CIO has consistently used existing workers’
rights provisions (in GSP and other trade laws) to support the struggles of workers
in developing countries and not to protect American jobs.

Second, the trade unions of the hemisphere are united in insisting that enforce-
able workers’ rights be included in any hemispheric trade agreement. The absence
of such protections, Latin American trade unionists have found, allows—and even
encourages—governments to compete for scarce foreign investment by overtly or im-
plicitly agreeing to keep wages artificially low by repressing independent trade
unions. This repression may start with union organizers, but inevitably spreads to
include repression of free speech and assembly.

Respecting freedom of association is absolutely essential to building a vibrant de-
mocracy, and allowing workers to bargain fairly with employers and to raise their
voices effectively in the political process is absolutely essential to building a strong
middle class.

The charge of protectionism is invariably applied to labor and environmental
standards, but not to corporate concerns like market access or intellectual property
rights. The plain fact is that withdrawing trade benefits is the most effective way
of enforcing provisions of a trade agreement. This is the method now used under
NAFTA, the World Trade Organization (WTO), and other U.S. trade laws. So the
charge that protecting labor standards through trade measures is somehow uniquely
protectionist rings false.

An acceptable hemispheric agreement must not simply replicate the failed trade
policies of the past, but must incorporate what we have learned about the problems
and weaknesses of the current rules. The success or failure of any hemispheric trade
and investment agreement will hinge on governments’ willingness and ability to de-
velop an integration agreement that appropriately addresses all of the social, eco-
nomic, and political dimensions of trade and investment, not just those of concern
to corporations.

Failure to address these concerns will produce an agreement that is resoundingly
rejected by the people and parliaments of this hemisphere and that produces disas-
trous economic results for working people from Alaska to Argentina.

Any discussion about granting fast track negotiating authority must first address
these important issues. Before we send our negotiators into four more years of nego-
tiations toward the FTAA, we should have an open domestic debate about how best
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to protect the interests of workers and the environment in the context of new trade
agreements.

We believe that any fast track legislation must require the inclusion of enforce-
able workers’ rights and environmental standards in the core of all new trade agree-
ments. New trade agreements must ensure that all workers can freely exercise their
fundamental rights and require governments to respect and promote the core labor
standards laid out by the ILO. Workers’ rights and environmental standards must
be covered by the same dispute resolution and enforcement provisions as the rest
of the agreement, and these provisions must provide economically meaningful rem-
edies for violations. An agreement that does not meet these principles must not be
considered under Fast Track procedures. Monetary fines modeled on the NAFTA
labor side agreement or the Canada-Chile agreement are inadequate and have prov-
en an ineffective means of enforcement.

It is not sufficient simply to revise the list of negotiating objectives to include
workers’ rights and environmental protections. Workers’ rights have been among our
negotiating objectives for more than 25 years, with very little progress being made.

Congress must also ensure that ordinary citizens have access to negotiating texts
on a timely basis, and that negotiators are accountable to both Congress and the
public as to whether mandatory negotiating targets are being met.

Trade agreements must not undermine public services or public health, nor allow
individual investors to challenge state laws in secret. Trade authority must delin-
eate responsibilities for investors, not just rights, and must not require privatization
and deregulation as a condition of market access.

Trade negotiating authority must also instruct U.S. negotiators that a top priority
is to defend and strengthen U.S. trade laws. Fast-tracked trade agreements must
not prevent governments from implementing national policies to promote a strong
manufacturing sector.

I look forward to your questions and to working with you on these important
issues in the months to come.

f

Chairman CRANE. Thank you, Mr. Sweeney. Mr. Vargo.

STATEMENT OF FRANKLIN J. VARGO, VICE PRESIDENT,
INTERNATIONAL ECONOMIC AFFAIRS, NATIONAL ASSOCIA-
TION OF MANUFACTURERS

Mr. VARGO. Thank you very much, Mr. Chairman, and let me say
it is a great honor to be on the same panel with and to follow Mr.
John Sweeney, who is truly a great American.

The National Association of Manufacturers has the Free Trade
Area of the Americas as its very top trade priority. It is extremely
important to American manufacturing and to American manufac-
turing workers that the FTAA proceed forward. It is also important
to raising living standards throughout the hemisphere, and contrib-
uting toward democracy.

Now, Latin America is one of two areas of the world that still has
the highest trade barriers, the other being Southeast Asia. Despite
this, we already export 60 billion a year to Central and South
America. That is four times what we export to China. But with the
removal of trade barriers in the hemisphere, our projection is that
that 60 billion of exports today, within the decade will more than
triple, to $200 billion. It will be subject to the NAFTA effect, and
if you look at what has happened to our exports to NAFTA, for ex-
ample, Exhibit 3 in my prepared statement has a graph showing
that our exports to Mexico and our exports to Central and South
America, up until 1994, moved very closely together. They were al-
most identical. But in the years since NAFTA started, we now ex-
port twice as much to Mexico, twice as much as we do to all of Cen-
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tral and South America. We want that same effect to apply
throughout the hemisphere.

Now, the United States is already a very open market. Perhaps,
though the Committee is very well informed, you may not be aware
of just how open we are. Last year, average US tariffs were 1.6 per-
cent. 1.6 percent is not a trade barrier, it is a speed bump. Two-
thirds of all of our imports came in absolutely duty free. Now, in
Central and South America, American exporters face duties that
average in major markets 14 percent or more, and it is not uncom-
mon for American manufacturers to face duties of 20 to 30 percent,
and on top of that, we have standards barriers and other barriers.
These have to come down.

Now, the matter is urgent because we are not the only ones who
are talking about negotiating or actually negotiating with Central
and South America. So are the Europeans. And if the Europeans
manage to get duty-free access to these markets while we still have
to pay those 20 and 30 percent duties, that is going to shut a lot
of exports out and put a lot of our present $60 billion at risk.

Now, NAM had a delegation in South America, in Chile, and we
went to Buenos Aires to talk with other business communities and
the American Business Forum. And we believe the FTAA is very
feasible to negotiate. We also believe it is feasible to negotiate
quickly a trade agreement with Chile, and we say why should we
wait until 2005 if Chile is ready to open up its market now?

But another thing was very clear, Mr. Chairman, and that is
that both the Latin American business communities and the gov-
ernments, without trade promotion authority, these negotiations
are not going to go forward, no TPA, no negotiations, and we will
be stuck with the status quo, and we will lose under the status
quo. The time has come to stop negotiating with ourselves and
start negotiating with our trading partners, because the cost of in-
action is about to get very high. It would be very ironic if we were
to continue to debate labor rights in other countries, while thou-
sands of American workers lost their jobs if our foreign competitors
were able to cut trade deals with Central and South America while
we were not, and we lost those exports.

Now, we are prepared to view labor and environmental concerns
in a very flexible manner. We support good labor and environ-
mental practices. We oppose trade sanctions. But if the objective is
genuine concern for labor and environmental standards, we believe
there are positive steps that reasonable people could agree on and
move forward on, and we are ready to look at alternatives, and we
are ready to look for creative solutions.

But if we do not negotiate the FTAA, and if we keep the status
quo, we lose. You know, keeping our 1.6 percent duties and allow-
ing them to keep their 20 to 30 percent duties, and letting the EU
into South America duty free, is not a winning solution for Amer-
ican manufacturers or for America’s factory workers.

Thank you, Mr. Chairman.
[The prepared statement of Mr. Vargo follows:]

Statement of Franklin J. Vargo, Vice President, International Economic
Affairs, National Association of Manufacturers

Mr. Chairman and Members of the Committee:
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I am pleased to be here this afternoon on behalf of the National Association of
Manufacturers in this important discussion of the outcome of the Quebec Summit
of the Americas and the prospects for free trade in the hemisphere. The National
Association of Manufacturers represents 14,000 American firms producing about 80
percent of all U.S. manufacturing output. Manufacturing comprises approximately
one-fifth of all the goods and services produced by the U.S. economy, and directly
supports 56 million Americans—the 18 million American men and women who
make things in America and their families.

Trade is of great importance to the NAM, for almost nine out of every ten dollars
of U.S. merchandise exports are manufactured goods. Last year, U.S. exports of
manufactured goods were $690 billion, 88 percent of total U.S. merchandise exports.
The $52 billion of agricultural goods exported last year accounted for 7 percent of
U.S. merchandise exports, and mining and all other industries accounted for the re-
maining 5 percent. Similarly, manufactured goods dominate our imports, where last
year they accounted for 83 percent of the total.

About one-sixth of our total manufacturing output is exported, and for many im-
portant industries the ratio is much higher. For example, exports account for 54 per-
cent of U.S. aircraft production, 49 percent of machine tools, 46 percent of turbine
and generator output, 45 percent of printing machinery, and the list goes on.
FTAA—NAM’S TOP TRADE PRIORITY

Earlier this year, the NAM identified and prioritized its top trade objectives. This
process, which included final review at this spring’s NAM Board meeting, concluded
that the NAM’s top trade priority is the creation of the Free Trade Area of the
Americas (the FTAA). The reason for this is that the FTAA would strongly affect
the bottom line for American industry. It is of major significance to U.S. manufac-
turing production and employment, it is achievable in a near-term time frame, and
it is of urgent importance.

There are two areas of the world where barriers are still high South America and
Southeast Asia. The FTAA would eliminate barriers throughout the Western Hemi-
sphere, creating the world’s largest free trade area—a market of 34 countries and
800 million people. The Western Hemisphere already accounts for nearly one out
of every two dollars of all our exports. Most of this goes to Canada and Mexico, for
the North American Free Trade Area (NAFTA) has generated a huge trade boom.
We believe the FTAA will do the same for trade with Central and South America.

Last year U.S. firms exported $60 billion to Central and South America, an
amount four times as much as we exported to China. But the market is only a frac-
tion of what it could be. Trade barriers have been holding back both our exports
and the region’s economic growth. This does not just affect large firms. In fact, of
the 46 thousand U.S. companies that export to Central or South America, 42 thou-
sand—91 percent of the total—are small and medium-sized firms.

Based on our experience with NAFTA, the NAM predicts that with the successful
negotiation and implementation of the FTAA, our present $60 billion of annual mer-
chandise exports to Central and South America would more than triple within a
decade to nearly $200 billion. That would represent a very considerable increase in
U.S. industrial production generating more high-paying jobs in America’s factories.
America’s agricultural and services exports would also grow proportionately.

U.S. imports would grow as well probably by close to the same amount. The U.S.
economy needs imports as well as exports. We benefit both by creating more high-
paying export-related jobs and by being able to purchase imported goods more
cheaply. America’s living standard has benefited very strongly.

It is important to recognize that the industries that trade the most pay the high-
est wages. In fact, as seen in Exhibit 1, while trade-intensive industries paid an av-
erage annual compensation last year of $60 thousand per worker, industries that
are moderately engaged in trade paid $48 thousand, and those that are not trade-
engaged paid $44 thousand.
The Need for the FTAA

America is already a very open market. The FTAA would open markets for U.S.
products in the rest of the hemisphere. Last year, the average import duty paid on
all imports into the United States was only 1.6 percent. That is not a trade barrier;
it is barely a speed bump. Moreover, two thirds of all our merchandise imports from
the world last year paid no duty at all. They entered the United States totally duty-
free.

American exporters to South America, unfortunately, face a different situation.
There, duties in major markets average 14 percent or more, and it is not uncommon
for U.S. manufactured goods to face duties of 20-30 percent or higher. For example,
as one of our members, the 3M company recently testified, Colombia assesses a 20
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percent duty on their U.S.-made electrical tape. Ecuador charges their filter prod-
ucts a 30 percent duty. And so it goes. Those are serious barriers. Exhibit 2 depicts
average tariffs in the United States and South America.

Moreover, a recent World Trade Organization (WTO) report shows that Latin
America has the highest bound duty rates in the world averaging 35 percent. South-
east Asia comes in second, with a 28 percent average bound duty. These are ″bound″
duties, the legal duty limits that countries are not allowed to exceed. While bound
rates tend to be much higher than the rates countries actually charge, they are im-
portant because they are the basis for WTO negotiations and because countries are
permitted to raise duties up to their bound levels if they choose.

Tariff barriers, furthermore, are augmented by costly customs clearance proce-
dures, standards that can be used as entry barriers, expensive and redundant test-
ing and certification procedures, and other obstacles to trade. Eliminating these tar-
iff and non-tariff barriers would lower the cost of U.S. products in Central and
South America and would significantly increase U.S. exports. Faster economic
growth in Central and South America would occur as well, for their economic
growth has been held back by their trade barriers. Removing trade barriers will en-
able production within these countries to become more efficient, allowing producers
to focus on the goods and services they can produce most effectively, and lowering
the costs of what they buy.

The best example is Chile, a country that for a decade has determined it can only
increase its living standard by reducing trade barriers, focusing its production on
what it does best, and importing the rest. The result? Chile’s economic growth over
the past decade has been the fastest in South America—and has been double the
average for all of South America. In fact, over the past decade Chile has been the
third fastest-growing economy in the world.

There is a real urgency to negotiating the FTAA, for the European Union (EU)
is also negotiating free trade agreements with key South American countries. This
is no trivial matter, for the European Union currently sells about as much to South
America as we do. The consequences for U.S. exports would be severe if the EU
were to obtain duty-free access to these markets while U.S. exports continued to
face duties that could be 20 or 30 percent. A huge shift away from U.S. products
to European products would result. The latest development is that Japan is now ex-
ploring the possibility of free trade agreements with South American countries.
Opposition to the FTAA

Some very vocal groups are opposed to the FTAA. They would rather keep the
status quo. Looking at the status quo—1.6 percent duties in the United States vs.
duties ranging up to 20-30 percent in South America—it is difficult to understand
why anyone would believe we are better off by not reducing our duties and their
duties down to zero. Under the status quo, especially if the EU obtains preferential
access to South America, U.S. factories and the American workforce would be the
big losers.

Much of the opposition to an FTAA is due to a belief that the North American
Free Trade Area (NAFTA) has not been beneficial to the United States, and that
the FTAA would compound this. Individuals taking this position have simply not
looked at the facts. Far from being disadvantageous to the United States, NAFTA
has been an enormous success.

For starters, NAFTA has resulted in an astonishing U.S. export boom. U.S. ex-
ports to Mexico have more than doubled since the initiation of NAFTA. The $111
billion we exported to Mexico last year exceeded our exports to Japan, Germany,
and France combined—the three largest economies in the world outside the United
States. Last year Mexico accounted for close to one-third of all U.S. export growth
worldwide. That is quite an achievement.

To see how strong an effect NAFTA has had on our export growth, consider the
fact that U.S. exports to Mexico have historically tended to be about the same size
as our exports to Central and South America, about $30 billion to each in 1994, for
example. But since NAFTA, U.S. exports to Mexico have soared to nearly twice the
level of our exports to Central and South America. This is dramatically visible in
Exhibit 3. The FTAA will have the same effect on our exports to Central and South
America as NAFTA did for our exports to Mexico.

But what about the import side? It is certainly true that our imports from Mexico
rose even faster than our exports, and what was a U.S. trade surplus in 1993 has
become a large deficit. This is a key reason why many view NAFTA as a failure
for the United States. In fact, one organization claims this trade deficit has cost the
United States 700,000 manufacturing jobs. The reasoning is that if exports create
jobs, imports must destroy them.
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There are two problems with this logic. The first is conceptual, for many imports
simply don’t compete with U.S.-made products or they fill gaps where the U.S. just
can’t produce enough to meet demand. For example, one-third of our deficit with
Mexico stems from oil imports necessary to meet our energy needs. Additionally, the
exceptional growth of the U.S. economy pulled in imports from Mexico along with
imports from the rest of the world.

The second problem is that the facts just don’t support an argument that the
trade deficit with Mexico has cost manufacturing jobs. A close examination of the
data shows that indeed there is a $17 billion deficit in our manufactures trade with
Mexico. But one industry predominates: motor vehicles. In fact, we have a $24 bil-
lion deficit in our automotive trade with Mexico.

Note that the deficit in automotive trade with Mexico exceeds our total manufac-
tures goods deficit with Mexico. What that means is that our trade with Mexico in
all other manufactures is in surplus by $7 billion. Let me stress that point: U.S.
non-automotive manufactures trade with Mexico had a $7 billion surplus last year.
Moreover, that surplus has been growing in recent years—an almost unique phe-
nomenon in our trade with the world. Thus, in the logic of those who equate deficits
with job losses—since there is no deficit here, there is no net job loss.

If there has been a NAFTA job loss, it must have been in autos, where the trade
deficit grew $20 billion since the initiation of NAFTA. However, this is not borne
out by the facts either. In fact, employment in the U.S. auto industry, even after
the recent decline in the U.S. economy, stands at over 100 thousand jobs higher
than before NAFTA began. While total manufacturing jobs in the United States
grew 2 percent from 1993 to 2000, auto sector jobs grew 20 percent ten times as
fast. There has been no net job loss in the auto sector, and the reason is that the
integrated North American auto industry really works, and it works for all three
countries.

So where is the job loss? In the non-automotive manufactured goods trade surplus
we have with Mexico? Or in the auto industry that has gained more than 100,000
jobs since NAFTA? The answer is that the facts simply do not support claims that
NAFTA has led to a significant net loss in manufacturing jobs.

What about the ‘‘sucking sound’’ of a wholesale movement of U.S. factories closing
their doors and moving to Mexico? Certainly some factories have moved to Mexico,
but there has not been the flood that many seem to take for granted. Furthermore,
many more U.S. factories have stayed right where they are and have expanded their
payrolls to produce that $111 billion we are now exporting to Mexico.

U.S. balance of payments data show that there has been only a modest increase
in U.S. investment in Mexico. Prior to NAFTA, U.S. companies invested $3 billion
in Mexico (3 percent of global U.S. foreign direct investment). In 1999 (latest year
available), they invested $5 billion (4 percent of global U.S. foreign direct invest-
ment).

Moreover, most of this investment increase has been in finance, wholesaling, re-
tailing, etc.—not in manufacturing. U.S. manufactured goods investment in Mexico
has been fairly steady at about $2.5 billion per year since NAFTA began. This is
only a fraction of the $35 billion invested last year by U.S. manufacturers abroad,
mainly in high-wage developed countries. Three- fourths of U.S. manufacturing in-
vestment goes to the industrial countries. And in 1999, 40 percent of the manufac-
turing investment to the developing world went to one country—not Mexico and not
China but high-wage Singapore.

Thus it is clear that when one looks at what has really been happening, NAFTA
is actually a great success. Rather than trying to avoid another NAFTA, we should
seek to emulate it and expand free trade to the rest of the hemisphere, particularly
in Central and South America.
THE PROSPECTS FOR HEMISPHERIC FREE TRADE

Let me now turn to the prospects for actually being able to obtain free trade in
the hemisphere. An NAM business delegation visited Chile and Argentina last
month to discuss the FTAA and the bilateral negotiations with Chile. After con-
sultations with business executives and government officials we concluded that the
chances for successful negotiation of both agreements are excellent. We found a lot
of agreement on the negotiating agenda and an ample amount of common ground.

This is not to say the negotiations will be easy. We have high expectations and
major goals to be achieved in the negotiations, and we will continue to press U.S.
negotiators to obtain the best possible package of trade liberalization. Other busi-
ness communities left no doubt that they will do the same. The negotiations will
have to be balanced, with all parties seeing benefits. This is why everything must
be put on the table for negotiation.
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Considerable groundwork has already been done. Nine negotiating groups have
worked over the past couple of years to lay out the framework for the negotiations.
Notably, the trade ministers of the 34 nations met their goal of producing an initial
bracketed text at the last month’s FTAA ministerial meeting in Buenos Aires, Ar-
gentina. The U.S. leadership, Ambassador Zoellick and Secretary Evans, did an ex-
cellent job of defusing questions of timing, and obtaining agreement that actual ne-
gotiations would start next May.

Importantly, the Summit of the Americas in Quebec last month provided the final
necessary ingredient—the political agreement and commitment to move ahead.
President Bush did what we had hoped. He laid out the FTAA as a key trade pri-
ority and stressed the U.S. would devote all necessary resources to the negotiations.
The other ministers agreed and charged their trade officials to move ahead. The sig-
nificance of the Quebec Summit is that it marked the end of phase one—the plan-
ning and the groundwork, and the beginning of the next phase—the actual negotia-
tions.

Business not only strongly supports these negotiations, but is also helping pull
them forward. Representatives of the U.S. business community and the 33 other
business communities participated in the Americas Business Forum in Buenos Aires
immediately prior to the FTAA Ministerial meeting. The purpose of the forum was
to exchange views, find common ground, and make recommendations to govern-
ments. Clearly evident at the business forum was that business communities
throughout the hemisphere want to move ahead. They recognize that Latin Amer-
ica’s economic future can only be assured through the removal of trade barriers and
the creation of a free trade area.

Also true, however, is that most Latin business communities are concerned about
their ability to compete and survive in an open market. They are cautious, particu-
larly about the period of time over which tariffs would be eliminated. The U.S. busi-
ness community would like to eliminate as many tariffs as possible as soon as im-
plementation of the FTAA begins. Few Latin business communities agree at this
point. They argue that some sensitive industries will require more time to adjust.
This will be an important part of the negotiations.

The NAM will continue to work with Latin American industries to maintain for-
ward movement. For example, last week the NAM signed a memorandum of under-
standing with the Venezuelan industry association, CONINDUSTRIA, to begin a
process of communication and cooperation—particularly with respect to the FTAA.
In signing that document, the Venezuelan industry leadership stated its strong sup-
port for implementing the FTAA by the end of 2005—or even earlier if that is fea-
sible.
Bilateral Negotiations

In addition to the FTAA, the U.S. is currently negotiating a bilateral trade agree-
ment with Chile. The NAM applauds this negotiation and wants to see it concluded
by the end of this year. We seek a robust, world-class agreement that would quickly
eliminate trade barriers and would provide full investment coverage. Based on our
meetings in Chile last month with government leaders, key legislators, and business
executives, we are convinced this is feasible.

There are two reasons for our strong support of this bilateral negotiation. First,
the agreement will help expand bilateral trade with Chile. Chile is the most free
trade-oriented country in South America, and is ready now to enter into free trade
with the United States. Why should we wait until 2005 to begin obtaining improved
market access through the FTAA if we can begin obtaining this access next year
through a bilateral agreement? Of course, compatibility with the FTAA must be en-
sured.

The second reason is that conclusion of the agreement with Chile will reinforce
the FTAA negotiations and serve to set high standards. Having an agreement with
Chile will maintain the momentum of the FTAA negotiations. In fact, the NAM has
urged USTR to commence bilateral FTA negotiations with other countries in South
America. We understand that the Central American countries (accounting for over
$12 billion of U.S. exports, four times as much as to Chile) have indicated their in-
terest, as have other countries including Uruguay and Argentina. So long as the
U.S. government has the capacity to engage in these negotiations, they should pro-
ceed as soon as possible. Like the Chile negotiations, additional bilateral negotia-
tions will help ensure success for the larger FTAA negotiations.
NEEDED: TRADE PROMOTION AUTHORITY

In concluding my statement, I want to stress there is one absolutely essential pre-
requisite to these negotiations B providing the President with Trade Promotion Au-
thority (TPA). Our trading partners insist on having the assurance that what they
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negotiate with the United States will be voted on as a single package. They will not
negotiate under circumstances in which the final deal turns out not to be final, but
is one which Congress modifies.

It must be stated bluntly: without Trade Promotion Authority, the FTAA negotia-
tions simply will not move forward. I believe the same can be said for prospective
negotiations on a new round in the WTO. The Latin business communities and gov-
ernment officials with whom we have met were all unanimous on that point: no TPA
. . . no negotiations.

Regrettably, some would applaud if there were to be no negotiations; but, as I
stated earlier in my testimony, maintenance of the status quo means that we lose.
Allowing Latin nations to keep their duties of 20–30 percent on major U.S. exports
while we keep our 1.6 percent tariff speed bump against theirs is not a winning so-
lution for the United States.

The time has come to stop negotiating with ourselves and to start negotiating
with our trading partners. In particular, the issue of how to handle labor and envi-
ronmental concerns has stalled us for too long. We must find a way to move for-
ward, for the cost of continued inaction is about to get very expensive. How ironic
it would be if we continued to debate labor rights in other countries while thousands
of American workers began to lose their jobs as our foreign competitors completed
trade deals with Latin America and took our export business away.

Business has already stated that it is prepared to view labor and environmental
concerns in a flexible manner. Business is not opposed to good labor and environ-
mental practices. U.S. business standards are the highest in the world, and we tend
to carry them with us through our investments in foreign countries—as is illus-
trated in a joint Manufacturers Alliance—NAM study of U.S. company practices in
developing countries that will be released shortly.

We believe that if the objective genuinely is to advance labor and environmental
standards in the world, then there are positive steps that can be taken. We remain
opposed to trade sanctions, but we are ready to discuss alternatives and to look for
creative solutions.

Neither business, nor workers, nor environmentalists would benefit from con-
tinuing the status quo in our trade relations with Central and South America. We
will all do better with the FTAA. I believe it was Jean Monnet, one of the founders
of the European Community, who said, ‘‘Let us all put ourselves on one side of the
table, and the problem on the other side. Working together, we can move ahead.’’

Thank you, Mr. Chairman.
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Chairman CRANE. Thank you, Mr. Vargo. Mr. Price.

f

STATEMENT OF DANIEL M. PRICE, MEMBER, UNITED STATES
COUNCIL FOR INTERNATIONAL BUSINESS

Mr. PRICE. Thank you, Mr. Chairman and members of the Com-
mittee. I am pleased to be here on behalf of the US Council for
International Business. And I would like to focus on the issue of
investment in the FTAA.

Time permitting, I would like to address three points. First, the
importance of investment flows, inbound and outbound to the US
economy; second, the importance of including an investment chap-
ter in the FTAA and what that chapter should address; and finally,
I would like to respond to some of the concerns that have been
raised about the investor-State dispute settlement mechanism that
appears both in NAFTA and in US bilateral investment treaties.
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First, it is important we recognize that the world economy is no
longer characterized by companies that simply sit within national
borders and either export or sell locally. Companies are investing
abroad in increasing numbers. They do so to get closer to their
markets, acquire new technologies, form strategic alliances, or oth-
erwise enhance their competitiveness, including by integrating pro-
duction and distribution.

Now, the United States has been a principal beneficiary of this
dramatic increase in investment flows. On the inbound side, the
United States is host to the largest amount of foreign investment.
Foreign investment in the year 2000 reached almost $317 billion.
As of 1998, foreign companies in total had invested $3.5 trillion in
the United States. Foreign companies employ 5.6 million people in
the United States, and pay average annual salaries of over $46,000
per year, which is well above the average salary for US workers
as a whole. Likewise, US subsidiaries of non-US companies ac-
counted for 131⁄2 percent of all US manufacturing jobs. Finally, as
of 1998, foreign company affiliates in the United States accounted
for approximately 22 percent of US exports.

On the outbound side the picture is equally bright. As of 1998,
US companies had invested over $4 trillion abroad. In terms of
sales, foreign affiliates of US companies had sales of approximately
$2.4 trillion. That is nearly 21⁄2 times the amount of US exports.
And exports by United States companies that have affiliates abroad
were $438 billion in 1998. That amount equals some two-thirds of
all US exports. And of those exports, 50 percent went to US affili-
ates abroad. As Congressman Brady noted in his earlier statement,
investment pulls exports. It is a fact.

Now, some have suggested that investment liberalization leads to
a race to the bottom. I suggest the evidence is to the contrary. If
lax environmental standards, low wages, and the absence of worker
rights were the principal determinants of investment flows, one
would expect the least developed countries to be the host to the
majority of foreign investment. Yet the reverse is true. More invest-
ment flows between developed countries. More than 75 percent of
all foreign direct investment is in the developed world. The United
States itself is host to more than 30 percent. China, by contrast,
received $40 billion in FDI in 1999. That is less than 5 percent of
global flows.

The wage picture is equally compelling. The average compensa-
tion paid to workers at majority-owned US companies throughout
the world in 1998 was $33,100. In Canada and Europe, which re-
ceived two-thirds of all US outbound investment, the average com-
pensation at US majority owned affiliates was $41,200. This is
hardly a race to the bottom.

I suggest that the critics of investment flows are confusing cause
and cure. The problems of environmental protection and labor
standards are problems of economic development. Inadequate
standards do not attract and are not the result of increased invest-
ment flows. Rather, they are in part the consequences of the ab-
sence of investment capital necessary to alleviate poverty and raise
living standards.

Now let me say a word about what goes in these agreements.
And I think you will find that in addition to securing economic ben-
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efits, these agreements achieve broader US policy goals. Invest-
ment agreements negotiated by the United States typically incor-
porate US constitutional protections against the taking of property
without just compensation, and against arbitrary and discrimina-
tory government action. Just as they have done in the United
States, these principles foster the development of the rule of law,
respect for private property, and a market-based free enterprise
system that are the essential hallmarks of a democratic society.

But what are these elements? I will address them very briefly.
The first point I would like to make is that these elements are not
new. The principal protections found in NAFTA and that ought to
be included in an FTAA, have been in US investment agreements
since at least World War II. All of these protections are traditional
protections of US investment policy. The one innovation in 1980,
when the US started negotiating bilateral investment treaties, was
the inclusion of investor-State dispute settlement.

Well, what are these protections? First, national treatment and
most favored nation treatment. That is, the creation of a non-dis-
criminatory environment within which US investors can compete.
Second, international law protections that the United States has
long fought for, including fair and equitable treatment and full pro-
tection and security, and otherwise treatment in accordance with
international law. The fair and equitable treatment standard is
particularly important and a safeguard against arbitrary, unrea-
sonable or other unjustifiable government actions. The third ele-
ment has to do with financial transfers, and it safeguards the free
movement of capital associated with an investment. The fourth ele-
ment is the prohibition of so-called performance requirements, ex-
port requirements, local content requirements, trade balancing re-
quirements, similar to those the United States succeeded in prohib-
iting in the negotiation of the WTO Agreement on Trade-Related
Investment Measures. The final element of these investment trea-
ties and of an investment chapter, is the investor-State dispute set-
tlement mechanism. That is the right of the investor to seek money
damages from a host government that causes economic injury when
it violates a provision of the agreement.

Let me say just a few things about investor-State. First, an in-
vestor-State tribunal, under NAFTA, is empowered to award only
money damages. Tribunals do not have the authority to order a
party to change its laws or to nullify a party’s laws as some have
suggested. Second, it is US investors that have the most capital at
risk abroad, and thus, have the most to gain from an effective dis-
pute settlement mechanism. I would note that if one reviews the
actual decisions of NAFTA tribunals and not the hype about the
bringing of the cases, one will find that these tribunals have acted
with great care, and there is no evidence to suggest that these tri-
bunals have or will jeopardize public welfare to uphold economic in-
terest. The track record to date demonstrates that these tribunals
have been quite judicious.

Now, critics have raised concerns about cases that have yet to be
decided. Critics have raised a concern about the mere fact that
cases have been brought against the United States. I suggest to
you that part of the price of living in an international system gov-
erned by the rule of law is that cases will be brought against the
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United States. If those cases are not meritorious, they will not pre-
vail. If they are meritorious and the United States is required to
pay damages, that is part of the price of being in the system. I
would note that the United States has enjoyed enormous benefits
from these provisions. Of the 16 claims that have been brought
under NAFTA, 11 have been brought by US investors.

This is not to say that the system cannot be improved. I think
one should take a serious look at transparency provisions for inves-
tor-State, for making the filings available to the public, and making
the proceedings open to the public. One might also consider an
amicus or friend-of-the-court procedure.

Finally, I think consideration should be given to developing an
appellate mechanism. Right now the only available review is
through national courts, and we have recently seen that in Canada.
As we consider an agreement with 34 countries, it may be useful
to think about a self-contained appeal mechanism that would ad-
dress concerns of consistency and would also address the concern
of some critics about the possibility of wild or aberrant decision.

Let me conclude by saying that the US has the most at stake in
hemispheric integration, and that a comprehensive and strong in-
vestment chapter will be a crucial part of that agreement. Thank
you very much.

[The prepared statement of Mr. Price follows:]

Statement of Daniel M. Price,1 Member, United States Council for
International Business 2

I. Introduction
Thank you for inviting me here today to present the views of the United States

Council for International Business on the importance of including investment pro-
tections in the agreement establishing the Free Trade Area of the Americas (FTAA).

Trade and investment are interdependent. To achieve the benefits of economic lib-
eralization, investment barriers must be addressed as comprehensively as trade bar-
riers. And the rules protecting U.S. investment abroad must be both rigorous and
enforceable.

Taken together, the expansion of trade and investment flows has spurred eco-
nomic growth, created jobs for millions of people in the United States and abroad,
raised global living standards, and has helped forge bonds of mutual interest and
economic opportunity among countries around the world.

International investment flows are rapidly becoming as important as trade in
goods and services. The world economy is no longer characterized by companies that
remain parked within national borders and that simply export or sell locally. Com-
panies are investing abroad in ever-increasing numbers. They do so to get closer to
their markets, acquire new technologies, form strategic alliances and enhance com-
petitiveness by integrating production and distribution. The activities of their affili-
ates are impressive and make an enormous contribution to economic welfare world-
wide. According to the United Nations World Investment Report 2000, sales by for-
eign affiliates of corporations totaled $14 trillion in 1999, over four times the figure
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for 1980 and twice the value of global exports. Foreign affiliates accounted for over
$3 trillion in exports in 1999. The production of foreign affiliates now accounts for
approximately 10% of global GDP, and foreign affiliates now employ over 40 million
people.
II. Responding to Criticisms of Investment Protection and Liberalization

In spite of the economic significance of investment flows, some critics have sug-
gested that promoting stable investment regimes abroad will lead to an export of
American jobs. Some have also argued that investment liberalization will lead to a
‘‘race to the bottom’’ with investment flowing principally to countries with minimal
or no protections for the environment or worker rights. The facts do not support
these claims.
A. International Investment Flows—Inbound and Outbound—Contribute to the Eco-

nomic Prosperity of the United States
The United States has been, perhaps, the greatest beneficiary of the explosion in

international investment over the past decade. The United States receives more
than 30% of worldwide investment. According to the U.S. Bureau of Economic Anal-
ysis (BEA), foreign investment in the United States grew seven-fold between 1994
and 2000, reaching almost $317 billion last year. As of 1998, foreign companies had
invested over $3.5 trillion in the United States. They employed 5.6 million people
and paid average annual salaries of over $46,000, well above the average salary for
U.S. workers as a whole. U.S. subsidiaries of non-U.S. companies accounted for
13.5% of all U.S. manufacturing jobs. In 1998, foreign companies’ affiliates in the
United States accounted for approximately 22% of total U.S. exports. Inbound in-
vestment is critical to the health of the U.S. economy.

Outbound investment is equally important. According to the BEA, between 1994
and 2000, U.S. outbound investment doubled from $73 billion to $148 billion. As of
1998, the assets of non-bank foreign affiliates of U.S. companies exceeded $4 trillion.
In 1998, non-bank foreign affiliates of U.S. companies had over $2.4 trillion in
sales—that is nearly two and one-half times the amount of U.S. exports of goods
and services. According to the Survey of Current Business, exports by U.S. multi-
nationals were $438 billion in 1998, an amount equal to some two-thirds of all U.S.
exports. Approximately 50% of these exports were to the majority-owned affiliates
of those U.S. companies. Thus, agreements promoting stable investment regimes
abroad do not export jobs, but rather lead to increased exports of goods and services
and contribute broadly to the economic well-being of the United States.
B. Investment Liberalization does not Lead to a Race to the Bottom

If lax environmental standards, low wages and the absence of worker rights were
the principal determinants of investment flows, one would expect the least devel-
oped countries to be the host of the vast majority of foreign investment. Yet the re-
verse is true.

More than 75% of all foreign direct investment is in the developed world. As
noted, the United States itself is host to more than 30% of all such investment. The
United Kingdom runs a distant second with a little more than one-fourth the total
of the United States or $82 billion as of 1999. China, by contrast, received $40 bil-
lion in 1999, less than 5% of global flows. Thus, investment has, in fact, raced to
the top, flowing in overwhelming proportion to stable democracies that are charac-
terized by high living standards, well-developed regulatory regimes and transparent
legal systems.

The wage statistics are equally telling. In 1998, the average compensation paid
to workers at majority-owned U.S. affiliates throughout the world was $33,100. In
Canada and Europe, which receive two-thirds of all U.S. outbound investment, the
average compensation at U.S. majority-owned affiliates was $41,200. Investment
has not ‘‘raced’’ to the lowest wage levels.

The critics confuse the cause and the cure: problems of environmental protection
and labor standards are preeminently problems of economic development. Inad-
equate environmental standards and worker rights do not attract, and are not the
result of, increased investment flows; rather they are in part the consequences of
the absence of investment capital necessary to alleviate poverty and raise living
standards—the root cause of the problem.
III. The Importance of an Investment Chapter in the FTAA

Our Latin American and Caribbean partners in the FTAA have experienced a dra-
matic surge in foreign investment over the past decade. The enormous opportunities
that have opened up in the region—in large part as a result of massive privatization
efforts—have made Latin American and Caribbean countries a primary destination
for foreign investment among the developing countries of the world. The region now
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accounts for approximately 10% of global FDI inflows. According to the United Na-
tions, FDI in the top 10 recipient countries in the region grew almost 23% between
1998 and 1999 alone, and as of 1999 stood at $27 billion in 1999.

While the U.S. is the largest investor in the region, it has not kept pace with
growth of investment opportunities there. According to the BEA, U.S. companies in-
vested $17.71 billion in Latin America and the Caribbean in 1994. U.S. investment
in the region in 2000 was virtually the same, at approximately $17.8 billion. The
United States is clearly not taking advantage of the investment boom in the region.
In fact, most of the investment flows are between countries within the region, as
they have already begun the process of economic integration without us. In addition,
our major competitors, particularly from Europe, have stepped in to fill the vacuum.

An FTAA that both opens borders to trade and provides strong investment protec-
tions would create enormous commercial opportunities for U.S. industry and would
unleash synergies in production and distribution operations. Trade liberalization
without investment liberalization will prevent companies from achieving these
synergies and rationalizing their supplier networks. Conversely, investment liberal-
ization without trade liberalization will lead to the creation of duplicative produc-
tion operations as producers are forced to build manufacturing facilities behind the
‘‘tariff walls’’ protecting each market. Investment protection and liberalization is
thus a crucial part of a free trade agreement.

In addition to these economic benefits, an investment chapter would promote
broader U.S. policy goals. Investment agreements negotiated by the United States
essentially incorporate U.S. constitutional protections against the taking of property
without just compensation and against arbitrary or discriminatory government ac-
tions. As they have done in the United States, these principles foster development
of the rule of law, respect for private property and a market-based free enterprise
system that are essential hallmarks of a democratic society.

Recognizing these important dynamics, some thirty leading U.S. companies and
trade associations wrote to Ambassador Zoellick on April 19 affirming their support
for inclusion of an investment chapter in the FTAA modeled on the strong and com-
prehensive provisions found in NAFTA (letter attached).
IV. The Need for Strong Legal Protection of Foreign Investment: Core Ele-

ments of an Investment Chapter
The explosive growth in cross-border investment is attributable to several factors,

not the least of which is the development of strong, stable legal regimes to protect
property rights. Over the past decade, we have witnessed a sea change in the way
countries—particularly developing countries—have treated foreign investment.
Whereas before they pursued economic growth through state control of the private
sector and import substitution policies, they have come to realize that growth is best
promoted through free trade and liberal investment regimes. Countries in Latin
America in particular have undertaken vast privatization efforts and have revamped
their legal systems to attract foreign investment.

According to the United Nations, of 1,035 changes worldwide in laws governing
foreign direct investment between 1991 and 1999, 94% were more favorable to for-
eign investment. The number of bilateral investment treaties (BITs) has risen from
181 at the end of 1980 to 1,856 at the end of 1999. Countries in Latin America and
the Caribbean have signed approximately 300 BITs, virtually all of which were ne-
gotiated in the 1980s and 1990s. As of December 31, 1996, the countries of Latin
America and the Caribbean had negotiated 37 BITs among themselves, all in the
1990s. It is no coincidence that these changes to the legal landscape have occurred
at the same time as cross-border investment has expanded over the past decade.

It should be noted, however, that the United States has signed investment agree-
ments with only three of the top 10 Latin American recipient countries of foreign
investment. The FTAA would include six of the remaining seven markets.

Including an investment chapter in the FTAA would help lock in these advances
in creating a regulatory environment hospitable to international investment. While
strong investment laws are not themselves sufficient to attract foreign investment,
they are a necessary prerequisite for such investment. A recent study by economists
at the Inter-American Development Bank found that strong investment laws, par-
ticularly laws protecting foreign investors from expropriation and preserving con-
tract rights, play central roles in attracting FDI. It also found that free trade agree-
ments significantly increase investment among the members of the free trade area.

In order to establish a strong investment regime throughout the Hemisphere, the
FTAA should include all of the fundamental protections that have been codified in
United States bilateral investment treaties and in Chapter 11 of the NAFTA. The
United States has sought the inclusion of these principal protections in bilateral and
multilateral investment agreements since World War II when it began negotiating
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a series of modern treaties of friendship, commerce and navigation (FCN). The in-
vestor-state dispute settlement mechanism was included in the first U.S. bilateral
investment treaty (on which all subsequent U.S. BITs have been based) in 1980.

What are these fundamental protections?
First, the investment chapter should guarantee foreign investors the better of na-

tional treatment or MFN treatment, both with respect to the establishment of in-
vestments and treatment thereafter. This will ensure nondiscriminatory treatment
and the removal of barriers to entry.

Second, the FTAA should protect investors against expropriation without payment
of compensation. This protection should extend both to direct expropriation—for ex-
ample, the physical taking or nationalization of property—and to indirect expropria-
tion such as may occur through regulation or other forms of so-called creeping ex-
propriation. The inclusion of indirect expropriation is crucial. Government action
may impair or destroy the value of an investment even if there is no physical sei-
zure or destruction of the property.

Third, the investment chapter should guarantee investment fair and equitable
treatment, full protection and security, and protection in accordance with inter-
national law. These provisions have long been included by the United States in bi-
lateral and multilateral investment instruments. The fair and equitable treatment
standard, in particular, protects against lawless, arbitrary, unreasonable, bad faith
or other unjustifiable government actions. These protections help promote the rule
of law and are meant to safeguard the interests of U.S. investors where government
action or inaction, while not rising to the level of expropriation per se or outright
discrimination on nationality grounds, nonetheless subjects the investor to adverse
and injurious treatment.

Fourth, the investment chapter should guarantee the free movement of capital as-
sociated with the investment, including the repatriation of profits. Without this pro-
tection, investors will not commit the resources necessary to undertake large-scale
investments.

Fifth, the investment chapter should prohibit performance requirements such as
local content and export requirements, and other trade-related investment meas-
ures. Such measures distort trade flows and create economic inefficiencies, thereby
offsetting the benefits of the agreement.

Finally, the investment chapter should include a mechanism to allow investors to
arbitrate investment disputes with host governments and obtain monetary com-
pensation for damages resulting from violations of the agreement. Access to an arbi-
tration procedure of this sort is the only effective way to guarantee enforcement and
obtain appropriate redress. Limiting investment dispute settlement to a state-to-
state procedure will politicize disputes, leaving investors, particularly small- and
medium-sized enterprises, with little recourse save what their government cares to
give them after weighing the diplomatic pros and cons of bringing any particular
claim. Furthermore, a state-to-state dispute settlement procedure based on the WTO
model, which provides only prospective relief, will not remedy most violations of the
agreement. If, for example, a government expropriates an investor’s property, pro-
spective relief without providing compensation to the investor will not redress the
injury done to the investor.
V. Responding to Criticism of NAFTA’s Investor-State Dispute Settlement

Mechanism
The investor-state dispute settlement mechanism has been perhaps the most con-

troversial aspect of the investment chapter of the NAFTA. Critics have alleged that
it undermines a nation’s sovereign right to regulate. The evidence simply does not
support these claims.

At the outset, two facts should be recognized. First, under NAFTA an investor-
state arbitral tribunal can only award the payment of compensatory money damages
to an injured investor; tribunals have no authority to order a party to change its
laws. Second, it is U.S. investors that have more capital at risk than investors from
any other country, and thus have the most to gain from an effective mechanism for
enforcing investor protections.

In any case, there is no evidence that arbitration tribunals will jeopardize public
welfare to uphold the economic interests of foreign investors. A careful examination
of the NAFTA arbitration decisions to date reveals that the tribunals have acted
with great care. In two cases where an arbitration tribunal ruled in favor of a U.S.
foreign investor—SD Myers and Metalclad—the tribunal found that the government
authorities were acting arbitrarily or targeting a specific foreign investor with un-
fair or discriminatory measures. It should be noted that Mexico brought suit in a
Canadian court to set aside the Metalclad award, and the court recently upheld the
tribunal’s decision that the U.S. investor’s property had been expropriated. In two
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other cases—Azinian and Waste Management—the U.S. investor lost outright, one
on the merits, the other on jurisdiction.

In the recently released decision in Pope & Talbot, the tribunal rejected all but
one of the U.S. investor’s claims. The one claim that was upheld was based on a
finding that the Canadian authorities had acted unfairly in imposing extremely bur-
densome, and arguably illegal, administrative requirements on the investor. While
the tribunal was careful to avoid questioning the motives of the Canadian Govern-
ment in that case, it appeared from the facts that the Government’s actions were
motivated by a desire to punish the investor for bringing the NAFTA claim.

In Ethyl—which is often cited by critics as an example of a case where a foreign
investor forced a government to withdraw a bona fide environmental measure—Can-
ada settled a NAFTA case brought by a U.S. investor. However, the settlement was
spurred by a holding by a Canadian panel, not the NAFTA arbitration tribunal, that
the particular measures imposed by Canada violated an internal Canadian arrange-
ment called the Agreement on Internal Trade.

This track record hardly demonstrates that arbitration tribunals have overstepped
their bounds in protecting the rights of investors. To the contrary, the evidence to
date shows that tribunals have taken a reasonable, balanced and judicious approach
in interpreting and applying the NAFTA investment provisions.

Nevertheless, critics of the NAFTA investment chapter point to cases against the
United States that have not yet been decided—such as the Methanex or Loewen
cases—and have speculated about how tribunals in those cases might rule. Indeed,
those critics find troubling the very initiation of these claims. I do not express a
view on the merits of these pending cases. However, the mere fact that cases have
been brought against the United States in no way undermines the legitimacy or in-
tegrity of the dispute settlement process. Indeed even frivolous cases may be
brought before a NAFTA panel just as they are brought in United States courts
every day, but this does not mean that either the court system or the arbitration
mechanism is flawed. If claims are found to be frivolous, then they will be rejected.
If claims are justified, then the respondent, including the United States as the case
may be, should pay compensation. This is the price of living in an international sys-
tem governed by the rule of law.

The United States has long been the champion of international investment rules.
It has fought hard for recognition of the international rule of law and for respect
for international dispute resolution bodies. The United States has enjoyed enormous
benefits from invoking dispute settlement provisions to break down trade barriers
or redress injuries to investors. Indeed, of the approximately 30 claims under BITs
that have come before the International Centre for Settlement of Investment Dis-
putes (‘‘ICSID’’), about one-third have been brought by U.S. investors. And of the
16 claims that have been brought under NAFTA’s investment provisions, 11 have
been brought by U.S. investors. It would be ironic if the United States, long the ad-
vocate for subjecting sovereign actions to scrutiny under international law, were
now to retreat from the very international principles it worked so hard to enshrine.

Concerns about investor-state arbitration—and agitation over its compatibility
with sovereignty—are without foundation. Fears about overreaching arbitral panels
are likewise unfounded given the record of decisions.

None of this should be taken to imply that the system could not be improved. The
process would benefit from two important changes. First, the FTAA parties should
consider increasing the transparency of the process by ensuring that the briefs and
arbitration proceedings are open to public view, subject to reasonable protections for
confidential business information. An amicus, or ‘‘friend of the court,’’ procedure
might also be developed whereby interested members of the public could express
their views on the issues before the tribunals.

Second, the parties to the FTAA might consider the desirability of creating an ap-
pellate body that would review arbitral awards for errors of law. Such an appellate
mechanism would accomplish three salutary goals: (1) it would address the risk of
an aberrant or wildly erroneous decision that seems to have captured the imagina-
tion of critics; (2) it would contribute to the development of a coherent body of juris-
prudence on the interpretation of the FTAA; and (3) it would eliminate the possi-
bility of having the court systems in each of the 34 FTAA parties become involved
in the review of FTAA awards and hence the interpretation of FTAA, a possibility
left open by NAFTA.

The Hemisphere stands at the threshold of comprehensive free trade agreement
talks in which investment rules should figure prominently. Investor-state dispute
settlement will be essential to ensuring the effectiveness of those rules. Now is not
the time to depart from longstanding United States investment policy and time-test-
ed methods for the resolution of investment disputes.
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As the largest economy in the region, the United States has the most at stake
in hemispheric integration. By leading the negotiation of an agreement that re-
moves trade and investment barriers and promotes democratic values, the United
States can secure for itself and its neighbors the benefits of economic growth and
prosperity. An investment chapter is an essential component of any agreement seek-
ing to achieve these goals.

[The attachment is being retained in the Committee files.]

f

Chairman CRANE. Thank you, Mr. Price.
Mr. Gambrel.

STATEMENT OF WILLIAM GAMBREL, PRESIDENT,
BANKBOSTON COLOMBIA, AND VICE PRESIDENT, ASSOCIA-
TION OF AMERICAN CHAMBERS OF COMMERCE IN LATIN
AMERICA, BOGOTA, COLOMBIA, ON BEHALF OF U.S. CHAM-
BER OF COMMERCE

Mr. GAMBREL. Mr. Chairman and Members of the Committee,
thank you for inviting me to appear before this distinguished panel
today. I am pleased to represent the Association of American
Chambers of Commerce in Latin America, known as AACCLA.

The AACCLA is a leading advocate of increased trade and invest-
ment between the United States and Latin America. The associa-
tion’s 20,000 member companies manage over 80 percent of all U.S.
investigation in Latin America through 23 American Chambers of
Commerce in 21 countries.

I am also pleased to represent the U.S. Chamber of Commerce,
which is the largest business federation in the world.

I could easily spend my allotted time today describing the boom
in trade and investment between the democratic nations of the
Americas in the past decade. In this sense, the business community
has taken the lead in pushing for an integrated hemispheric mar-
ketplace. Nonetheless, we in the business sector are very pleased
to see the hemispheric governments working to bring down barriers
to trade and investment.

I applaud the commitment announced in Quebec City to complete
the Free Trade Agreement of the Americas by January 2005. Also
in Quebec, President Bush declared that he is committed to obtain-
ing trade promotion authority before the end of this year. This is
absolutely critical, and we in the business community are prepared
to help the President make the case for trade promotion authority.

There are many reasons why trade expansion is such a priority
today, but I would like to focus on just one. With the exception of
the United States, nations around the world spent the nineties
weaving a spider web of free trade agreements. Over 133 regional
trade agreements are currently in force worldwide. The European
Union has signed 27 free trade agreements, and Mexico alone has
signed 32. However, the United States is a party to just two trade
agreements: NAFTA and the Free Trade Agreement with Israel.
This pattern of diminished U.S. participation in trade expansion
must not continue.

The spider web of free trade agreements that we have seen
emerging threatens to put U.S. companies at a competitive dis-
advantage. How? Chile is a perfect example. Today, companies
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from Canada, Mexico, and a number of other countries enjoy duty-
free access to the Chilean market. But U.S. exporters still pay
Chile’s highest duty of 8 percent. The result is that American com-
panies are losing millions of dollars in potential sales every year.

I would like to flag one potential obstacle to the FTAA: the ongo-
ing dispute over efforts to link trade agreements to labor and envi-
ronmental rules. We have heard some about that in this distin-
guished panel today.

AACCLA and the U.S. Chamber strongly support efforts to pro-
tect the environment and to improve working conditions for all em-
ployees. But these concerns we think should be dealt with sepa-
rately. Our hemispheric partners have made it very clear that they
will oppose a final FTAA agreement if it makes market access con-
tingent upon labor and environmental rules. AACCLA and the U.S.
Chamber share this view.

Before concluding, I would like to urge the Congress to renew
and enhance the Andean Trade Preference Act. Since the Andean
Trade Preference Act was passed in 1991, a wide range of export-
oriented businesses have been established in the Andean countries,
generating jobs, boosting tax revenues, and strengthening civil soci-
ety. During my 6 years that I have lived in Colombia, I have wit-
nessed firsthand how these trade benefits foster social stability and
provide a legitimate alternative to the illegal drug business. Fail-
ure to renew the ATPA would undermine the new business ven-
tures that have prospered through legitimate trade with the United
States.

In addition to the renewal of ATPA, I urge Congress to expand
the list of Andean goods that qualify for duty-free access to the
U.S. market.

Finally, Congress should also consider making Venezuela a bene-
ficiary of the ATPA. We have seen that efforts to oppose the nar-
cotics trade in one country are undermined if production can be
easily shifted to somewhere else. By granting these simple trade
benefits to all the Andean countries, we can support the thousands
of small—and medium-sized businesses that are the bedrock of de-
mocracy and peace in the Andean region.

Trade expansion is an essential ingredient in any recipe for eco-
nomic success in the 21st century. Chairman Crane, I would like
to thank you and your colleagues on the Subcommittee for your
leadership on trade. AACCLA and the U.S. Chamber of Commerce
stand prepared to support your efforts on trade expansion in any
way that we can.

Thank you very much.
[The prepared statement of Mr. Gambrel follows:]

Statement of William Gambrel, President, BankBoston Columbia, and Vice
President, Association of American Chambers of Commerce in Latin
America, Bogota, Colombia, on behalf of U.S. Chamber of Commerce

Mr. Chairman, thank you for inviting me to appear before this panel today. I am
Bill Gambrel, President of BankBoston Colombia, and Vice President of the Associa-
tion of American Chambers of Commerce in Latin America, known as AACCLA.

AACCLA is a leading advocate of increased trade and investment between the
United States and Latin America. Representing 23 American Chambers of Com-
merce in 21 Latin American and Caribbean nations, the association’s 20,000 mem-
ber companies manage over 80 percent of all U.S. investment in the region.
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I am also pleased to submit this testimony on behalf of the U.S. Chamber of Com-
merce, which is the largest business federation in the world. Representing nearly
three million companies of every size, sector, and region, the Chamber has sup-
ported the business community in the United States for more than 80 years.

I appreciate this opportunity to testify on the outcome of the Third Summit of the
Americas in Quebec City last month and on the prospects for free trade in the hemi-
sphere. I will also comment briefly on the need to renew and enhance the Andean
Trade Preference Act.

Commerce in the Americas
As background, it is worth noting that the commercial relationship between the

United States, Canada, and Latin America has progressed admirably in recent
years. The flow of trade and investment throughout the hemisphere has never been
greater. The day is not far distant when the United States will trade more with our
neighbors here in the Western Hemisphere than with Asia and Europe—combined.

The numbers tell quite a story. The United States trades more with Canada than
with the entire European Union. This is true even though the European Union has
a population ten times that of Canada. Mexico is our second largest trading partner,
and two-way trade surpassed $250 billion last year.

Brazil has received more direct investment from the United States than any other
emerging market in the world. The total stock of U.S. investment in Brazil—roughly
$35 billion—is four times the amount American companies have invested in China.
The Caribbean Basin is emerging as a vital trading partner to the United States.
In 1999, the 24 countries in the Caribbean and Central America purchased more
U.S. goods and services than China, India, and Russia—combined.

Business Sets the Pace
The business community has been moving toward an integrated hemispheric mar-

ket for decades, and now our governments are running to catch up. At the First
Summit of the Americas in 1994, the leaders of 34 Western Hemisphere nations set
the goal of free trade in the Americas. Now, as we evaluate the outcome of the Third
Summit of the Americas, it’s clear that we have moved closer to this objective than
we might have thought possible.

The Summit and the Buenos Aires Trade Ministerial held three weeks earlier pro-
duced tangible progress on a number of fronts. In Argentina, the hemisphere’s trade
ministers endorsed a draft, bracketed text for the Free Trade Area of the Americas
(FTAA) agreement. They also agreed to start negotiations on market access in May
2002, and they set a deadline to complete the text of the FTAA by January 1, 2005.
The ministers also surprised observers by agreeing ‘‘to release the current draft con-
solidated text to the public soon after the conclusion of the Third Summit of the
Americas in Quebec City.’’

In perhaps the most important announcement made in Quebec, President Bush
declared to the assembled heads of state and government that he is ‘‘committed to
attaining Trade Promotion Authority before the end of the year.’’ This is absolutely
critical, and we in the business community stand prepared to support the effort to
win Congressional approval of Presidential Trade Promotion Authority in any way
we can.

Rationale for the FTAA
I believe we are seeing this progress because the basic rationale for the FTAA is

stronger than ever. Hemispheric free trade will boost economic growth and reduce
poverty throughout the hemisphere. The FTAA will also provide an opportunity to
re-energize economic reform throughout the Americas. It will confirm a shared com-
mitment to the market-opening policies that create the conditions for growth.

The FTAA will encompass 34 nations with over 800 million citizens. Its collective
GDP will exceed $13 trillion. The FTAA will:

• Eliminate existing tariff and non-tariff barriers and bar the creation of new
ones;

• Remove other restrictions on trade in goods and services as well as investment
unless specifically exempted;

• Harmonize technical and government rule-making standards;
• Exceed World Trade Organization disciplines, where possible;
• Provide national treatment and investor safeguards against expropriation;
• Establish a viable dispute settlement mechanism; and
• Improve intellectual property rights protection.
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The Case for Renewed U.S. Leadership on Trade
However, the FTAA is not simply going to fall into our laps. Without renewed

U.S. leadership on trade, this ambitious and complex trade agreement simply will
not happen.

As you know, special interests in the United States spent a great deal of time in
the 1990s arguing about trade. While this was going on, other nations around the
world have been busy weaving a spiderweb of free trade agreements. Over 130 re-
gional trade agreements are currently in force worldwide. The European Union has
signed 27 free trade agreements, and Mexico alone has signed over 30. However,
the United States is a party to just two free trade agreements: the North American
Free Trade Agreement (NAFTA), and the U.S.-Israel free trade agreement.

This pattern of diminished U.S. participation in trade liberalization must not con-
tinue. The spiderweb of free trade agreements that we’ve seen emerging in the
Americas and elsewhere threatens to put U.S. companies at a competitive disadvan-
tage. Basically, other nations are negotiating trade agreements that provide pref-
erences for their firms over our own.

Chile is a perfect example. Today, companies from Canada, Mexico, and a number
of other countries enjoy duty-free access to the Chilean market. But because U.S.
exporters still pay Chile’s highest duty of eight percent, American companies are
losing hundreds of millions of dollars in potential sales every year. As many people
have observed, this is like starting a basketball game eight points behind.
Benefits of the FTAA

The NAFTA offers an excellent preview of the benefits promised by the FTAA.
Since the NAFTA came into force, trade between the United States and Mexico has
tripled, surpassing $250 billion last year. Trade between the United States and Can-
ada reached $400 billion in 2000—a figure double the pre-NAFTA level. This explo-
sion in trade has allowed companies in all three NAFTA countries to generate mil-
lions of new jobs. The NAFTA is one of the main reasons why some 12 million U.S.
jobs rely on exports.

While enhanced competition in the marketplace has led to job losses in some in-
dustries, the new, trade-related jobs that have been created tend to provide better
pay than the jobs that were lost. Studies show that export-related jobs pay 13 to
18 percent more than other jobs.

As Ambassador Zoellick has pointed out, the combined effects of the NAFTA and
the Uruguay Round trade agreement that created the World Trade Organization
(WTO) have increased U.S. national income by $40 billion to $60 billion a year.
Thanks to the lower prices that these agreements have generated for such imported
items as clothing, the average American family of four has gained between $1,000
to $1,300 from these two pacts.

The NAFTA has proven to be a foreign policy masterpiece, transforming Mexico’s
economic prospects and arguably paving the way for the democratic breakthrough
witnessed in last year’s elections. From a national security perspective, the possi-
bility of reproducing these results on a hemispheric scale is enticing.
Potential Obstacles to Hemispheric Free Trade

Some believe that protectionism in the United States is the biggest obstacle to
hemispheric free trade. They point out that Congress voted down ‘‘fast-track’’ trade
negotiating authority in 1998, and President Clinton never saw it renewed.

However, the American people continue to embrace free trade. The highly re-
spected Pew Center for the People and the Press found recently that over 60 percent
of Americans support free trade and reject protectionism.

More recently, Congress has shown that it will support trade liberalization when
business makes the case for it. The approval of permanent normal trade relations
for China and the Trade and Development Act of 2000 give eloquent testimony to
the fact that Congress will pass major trade legislation by solid majorities when the
business community pushes the argument for expanded trade.

A more serious obstacle to the FTAA is the ongoing dispute over efforts to link
trade agreements to labor and environmental standards. When the Clinton Adminis-
tration pushed for trade-linked rules to enforce labor and environmental standards
at the Seattle WTO meeting in December 1999, the vast majority of countries were
strongly opposed.

AACCLA and the U.S. Chamber strongly support efforts to protect the environ-
ment and ensure improvement in the quality and conditions of workers, but these
concerns should be addressed separately. There are other avenues for the United
States to discuss labor and environmental issues with other nations. For instance,
President Bush already has the authority to address labor issues through the Inter-
national Labor Organization.
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In the final declaration issued at their April meeting, the hemisphere’s 34 trade
ministers indicated that most ministers are firmly opposed to the use of trade sanc-
tions in connection with rules on labor or the environment. Our hemispheric part-
ners have made very clear that they will oppose a final FTAA agreement if it makes
market access contingent upon labor and environmental standards. AACCLA and
the U.S. Chamber share this view, and we will oppose any trade agreement
that includes labor and environmental provisions and accompanying sanc-
tions in the agreement.

We need to remember that trade is part of the solution—not the problem—when
it comes to protecting the environment and improving working conditions.
The Andean Trade Preference Act

Before concluding, I would like to urge the Congress to renew and enhance the
Andean Trade Preference Act (ATPA). As you know, the ATPA grants duty-free ac-
cess to the U.S. market for selected exports from the Andean countries, but it will
expire in December. AACCLA, the American Chambers of Commerce in Bolivia, Co-
lombia, Ecuador, and Peru, and the U.S. Chamber of Commerce all strongly support
ATPA renewal.

Taking advantage of the market access granted by the ATPA in 1991, a wide
range of export-oriented businesses have been established in the Andean countries,
generating jobs, boosting tax revenues, and strengthening civil society. Renewal of
the ATPA will ensure that these economic benefits endure, thereby fostering social
stability and deterring the illegal narcotics trade. By the same token, failure to
renew the ATPA would undermine the new business ventures that have prospered
through legitimate trade with the United States.

In addition to renewal of the ATPA, Congress should consider expanding the list
of Andean goods that qualify for duty-free access to the U.S. market. The Act’s suc-
cess over the past decade can be leveraged in the years to come by making its provi-
sions more generous.

Finally, Congress should also consider making Venezuela a beneficiary of the
ATPA. Recent history shows that efforts to oppose the narcotics trade in one country
are undermined if production can be easily shifted elsewhere. By granting these
simple trade benefits to all the Andean countries, we can support the thousands of
small and medium-sized businesses that must be the bedrock of economic progress,
democracy, and peace in the Andean region.
Conclusion

Trade expansion is an essential ingredient in any recipe for economic success in
the 21st century. If U.S. companies, workers, and consumers are to thrive amidst
rising competition, completing the FTAA and renewing the ATPA must be top prior-
ities.

In the end, U.S. business is quite capable of competing and winning against any-
one in the world when markets are open and the playing field is level. All we are
asking for is the chance to get in the game.

This concludes my testimony. I will be happy to try to answer any questions.

f

Chairman CRANE. Thank you.
Mr. Vargo, you point out that South American duties average 14

percent while U.S. duties average less than 1.6 percent and that
the EU is currently negotiating free trade agreements with several
Latin American countries that will significantly undercut American
exports.

How damaging do you think the status quo is to the health of
the U.S. economy over the long term?

Mr. VARGO. Well, I think over the long term, Mr. Chairman, that
it could be quite damaging because Latin America has the pros-
pects for being a rapidly growing market. A WTO analysis that
came out a couple of weeks ago shows that South America has the
world’s highest average level of bound tariffs, and if we do not get
those down, not only would we not share in the growth if the Euro-
peans had duty-free access, but we would lose a lot of what we al-
ready have.
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We have, frankly, not made an estimate of just exactly what
would happen if Europe had duty-free access while we continue to
pay 20 and 30 percent, but it would be a substantial amount of
that $60 billion. So this is very important. We lose under the status
quo. Nobody gains. I am convinced that the environmentalists do
not gain, Mr. Sweeney’s members do not gain. We have got to find
a way to move ahead. You know, by engaging the Latins, I think
that we can help raise environmental standards, by raising their
living standards, we help raise living standards. We need to move
ahead.

Chairman CRANE. Mr. Sweeney, do you have Mr. Vargo’s text in
front of you?

Mr. SWEENEY. No, I do not.
Chairman CRANE. Mr. Vargo, could you show him your Exhibit

1?
That Exhibit 1 in Mr. Vargo’s written testimony compares the

level of wages paid by companies that are most trade-intensive
versus those that are least trade-engaged, and I was wondering
what your commentary was on that. The figure here, if I am not
mistaken, this is 60,000 a year for the most trade-intensive, and
for the least trade-intensive in this chart, it is a little over 40,000
a year. Is that correct, Mr. Vargo?

Mr. VARGO. Yes, sir, it is.
Mr. SWEENEY. Well, I am not sure, with all due respect, what the

source of Mr. Vargo’s information is, and I would have to take a
closer look at it.

Chairman CRANE. All right. Mr. Gambrel, Mr. Sweeney testified
that the NAFTA has utterly failed to deliver the promised benefits
to working people in the three North American countries. Would
you please comment on that statement?

Mr. GAMBREL. Certainly. The figures that we are looking at in
terms of the benefits of the NAFTA show a different story. We have
seen and we have heard comments in terms of exports increasing
by more than 60 percent in some cases. That has actually created
more jobs in the United States and more jobs in the countries, both
Canada and Mexico.

We have seen the case of a Mexico that in the past has struggled
with democracy, where it had a one-party system. We have recently
seen the effects of a democratic change of power from one party to
another, and we think that that has something to do with the trade
benefits and the linkages with the United States of the market
such as Mexico.

We also saw a financial crisis in Mexico, which in the past has
had a multiple effect on other countries in Latin America, last a
very, very short period of time. We think that also has a direct re-
lationship to its contacts with trade through NAFTA. So we think
that there have been many more benefits of the NAFTA than not
benefits.

Chairman CRANE. Mr. Rangel.
Mr. RANGEL. Thank you. Well, Ambassador Fisher, now that you

are a free man, you do not have to be nice to us. [Laughter.]
As a free man, could you tell us why, as we seek to do business

with these communist nations—Red China and North Korea and
North Vietnam—as a free man, why could we not try to break
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down the communist regime in Cuba by using the same tactics as
we have used, using trade as a method for encouraging democracy?

Mr. FISHER. Well, we have made an effort in Vietnam. As you
know, we negotiated a bilateral commercial agreement with Viet-
nam.

Mr. RANGEL. I guess I did not make my question clear. Why do
we exclude Cuba while we make these efforts in these other coun-
tries? And I ask you this as a free man.

Mr. FISHER. As a free man, I would tell you that the politics of
that situation are so complicated; that, as you know, USTR was
never allowed to delve into Cuba. This is the nature of a political
equation. Whether it is right or wrong, it does not seem to square
the corner with what we have tried to do with WTO accession for
China, what we are trying to do elsewhere in the world. But that
is a political reality, and, Congressman Rangel, as a free man, I
know you know a lot more about politics than I do, but that is the
nature of the situation.

Mr. RANGEL. Well, the politics of Florida seem to be more impor-
tant than the international politics.

Why did you say, a man that is as genteel as you, that you want-
ed to be blunt and it takes two to tango and we cannot get our
Latin partners to the dance floor if we talk about labor and envi-
ronment? That seemed like really rough language for a diplomat.

Mr. FISHER. My point was that I do not believe sanctions as
a remedy—that that dog will not hunt. In other words, just to mix
my metaphors—neither will that dog dance. The point is if we are
going to insist on sanctions, unless we are willing to focus all of our
effort to capture that, I do not believe that our Latin partners will
come to the dance floor.

Mr. RANGEL. Do you feel as strongly——
Mr. FISHER. I am not saying we abandon the effort, but I am just

saying my point was simply on sanctions. They will not agree to
sanctions as remedies.

Mr. RANGEL. Do you feel as strongly about sanction as it relates
to violation of our intellectual property laws?

Mr. FISHER. Do I personally feel about this?
Mr. RANGEL. That is all we are talking about.
Mr. FISHER. Well, we currently have in place remedies for viola-

tion of our intellectual property laws. All I am saying is that in
order to do a deal, in terms of this very vexing and important ques-
tion of labor and environment, from the standpoint of what we can
expect our partners to be able to come to the table for——

Mr. RANGEL. Well, sanctions——
Mr. FISHER. If we make sanctions part of the deal, they are not

going to come to the table, so we have no deal.
Mr. RANGEL. So you are saying that——
Mr. FISHER. I am not saying it is right or wrong. That is a fact.
Mr. RANGEL. So they are willing to come to the table when we

protect our pharmaceuticals by having sanctions against them if
they violate their intellectual property rights or with electronic
trade, and somehow they dance, they tango. And, of course, if our
Ambassadors do not put it on the table, nobody wants to be put in
the position that sanctions are going to be made against them. I
think it violates a nation’s pride. But we do not have a problem
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with it when it works. You do not have a problem with sanctions.
You just have a problem with sanctions as it relates to labor and
environment, because you do not believe—and you are the profes-
sional—that it reached the same level as intellectual property
rights when it comes to trade negotiations.

Mr. FISHER. I could tell you from my experiencing of 3 years of
teeing up the Free Trade Area of the Americas that this subject,
whether we want it or not, is not the point. The point is that our
partners—and it takes two to do a deal, two sides—our Latin part-
ners will not come to the table. They have made that very clear,
if on this subject of environmental and labor the remedies result
in sanctions.

Mr. RANGEL. Did our Jordanian partners come to the table and
tango with us with the treaty that was negotiated with them?

Mr. FISHER. They did. They did come to the table, but I am sim-
ply making a point that from my experience our Latin partners will
not. But you can ask the Ministers who are here. That is the re-
ality. From the standpoint of intellectual property rights, again,
that has already been negotiated in previous agreements globally.
And it is a WTO area of activity, and we do have our disputes and
differences on that front, as they are very clear right now with
Brazil.

But, Congressman, I am just trying to sort of define the param-
eters here on these three very difficult areas. These are the reali-
ties, no matter how we feel. I do not think they will play with us—
again, unless we want to focus all of our attention on this area.
They are attracted by the strength of our market—this is a $10
trillion economy. We are the biggest consumer in the world. That
would be part of the trade. I just do not think they are going to
accept it, and I wanted to be frank and point out to you that I
think that is a non-starter.

Mr. RANGEL. Well, Mr. Ambassador, I do not blame them for not
accepting it, if our former trade negotiator is saying that they are
not going to accept it. It is really to me a question of what you be-
lieve is good for our country. And I know that you would believe
that a part of the history and improvement in the quality of life,
that the trade unions have played a true part in making us a more
productive country. Everyone. No one challenges that, not even the
Chamber of Commerce. And, you know, the extreme of not being
concerned about the conditions of the worker could be slavery in
this country, which worked for us. It did not work for the slaves,
but it did work for us.

And, of course, we would want other nations to know that you
do not have to be labeled a protectionist when you are saying there
should be some basic human labor rights that America—this is
what we stand for. When we see super-stars that are investors in
overseas garments that are made under conditions that make
Americans cringe, America responds to it, whether it is child labor,
slave labor, prison labor. And all we are saying to our partners is
you have got to have some—you do not have AFL–CIO contracts.
You do not reach the standards of an industrialized nation over-
night. But you got to have something locked in place that is en-
forceable because that is the kind of country we are. We want you
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to have disposable income. We want you to be healthy. We want
you to be productive so that you can be our trading partner.

It is so American—it is so American that I wonder why people
would refuse to tango with us.

Mr. FISHER. Well, again, I do not disagree with your point of
view, and, in fact, let me remind you, as Congressman Levin re-
minded me the other day in a good speech he gave at the Center
for Strategic and International Studies, CSIS, trade is a means to
an end. In the preamble of the GATT, it talks about raising living
standards, about engendering full employment and developing the
full use of the resources of any country, including its people. We
do not dispute that. That is not the purpose of my statement. I do
not disagree with you, Congressman. But I do feel that if we are
not careful in this area, given the way that this thing has pro-
ceeded over the last few years, given the reality of Seattle, we have
to be extremely careful to deal with this issue that does not send
protectionist signals, whether it is truly protectionist or just being
interpreted as such.

And I simply wanted to make the statement that from the stand-
point of this particular exercise, Free Trade Area of the Americas,
I do not believe that the remedy of sanctions is workable in this
case.

Now, on the subject area in general, I did point out that I do be-
lieve that it is possible to figure out a way or engineer a system
or an architecture, as I put it, that has monetary assessments for
violations of domestic laws as long as they impact trade. I think
that is the most we will be able to get in this discussion, if we can
get that much. And I simply, out of respect for you, want to give
you my opinion based on my 3 and a half years of experience of
negotiating this particular issue.

This is not a personal judgment. Do not interpret it that way. It
is simply a matter of what I think can work and what is a non-
starter. And, by the way, I say that very respectfully, Congress-
man, as you know.

Mr. RANGEL. Oh, no, I understand that. It is just that I really
do not think you can understand how powerful your statement
might appear to those people that we are negotiating with, because
if I belong to one of these countries and heard a former trade rep-
resentative such as you say that, do not even think about it be-
cause it is going to be unacceptable and it is supported by protec-
tionists, then I would hang up, too. It is almost—like Mr. Pickle
once said, it is like going to a wife-swapping party and someone
does not bring their wife. [Laughter.]

We do not have anything to negotiate with because our people al-
ready said it is not going to work.

Mr. FISHER. Congressman, that is just one individual citizen’s
opinion.

Mr. RANGEL. Well, you are a very powerful man, and other peo-
ple can call—you know, there was a time that you said you were
talking about Cuba, you must be pro-Castro or pro-communist, ex-
cept when you are talking about China. And now if you are saying
that you would like to have some rights for labor and human
rights, you are protectionist.
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I think that if we want to move forward toward having the bipar-
tisanship that we used to enjoy on this Committee and in the Con-
gress, we really ought to give up the labels and to rely some more
on dance instruction and see whether or not we can make this
thing fit, because trade policy, like foreign policy, should be bipar-
tisan. And we are trying desperately hard to talk with people, even
those that say that it may not work. We are trying to make it
work.

Thank you for coming back and giving us guidance. Next time,
whisper. [Laughter.]

Mr. FISHER. Thank you, Congressman.
Chairman CRANE. Thank you. Mr. Houghton.
Mr. HOUGHTON. Thanks, Mr. Chairman.
I would like to ask you gentlemen, but particularly Mr. Vargo

and Mr. Price, about the Jordanian agreement. I have never really
been sure what is negotiable and what is not. Is it the dispute set-
tlement? Is it the sanctions versus the fine? Is it the labor stand-
ard? What is it?

But when you take a look, as I have here, at the Jordanian
agreement, there are some things that sort of make some sense
here. Now, what are the things that bother you about it, or do you
agree that this is a good concept?

Mr. VARGO. Well, I assume you are talking about the labor and
environmental provisions in the Jordan agreement.

Mr. HOUGHTON. Yes, right.
Mr. VARGO. Well, the NAM has not taken a position on that yet.

I have to say that we candidly do not like the fact that embodied
within the agreement is the possibility of taking trade actions to
enforce labor and environmental provisions. We have not taken a
position on it, however, because we have——

Mr. HOUGHTON. Sanctions, you mean?
Mr. VARGO. That is right.
Mr. HOUGHTON. Right.
Mr. VARGO. We have not taken a position because, in the spirit

Mr. Rangel mentioned, we look forward to working on a bipartisan
basis to seeing an overall solution to the question of labor and envi-
ronment, which, as I indicated in my testimony, has stalled us for
too long and we cannot afford it anymore.

Mr. HOUGHTON. I do not want to put words in your mouth, but
in taking a look at some of these articles here, in terms of labor
laws, the right of association, to organize and bargain, prohibition
of any form of forced labor, compulsory labor, minimum age for em-
ployment, things like that, if the sanctions were out, this would not
be a problem for you?

Mr. VARGO. It would not be a problem for us.
Mr. HOUGHTON. All right. So how do you feel, Mr. Price?
Mr. PRICE. Congressman, I am afraid I will not be able to give

you a very satisfactory answer as I am here on behalf of the USCIB
on the issue of investment only and cannot really express the views
of the association on that point. I could offer a personal view, but
I do not know how satisfactory that would be.

Mr. HOUGHTON. Okay. Well, you know, Mr. Sweeney, it always
seems to come down to, to me, although the environment obviously
is very important, it is the whole conditions of the labor market
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and are we dealing with our labor force fairly when we are trying
to encourage international trade. And I do not know whether this
sanction issue is critical for you or there are other things, the dis-
pute settlements or whatever. What are the things which are really
critical for you here?

Mr. SWEENEY. Well, the labor movement really feels that labor
provisions of trade agreements must be enforced through the same
means as commercial provisions. We feel also that fines
themselves——

Mr. HOUGHTON. Can I just ask, so, in other words, if——
Mr. SWEENEY. We are looking for parity.
Mr. HOUGHTON. If a country says that we will abide and enforce

our labor laws, that is not good enough for you.
Mr. SWEENEY. We would have to see the details. I mean, the Jor-

danian agreement is an example of an agreement with a country
that basically has good labor laws. The Jordanian labor movement
and the Chamber of Commerce in Jordan support the agreement.
Those are really some major steps for a good agreement. But we
would have to see the details in terms of sanctions and fines and
how enforceable they were.

Mr. HOUGHTON. But let me just press this thing further. Unless
a country has an egregious set of labor laws and an inability to en-
force them, you would think that with reasonable conditions in
their country and enforcing those laws, similar to those of Jordan,
that these would be acceptable for you?

Mr. SWEENEY. There would definitely have to be some enforce-
able provisions.

Mr. HOUGHTON. Okay. Now, Mr. Fisher, could I ask you a ques-
tion? What are those non-negotiable issues on the part of our Latin
American neighbors that are critical in any negotiation?

Mr. FISHER. What are the non-negotiable issues? Across the
board, or are you just talking about this area of——

Mr. HOUGHTON. What are the critical ones?
Mr. FISHER. I think this comes down to, from a Latin standpoint,

a very simple issue, again, which is market access in the United
States, in return for which not only—again, it was mentioned ear-
lier. Our applied tariff here is about 1.5 percent, 1.6, whatever it
is, as far as these trading partners are concerned. So the tariff
issue is not the issue.

The issues are other aspects of market access, with the exception
of the high tariffs imposed in agriculture, but then the non-tariff
barriers to agriculture and to other exports, especially goods, be-
cause the rest of the hemisphere, particularly south of Mexico, al-
though they are growing their production of services, are not huge
service producers.

From our standpoint, of course, we want to have access to their
markets. And, again, we talked earlier, some of the tariffs there are
awfully high, so it is meaningful to reduce the tariff barriers. But
then it is the non-tariff barriers, the procedures, the efficiencies in
the economy, the rules, the way laws are enforced and so on, that
is the trade.

And I think, again, listening to my former counterparts and Mr.
Zoellick’s current counterparts in the hemisphere, the key issues
come down to these very tough issues. Agriculture is a big produc-
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tion area for the southern cone in particular. To get Brazil to play
ball here—and it is the largest country south of Mexico; it is 173
million people—they have said pointblank that we have to have ag-
riculture on the table. Very tough for us to do as we are crafting
a farm bill. Very tough for us to do to take on these very important
constituencies for us, the farmers and ranchers of this country.

Similarly, in terms of antidumping activity, as I mentioned ear-
lier, they want that on the table. And that is what they are looking
for.

So are they non-negotiable? Everything is negotiable. I do not be-
lieve, however, again, just to go back to this point earlier, that cer-
tain remedies in terms of sanctions are not negotiable. I think that
would basically throw this trade out the window.

We may decide, Congressman, that we do not want to do an
FTAA, by the way, that we cannot get it.

One, that certain countries do not want to participate in this
thing, that we cannot move Brazil, that we are limited in what we
are able to spend politically. And we may decide, as Ambassador
Zoellick said earlier, that we will just proceed with bilateral after
bilateral or with smaller groupings. The purpose of my testimony
was simply to point out that there are certain tough areas for us
that we are going to have to look into our hearts to see if we can
deal with them, and those are the ones I mentioned.

Mr. HOUGHTON. Well, thanks. My time is up. Mr. Chairman,
thank you.

Chairman CRANE. Let’s see. Mr. Becerra.
Mr. BECERRA. Thank you, Mr. Chairman.
Let me first thank all of the gentlemen for their testimony and

their comments with regard to the issues that we face in trying to
negotiate these agreements with our Latin American partners.

Let me just go through a list of objectives and standards and ask
if any of you object to or disagree with any of these.

First would be the freedom to associate. Does anyone here object
to or disagree with the right of people to freely associate in their
country? And just chime in if you think no. What about the right
to organize? Anyone disagree or object to that right?

Mr. SWEENEY. I am in favor.
Mr. BECERRA. Duly noted. The right to collectively bargain, does

anyone disagree with the right or object to the right to collectively
bargain? What about do you object to or disagree with the elimi-
nation of child labor? What about do the elimination of forced
labor, slave labor? Does anyone object to or disagree with the elimi-
nation of discrimination in employment?

Those are, for the most part—I may have missed one or two, but
those are the core labor standards in the ILO’s Declaration of Fun-
damental Principles and Rights to Work.

If no one disagrees with them, is there any reason why anyone
would disagree with including those within any trade agreement
that we have with any country, whether it is Latin America or oth-
erwise? Mr. Vargo?

Mr. VARGO. Mr. Becerra, we certainly do not disagree with those
core labor standards. We do not disagree with the idea that nations
should do more to bring them about. We do disagree, though, that
one can take a trade agreement and say the purpose of the trade
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agreement is to bring about compliance with these objectives. The
purpose of a trade agreement to us is a simple one. It is to remove
trade barriers, and that first and foremost is what we want.

We do not think that this is necessarily incompatible with taking
steps to bring about greater adherence to labor rights around the
world, or environmental standards. We do definitely object to the
possibility of creating a new trade barrier or an opportunity to re-
strict trade in the future from it. That is the only thing we are ob-
jecting to.

Mr. BECERRA. Wouldn’t it be considered a trade barrier if a coun-
try were to use much less expensive labor to manufacture or
produce a product that we ourselves could produce here and as a
result create, in effect, a better bargaining position for that trade?

Mr. VARGO. No, that is not a trade barrier. It affects trade. It
may affect competitiveness. It may not be fair trade. But it is not
a trade barrier.

Mr. BECERRA. So, Mr. Vargo, are you implying that you would
support unfair trade?

Mr. VARGO. No. I am saying that there are many things that can
affect trade. Competition policy can affect trade.

Mr. BECERRA. So how are we to compete with other countries if
we do not require in our agreements that they not engage in, for
example, forced labor or child labor? How will our industries com-
pete domestically?

Mr. VARGO. Well, Mr. Becerra, we are competing with them now.
The question is: Are we going to get them to lower the trade bar-
riers that are now keeping out our products? To us that is the
issue. It is not are we going to trade with them or not. We do trade
with them. But we trade with them under circumstances under
which, for many reasons, our trade barriers are very low. And that
is a fact, sir. They are very low. And theirs are high. And we want
to get them down.

Mr. BECERRA. And as a result, we are saying to them we are
going to open up our markets completely to you if you do certain
things. And it seems to me that we would want them to do the
right things.

Now, we cannot force them necessarily to have our wage stand-
ards because we are working on different planes. But certainly we
would want them to at least function and operate under at least
core labor standards, which do not ask for a great deal beyond
what most people think are humane policies.

Mr. Price, let me ask you a question. In response to Mr. Hough-
ton, you said you really could not give him a direct response to the
question about the issue of labor standards. And yet in your testi-
mony, you talked about how investors do not necessarily go to the
cheapest countries or the countries with the cheapest labor because
if that were the case, you would see a lot of investment going into
the poorest countries, and you mentioned that it really would be a
race to the bottom. I think you did comment on labor standards,
so I hope you could give us a more complete answer to Mr. Hough-
ton’s question.

But let me ask you to comment. I agree with you. You are not
going to see investment going to the countries that are poorest sim-
ply because the atmosphere there is not the best for investments.
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But I think last week’s reaction by the stock market to the news
in this country that unemployment had shot up dramatically and
how the stock market was jubilant and went up is clearly a sign
that investment does operate on what is a lower-cost market. And,
therefore, I think it would be difficult, I think, to argue—and I
would hope you are not arguing—that indeed investors look for the
highest-cost markets. And to me it seems that labor is one of the
components of the production of any particular good, and, there-
fore, you are going to as an investor take into account what a coun-
try has with regard to wages in its country, would you not?

Mr. PRICE. Let me try and answer that. Congressman Houghton
asked me to comment specifically——

Mr. BECERRA. You have to get closer to the microphone.
Mr. PRICE. I am sorry. Let me try and answer your questions.

Congressman Houghton asked me to comment specifically on the
provisions of the Jordan FTA, and I said I was not in a position
to do that on behalf of the organization that sent me here since I
am talking about investment.

Let me respond to your question now. I think it is true that in-
vestment flows—and it is demonstrable—to high-wage jurisdictions
with a high standard of living. The point that I was making in my
testimony is that if wages were the principal determinant of the lo-
cation of investment, you would expect the majority of investment
to be in low-wage jurisdictions——

Mr. BECERRA. But no one has ever argued that wages are the
sole determinant of where investment goes. And providing wage or
environmental standards within a trade agreement would not in
and of themselves affect investment decisions by people throughout
the world in a country with a core labor standard within a trade
agreement, would it?

Mr. PRICE. Well, I think we are talking about two different
things. One is the question of whether wages or labor costs are a
factor in investment decisions. I think that was your first question.
And I think the answer is they are. They are among the factors
that are taken into account. Again, it depends on what the purpose
of the investment is, and it depends how the other factors are
weighted.

What I think you have just asked me now is whether investment
decisions would be affected if labor and environmental provisions
were included in trade agreements. And I think the answer to that
is it would depend on what those provisions said and whether the
provisions create new risks to foreign investment or not.

Chairman CRANE. The gentleman’s time has expired.
Mr. BECERRA. Thank you, Mr. Chairman.
Chairman CRANE. Let me alert everybody on the Committee that

we have only one more hour to go, and we have our Foreign Min-
isters coming up in the next panel. And so if you will all please ad-
here to the lights and remember that when the green light goes off
and the red light goes on, your time has expired. And I am talking
to Members of the Committee. With that, I recognize Mr. English.

Mr. ENGLISH. Thank you, Mr. Chairman. I will keep my ques-
tioning disciplined.

Ambassador Fisher, it is a pleasure to have you here. May I say,
I think you have an expertise that is particularly useful in this dis-
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cussion, and commenting, as I imagine you guessed I would, about
your testimony with regard to antidumping and countervailing
duty issues being put on the table, I think that you have made a
case that there is a good basis for having a discussion worldwide
about the sorts of standards that are applied to 201- and 301-like
processes, and encouraging other countries to adhere to our stand-
ards when it comes to those laws.

We do, though, have a WTO antidumping code in place, and
given that—and I presume you agree with me on this—I believe
that having strong trade protections, strong methods of policing our
market against unfair trade practices, is critical to maintaining
support for free trade within our country.

Do you think that an FTAA is really an appropriate place to
have a negotiation? This is, after all, a negotiation for a regional
trading pact. Would this not be better handled either under the
WTO or would it not be better handled as a side agreement sepa-
rate from any FTAA that might be developed? Since we like, some
of us like side agreements, as it applies to labor and the environ-
ment, would not a side agreement be a more appropriate place to
deal with an antidumping or countervailing duty understanding?

Mr. FISHER. First, I am certainly not advocating changing our
laws, Congressman.

Mr. ENGLISH. Very good.
Mr. FISHER. Secondly, I’m not advocating abandoning our right

to take action against people that dump into our market.
I think I heard Ambassador Zoellick say earlier what we always

said, that this new anti-dumping regime has just been put in place,
and our arguments were that, until we saw how this worked and
what its efficacy was, we did not want to put it back on the table.
That makes a lot of sense.

Frankly, what I’m saying is I’m tired of hearing from our Bra-
zilian and other friends that we’re unfair. Look at how many anti-
dumping cases Argentina and Brazil combined filed when we only
17—they filed 40. Let’s call their bluff on this. In other words, let’s
say, ‘‘you say that our system is arbitrary, let’s examine, with a
fine-tooth comb, how you apply these in your own country,’’ let’s
achieve a common understanding of how we’re putting this new re-
gime in place——

Mr. ENGLISH. Would it not be easier, though, to move forward—
I don’t mean to interrupt, but I’m under strict time here.

Would it not be easier to conduct this discussion outside of an
FTAA? Wouldn’t it be easier to conduct this discussion in a way
that doesn’t increase how controversial the FTAA already is domes-
tically?

Mr. FISHER. Well, again, this is one of the—remember, we have
nine negotiating groups within this structure, already carved out
by common agreement amongst the 34 countries that this will be
discussed. I’m not sure you can remove it, Congressman, at this
stage.

Mr. ENGLISH. Your point is well-taken.
Mr. FISHER. But we shouldn’t be afraid to talk about it, because

I think we’re going to find that we might have some common cause
here if we’re careful.
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Mr. ENGLISH. Mr. Sweeney, I agree with many of the things that
you have included in your testimony, and I would encourage you
to look at House Resolution 1446, which I have introduced, that
would provide for a standard trade negotiating authority.

But you say in your testimony, ‘‘We believe that any fast track
legislation must require—your emphasis—the inclusion of enforce-
able workers’ rights and environmental standards in the core of all
new trade agreements.’’

I guess my question in view of that is, what would be the appro-
priate core labor and environmental standards to be included in a
specialized trade agreement, like financial services, competition
policy, or intellectual property rights? Are there not some trade
agreements we may want to have with our hemispheric partners,
or our partners world-wide, that are so specialized they don’t natu-
rally have a labor and environmental component to them?

Mr. SWEENEY. We would have to say that we think the core labor
standards and environmental concerns have to be addressed in all
trade agreements.

Mr. ENGLISH. Okay. Mr. Gambrel, from your perspective, what is
the appropriate core labor or environmental standards to be in-
cluded in a financial services treaty?

Mr. GAMBREL. I can’t think of any, Congressman.
Mr. ENGLISH. Ambassador Fisher.
Mr. FISHER. The financial services is just part of a total trade

agreement. I don’t think that’s what Mr. Sweeney was saying, in
terms of specifically financial services itself. I believe what he was
saying is that it’s part of the total agreement, and he feels it should
be part of——

Mr. ENGLISH. I’m out of time. My point is that there are some
things that we may want to negotiate that don’t include labor and
environment, and I think my bill addresses it. Thank you, gentle-
men. Excellent testimony.

Chairman CRANE. Mr. Levin.
Mr. LEVIN. Thank you, Mr. Chairman.
We regret that the ministers and others on the next panel have

been delayed. But I think, though, this has been an especially use-
ful panel, and I think it’s good that we have all heard it.

Some of you I know well, and that should not detract from my
commenting directly.

First of all, let me suggest, in terms of our discussion of core
labor standards, I hope the ministers here and others not only lis-
ten to the former Deputy USTR and others, but those who are
presently in the U.S. Congress.

I think it is a mistake to have the total focus on exactly what
remedy and to forget—for example, in the GSP, sanctions have
been available to the U.S. for many, many years. Most of the Latin
American countries have operated within a GSP system that al-
lowed the U.S. to utilize what are called trade sanctions. We have
done that responsibly, and there has been the threat—and Mr.
Sweeney spells this out rather at length, and I think interest-
ingly—there has been the threat they haven’t been utilized. But
GSP has moved the issue of core labor standards along.

So the notion that countries will not, under any circumstances,
negotiate, I hope isn’t misread. If that had been the standard 15
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years ago on intellectual property, we never would have done any-
thing, because countries were saying to us ‘‘never’’. We were saying
let’s move ahead and let’s discuss it, and eventually we came up
with that kind of a structure.

Secondly, let me say to you, Mr. Vargo, we have had a lot of dis-
cussion about these issues. If I might say so, I think the purpose
of trade agreements isn’t simply to remove trade barriers. The
WTO talks about a standard of living being uplifted, and I think
you agree with that. Anti-dumping laws are there not to remove
trade barriers, competition policy, safeguard mechanisms that are
permitted under WTO. It’s because the feeling is you have to have
rules of trade, terms of trade, and that the only issue isn’t only
opening up trade barriers of other countries. I hope we will think
about that.

Thirdly, if I might just pick up briefly on Mr. Becerra’s point, Mr.
Price, I just want to go back to this because you say, ‘‘If lax envi-
ronmental standards, low wages and the absence of worker rights
were the principal determinants of investment flows, one would ex-
pect the least developed countries to be the host of the vast major-
ity of foreign investment.’’ You also say, ‘‘The critics confuse the
cause and cure: problems of environmental protection and labor
standards are preeminently problems of economic development.’’

No one is saying that labor standards and environmental stand-
ards are ‘‘the’’ principal determinant of investment flows. Really, in
your back and forth, you acknowledge the relevance of environ-
mental and labor standards to decisions in many cases of invest-
ment. There is no single principal determinant of investment. I
think you’ll agree.

The question is, is it part of the mix. I think the answer clearly
is—and as evidence, I referred earlier to the Equadorian situa-
tion—is that it’s relevant in many situations. For example—and I’ll
say this bluntly—if Brazil feels that we won’t discuss environ-
mental issues in the FTAA, and that will be part of the bargain,
that’s a non-starter. No agreement will pass this institution if there
isn’t a consideration of environmental issues. I see Mr. Fisher
shaking his head, I think in agreement.

Last, I just want to make clear, Mr. Sweeney, and I think others
of you have said this, the issue of labor standards and environ-
mental standards, the thrust does not come basically from any ef-
fort at protectionism, any form of it. It comes from a number of us
who want expanded trade. It’s an essential ingredient of that.
Thank you.

Chairman CRANE. Thank you.
With that, I want to express our appreciation to all of the mem-

bers of this panel. I will excuse you after your outstanding presen-
tations.

Now it’s a delight to introduce the next distinguished panel to
discuss the renewal of the Andean Trade Preference Program. I es-
pecially welcome Colombian Minister of Foreign Trade, Marta
Lucia Ramirez, and the Bolivian Vice Minister of Trade, Ana Maria
Solares. And because the Andean Trade Preference Program is part
of a close partnership effort between the United States and the An-
dean countries that strongly impacts national security interests of
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the United States, I have elected to waive normal Committee rules
so that we may hear your testimony today.

I want to thank both of you and the other Andean Ministers in
the audience for taking time out of your business schedules to be
here today.

Due to Committee time constraints, we have included you on a
panel with representatives from U.S. industry. I recognize that this
is unusual and I appreciate your patience and understanding in
graciously accommodating our time constraints.

If you folks could take your seats, please. We have to conclude
today’s hearing at 6:00 o’clock sharp, and as a result, I want to re-
mind colleagues on the Committee here to watch the lights with re-
gard to their questions, and also all of our witnesses who will be
testifying today, if you can keep your oral testimony to 5 minutes
or less, please do so. Any written testimony will be made a part
of the permanent record.

With that, I now welcome Minister Ramirez to begin.

STATEMENT OF THE HON. MARTA LUCIA RAMIREZ RINCON,
MINISTER OF FOREIGN TRADE, GOVERNMENT OF COLOMBIA

Ms. RAMIREZ. Thank you very much, Mr. Chairman.
Mr. Chairman and Members of the Subcommittee, thank you for

inviting me to appear before this panel today. If you allow me, I
am going to read the short version of my statement, but I am going
to leave both for your records.

I am Marta Lucia Ramirez, Minister of Foreign Trade for the
government of Colombia. I appear here today on behalf of the An-
dean community countries not only to express our strong commit-
ment for a Free Trade Area of the Americas, but also to ask your
support for the early enactment of legislation to renew, expand and
enhance the Andean Trade Preference Act.

As you know, the ATPA expires in December of this year. It is
appropriate that this Committee today looks at both the FTAA and
the ATPA. These two important trading initiatives are interrelated.
A hemispheric free trade area will increase economic growth and
employment and create new opportunities for all of our countries.
That is why we are pleased with the outcome of last month’s sum-
mit in Quebec City. We look forward to advancing negotiations to-
ward the implementation of the FTAA by no later than year 2005.

More immediately, the issue of ATPA renewal, expansion and en-
hancement must be addressed by the U.S. Congress. ATPA was de-
signed to promote export diversity and strengthen legal activities
in our country through new exports and through the generation of
new legal jobs in order to confront the destabilizing threats to our
democracies posed by illegal narcotics production and trafficking.

ATPA is also about saving lives. It’s about the strength of our de-
mocracy, both in Andean countries and in the United States, be-
cause it reinforces our common goal, which is the fight against ille-
gal drugs and the corruption it generates.

USTR stated in their last report that the ATPA is strengthening
the legitimate economies of the countries in the region and is an
important component in the U.S. effort to contain the spread of the
illegal drug trade.
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Moreover, both the Andean countries and the United States have
benefited economically from the ATPA. Over the last 9 years, the
ATPA has created 140,000 new jobs in the Andean Region. In dol-
lar terms, U.S. exports to ATPA countries have risen 75 percent be-
tween 1991 and the year 2000.

The United States serves as the leading source of raw materials,
capital goods and technology imports for each of the ATPA coun-
tries, as well as our leading export market. As a result, ATPA ben-
efits have generated employment in both the United States as well
as in the Andean Region.

Colombian flowers are an excellent example of why ATPA is
working, and of the social and economic benefits that ATPA pro-
motes. The $439 million in cut flowers that ATPA shipped to the
United States last year resulted in some $9 billion in retail sales
in America, generating jobs and income for many Americans. But
equally important, the Colombian flower industry is a world-recog-
nized leader in the war on drugs, maintaining state-of-the-art drug
interception technology and collaborating closely with the United
States Customs Service on interdiction.

In addition, due directly to the benefits ATPA provides, the Co-
lombian flower industry initiated major labor and environmental
programs that are models not only in Colombia but also in so many
other countries.

We are well aware of the suggestions that ATPA could be rewrit-
ten to match the benefits provided to the Caribbean and Central
American countries last year. Indeed, Senator Graham of Florida
has already introduced such a bill in the Senate, S. 525. We appre-
ciate that first step. However, the Andean Region and the CBI re-
gion are very different. The structure of our productive sector is so
different. We in the Andean Region have more vertically integrated
industries and the purposes of the CBI are very different from
what the ATPA must accomplish. Therefore, we believe that the
ATPA must reflect those differences.

One of the sectors offering the greatest opportunities for the gen-
eration of new jobs in our region is textiles and apparel chain. The
ATPA countries are currently a minor player in the U.S. apparel
market, accounting for less than one percent of the total U.S. ap-
parel imports, and that is all we have accounted for every year
since 1992.

By contrast, the CBI countries account for almost 23 percent of
total U.S. apparel imports. These numbers demonstrate that, with
respect to textiles and apparel, the ATPA countries are more like
the sub Saharan African countries than we are like the CBI coun-
tries. Therefore, we believe that an enhanced ATPA should be
based more on the model established in the African Growth and
Opportunity Act rather than the one in the CBI.

The Andean countries also need to promote new foreign invest-
ment in key business sectors to achieve economic recovery and ef-
fectively fight the drug war. While the original ATPA, with its 10-
year term, initially brought new investment into the region, re-
cently new investment has declined considerably, mainly because of
the uncertainty of the medium- and long-term market access condi-
tions to the North American market.
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To generate new interest in the region, we need ATPA to be ex-
tended for a term sufficient to ensure that the FTAA has come into
force before the ATPA completes another term. Additionally, we
would like you to consider that, of the five Members of the Andean
community who have benefited from the ATPA, these preferences
do not cover Venezuela. Our trading block, as well as the United
States, will benefit if ATPA were expanded to include all the Mem-
bers of the Andean community.

Mr. Chairman, members of the Subcommittee, the Andean coun-
tries greatly appreciate your support in holding this hearing today
to discuss renewal of the ATPA. We are very hopeful that you will
act quickly to enact a new ATPA before the current program ex-
pires. Time is of the essence. It is absolutely essential that we cre-
ate jobs to assist those who are displaced by illegal crop eradication
and to lure workers back to those areas where legitimate employ-
ment can be developed.

In particular, we ask that this Subcommittee take up and pass
ATPA legislation preferably before the July 4th recess, in order to
generate momentum for this legislation. Such momentum is needed
if a new, expanded and enhanced ATPA is to be enacted before the
current ATPA expires in December.

We welcome the opportunity to work with you, and with the
Bush administration, which has been very supportive, to achieve
both an enhanced ATPA and an FTAA as quickly as possible.

Mr. Chairman, I thank you for this opportunity and honor to be
here sharing with you such an important Subcommittee.

Thank you very much.
[The prepared statement of Ms. Rincon follows:]

Statement of the Hon. Marta Lucia Ramirez Rincon, Minister of Foreign
Trade, Government of Columbia

I. Introduction
Mr. Chairman, members of the Subcommittee, I am Marta Lucia Ramirez, Min-

ister of Foreign Trade for the Government of Colombia. I appear here today on be-
half of the Andean Community countries to express our strong support for a Free
Trade Area of the Americas (FTAA) and for early enactment of legislation to renew
and enhance the Andean Trade Preferences Act (ATPA). As you know, the ATPA
expires in December of this year.

It is appropriate that this committee today looks at both the FTAA and the ATPA,
as these two important trade initiatives are integrally related. A hemispheric free
trade area will increase economic growth and employment and create new opportu-
nities for all our countries. It will also provide direction for the Andean countries
to establish a firm schedule for liberalization and to achieve consistency in the
breadth of our liberalization schemes. In this respect, we were pleased with the out-
come of last month’s Summit in Quebec City. We look forward to advancing negotia-
tions toward creation of the FTAA by no later than 2005.

More immediately, the issue of ATPA renewal and enhancement must be ad-
dressed by the U.S. Congress, and soon since the current ATPA will expire in De-
cember. ATPA was designed to promote export diversity and to create new legal em-
ployment in our countries, and thus help to confront the destabilizing threats to our
democracies posed by illegal narcotics production and trafficking. But ATPA is also
about saving lives both in Andean countries and the United States because it rein-
forces our fight against illegal drugs.
II. Renewal and Enhancement of ATPA

The current ATPA has been meaningful for both the Andean countries and the
United States. The report of the Office of the U.S. Trade Representative (USTR) on
the operation of the ATPA makes clear that ATPA is working. The report states ex-
plicitly that the ATPA is strengthening the legitimate economies of the countries in
the region and is an important component in the U.S. effort to contain the spread
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of the illegal drug trade. USTR has concluded that the ATPA has resulted in export
diversification for our countries and that net coca cultivation has declined.

The Andean countries are firmly united in their quest for prompt enactment of
legislation to renew and enhance the ATPA. A renewed and enhanced ATPA will
serve as a stepping stone toward completion of the FTAA. Moreover, expanded trade
offers the most effective means for the Andean countries and the United States to
work together to make progress against illegal narcotics production and trafficking.

An unintended impact of the Caribbean Basin Trade Partnership Act is that the
ATPA countries have lost competitiveness against the Caribbean and Central Amer-
ican nations. In Colombia alone, almost 2,000 jobs already have been lost because
U.S. importers have moved orders to the CBI region in order to obtain the duty sav-
ings. Many more jobs remain threatened. To prevent job losses, some Colombian
companies have been forced to reduce their prices in order to keep the business, but
obviously they cannot sustain this practice.

Expanded trade will complement the investments we have made together to com-
bat drugs. Indeed, our partnership to fight drug production and trafficking will not
succeed without economic growth spurred by expanded trade between our countries.
It is absolutely essential that Colombia and other Andean countries create jobs to
assist those who are displaced by illegal crop eradication and to lure workers back
to those areas where legitimate employment can develop.

No country has had to incur more sacrifices to stop drug production and traf-
ficking than Colombia. We count our dead by the thousands and our material losses
by the billions of dollars. Currently, with unemployment at 20%—the worst level in
our history—it is absolutely essential to generate more jobs. President Pastrana has
implemented tough reforms and austerity measures to address the economic down-
turn in Colombia. These reforms have resulted in a fragile economic recovery.

A renewed and enhanced ATPA will help Colombia fortify its economy and lay the
foundation for sustainable long-term economic growth. We therefore believe it is im-
perative to renew the ATPA before it expires on December 4, and to enhance it to
include the products currently excluded from the legislation.
III. ATPA Benefits the Andean Region and the United States

Andean industries benefiting from ATPA—including cut flowers, non-traditional
fruits and vegetables, jewelry and electronic components—have generated $3.2 bil-
lion in new output since ATPA’s inception in 1991, and $1.7 billion in new exports.
Over the last nine years ATPA has created 140,000 new jobs in the region.

U.S. General Imports From ATPA, Top Ten ATPA Items for the Year of 2000

4-digit HTS Description ATPA Value (US$)

7403 .................................. Refined Copper And Copper Alloys (Other Than
Master Alloys Of Heading 7405), Unwrought.

565,169,004

0603 .................................. Cut Flowers And Buds Suitable For Bouquets Or
Ornamental Purposes, Fresh, Dried, Dyed,
Bleached, Impregnated Or Otherwise Prepared.

439,531,768

3212 .................................. Pigments Dispersed In Nonaqueous Media, In
Liquid Or Paste Form, For Paint Manufacture;
Stamping Foils; Dyes And Other Colors Pack-
aged For Retail Sale.

199,392,893

7113 .................................. Articles Of Jewelry And Parts Thereof, Of Pre-
cious Metal Or Of Metal Clad With Precious
Metal.

155,196,411

1604 .................................. Prepared Or Preserved Fish; Caviar And Caviar
Substitutes Prepared From Fish Eggs.

80,220,426

7901 .................................. Zinc, Unwrought ...................................................... 58,373,185
2843 .................................. Colloidal Precious Metals; Inorganic Or Organic

Compounds Of Precious Metals, Chemically
Defined Or Not; Amalgams Of Precious Metals.

50,117,850

0709 .................................. Vegetables Nesoi, Fresh Or Chilled ....................... 43,557,681
3921 .................................. Plates, Sheets, Film, Foil And Strip Nesoi, Of

Plastics.
28,869,065

4202 .................................. Travel Goods, Vanity Cases, Binocular And Cam-
era Cases, Handbags, Wallets, Cutlery Cases
And Similar Containers, Of Various Specified
Materials.

26,744,716
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U.S. General Imports From ATPA, Top Ten ATPA Items for the Year of 2000—Continued

4-digit HTS Description ATPA Value (US$)

1701 .................................. Cane Or Beet Sugar And Chemically Pure Su-
crose, In SolidForm.

22,595,104

But it is important to note that there has been a two-way benefit. The United
States is an extremely important trading partner for the Andean countries, with the
United States serving as the leading source of imports for each of the ATPA coun-
tries as well as our leading export market. In dollar terms, U.S. exports to ATPA
countries have risen 75 percent between 1991 and 2000, with two-way trade increas-
ing dramatically from $9.2 billion in 1992 to $17.9 billion in 2000. As a result, ATPA
benefits have generated employment in the U.S. as well as in the Andean region.
A review of the trade data indicates that many of the items shipped by the United
States to the Andean region are used to generate ATPA qualifying goods. These
items include, among others, fertilizers, paperboard and plastics, which are used in
our flower industry, including for the greenhouses in which these flowers are grown.

U.S. Exports to ATPA Countries for the Year of 2000—Intermediate Products and Raw
Materials

4-digit HTS Description Export Value

4804 .................................. Kraft Paper & Paperboard, Uncoat Nesoi, Rolls
Etc.

156,213,581

2903 .................................. Halogenated Derivatives Of Hydrocarbons ........... 130,800,177
3901 .................................. Polymers Of Ethylene, In Primary Forms ............ 107,340,801
3100 .................................. Fertilizers, Exports Only Incl Other Crude

Mat’Ls.
84,282,265

7108 .................................. Gold (Incl Plat Plated), Unwr, Semimfr Or Pow-
der.

74,911,310

8474 .................................. Machinery For Sorting Screening Etc Minerals,
Pts.

72,573,269

5201 .................................. Cotton, Not Carded Or Combed ............................. 71,113,180
2902 .................................. Cyclic Hydrocarbons ................................................ 62,371,090
8413 .................................. Pumps For Liquids; Liquid Elevators; Parts

Thereof.
52,716,305

3907 .................................. Polyethers, Expoxides & Polyesters, Primary
Forms.

51,615,093

2304 .................................. Soybean Oilcake & Oth Solid Residue, Wh/Not
Ground.

45,487,152

3808 .................................. Insecticides, Rodenticides; Fungicides Etc, Retail 36,993,530
2905 .................................. Acyclic Alcohols & Halogenat, Sulfonatd Etc

Derivs.
33,283,418

3920 .................................. Plates, Sheets, Film Etc No Ad, Non-Cel Etc,
Plast.

31,925,844

8406 .................................. Steam Turbines & Other Vapor Turbines, Parts .. 31,032,456
2901 .................................. Acyclic Hydrocarbons .............................................. 28,491,214
3902 .................................. Polymers Of Propylene Or Other Olefins, Prim

Forms.
27,926,250

4002 .................................. Synth Rubber & Factice, Inc Nat-Syn Mix, Pr Fm
Etc.

24,640,263

3906 .................................. Acrylic Polymers In Primary Forms ...................... 22,977,269
2915 .................................. Sat Acyclic Nonocarbox Acid & Anhyd, Halogon

Etc.
22,815,228

2926 .................................. Nitrile-Function Compounds .................................. 22,387,343
5402 .................................. Synthetic Filament Yarn (No Sew Thread), No

Retail.
22,383,281

4810 .................................. Paper & Paperboard, Coated With Kaolin Etc, Rl
Etc.

20,435,308

3824 .................................. Binders For Found Molds; Chemical Prod Etc
Nesoi.

20,103,857

2933 .................................. Heterocyclic Comp, Nit Hetero-Atoms Only .......... 18,908,820
2836 .................................. Carbonates; Peroxocarbonates; Comm Amm Car-

bonate.
18,420,841
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U.S. Exports to ATPA Countries for the Year of 2000—Intermediate Products and Raw
Materials—Continued

4-digit HTS Description Export Value

4703 .................................. Chemical Woodpulp, Soda Or Sulfate, Not
Dissoly Gr.

17,733,992

4802 .................................. Paper, Uncoat, For Writing Etc, Rolls; Hndmd
Paper.

17,295,361

The Colombian flower industry is an excellent example of how trade between our
countries is mutually beneficial. In Colombia last year, one percent of total house-
hold income came from the cut flower industry, with Colombia shipping $400 million
worth of flowers to the U.S. Approximately two thirds of $14 billion worth of cut
flowers sold in the U.S. last year came from Colombia. Importantly, that means that
the $400 million in cut flowers Colombia shipped to the U.S. resulted in some $9
billion in retail sales in America. Clearly, we are bringing profit to U.S. companies.

Colombia’s flowers are not simply generating economic rewards for the U.S. mar-
ket. They also are a prominent example of how our two countries’ trade, national
security and social policy objectives are intertwined. The Colombian flower industry
is a world-recognized leader in the War on Drugs, maintaining perhaps the most
state-of-the-art drug interception technology in our region and has long collaborated
with the US Customs Service on interdiction. In addition, since ATPA was inaugu-
rated, and due directly to the benefits ATPA provides, the Colombian flower indus-
try has been able to initiate major labor and environmental programs that stand
out as models in Colombia. Among other things, the Colombian flower sector has
initiated anti-violence training programs for its 75,000 workers; established an ag-
gressive anti-pesticide program for Colombia’s many flower farms to help promote
a greener Colombia; launched a new program to build better homes for the workers
of the Colombian flower industry; and established strong child care and nutrition
programs for the tens of thousands of working mothers who are critical to the flower
industry.

This is positive news, but the fact remains that last year only about 10 percent
of all Andean exports to the United States were eligible for ATPA benefits, accord-
ing to a Congressional Research Service study. ATPA must be expanded to cover
all products, not just selected goods. Strengthening the legal economies in our coun-
tries is absolutely vital to stabilizing the region economically and politically. Only
through such enhancement of the ATPA will we generate the level of new employ-
ment opportunities needed to help those workers whose jobs are eliminated as a re-
sult of crop eradication as well as the many skilled workers who are currently un-
employed. Even USTR’s report notes that the ATPA has just ‘‘begun to show impor-
tant successes.’’ Beginning, after almost ten years, is not enough. To achieve full
success, ATPA must be both extended and enhanced.

An enhanced ATPA that provides duty-free access to the U.S. market for a max-
imum variety of labor-intensive goods would offer great support for democratic insti-
tutions in the region. This program would also attract new investment and economic
development, thereby redirecting the unemployed and underemployed away from
the coca and poppy fields and providing alternative employment for those displaced
by the eradication of illegal crop production. Moreover, an enhanced program that
undermines the economic power of insurgents and credits our democratic leaders
with achieving that program would inevitably strengthen the hand of democratic in-
stitutions in the region. Key to such success, however, is an ATPA renewal that is
sufficiently broad in scope, without being overly complicated, and of a duration that
is adequate to ensure that investors believe there is sufficient time to reap a return.
IV. Crafting Textile and Apparel Provisions in the ATPA

We are well aware of suggestions that ATPA could be rewritten to match the ben-
efits provided to the Caribbean and Central American countries last year, under the
Caribbean Basin Trade Preferences Act. Indeed, Senator Graham of Florida already
has introduced such an ATPA renewal bill in the Senate, S. 525, and we appreciate
that first step. However, the Andean region and the CBI region are very different
and the purposes of the CBTPA were very different from what the ATPA must ac-
complish. Therefore, we believe that the ATPA must reflect those differences.

One of the sectors offering the greatest opportunities for the generation of employ-
ment is textiles and apparel. The ATPA countries are currently a minor player in
the U.S. apparel market. The ATPA countries account for only one percent of total
apparel imports—and that is all we have accounted for every year since 1992. The
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CBI countries account for almost 23 percent of total U.S. apparel imports, and their
share of the U.S. market has been growing over the past decade. Those numbers
demonstrate that, with respect to textile and apparel exports to the United States,
the ATPA countries are more like the sub-Saharan African countries than we are
like the CBI countries. Therefore, we believe that an enhanced ATPA should be
based on the model established in the African Growth and Opportunity Act rather
than the one in the CBTPA.

Apparel Imports to the United States

CBI versus NAFTA versus Andean Region (% of total apparel imports to the
U.S.)

Unlike the CBI region, the Andean region is not dominated by so-called 807 as-
sembly operations. The apparel industry in the ATPA countries is highly vertical,
meaning that we manufacture yarns, fabrics, and finished garments and textile
goods, offering our customers a ‘‘full package’’ of services. To do this, we import a
great deal of inputs from the United States. We would import even more if there
were benefits for our textile and apparel exports to the U.S. under ATPA.

The fact is that today the Andean countries already import far more raw cotton
from the United States than the CBI countries, even though there are only 4 ATPA
countries and there are two dozen CBI countries ($72 million versus $58 million
worth of raw cotton). The United States is by far Colombia’s top supplier of raw cot-
ton, accounting for 50 percent of our imports. The ATPA countries also import a sig-
nificant quantity of manmade fibers and manmade fiber yarns from the United
States—a total of $57 million worth in 2000. (The U.S. exported $32 million worth
to the CBI region during the same period.) These inputs provide some indication of
the extent to which enhanced ATPA offers real export opportunities for the U.S. cot-
ton, manmade fibers and yarn industries.

U.S. Exports to the ATPA Countries for the Year of 2000—Value of Wool, Cotton and MMF
Inputs

4-digit HTS Description APTA export
value % Share

Raw Wool:
5101 ................................. Wool, Not Carded Or Combed .............. 3,895 0.1

Total raw wool ....................................... 3,895 0.1
Wool Yarn:

5106 ................................. Yarn Of Carded Wool, Not Put Up For
Retail Sale.

8,979 0.5

5107 ................................. Yarn Of Combed Wool, Not Put Up
For Retail Sale.

478,977 8.5

5109 ................................. Yarn Of Wool Or Fine Animal Hair,
For Retail Sale.

35,144 2.0

Total wool yarn ..................................... 523,100 5.8
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U.S. Exports to the ATPA Countries for the Year of 2000—Value of Wool, Cotton and MMF
Inputs—Continued

4-digit HTS Description APTA export
value % Share

Wool Fabric:
5111 ................................. Woven Fabrics Of Carded Wool Or

Fine Animal Hair.
1,003,721 4.1

5112 ................................. Woven Fabrics Of Combed Wool Or
Fine Animal Hair.

1,114,008 2.2

5113 ................................. Woven Fabrics Of Coarse Animal Hair
Or Horsehair.

3,645 1.0

Total wool fabric ............. ............................................................ 2,121,374 2.8
Total Wool Products ....... ............................................................ 2,648,369 3.0

Raw Cotton:
5201 ................................. Cotton, Not Carded Or Combed ........... 71,113,180 3.8
5202 ................................. Cotton Waste (Including Yarn Waste

Etc.).
402,883 1.2

5203 ................................. Cotton, Carded Or Combed .................. 744,673 8.1
Total raw cotton .................................... 72,260,736 3.8

Cotton Yarn:
5205 ................................. Cotton Yarn (Not Sewing Thread)

Nu85% Cot No Retail.
1,197,918 0.5

5206 ................................. Cotton Yarn (Not Sewing Thread)
Un85% Cot No Retail.

1,626,213 6.0

5207 ................................. Cotton Yarn (Not Sewing Thread) Re-
tail Packed.

91,772 1.0

Total cotton yarn ............ ............................................................ 2,915,903 1.0
Cotton Fabrics:

5208 ................................. Woven Cotton Fabrics, Nu 85% Cot,
Wt Nov 200 G/M2.

12,083,580 3.8

5209 ................................. Woven Cotton Fabrics, Nu 85% Cot,
Wt Ov 200 G/M2.

9,217,064 1.3

5210 ................................. Woven Cotton Fabrics, Un85% Cot,
Mmfmix, Nov200G/M2.

3,859,125 2.6

5211 ................................. Woven Cotton Fabrics, Un85% Cot,
Mmfmix, Ov200G/M2.

1,019,031 0.9

5212 ................................. Woven Cotton Fabrics Nesoi ................ 1,133,715 3.3
6002 ................................. Knitted Or Crocheted Fabrics, Nesoi .. 4,037,827 0.7
Total cotton fabrics ......... ............................................................ 31,350,342 1.6
Total Cotton Products .... ............................................................ 106,526,981 2.6

Manmade Fibers:
5501 ................................. Synthetic Filament Tow ....................... 9,595,901 18.6
5502 ................................. Artificial Filament Tow ........................ 1,384,611 0.4
5503 ................................. Synthetic Staple Fibers, Not Carded,

Combed Etc.
12,881,397 3.5

5504 ................................. Artificial Staple Fibers, Not Carded,
Combed Etc.

953,370 1.3

5506 ................................. Synthetic Staple Fibers, Carded,
Combed Etc.

472,318 3.9

Total manmade fibers .... ............................................................ 25,287,597 3.0
Manmade Fiber Yarns:

5402 ................................. Synthetic Filament Yarn (No Sew
Thread), No Retail.

22,383,281 2.8

5403 ................................. Artificial Filament Yarn (No Sew
Thread), No Retail.

492,416 0.7

5404 ................................. Syn Monofil Not Un 67 Dec, Cr-Sect
Nov1Mm, Stno5Mm.

7,703,640 4.2

5406 ................................. Manmade Filament Yarn (No Sew
Thread), Retail Pack.

346,773 3.5

5509 ................................. Yarn (No Sew Thread), Syn Staple
Fib, Not Retail.

669,603 0.7

5510 ................................. Yarn (No Sew Thread), Art Staple Fib,
Not Retail.

548,361 20.0

5511 ................................. Yarn (No Sew Thread), Manmade Sta-
ple Fiber, Retail.

144,748 0.7
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U.S. Exports to the ATPA Countries for the Year of 2000—Value of Wool, Cotton and MMF
Inputs—Continued

4-digit HTS Description APTA export
value % Share

Total manmade fiber
yarns.

............................................................ 32,288,822 2.7

Manmade Fiber Fabrics:
5407 ................................. Woven Fab Of Syn Fil Yn, Incl

Monofil 67 Dec Etc.
4,309,513 0.4

5408 ................................. Woven Fab Of Art Fil Yn, Incl Monofil
67 Dec Etc.

765,996 0.4

5512 ................................. Wov Fabric, Synth Staple Fib Nu 85%
Synth St Fiber.

770,603 0.1

5513 ................................. Wov Fabric, Syn St Fib Un85%, Cot
Mix, Nov17Og/M2.

560,543 0.6

5514 ................................. Wov Fabric, Syn St Fib Un85%, Cot
Mix, Ov 170 G/M2.

1,172,606 1.6

5515 ................................. Woven Fabrics Of Synthetic Staple Fi-
bers Nesoi.

537,033 0.6

5516 ................................. Woven Fabrics Of Artificial Staple Fi-
bers.

411,983 1.0

Total Manmade fiber
fabrics

................................................................. 8,528,277 0.5

Total Manmade Fiber In-
puts

................................................................. 66,104,696 1.8

Parts of Clothing (All fi-
bers)

................................................................. 15,529,867 3.0

Total Wool, Cotton, Man-
made Fiber Inputs

................................................................. 190,809,913 2.3

V. Greater Incentives for the Andean Region
It also must be acknowledged that simply providing the ATPA countries with the

same benefits as the CBI countries will not necessarily induce investors or U.S. im-
porters to do business with the Andean countries. We need a greater incentive to
overcome the higher cost of labor in our countries and to overcome the security con-
cerns of American business.

We therefore sincerely hope that the U.S. Congress will craft an ATPA enhance-
ment law that is simple and uncomplicated, providing unlimited duty-free access for
all textile products made from either U.S. or Andean origin inputs. It is also essen-
tial to provide duty-free access for garments made in the region from third country
inputs so long as the most important manufacturing operations occur in the Andean
region. We hasten to note that the jobs generated by these benefits will in no way
take away jobs from the United States. The duty-free access will instead permit the
ATPA countries to compete with suppliers in Asia.

The Andean countries need duty-free access for all other products as well. We
urge Congress to eliminate all of the exclusions that are part of the current ATPA.
In our view, just as in the African Growth & Opportunity Act, duty-free access
should be provided to all footwear, leather goods, watches, canned tuna, petroleum
products, and any other product eligible for GSP treatment, if the GSP rules of ori-
gin are met.

For example, the labor intensive fishing industries of the ATPA beneficiary coun-
tries have developed significantly during the last years, but have been precluded
from becoming competitive in the U.S. market because of the high duties and re-
strictive access rules that apply. Thus, ATPA countries account for only $10 million
of the $600 million worth of tuna imported into the U.S. each year. Additionally,
90 percent of the capital goods and inputs necessary to produce canned tuna reflects
U.S. investment in the ATPA countries. Improved access to the U.S. market would
serve the interests of this U.S. investment in tuna processing plants and also pro-
vide new employment opportunities.

Additionally, we would like the Subcommittee to consider that while four of the
five members of the Andean Community have benefited from ATPA, these pref-
erences do not cover Venezuela. Our trading bloc, as well as the United States,
would benefit if ATPA were expanded to include all the members of the Andean
Community.
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Conclusion
Mr. Chairman, members of the Subcommittee, the Andean countries greatly ap-

preciate your support in holding this hearing today to discuss renewal of the ATPA.
We are very hopeful that you will act quickly to enact a new ATPA before the cur-
rent program expires. Time is of the essence. Colombia needs to promote new for-
eign investment in key economic sectors to achieve an economic recovery and effec-
tively fight the drug war. While the original ATPA, with its 10-year term, initially
brought new investment into the region, new investment has declined considerably.
In order to generate new interest in the region, we need ATPA to be extended for
a term sufficient to ensure that the FTAA has come into force before the ATPA com-
pletes another term. Only then will investors trust that they will have sufficient
time to see a real return on that investment.

In particular, we ask that this subcommittee take up and pass ATPA legislation
rapidly, preferably before the July 4th recess, in order to generate momentum for
this legislation. Such momentum is needed if a law to renew and enhance ATPA
is to be enacted before the current ATPA expires in December.

We welcome the opportunity to work with you, and with the Bush Administration,
which has been very supportive, to achieve both an enhanced ATPA and a FTAA
as quickly as possible. Thank you.

f

Chairman CRANE. Thank you, Minister Ramirez. Minister
Solares.

STATEMENT OF THE HON. ANA MARIA SOLARES, VICE-MIN-
ISTER OF TRADE AND ECONOMICS, MINISTRY OF FOREIGN
AFFAIRS, REPUBLIC OF BOLIVIA

[The following testimony was interpreted from Spanish:]
Ms. SOLARES. Thank you, Mr. Chairman. First of all, I would like

to thank you very much for taking the initiative to invite us to par-
ticipate in this panel to deal with a subject that is so important for
the Andean Group countries.

Thank you, also, for your personal interest in this subject.
I have provided a document in writing explaining in detail my

presentation, and I’m aware that I have a short amount of time
right now.

I will be going directly to the point on the subjects that I want
to mention to you, but I hope you will give me a little bit of consid-
eration with regard to time because I need interpreting.

Chairman CRANE. If you will yield, we will, indeed. All of the
written testimony will be a part of the permanent record as well.

Ms. SOLARES. Thank you.
First of all, I would like to indicate that the countries of the An-

dean Region are here in this room and in this country to encourage
a reaffirmation and breathing new life to the terms of the strategic
alliance that was agreed on ten years ago between our countries.

This alliance was formed because of a common problem that we
have, and because of a common goal that we share. This alliance
was conceived with a holistic approach that would create actions to
confront the problem of drug trafficking and its levels of demand,
consumption and distribution. This would create a type of coopera-
tion. The goal was to have cooperation that in economic terms
would result in trade and investment.

This Andean Trade Preferences Act has been an expression of
this strategic alliance, which has been as very effective means for
encouraging trade in both directions between our countries. Indeed,
we have seen that, as a result of this agreement of ATPA, there
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has been an increase in exports to the United States. There has
also been a generation of imports to the Andean countries from the
United States in machinery products and imports and, to be hon-
est, this results in a greater amount of imports than Israel and
Brazil.

We can also see this Andean Trade Preference Act as a way to—
as an instrument to lead to free trade, which is something that we
all desire. Nevertheless, we must return to the original concept
that led to the agreement. It was originally conceived in order to
create alternative forms of work so that people who would be in-
volved in illicit drug production would be able to have other types
of work that would be legitimate jobs.

Something else that we must recognize as the goals of this agree-
ment is to lead to national security, the health of our people, and
stability in the Andean countries. Mr. Chairman, we have made
tremendous strides over the past ten years, but as you know, drug
trafficking never sleeps. We must preserve our accomplishments,
but also deepen our efforts.

So what we must do at this time with regard to the Andean
Trade Preferences Act is renew the terms, broaden them, and also
incorporate Venezuela in the Andean Group countries of this Act.

In order to do this, we would like to propose a new modality. We
would suggest a general opening up of the U.S. markets, excluding
some of the sensitive sectors to the United States. We would hope
in this regard to see a priority given to the textile sector. We would
hope that in this production we would be able to contribute to all
aspects of the chain of production, using inputs from the U.S. as
well as those from our own region.

Mr. Chairman, please allow me to refer to my country’s case. As
you know, my country has accomplished tremendous progress with
a lot of difficult effort. By applying the dignity plan, we have al-
most completely eradicated or removed our country from the vi-
cious circle of drug trafficking.

We have been able to withdraw from international markets 240
tons of cocaine. Obviously, these tons would have multiplied tre-
mendously on the streets of large cities throughout the world. Mr.
Chairman, we need to preserve this progress. So one way to do this
would be to open up alternative employment sources for people to
be able to reduce the terrible effects of unemployment that we’re
seeing these days. The only way to do this is to produce more and
export more, because we have a very small market in our country.
Thus, we have a tremendous need to be able to participate in inter-
national markets and, of course, principally that of the U.S.

We must also see textiles as a priority sector, but not in the form
of assembly plants. If we were to stick to that modality, then Bo-
livia would not be able to take advantage of this opportunity. With
regard to the purchases that you make in this sector, our pur-
chases are very small in number.

Mr. Chairman, we trust that, through the opening up of U.S.
markets, you will show to our Andean community your solidarity
in struggling against the common problem that we share.

Thank you very much.
[The prepared statement of Ms. Solares follows:]
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Statement of the Hon. Ana Maria Solares, Vice-Minister of Trade and
Economics, Ministry of Foreign Affairs, Republic of Bolivia

Thank you very much Mr. Chairman for calling this important hearing on an
issue so vital to the Andean countries, in such a timely matter.

Mr. Chairman: In the last decade, the Andean countries have engaged in a serious
effort to combat the scourge of drugs that was destroying the youth and the social
fabric of our nations. We committed ourselves to fight vigorously and relentlessly
in the elimination of all production of illegal coca plantations, to destroy drug lab-
oratories, to seize drug shipments and to arrest individuals engaged in this illicit
business. Our countries even created laws and government institutions to better ad-
dress the problem. In no uncertain terms, Mr. Chairman, I would like to start my
presentation by assuring you that the countries represented here, have invested all
the human and economic resources available to us in this fight.

But as you know very well, the global nature of the problem surpasses the capac-
ity of individual action by any nation. The fight against drugs, from the beginning,
has demanded a global alliance between producing and consuming countries, based
on the principle of shared responsibility. With this in mind, ten years ago, the
United States of America and the countries of the Andean region established a stra-
tegic partnership, developing an integral vision of the problem. We all committed
to confront the different aspects of the illicit drug trade—supply, demand, and con-
sumption—through a combination of programs in the interdiction, prevention, and
economic development areas.

The Andean Trade Preference Act (ATPA) was conceived a decade ago within this
context. The United States and the nations of the Andean region would use trade
as part of our mutual effort to strengthen our economies, which in turn, would help
us in the war against drugs. Trade and the economic prosperity that accompanies
it, we, and are seen, as the right way to push back against the drug cartels.

The good news is we have had some success. In 10 years of existence, ATPA has
become an essential tool for the commercial interchange between the United States
and the Andean region. Approximately 140.000 new jobs have been created in the
region. In addition it has created important flows of investment and has doubled
the two way trade between the United States and the nations of the region. During
this period, the Andean countries have also made important strides in the war
against drugs. More than three hundred sixty six hectares of coca were eliminated
preventing the availability of hundred tons of drugs in the U.S. streets; important
drug cartels were disbanded; and hundreds of cocaine labs were destroyed.

Our fight has been aggressive, but our social and economic costs have also been
extremely high. There have been thousands of lives lost, unemployment grew to un-
precedented levels, and in the process, our democratic institutions have been under
permanent threat.

Today, the Andean region face a very critical moment, and in accordance with the
concept of shared responsibility that inspires our cooperation, we see the renewal
and expansion of ATPA as critical to guarantee sustainability of our achievements
and our ability to make further progress. Further, ATPA renewal and expansion is
needed even more because of the competitiveness of the Andean nations in the U.S.
market has been diminished due to the establishment of NAFTA and the pref-
erential trade mechanisms granted to Caribbean and Sub-Saharan countries.

We, the Andean countries, are fully committed to the idea of and the process for
negotiating the Free Trade Area of the Americas. But until the FTAA becomes a
reality, we need a robust ATPA that would remain in place until the FTAA becomes
a reality.
THE SITUATION OF BOLIVIA

Mr. Chairman let me address for a minute the specific situation of my country,
Bolivia.

As you know, in 1997, President Hugo Banzer made the historic commitment to
eliminate all production of illegal coca/cocaine in our territory in only 5 years. When
his plan was presented, many, including people in the United States were skeptical.
At the time, Bolivia was the second major producer of coca/cocaine in the world. We
had 45.800 hectares of coca plants in our territory. We were the second poorest na-
tion in the Hemisphere after Haiti.

In three years, my government has eliminated 100% of coca production in the
Chapare region, the largest area of coca cultivation for illicit purposes, with only
2000 hectares of illegal plantations remaining in the Yungas area. We have con-
ducted more than 16.900 drug interdiction operations, have destroyed more than
4.000 labs of cocaine, have arrested more than 14.400 people implicated in
narcotrafficking, have seized more that 50.000 kilos of cocaine, but most impor-
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tantly, our anti-drug strategy has resulted in preventing the availability of some 240
tons of cocaine in the U.S. streets.

The social, economic and political cost of this fight, Mr. Chairman, has been ex-
tremely high in my country. We have lost in this process thousands of jobs, ele-
vating the unemployment and underemployment levels to more than 24%. The coca/
cocaine sub-economy in Bolivia, albeit illegal, went much beyond generating impor-
tant levels of direct employment, it also fostered related economic activities in trans-
portation, trade and industry. It is calculated that in the last 3 years, since the im-
plementation of our anti-drug Dignity Plan, Bolivia lost $370 million dollars due to
the reduction of the gross value of the coca, and $230 million dollars due to the con-
cept of value added given to it. This means a loss of $600 million U.S. dollars, which
comparatively amounts to 60% of our total exports.

This deep deactivation of our economy has also been aggravated by the impact
of other necessary economic reforms taken by the Government of Bolivia. For exam-
ple, Bolivian Customs reform, designed to eliminate corruption fueled by money
laundering, and discourage informal trade, has also taken away another $300 mil-
lion dollars, which contributed to increased unemployment levels. In addition, the
strict compliance of Bolivia in abiding agreements in the area of intellectual prop-
erty, and the fight against piracy, has meant another negative impact. In could go
on mentioning other examples, but the bottom line is that all those factors have
helped to create an economic downturn and very serious social unrest.

Because of all this, we face an urgent need to further develop our economy and
to generate new sources of income. Our traditional exports have been agricultural
commodities. If we are to use trade as an engine of growth for the Bolivian economy,
we must diversify our export base. We believe that the textile and garment industry
offers great potential for additional export income, which in turn, will also generate
much needed new jobs.

Currently, the manufacturing sector in Bolivia represents 15% of our total ex-
ports, which last year grew to 1 billion dollars. The textile and garment industry
represents 4% of that amount. Our objective for the coming years would be to foster
the growth of the textile and garment industry to 20%, equivalent to $200 million
dollars. Even if we manage to grow to that level, the total exports of textiles and
garments from Bolivia to the United States will represent a mere 0.3% of the total
U.S. imports of textile and garment from abroad.

Within this context, Bolivia, united with all the Andean countries beneficiaries of
ATPA, would like to see a renewal and expansion of the law that would be as wide
and as simple as possible. Listing, only if needed, the products that would not be
included for the preferential treatment. Bolivia would not be benefited if in the new
law, regional inputs in the whole chain of production are conditioned or limited. The
practice of ‘‘maquila’’ can be highly beneficial to other countries, but not to ours
given its great distance form the U.S. market, its land locked condition and the high
costs of transportation. Bolivia also hopes that in granting trade preferences to the
Andean countries, the United States will consider the particular needs of Bolivia
and the other nations of the region with regard regards to the raw material and
the finished products made from llama, alpaca, and vicuña.

In conclusion, Mr. Chairman, I would like to thank you for the interest you have
put in this very important matter to the Andean region, and request that the co-
operation of the United States be expressed, fundamentally, in opportunities of mar-
ket access to as wide range of products as possible.

Thank you very much, and I am prepared to answer any questions you might
have on this topic.

f

Chairman CRANE. Thank you. Mr. Moore.

STATEMENT OF CARLOS MOORE, EXECUTIVE VICE PRESI-
DENT, AMERICAN TEXTILE MANUFACTURERS INSTITUTE

Mr. MOORE. Mr. Chairman and Members of the Committee, my
name is Carlos Moore. I am Executive Vice President of the Amer-
ican Textile Manufacturers Institute, the national trade association
of the U.S. textile industry. Our member companies operate in
more than 30 States and process approximately two-thirds of all
textile fibers consumed by mills in the U.S.
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With respect to the subject of a Free Trade Agreement of the
Americas, ATMI believes that the details will prove critical as to
whether an FTAA will help the U.S. textile industry establish ben-
eficial trading partnerships in this hemisphere. We believe the goal
of an FTAA, from a textile perspective, must be to establish meas-
ures that will benefit our industry. We believe the same to be the
case of an Andean Trade Preference Act.

This has become even more crucial in the past year. The U.S.
textile industry is being seriously injured by low-priced imports,
primarily from Asia, and also by the economic slowdown in our
economy. In 1999, our industry earned $690 million from total
shipments of $78.6 billion. Last year, our industry lost $529 mil-
lion, on sales of $76 billion. Employment dropped by 25,000 over
the past calendar year, and many thousand more jobs have been
lost already this year.

As imports continue to take away domestic business from our
members, we are working hard to find markets outside the U.S.
However, many markets, primarily those in Asia and especially
India, are closed to imports. That is why NAFTA has become in-
creasingly important to us and why we believe that an effectively
implemented Caribbean Basin law can contribute to our industry’s
growth.

Let me address a few key concerns about the FTAA. As ATMI
stated in its March 7th statement to this Subcommittee, it is im-
portant that the FTAA governments create a sub-group within the
market access negotiating group that is dedicated to textile and ap-
parel access issues. These market access issues include safeguards,
customs enforcement, verification, and negotiation of over 1,500
tariff lines, and they are technical and detailed. To date, no such
sub-group has been established.

We also believe that an FTAA, like NAFTA, should include a
basic yarn-forward rule of origin, but without the large tariff pref-
erence levels included in NAFTA that granted benefits to countries
outside the agreement.

On the matter of renewal and expansion of the ATPA, we have
serious concerns regarding the inclusion of textiles and apparel,
particularly coming so close on the heels of last year’s Trade and
Development Act of 2000. This law, which went into effect only
seven months ago, has not been given the opportunity to achieve
its desired results. Moreover, there are still a number of out-
standing issues which must be resolved before the new Caribbean
Basin trade partnership’s potential benefits and impact can be
properly determined and evaluated.

While ATMI endorsed and supported the CBI portion of the law,
we are still concerned about U.S. Customs’ interpretation of key
provisions of the Act, especially with respect to texturing of U.S.
yarn and the dyeing and finishing of U.S. fabrics which we believe
should be carried out only within the United States.

The sub Saharan Africa portion is also troubling to our members,
including our concerns about a surge mechanism, the size, struc-
ture, and growth rate of quotas on apparel made of non-U.S. com-
ponents, and generally its weak anti-transshipment measures.

Senator Bob Graham, who was helpful in securing enactment of
the CBI law, has introduced legislation in the Senate to renew the
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ATPA and to extend it to textile products, provided the final prod-
uct is made of U.S. fabric, of U.S. yarn.

Let me state very clearly that ATMI would strongly oppose any
efforts to weaken this fabric and yarn requirement. If the U.S. is
to grant Andean countries greater access to our markets on a uni-
lateral basis, the principles of fairness and reciprocity require that
U.S. textile components be used.

We also note that Senator Graham’s bill would permit duty-free
entry for knit-to-shape apparel articles assembled in the Andean
Region, and it also provides benefits to Andean knit-to-shape ap-
parel from components formed in the U.S., regardless of where the
yarns were made. They could be U.S., Andean, or Asian. It doesn’t
matter. These are significant differences from the precedent set in
last year’s Caribbean legislation and are in opposition to the intent
of the legislation which is to promote increased trade in goods
sourced from the region.

We further note that Senator Graham’s bill provides for an addi-
tional 70 million square meters of imported apparel made of re-
gional knit fabric of U.S. yarn, which would be allowed to increase
over the next 3 years. While ATMI represents yarn spinners who
could benefit from this provision, we also represent knitters who
could be harmed by its inclusion.

Finally, as we stated earlier regarding the CBI law, we believe
that texturing of yarns and dyeing and finishing of fabrics should
be done only in the U.S., and U.S. Customs has yet to issue a final
ruling on these issues. Because these issues are still unresolved,
that adds greatly to our concerns with respect to the expansion of
the ATPA to include textiles and apparel.

In light of our concerns cited above, and particularly in light of
reports that this body might seek an even further weakening of the
Graham bill to the detriment of our Members, we are opposed to
expanding the ATPA to include textiles and apparel.

Thank you, Mr. Chairman.
[The prepared statement of Mr. Moore follows:]

Statement of Carlos Moore, Executive Vice President, American Textile
Manufacturers Institute

My name is Carlos Moore. I am Executive Vice President of the American Textile
Manufacturers Institute (ATMI), which is the national trade association for the U.S.
textile industry. Our member companies operate in more than 30 states and process
approximately two thirds of all textile fibers consumed by plants in the United
States.

ATMI welcomes this opportunity to discuss the outcome of the recent Summit of
the Americas held in Quebec City, particularly with respect to how that meeting has
set the stage for negotiations on a Free Trade Agreement of the Americas (FTAA).
We will also discuss renewal of the Andean Trade Preference Act (ATPA) and its
possible expansion to include textiles.

As we stated in a submission to the committee earlier this year, we are an indus-
try that is simultaneously both a major exporter and one that is deeply impacted
by foreign imports. Accordingly, since we do endeavor to compete in this global trad-
ing environment, the domestic textile industry believes that United States trade pol-
icy should be motivated by principles of fairness and equity. I would refer you to
my statement of March 7 for a detailed account of this overall issue, as well as how
our industry has fared in recent years, largely as a result of the financial problems
in Asia and despite our efforts to constantly modernize and seek new export mar-
kets.

To preface my remarks, which will make several references to NAFTA, I would
like to remind the Committee that ATMI initially took no firm position for or
against the North American Free Trade Agreement. Rather, our Board of Directors
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instructed ATMI’s officers at the time, and ATMI staff, to work with our govern-
ment to seek a yarn-forward rule of origin and effective Customs enforcement provi-
sions. When the first Bush Administration incorporated this as its negotiating posi-
tion, and was subsequently successful in getting such provisions into the final agree-
ment, ATMI’s Board then adopted a position in strong support of NAFTA, and we
forcefully lobbied the Congress to urge NAFTA’s adoption. The textile portion of the
NAFTA is an outstanding case where a trade agreement is both fair and equitable
to the textile sectors of all three NAFTA partners.

This is evidenced by the billions of dollars of two-way trade in textile and apparel
exports that have been created since NAFTA was implemented. Indeed, during the
past seven years, Mexico has overcome China to become by far the largest supplier
of apparel to the United States. It was a deal that embodied the fairness and equity
we would urge in an FTAA, although customs fraud has become an increasingly se-
rious problem, as I will discuss later.

With respect to the subject of today’s hearing, ATMI recognizes that the leaders
of the 34 nations at the recent Summit of the Americas clearly support the goal of
completing negotiations for an FTAA by January 2005. But as with all trade agree-
ments, the details are critical as to whether an FTAA will help the U.S. textile in-
dustry establish beneficial trading partnerships with customers in these nations, as
has been the case under NAFTA and in the Caribbean Basin. We believe that the
goal of an FTAA from a textile perspective must be to establish measures that will
benefit our industry.

As we stated in our March 7 testimony, it is important that the governments cre-
ate a subgroup within the market access negotiating group dedicated to textile and
apparel access issues. This would mirror the process that has been used in every
major negotiation—including the Uruguay Round, NAFTA and the U.S.-Canada
FTA—that has involved textiles and apparel to date. The issues involved in textile
and apparel market access, which include safeguards, customs enforcement and
verification and the negotiation of over 1,500 tariff lines, are technical and detailed.
A dedicated sub-group on textile market access is absolutely necessary for a success-
ful outcome. To date, no such sub-group has been established.

As was the case with NAFTA at this stage of the negotiations, ATMI’s Board of
Directors has not yet taken a formal position on an FTAA. However, in general
terms we believe the agreement should, like NAFTA, have a basic yarn-forward rule
of origin, but without: (a) the large tariff preference levels (TPLs) included in
NAFTA that granted benefits to countries outside the free trade agreement; or (b)
the special preferences given to 807A goods under NAFTA that did not require U.S.
yarn. We also believe that customs enforcement provisions in the FTAA should in-
clude not only the provisions in NAFTA, but should be expanded to take into ac-
count the difficulty in policing an entire hemisphere. New customs programs should
include those in the recently enacted Trade and Development Act of 2000. Other en-
forcement measures should also be included and ATMI will be ready to advise U.S.
negotiators about them.

Specifically, the FTAA must be fair and beneficial to U.S. textiles; it must have
enforceable rules and governments must commit to enforcing those rules. To use
NAFTA as a point of reference, the textile and apparel rules must exclude granting
benefits to non-participating countries through TPLs, have strict origin require-
ments, allow for cross-country customs verification and have reciprocal tariff phase-
outs. Enforcement is key; each time that free trade is expanded, the opportunity for
goods from outside the free trade region to enter illegally through transshipment or
smuggling is expanded, to the detriment of all of the participating countries.

Indeed, seven years into the NAFTA agreement it has become clear that large-
scale smuggling of textile and apparel goods into Mexico and the United States to
avoid quotas and tariffs is now a problem of the first magnitude. These goods, which
falsely declare NAFTA origin and which deprive the U.S. and Mexican Treasuries
of many millions of dollars in duties, cause great harm to U.S. and Mexican pro-
ducers of textiles and apparel and their workers. Despite the authorization of funds
and of dedicated agency personnel to NAFTA textile enforcement in the NAFTA leg-
islation, U.S. Customs has yet to crack down on this illegal trade.

To summarize, ATMI believes that the FTAA can provide benefits to the indus-
tries of all the participating countries, including U.S. textile producers, but only if
a separate negotiating subgroup succeeds with a final package that includes textile
and apparel provisions based on NAFTA, with the improvements we describe above.

On the matter of renewal of expansion of the ATPA, which expires in December,
our industry is aware that the leaders of the four Andean Pact nations—Bolivia, Co-
lombia, Ecuador and Peru—met with President Bush in Quebec City on the need
to include textiles in a new agreement. We have serious concerns regarding this
issue, particularly coming so close on the heels of last year’s Trade and Development
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Act of 2000. This law, which went into effect only seven months ago, has not been
given the opportunity to achieve its desired results. We should be careful about
doing anything which might diminish the benefits which the new law is intended
to provide to the apparel producing countries of the Caribbean and to their yarn and
fabric suppliers in the United States.

Moreover, there are still a number of outstanding issues which must be resolved
before the new Caribbean Basin Trade Partnership Act’s potential benefits and im-
pact can be properly determined and evaluated. While ATMI endorsed and sup-
ported the CBI portion of that law, ATMI is still concerned about U.S. Customs’ in-
terpretation of key provisions of the Act, especially with respect to texturing of U.S.
yarn and dyeing and finishing of U.S. fabrics.

ATMI’s position is not unreasonable. Our position supports post-assembly apparel
dyeing and finishing in the Caribbean. Our position also supports dyeing and fin-
ishing in the Caribbean for U.S.-formed yarn and thread required for use in quali-
fying apparel, as well as for regional knit fabric. Our position for U.S.-only dyeing
and finishing would apply only with respect to U.S. fabric in garments not quali-
fying for the regional knit apparel or T-shirt allowance and to fabric used in textile
luggage. Our position with respect to textured yarn—that is, that such yarn must
be both extruded and textured in the U.S.—reflects the commercial reality of the
most efficient and cost-effective way of producing textured yarn.

Also, the Sub-Saharan Africa portion of the Trade and Development Act of 2000
Act contained sections that were very troubling to our members. These included the
lack of a workable surge mechanism, the size, structure and growth rate of the
quota for garments made of non-U.S. components and generally weak anti-trans-
shipment measures. These concerns will be taken into account in our evaluation of
any Andean Pact renewal proposal that might include textiles.

Senator Bob Graham, who was so helpful in securing enactment of the CBI law,
has introduced legislation in the Senate, S. 525, to renew the ATPA and to extend
it to textile products provided the final product is made of U.S. fabric of U.S. yarn.
Let me state very clearly that ATMI would strongly oppose any efforts to weaken
this U.S. fabric and yarn requirement. If the U.S. is to grant the Andean countries
greater access to our markets on a unilateral basis, the principles of fairness and
reciprocity demand that only U.S. textile components be used.

We also note that Senator Graham’s bill would permit duty-free entry for knit to
shape apparel articles assembled in the Andean region from components knit to
shape in the U.S. and/or a beneficiary country of U.S. yarn. It also provides such
benefits to Andean knit to shape apparel from components formed in the U.S. re-
gardless of the source of these yarns—they could be U.S., Andean, Asian—it doesn’t
matter. These are significant differences from the precedent set in last year’s Carib-
bean Basin legislation, and are in opposition to the intent of the legislation, which
is to promote increased trade of goods sourced from the region.

We further note that Senator Graham’s bill provides for an additional 70 million
square meters equivalent (sme) worth of imported apparel made of regional knit fab-
ric of U.S. yarn, which would be allowed to increase by 16 percent annually over
the next three years. While ATMI represents yarn spinners who could benefit from
this provision, we also represent knitters who could be harmed by its inclusion.

Finally, we would like to reiterate our support for a ruling by Customs, as stated
above, regarding texturing of yarns and dyeing and finishing of fabrics under last
year’s CBI law, and we are still waiting for that favorable determination. Because
that issue is still unresolved, that is another uncertainty that adds to our concerns
with respect to the expansion of the ATPA.

In light of all the concerns cited above, and particularly in light of reports that
this body might seek an even further weakening of the Graham bill to the detriment
of our members, we are opposed to expanding the ATPA to include textiles.

In closing, Mr. Chairman, ATMI is not opposed to fair and equitable trade agree-
ments which establish mutually beneficial trading arrangements and thus create a
true economic partnership between U.S. textile companies and our customers in
other regions. That is why we supported NAFTA and the Caribbean provisions of
last year’s trade bill. Let’s establish a true economic partnership within this hemi-
sphere that benefits apparel makers throughout the FTAA region and U.S. textile
producers.

Thank you.

f

Chairman CRANE. Thank you, Mr. Moore. Mr. Lamar.
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STATEMENT OF STEPHEN LAMAR, DIRECTOR, GOVERNMENT
RELATIONS, AMERICAN APPAREL AND FOOTWEAR ASSOCIA-
TION, ARLINGTON, VIRGINIA

Mr. LAMAR. Thank you. My name is Steve Lamar and I’m Direc-
tor of government Relations for the American Apparel and Foot-
wear Association, the national trade association of the apparel and
footwear industries.

Just to give you a sense of where we fit in, our Members pur-
chase fabric from companies like those in Mr. Moore’s group, or we
make our own fabric. We then go and make clothing either in the
United States or abroad, and then we sell the clothing ourselves or
through companies like those in Mr. Autor’s group.

Thank you for providing our Association the opportunity to ap-
pear before you today. I would like to focus my comments this
afternoon on the need for a robust renewal and expansion of the
ATPA as it relates to the apparel industry.

The American Apparel and Footwear Association supports en-
hancement of the ATPA to provide additional benefits for apparel
produced in the Andean Region. Expansion of the current ATPA to
provide such benefits, to the extent they provide an effective incen-
tive to sourcing and production in the region, is a natural extension
of our policies to promote hemispheric integration and to eliminate
the economic conditions that permit drug trafficking in the Andean
Region. Expansion of the ATPA is also a key stepping stone to ne-
gotiation of a well-balanced and commercially viable Free Trade
Area of the Americas, a goal we also support.

In general, we believe any expansion of the ATPA benefits to
cover apparel products should incorporate the following principles:

First, the program should be simple to use. As this Subcommittee
knows all too well, a similar extension of benefits to the Caribbean
Basin and African countries is mired in disputes over arcane and
complex rules of origin. Although these programs provided impor-
tant new incentives for apparel production and, consequently, U.S.
textile and yarn exports—by the way, I congratulate the Sub-
committee for the leadership they exhibited last year in getting
this legislation passed—it has been difficult to realize fully these
incentives because of problems in delays and interpreting the law
and in promulgating rules and regulations.

Second, the program should be unique to the trading relation-
ships with and within the Andean Region. One of the goals of the
program is to provide legitimate job creation opportunities in the
region. Such goals are thwarted, however, if existing Andean ex-
ports to other Andean markets are diminished by an overly restric-
tive rule of origin. Similarly, an overly restrictive rule of origin will
make it difficult for new investments and production—which may
depend on Andean, Asian or European fabrics—to stimulate job
creation.

Third, the program should promote flexible sourcing of apparel
and their inputs within a given rule of origin. For example, the
rule of origin should reflect a negative list of goods that cannot
qualify for preference, rather than a positive list of goods that can.
This would ensure maximum opportunities to navigate within a
particular rule of origin and eliminate some of the interpretation
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problems we have seen with regard to the Caribbean Basin and Af-
rica legislation.

Fourth, the legislation should be of sufficient duration to provide
meaningful incentives for investment and trade. This is especially
important if the preferences are subject to significant labor, anti-
narcotics, and trade conditionality. If the countries are going to be
required to make long-standing commitments to gain better access
to the U.S. market, fairness dictates that the access be given an
equally longstanding nature.

Finally, this legislation should provide a bridge to the Free Trade
Area of the Americas for the ATPA region. It should help prepare
countries for their FTAA commitments while promoting the kind of
trade linkages that will develop and strengthen under the FTAA.

In my written statement I have provided some statistics and
graphs that highlight features of the ATPA apparel trade environ-
ment. These statistics show significant differences between the
ATPA and the CBI regions, suggesting that the CBI trade partner-
ship model, per se, may not be the most appropriate and effective
model for the Andean region. The data also show that there are
well-developed patterns of input sourcing that rely upon other An-
dean sources, as well as sources outside the region.

Finally, the data emphasize that, although this region is not an
important sourcing center for the United States, this region de-
pends greatly on access to the U.S. market for its apparel products.

In conclusion, I would like to emphasize that the AAFA strongly
supports expansion of the ATPA to include apparel. A number of
our members are manufacturing in those countries and others have
signaled their interest in sourcing from those countries in the fu-
ture if a flexible and easy-to-use program is created.

An ATPA program that is simple, flexible, and accommodates
and maximizes the natural advantages of the region, will offer the
best opportunities and incentives for our members to commence
and expand their trade partnerships with these countries. But one
that is overly restrictive, or which effectively negates the duty sav-
ings by imposing additional costs, will be largely ignored by our in-
dustry.

Thank you for providing us this opportunity to be here today,
and I’m available for any questions.

[The prepared statement of Mr. Lamar follows:]

Statement of Stephen Lamar, Director, Government Relations, American
Apparel and Footwear Association, Arlington, Virginia

Thank you for providing us the opportunity to discuss the need for a ‘‘robust’’ re-
newal and expansion of the Andean Trade Preference Act (ATPA) as it relates to
the apparel industry.

The American Apparel and Footwear Association (AAFA)—the national trade as-
sociation of the apparel and footwear industries—supports the enhancement of the
ATPA to provide additional benefits for apparel produced in the Andean region. Ex-
pansion of the current ATPA to provide such benefits, to the extent that they pro-
vide an effective incentive to sourcing and production in the region, is a natural ex-
tension of our policies to promote hemispheric integration and to eliminate the eco-
nomic conditions that permit drug trafficking in the Andean region. It is also a key
stepping stone to negotiation of a well-balanced and commercially viable Free Trade
Area of the Americas (FTAA), a goal we also support.

In general, we believe any expansion of the ATPA benefits to cover apparel prod-
ucts should incorporate the following principles.
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First, the program should be simple to use. As this Subcommittee knows all too
well, a similar extension of benefits to the Caribbean Basin and African countries
is mired in disputes over arcane and complex rules of origin. Although those pro-
grams provided important new incentives for apparel production (and consequently
U.S. textile and yarn exports), it has been difficult to realize fully these benefits cre-
ated by those incentives because of problems and delays in interpreting the law and
in promulgating rules and regulations.

Second, the program should be unique to the trading relationships with and
within the Andean region. One of the goals of the program is to provide legitimate
job creation opportunities in the region. Such goals are thwarted, however, if Ande-
an exports to other Andean markets are diminished by an overly restrictive rule of
origin. Similarly, an overly restrictive rule of origin will make it difficult for new
investments and production—which may depend upon Andean, Asian, or EU fab-
rics—to stimulate job creation.

Third, the program should promote flexible sourcing of apparel and their in-
puts within a given rule of origin. For example, the rule of origin should reflect a
‘‘negative list’’ of goods that cannot qualify for preference rather than a ‘‘positive
list’’ of goods that can. This would ensure maximum opportunities to navigate with-
in a particular rule of origin and eliminate some of the narrow interpretation prob-
lems we have seen with regard to the Caribbean Basin and Africa legislation.

Fourth, the legislation should be of sufficient duration to provide meaningful
incentives for investment and trade. This is especially important if the preferences
are subject to significant labor, anti-narcotics, and trade conditionality. If the coun-
tries are going to be required to make long-standing commitments to gain better ac-
cess to the U.S. market, fairness dictates that the access be of an equally long-
standing nature.

Finally, this legislation should provide a bridge to the Free Trade Area of the
Americas for the ATPA region. It should help prepare countries for their FTAA
commitments while promoting the kind of trade linkages that will develop and
strengthen under the FTAA.

With these five goals in mind, I would like to provide some observations on the
textile and apparel industry trade with and in the Andean region.

Apparel trade from the ATPA region is fairly small both in absolute terms
and compared with other U.S. imports. In 2000, the United States imported
159.9 million Square Meter Equivalents (SMEs) of apparel from the ATPA re-
gion. This represents less than one percent of the total U.S. apparel imports
and less than 5 percent of imports when compared against those from the Car-
ibbean Basin Initiative (CBI) countries. At the same time, the U.S. represents
a significant market for apparel exports from the ATPA countries. (Figure 1A
and 1B).

ATPA apparel trade is not based on the same production-sharing module that
is the basis for the CBI countries. In 2000, about 35 percent of all apparel im-
ported from the ATPA region was entered under the 807 program (meaning
components were cut in the United States). Because there is no special access
program in place with the ATPA countries, no apparel was entered under an
807A-style program (which requires the use of U.S. fabric). In contrast, in 2000,
at least 82 percent of apparel imported from the CBI was entered under a pro-
gram that requires U.S. components, with a large portion of that requiring U.S.
fabric. (Figure 2).

When examining the make up of the ATPA’s production sharing trade, it be-
comes clear that Colombia, the largest source of overall apparel imports from
the Andean region, is the dominant player. More than 91 percent of all ATPA
production sharing trade with the United States takes place with Colombia. Al-
though once a dominant part of Colombia’s trade with the United States, 807
trade has diminished in recent years as Colombia has repositioned itself away
from the production sharing trade. From 1997 to 2000, the percentage of Colom-
bia’s production sharing trade with the United States dropped from 80 percent
to less than 55 percent of all apparel exports to Colombia. (Figure 3).

Apparel imported from the Andean countries is generally more expensive
than that imported from the CBI countries. ATPA woven apparel is approxi-
mately 25 percent more expensive (when examining $/Kg for Chapter 62 im-
ports) than similar goods from the CBI region. ATPA knit apparel is approxi-
mately 75 percent more expensive than similar goods imported from the CBI
region. Conversations with manufacturers in the region attribute a variety of
factors to this cost increase, including security expenses, transportation costs,
higher labor costs, and higher prices commanded by certain apparel products
made with specialty fabrics (Figures 4A and 4B).
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In general, the Andean countries import fabrics from a variety of sources.
During 1997, the last year that such figures are available from the OAS, the
U.S. was a leading supplier of fabric, yarns, and fibers to the Andean region.
However, Andean countries imported significant quantities of fabrics, yarns,
and fibers from within the Andean region and from countries in Asia and Eu-
rope, depending upon individual fabric requirements. For example, fine woolen
fabrics for tailored clothing are sourced in Europe because of diminished sources
of U.S. woolen fabrics and because the Andean woolen fabrics are not of suffi-
cient quality for those particular garments. Cotton fabrics are sourced in the
Andean region (primarily Peru and Colombia) and the United States, which has
an established presence in all markets. Man made fiber fabrics are sourced in
various regions, including the United States and Asia (Figures 5A, 5B and 5C).

Looking at it another way, Andean countries represent a significant export
market for fabrics from other Andean countries. Bolivia, for example, relies
upon other Andean countries to consume about a third of its wool fabric exports.
Similarly, Colombia and Peru have significant export markets in the region for
cotton and some man made fibers. These figures, of course, do not include fab-
rics produced and consumed entirely within a single Andean country.(Figure 6).

Together, these statistics show significant differences between the ATPA region
and the CBI region, suggesting that the CBI trade partnership model per se may
not be the most appropriate and effective model for the Andean region. The data
also show that there are well-developed patterns of input sourcing that rely upon
other Andean sources as well as sources outside the region. Finally, the data em-
phasize that, although this region is not an important sourcing center for the United
States, this region depends greatly on access to the U.S. market for its apparel prod-
ucts.

In conclusion, I would like to emphasize that the AAFA strongly supports expan-
sion of the ATPA to include apparel. A number of our members are manufacturing
in those countries and others have signaled their interest in sourcing from those
countries in the future if a flexible and easy to use program is created. An ATPA
program that is simple, flexible, and accommodates and maximizes the natural ad-
vantages of the region will offer the best opportunities and incentives for our mem-
bers to commence and expand their trade partnerships with these countries. But
one that is overly restrictive, or which effectively negates the duty savings by impos-
ing additional components, compliance and logistical costs, will be largely ignored
by our industry.

Thank you for providing us this opportunity. I am available to answer any ques-
tions.
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f

Chairman CRANE. Thank you, Mr. Lamar. Mr. Autor.

STATEMENT OF ERIK AUTOR, VICE PRESIDENT AND INTER-
NATIONAL TRADE COUNSEL, NATIONAL RETAIL FEDERA-
TION

Mr. AUTOR. Thank you, Mr. Chairman.
My name is Erik Autor. I am Vice President and International

Trade Counsel with the National Retail Federation. The National
Retail Federation appreciates the opportunity to present the views
of the U.S. retail industry on an enhanced Andean initiative and
on the Free Trade Area of the Americas.

NRF is the Nation’s largest trade association representing the re-
tail industry. NRF Member companies cover the entire spectrum of
retailing, including department, specialty, discount, catalogue,
Internet and independent retailers. U.S. retailers employ 23 mil-
lion Americans, about one in five workers in this country, and reg-
istered sales in 2000 of over $3 trillion.

First of all, I would like to associate myself with Mr. Lamar’s
comments. We discuss the retail industry’s views on the FTAA in
our written statement, and, in the interest of time, I shall focus my
remarks on the Andean initiative, which we view as a building
block to the FTAA.

An Andean initiative should advance the larger U.S. policy goals
for the Andean region: stopping narcotics production and traf-
ficking, and promoting political and economic stability. To reflect
those larger goals, we believe this initiative should be called the
Andean Regional Stabilization and Development Act. It is doubtful,
however, that these goals can be achieved without a trade program
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that provides economic options and opportunities for the people of
the region.

Currently, workers and farmers in the Andean countries have
few decent employment opportunities in legitimate industries. An
Andean initiative that includes trade preferences for apparel could
quickly provide thousands of jobs for these people, particularly
women. These jobs would not threaten U.S. production or jobs. The
Andean countries are small suppliers to the United States market,
at less than 1 percent of imports, and are likely to remain so for
the foreseeable future.

By providing needed business and investment, U.S. retailers can
play an important role in helping to develop an integrated textile
and apparel industry in the region. U.S. retailers are interested in
new apparel sourcing opportunities in the Andean region, but that
new business will be created if, and only if, the right incentives are
in place.

In structuring a trade preferences program for apparel, the Car-
ibbean Basin Trade Initiative that Congress passed last year is not
an appropriate model for the Andean region. Looking at their com-
petitiveness, the cost of doing business, the structure of their tex-
tile and apparel industries, the size and patterns of trade, the An-
dean countries have more in common with sub-Saharan Africa than
the Caribbean Basin region.

In our view, a viable textile and apparel trade program for the
Andean countries must be simple to use and structured to recog-
nize the unique problems and needs of the Andean region. It must
avoid complex rules of origin and eligibility restrictions that be-
come disincentives for using the program. I have in mind here re-
strictions that require the use of only U.S. inputs, such as yarn and
fabric, or require that certain production operations occur only in
the United States, such as dyeing and finishing of yarn and fabric.

A viable textile and apparel trade program must also provide suf-
ficient incentives for retailers and other U.S. businesses to use the
program. Under a viable trade program, we believe that trade pref-
erences should apply to any apparel assembled or knit-to-shape in
one or more Andean countries from inputs produced in the United
States and/or one or more Andean countries that provide the essen-
tial characteristics to that apparel; from yarn or fabric, regardless
of origin, determined to be in short supply, and yarn and fabric
produced outside the United States and the Andean region subject
to reasonable limitations, to encourage the development of an inte-
grated textile and apparel industry in the region.

U.S. retailers want to see trade with the Andean region grow,
and by increasing their business in the region, are prepared to play
a role in furthering the larger U.S. policy goals for the region. How-
ever, retailers have other sourcing options in places where, quite
frankly, it is easier to do business—Asia, Mexico, and the Carib-
bean Basin. Without adequate incentives in place, retailers will go
elsewhere and there will be no new business in the Andean region.

If the incentives are insufficient to attract U.S. retailers, who sell
clothing, to do more business in the region, the result will be lost
business opportunities for U.S. cotton growers, yarn spinners, fab-
ric producers and apparel manufacturers, who make clothing and
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the inputs for producing clothing, as well as producers and workers
in the region.

More importantly, the likelihood of achieving our country’s larger
foreign economic and drug policy goals for the region would be di-
minished.

Thank you for the opportunity to speak before the Subcommittee.
[The prepared statement of Mr. Autor follows:]

Statement of Erik Autor, Vice President and International Trade Counsel,
National Retail Federation

I. Introduction
My name is Erik Autor. I am a Vice President and International Trade Counsel

for the National Retail Federation (NRF). NRF is the nation’s largest trade associa-
tion representing the U.S. retail industry. NRF members cover the entire spectrum
of retailing—department, specialty, discount, catalog, Internet, and independent
stores—and also include 32 national retail associations and all 50 state retail asso-
ciations. NRF speaks for an industry that encompasses over 1.4 million retail estab-
lishments, employs more than 23 million people—about 1 in 5 American workers,
and registered sales of over $3 trillion in 2000.

NRF and the U.S. retail industry strongly support the negotiation of a Free Trade
Agreement of the Americas (FTAA), and expanding the current trade program
through the Andean Trade Preferences Act (ATPA) as an important stepping-stone
towards creation of the FTAA. Initially, we would make the following general points
on these initiatives:

• With respect to the Andean program, a ‘‘robust’’ trade initiative is critical to
achieving the larger U.S. foreign, economic, and drug policy goals for the region.

• An essential component of a ‘‘robust’’ Andean trade initiative is to provide trade
benefits for apparel products produced in the Andean region with strong incentives
to encourage U.S. investment and business in the region and create jobs in legiti-
mate industries.

• With respect to the FTAA, NRF strongly believes that the Administration
should not exclude any issue, including the U.S. trade laws, from the negotiating
agenda.
II. The Andean Regional Initiative

It should first be emphasized that the United States has critical foreign policy in-
terests in the Andean Region. This region is the most politically and economically
unstable area in the hemisphere and is a major production point for illegal narcotics
smuggled into this country. Economic and political instability has also resulted in
an increase in illegal aliens coming into the United States from countries in the re-
gion. It is, therefore, in the interests of the United States to implement policies that
will effectively address these problems—curtail the production and trafficking of il-
legal narcotics, encourage political and economic stability in the Andean countries,
help build democratic institutions, foster market-based economic reforms, generate
economic growth, and create decent employment opportunities in legitimate indus-
tries.

With these larger goals in mind, we do not believe that an expanded Andean ini-
tiative should be seen primarily as a unilateral trade preferences program and cer-
tainly not mainly as a textile and apparel trade initiative. Bigger issues are at
stake. Indeed, we might even suggest that the Congress consider a new name for
this initiative—The Andean Regional Stabilization and Development Act (ARSDA).

That being said, we believe it will be difficult, if not impossible to achieve these
larger policy goals without a trade component that will actually work to encourage
U.S. investment and trade with the region. Only U.S. trade and investment can pro-
vide the capital necessary to reverse the massive unemployment in the Andean
countries and create economic and employment opportunities in legitimate indus-
tries as an alternative to coca production and narcotics trafficking.

On this point, U.S. retailers can play an important role. Many retailers are inter-
ested in new apparel sourcing opportunities in the Andean region. The countries of
the Andean region—Colombia, Peru, Ecuador, and Bolivia—have integrated textile
and apparel industries that, while comparatively small, produce high-quality cotton
knit shirts and trousers, baby garments, and specialty items, such as swimwear.
However, to increase sourcing of apparel in the region, retailers need the right in-
centives in place. The obstacles to doing business in much of the Andean region are
daunting. Crime, corruption fed by the insidious influence of narco-traffickers, polit-
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ical instability, and lack of adequate infrastructure present huge disincentives for
American companies doing business in the region when other alternatives in Asia,
Mexico, and the Caribbean Basin are available. However, the picture is not all
bleak. As the example of the development of a thriving cut flower industry in Co-
lombia and other Andean countries demonstrates, when the right incentives are in
place, legitimate industries can grow and prosper in the region.

Other than a handful of industries, like cut flowers, workers in the Andean coun-
tries currently have few decent employment opportunities. Many peasants in the
Andean highlands have few economic alternatives to growing coca. However, the
members of the drug cartels take the lion’s share of the profits from drug traf-
ficking, not the peasant growers, most of whom survive at a bare subsistence level.
The region also has large unemployed and underemployed urban populations. More-
over, jobs in the region’s existing apparel industry are threatened as companies
have begun moving production to Mexico and countries in the Caribbean Basin,
which are more competitive than the Andean region, have closer proximity to the
U.S. market, and can take advantage of existing trade preferences under the
NAFTA, the U.S.-Caribbean Basin Trade Partnership Act (CBTPA) and the Carib-
bean Basin Initiative (CBI).

Increased trade with the United States would lead to the building of new textile
and particularly apparel factories that would quickly provide jobs to thousands of
rural peasants and urban workers. Following the current pattern in developing
countries, jobs in these factories would pay wages at higher levels than the national
average wage. They would also provide employment opportunities, particularly for
women. The pattern of economic development in every country, including the United
States and Japan, has shown that the establishment of a viable textile and apparel
industry has always been the first rung on the ladder to creating a modern, indus-
trial economy. The pattern has also shown, that giving women employment opportu-
nities and control over their family’s finances is the best way to provide people in
developing countries the economic resources to move up the economic ladder and ob-
tain marketable education and training.

It is important that we take quick action to stop the flight of apparel production
from Colombia to Mexico and the Caribbean Basin and make the textile and apparel
industries in the Andean region more competitive. Like the sub-Saharan African
countries, the small textile and apparel producers in the Andean region are likely
to be big losers to the more efficient producers in Asia once textile and apparel
quotas are eliminated at the end of 2004. Just as AGOA has given the sub-Saharan
African countries a fighting chance to get into the game, we need an Andean initia-
tive that will allow the textile and apparel producers in the region to become more
competitive and attractive to U.S. business in preparation for a quota-free world in
2005. This goal cannot be achieved without a sensible, incentive based textile and
apparel program.

It should be emphasized that an increase in textile and apparel jobs and produc-
tion in the Andean region does not threaten U.S. jobs. In 2000, American consumers
spent about $300 billion on apparel. U.S. textile and apparel imports from the ATPA
region totaled just $831 million (before markup) or about 0.5 percent of the U.S.
market. This level of trade is comparable to that of the sub-Saharan region. In con-
trast, Mexico and the Caribbean Basin region account for 27 percent of total U.S.
textile and apparel imports. Therefore, for the foreseeable future, it is evident that,
the Andean region is likely to be a comparatively small, niche player in supplying
apparel to the United States and that any sourcing shifts created as a result of in-
creased trade with the Andean countries will come at the expense of other foreign
producers, most likely in Asia.

The question arises—what incentives would U.S. retailers need to increase
sourcing and investment in the Andean region? The experience of the CBTPA over
the last year provides us some useful lessons. Unfortunately, with the CBTPA we
have faced a host of implementation problems, in which the Customs Service has
interpreted most ambiguities in the language in the most trade restrictive way.
Moreover, the complex rules of origin, exclusions of certain categories of apparel
made from regional fabric, quantitative limitations on categories of eligible apparel
products made from regional fabric, and weak short-supply procedures, have proven
to be disincentives for retailers in using the program. As a result, U.S. retailers, ap-
parel manufacturers, textile and apparel importers, yarn spinners, cotton growers,
and fabric manufacturers, as well as the Caribbean Basin countries have been so
far disappointed that the program has failed to generate as much trade as hoped.

The potential problems that could arise in constructing the Andean initiative are
of even greater concern. With their competitive handicaps vis-à-vis the Caribbean
Basin countries, it is clear that if Congress merely provides the Andean countries
the same trade benefits as under the CBTPA, there will be no new trade and invest-
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ment. In order to avoid the problems in the CBTPA legislation and create a viable
program that would be more than window dressing, the trade preferences for ap-
parel must be simple, easy to use, and provide more generous level of incentives
than are available under the CBTPA. Specifically, we would advocate that the Ande-
an program provide trade preferences to any apparel assembled or knit-to-shape in
one or more Andean countries from:

• Inputs (yarn and fabric) produced in the United States and/or one or more An-
dean countries.

• Yarn or fabric regardless of origin that is determined to be in short supply.
• Yarn and fabric produced outside the United States and the Andean region sub-

ject to reasonable limitations.
Without such incentives, U.S. retailers will not increase sourcing and investment

in the Andean countries and will continue to source largely from Asia, Mexico, and
the Caribbean Basin. If the incentives in the program are insufficient to attract U.S.
retailers, it will also mean lost business opportunities for U.S. cotton growers, yarn
spinners, and fabric producers, and apparel manufacturers. If the companies that
sell apparel at retail in the U.S. are not doing business in the region, then the U.S.
suppliers of inputs to make that apparel will not have any new business in the re-
gion. But, more disturbingly, without the business of U.S. retailers in the Andean
countries, the likelihood of achieving our country’s larger foreign, economic, and
drug policy goals for the region is also diminished.
II. The Free Trade Area of the Americas

It is our view that regional trade initiatives such as the CBTPA and the Andean
initiative can serve as important building blocks for negotiation of the Free Trade
Area of the Americas (FTAA). NRF has been a strong supporter of the FTAA since
its inception, under the Clinton Administration, and its predecessor, the Enterprise
for the Americas Initiative, under the first Bush Administration.

In the FTAA and other trade negotiations, some domestic industries have pres-
sured U.S. negotiators to take certain issues, such as the U.S. trade laws, off the
table. It is widely held that, in trying to develop a negotiating agenda for the next
round at the World Trade Organization (WTO), use of this tactic played a key role
in the failure of the WTO Ministerial in Seattle. Therefore, as a negotiating strat-
egy, we strongly urge the Bush Administration not to tie their hands by excluding
any issue, and especially trade remedies laws, from the FTAA negotiating agenda.

As a substantive matter, application of the antidumping law is frequently de-
fended on the basis that foreign producers are using protected ″sanctuary″ home
markets as a way to subsidize their foreign exports at dumped prices. Since a free
trade agreement would eliminate the ability of a producer to create a sanctuary
home market, we believe that the application of the antidumping laws is an appro-
priate topic of discussion in negotiations on free trade agreements.

We are also of the opinion that, with the elimination of the global textile and ap-
parel quotas in less than four years, the inclusion of any special protections for the
textile and apparel sector in the FTAA negotiations is unwarranted. We are particu-
larly concerned about an unduly long phase out of textile and apparel duties, bur-
densome textile and apparel rules of origin (often in the guise of addressing illegal
transshipment) that inhibit rather than encourage trade, and special safeguards
that apply only to textiles and apparel. If we are serious about eliminating trade
barriers and liberalizing trade across the board in free trade agreements, then we
need to seriously address the remaining trade barriers on textiles and apparel, in-
cluding U.S. duties that average 16 percent on these products.

f

Chairman CRANE. Thank you, Mr. Autor.
Before we get to questions, let me remind colleagues on the Com-

mittee here that tomorrow our Andean Trade Ministers have
agreed to meet with us, with the full Committee on Ways and
Means, and we’re looking forward to that meeting. So we will re-
serve questions for you folks until we sit with you tomorrow. Any-
one who has any questions for our other witnesses, since we have
to be out of here in approximately eight minutes, I will start with
Mr. Rangel.

Mr. RANGEL. I will yield, Mr. Chairman.
Chairman CRANE. Mr. Rangel yields back his time. Mr. Levin.
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Mr. LEVIN. Thank you very much.
Let me just ask one question, because, as mentioned, we are

going to have the opportunity to meet with the Trade Ministers to-
morrow. If I might then focus a question on those of you who won’t
be here tomorrow. Again, thank you for your testimony. I think you
have helped to focus this discussion very well, all of you. You clear-
ly have somewhat different interests in mind, and that is what this
is all about, seeing how we can talk about apparel and fabrics and
piece them together.

Mr. Moore, let me ask you, so that I’m clear, and my colleagues
are clear, in your testimony—and we won’t have time to go into a
lot of detail, but let’s just spend a minute or two probing this. You
say at the bottom of the third page, ‘‘If the U.S. is to grant the An-
dean countries greater access to our markets on a unilateral
basis—’’ and any Andean agreement, I suppose, would be unilat-
eral, though eventually part of a multilateral agreement ‘‘—the
principles of fairness and reciprocity demand that only U.S., textile
components be used.’’ Then you go on to conclude that, in light of
the concerns that you’ve laid out, particularly in light of reports
that this body might seek an even further weakening of the
Graham bill, to the detriment of your Members, you are opposed
to expanding the ATPA to include textiles. Let me, if I might, just
ask you a question or two about that.

As I understand it, there is, within the Andean countries, some
considerable use of materials, or fabric, that doesn’t compete with
that produced in the United States. There is some of that, isn’t
there?

Mr. MOORE. Certainly there is some, and we never suggested
there was no textile production in the Andean countries.

Mr. LEVIN. But there is some production there of fabric that isn’t
made in the United States—in other words, it’s not competitive
with American production of materials or fabric? Or am I wrong?

Mr. MOORE. There may be. There may be some exotic fibers that
we don’t process here. But I’m not aware of a lot of fabrics that are
made in the Andean countries that we do not make.

Mr. LEVIN. So you’re saying there isn’t any substantial material,
fabric, that is made in the Andean region which is not also made
in the United States?

Mr. MOORE. There may be some, I said, but——
Mr. LEVIN. But you think it’s small?
Mr. MOORE. As I said, maybe some exotic fibers, but in both the

NAFTA and CBI law, there were provisions to exclude fabrics that
were not made at all in the United States. So we would not be op-
posed to——

Mr. LEVIN. You wouldn’t be opposed to that kind of provision?
Mr. MOORE. No. It was other provisions we were concerned

about.
Mr. LEVIN. Mr. Chairman, our time is running out. We have just

started on this today and I know we’ll work on it further. Thank
you. It has been an excellent panel, and thank you for your pa-
tience.

Chairman CRANE. I think Minister Ramirez wanted to respond
to your question.
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Mr. LEVIN. Okay. I didn’t want to take up the time of my other
colleagues for questions. Please.

Ms. RAMIREZ. Mr. Chairman, thank you, and thank you, Con-
gressman Levin.

I just want to add something to Mr. Moore’s comments. This is
not only a question about exotic fibers. This is also a question
about some specific fibers and jobs that we are doing with some
American raw materials. In the case of cotton, for example, we are
importing into the Andean region something close to $80 million of
cotton from the United States. We are using this cotton in order
to produce jobs and textiles. So these textiles can be used for a Co-
lombian or Peruvian or Equadorian or Bolivian apparel that we are
expecting to export to the United States. So that’s why I like very
much the association of retailers proposal, in order to have a re-
gional content that permits us to use Colombian fibers or regional
fibers made with some of the American raw materials, which gives
the United States also the benefit of including some of your goods
in the apparel that we are going to export to you with preferential
access. So this is not only exotic fibers. These are regular fibers
that we are expecting to use also. Thank you.

Chairman CRANE. Thank you.
Mr. LEVIN. Mr. Moore, do you want to briefly comment?
Mr. MOORE. Well, that was my point. As I mentioned, our indus-

try is really being clobbered right now with several major develop-
ments that have occurred in the last year—the slowdown of the
economy and the imports that continue from countries that keep
their own markets closed. We are facing bankruptcies, two this
week, and one mill was closed by creditors. We lost over 25,000
jobs last year, and thousands this year.

Now, the ATPA is a true unilateral grant of access to the U.S.
market. We’re not talking about this in the FTAA context. We rec-
ognize in the FTAA context that that’s a two-way deal, like NAFTA
is. But in a unilateral grant, we do not want to endanger our work-
ers and our production any further. We think there can be gains
for both under the CBI model, gains in U.S. textile production and
in U.S. textile employment, and gains in apparel production and
employment in the Andean region.

So that is the position that we are taking. We are being ham-
mered right now, very badly, and when you look at job losses of
thousands and thousands in one year, and the first loss on sales
that our industry has ever sustained in modern times—a $500 mil-
lion loss in 2000—we believe that you need to structure an agree-
ment so that you can provide some incentive for growth and sur-
vival for our industry.

Mr. LEVIN. Thank you.
Chairman CRANE. Let me thank all of our panelists. Unfortu-

nately, we are going into session and it’s my understanding we will
have a recorded vote on the floor very soon, if not immediately. But
I want to express appreciation to all of you for participating as pan-
elists today. We are sorry for the program running as long as it
did, and for our Ministers here from the Andean countries, we look
forward to seeing you tomorrow.

Thank you all. The Subcommittee standards adjourned.
[Whereupon, at 6:02 p.m., the hearing was adjourned.]
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[Submissions for the record follow:]

Statement of the American Farm Bureau Federation

The American Farm Bureau Federation is the nation’s largest agricultural organi-
zation with over five million member families. Our members produce every crop
raised in America and depend on exports for over one-third of their total production.

Negotiations now underway in the Free Trade Area of the Americas are important
to our members from both an import and export perspective. This agreement will
create an open market of 34 countries. Several of these nations produce many of
the same commodities that we grow in America. According to a recent U.S. Depart-
ment of Agricultural report, the commodities that are expected to benefit from an
FTAA include wheat, soybeans, cotton and corn. Conversely, increased competition
in the U.S. market could substantially affect U.S. sugar, peanut and orange juice
producers. Producers from these countries already enjoy significant access to our
market and also compete with us in the international marketplace. It is imperative
that U.S. producers begin to enjoy access to the FTAA markets on equal terms.

We also view the FTAA as an opportunity to apply the trade lessons we learned
from the North American Free Trade Agreement. On average, NAFTA has signifi-
cantly benefited the U.S. agricultural sector. When you take a closer look at specific
commodities, however, there have been some winners and losers. While we cannot
expect significant gains for all commodities in all trade agreements, we can, and
must, ensure that the rules that are adopted as part of the FTAA result in fair trad-
ing opportunities. To this end, we have requested that special safeguards be imple-
mented in the FTAA for perishable commodities that account for seasonality and
regionality.

Recognizing the importance of achieving such an agreement, the Farm Bureau be-
lieves very effort must be made to develop negotiating consensus in the Western
Hemisphere that underscores the objectives the United States seeks to achieve in
the WTO negotiations. Although important gains can be made in the FTAA includ-
ing eliminating export subsidies, disciplining state trading enterprises and ensuring
market access for bioengineered commodities, the real gains from trade are more
likely to be achieved in the WTO negotiations on agriculture.

Most importantly, any agreement reached in the FTAA must recognize the exist-
ing rights and obligations of the General Agreement on Tariffs and Trade (GATT)
1994 as provided in the Marrakesh Declaration, which established the WTO. Agree-
ments reached as a result of the FTAA negotiations should in no way subordinate
or prejudice member parties’ WTO commitments.

The Farm Bureau supports adoption of the following general objectives for the
FTAA negotiations:

• Require compliance with existing WTO commitments of all WTO-member trad-
ing partners in the FTAA.

• Stipulate that no signatory should be permitted to protect or exclude any sector,
or commodity within that sector, from meeting the terms of the agreement.

• Provide for the continued and regular use of private commodity and trade policy
advisory group input into the FTAA negotiation process.
General Market Access:
Customs Procedures:

• Develop equivalent customs procedures to facilitate the flow of traded products
and minimize market disrupting commercial disputes.
Rules of Origin:

• Establish standardized rules of origin.
Agricultural Market Access:

• Allow for adoption of zero-for-zero sectoral initiatives where commodity specific
support for such an approach exists.

• Improve the administration of tariff-rate quotas to increase the transparency
and predictability of market access opportunities.

• Eliminate nontariff barriers to trade in agricultural products, including, but not
limited to: domestic absorption requirements (barring market access until the do-
mestic supply of a commodity is exhausted); price pooling of domestically supplied
and exported products; discriminatory licensing procedures, reference price calcula-
tions that overstate the value of imports, product certification and labeling proce-
dures that discriminate against approved exports and sanitary and phytosanitary
measures that are not science-based.
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Export Subsidies:
• FTAA member countries should eliminate export subsidies as called for in the

San Jose Ministerial Declaration by FTAA Ministers.
• FTAA signatories should call for the elimination of export subsidies in the WTO

negotiations on agriculture.
Domestic Support:

• Domestic support negotiations should take place in the WTO and not in the
FTAA.
Additional Agricultural Objectives:

• Develop principles for the immediate, unrestricted, science-based trade of agri-
cultural products produced with genetically modified organisms.

• Obligate signatory countries to adhere to science-based sanitary and
phytosanitary measures in accordance with the WTO Agreement on Sanitary and
Phytosanitary Measures and require all FTAA countries to come into full compli-
ance with its provisions.

• Eliminate state trading enterprises or adopt disciplines that require full trans-
parency of STEs that operate in the region.

• Institute special safeguard provisions that remedy price depressing import
surges of perishable commodities in a quick and efficient manner and establish dis-
ciplines that address seasonal and regional import surges for agricultural products.

• FTAA countries should support the harmonization of labeling requirements and
product certification procedures (including harmonization of pesticide registration
requirements) in regional and international standard setting bodies.

• Promote the development of science-based international standards in recognized
regional and international standard setting bodies.
Dispute Resolution:

• Develop expedited dispute resolution procedures and processes for perishable
commodities.

• FTAA dispute settlement procedures should provide strong provisions for com-
pliance with dispute settlement rulings and should facilitate trade.
Environment and Labor:

• Environment and labor issues that restrict trade should not be included in the
agreement.

The United States, in negotiating the FTAA, should insist on strict implementa-
tion of international trading rules to prevent unfair practices by countries in the
hemisphere and to ensure unrestricted access to these important markets. This
agreement, as with all others, should be continually evaluated with emphasis on fair
trade as well as free trade.
Andean Trade Preferences Act (ATPA)

Farm Bureau will not support renewal of the ATPA unless certain import sen-
sitive products such as asparagus are excluded. The act should only be renewed if
this exclusion is granted and a competitive trigger similar to that of the Generalized
System of Preferences (GSP) is implemented that eliminates the tariff preference
once a country becomes internationally competitive in a specific commodity and the
safeguard mechanism for perishable products is improved.

While the objectives of the ATPA are laudable, U.S. producers should not be put
out of business as a result of the Act. Considerable injury to U.S. producers resulted
from the duty-free importation of cut flowers under the ATPA and the same sce-
nario is beginning to unfold for our asparagus producers.

Providing duty-free treatment for imports from Andean countries—Bolivia, Colom-
bia, Ecuador and Peru—has measurably affected trade in certain horticultural prod-
ucts and has had a significant impact on domestic production of those commodities.
For example, the duty-free treatment provided to asparagus growers in Peru has
further enhanced an already competitive industry that existed in Peru prior to en-
actment of the ATPA. Once a small industry in the early 1980’s, Peru has become
the world’s largest producer and exporter of asparagus. Asparagus is Peru’s second
largest agricultural export item with about $130 million in annual export earnings.

Asparagus imports from Peru have grown more than ten-fold since 1990. Imports
of Peruvian asparagus, predominantly for the fresh market, have more than doubled
in the last three years. Steady increases in Peruvian asparagus imports are ex-
pected for the next several years. The U.S. market absorbs up to 80 percent of the
Peruvian fresh asparagus crop. In addition, a sizeable asparagus processing indus-
try exists in Peru. Although most of the processed product is white asparagus des-
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tined for European markets, significant quantities of green asparagus are now being
diverted to frozen utilization.

U.S. industry sources indicate that five to 10 million pounds of Peruvian frozen
asparagus have been made available to the U.S. market in the past year. Imports
of this magnitude are significant because the total U.S. market for frozen asparagus
is only 10 million pounds annually. Duty free access for Peruvian frozen asparagus
has exacerbated the situation. Peruvian imports are displacing U.S. frozen aspar-
agus production at an alarming rate.

Peru produces asparagus for two distinct markets: green asparagus (primarily
fresh, with an increasing portion dedicated to frozen/processed product) for the U.S.
market and processed white asparagus for the European market. Peruvian cultiva-
tion of asparagus occurs year round with very high yields per acre experienced by
its growers.

The extent to which the ATPA has advanced narcotics eradication in Peru is high-
ly questionable largely because cultivation of asparagus in Peru occurs in the desert
region along Peru’s coastline, not in the foothills and mountains where Peruvian
drug cultivation is known to exist.

Farm Bureau believes that duty-free treatment should not be accorded under the
ATPA for specific commodities wherein a country is deemed economically competi-
tive. The determination of economic competitiveness should follow the criteria now
used in the Generalized System of Preferences program requirements.

The GSP competitive need limitation revokes duty-free treatment for certain
goods once that article/commodity accounts for 50 percent or more of the total value
of imports of that commodity or exceeds a pre-established dollar value (in 1996 the
value was set at $75 million). Once GSP treatment is revoked for a commodity, the
tariff for that product reverts to the MFN level.

Instituting this change would support the objective of the ATPA of providing eco-
nomic alternatives to narcotics production, but would not allow foreign imports to
put U.S. producers out of business in the process.

Second, a safeguard mechanism should be instituted to address import surges of
perishable agricultural commodities. Import surges can be extremely disruptive to
U.S. agricultural markets, especially considering seasonality concerns and the price
variability of perishable agricultural products. Criteria now exist in the NAFTA and
the WTO agreement on agriculture that enable safeguard actions to be taken under
specified conditions. Certain trade remedies, such as the U.S. 201 law, allow the ad-
ministration to take action to mitigate import surges when they are determined to
be causing or threatening injury to U.S. producers. However, imports from ATPA
and other countries are exempt from consideration in the investigation of 201 cases.

In order to address the often irreparable damage caused to U.S. producers of per-
ishable products due to import surges, we request that any extension or renewal of
the ATPA include an automatic, transparent, and temporary safeguard mechanism.
The safeguard mechanism would provide much needed import relief to U.S. pro-
ducers being injured by an import surge and would still provide market access for
ATPA beneficiary countries during the remedy phase.

Farm Bureau appreciates this opportunity to comment on the Free Trade Area
of the Americas and the Andean Trade Preferences Act.

f

[By permission of the Chairman.]

Statement of Asociacion De Exportadores De Prendas De Vestir A Los
Estados Unidos De America, Lima, Perú

Mr. Chairman, the Association of Apparel Exporters to the United States
(EXPORAMERICA) is a non-profit association compromised of private Peruvian
companies that export apparel to the United States. Our members create jobs in the
clothing sector that are instrumental in battling illegal drug production and traf-
ficking. We are pleased that an extension and expansion of the Andean Trade Pref-
erences Act (ATPA) is on the Committee’s agenda. We look forward to working with
the Committee on an ATPA that benefits all four Andean nations in order to reduce
the drug trade by strengthening the local legal economies.

The ATPA was enacted on December 4, 1991 to authorize preferential trade bene-
fits for the Andean nations. The purpose of the ATPA is to expand economic incen-
tives to assist Bolivia, Ecuador, Colombia, and Peru to generate an alternative to
employment in the drug production and trade. The goal is to increase legal employ-
ment through exports to the United States market. The beneficiary countries have
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to meet criteria for cooperating in the drug war. Duty-free treatment only applies
to certain products. The product list does not include textiles and apparel. Yet, these
products create many farming and manufacturing jobs that provide alternatives to
work in the coca fields. The ATPA expires on December 4, 2001. It is essential that
the ATPA be extended and expanded promptly.

The ATPA has had only a moderate impact in generating new employment oppor-
tunities in Peru because textiles and apparel are excluded from duty free treatment.
Textiles and apparel are the principal industrialized exports to the U.S.A. Peruvian
products that currently benefit from the ATPA are mostly minerals that do not in-
volve an intensive labor process and have very low import duties. By contrast, we
have a fully integrated and highly efficient apparel industry that creates many jobs
vital to the fight against drugs. Most apparel from Peru and Bolivia is made from
high quality, locally grown cotton or from llama or alpaca that is native to the re-
gion. The use of cotton grown in Peru and Bolivia is an essential part of our indus-
try. Cotton is an important alternative crop to the coca and provides an important
source of lawful employment for both our agricultural and factory workers.

Recently, the Trade Ministers of the Andean community at a meeting in Lima
stated their joint position on the inclusion of textile apparels in the ATPA in a docu-
ment called ‘‘Position of the Andean Community to the Andean Trade Preference
Act.’’ The Trade Ministers believe that textiles and apparel should be included in
the ATPA and more specifically, ‘‘the expansion of the coverage of the ATPA should
not be conditioned to regulations regarding the origin of raw materials that restrict
the access of our textiles and apparel.’’

Hundreds of thousand of jobs are at stake. The Trade and Development Act of
2000 now provides the Caribbean Countries with preferential tariff treatment for
certain textile and apparel products. This expansion of benefits to CBI countries
places Andean farmers and manufacturers at a competitive disadvantage and
threatens to undermine the drug war. Peru’s textiles sector supports 32 percent of
the population employed in the manufacturing industry, which amounts to approxi-
mately 180,500 jobs. Another 200,000 jobs are in the agriculture industry. Workers
who would otherwise have lawful jobs will be left without an alternative to coca pro-
duction, if our industry continues to be at a competitive disadvantage due to high
tariff barriers in the United States.

Expanding the ATPA to include textiles and apparel would not have a substantial
negative impact on the U.S. economy. In 1999, textile/apparel exports from Andean
countries represented only 1.1 percent of the total textile/apparel exports to the
United States and 0.46 percent of this is exported from Peru. The ATPA countries
export far less textiles/apparel than the CBI region. In addition, Peruvian apparel
exporters are interested in importing additional cotton from the United States to
supplement the Peruvian cotton production. Thus, to the extent, we can sell more
apparel to the United States, the more cotton we will import from the United
States, providing export markets and jobs to your country as well.

We look forward to working with you to expand your initiative to provide a solu-
tion that benefits all the Andean nations. The drug war cannot be won without im-
proving the economies in the entire Andean region. The data on the drug trade
clearly shows that the coca economy is regional, and that actions adopted in one
country affect the drug combat efforts in neighboring countries. The success in
Peru’s drug fight, for instance, has corresponded with an increase in Colombia’s
coca-growing activity. Any bill that does not help the entire region will only move
the drug problems from one country to the next, which does not help you or us.

An expansion of the ATPA to include textiles and apparel would provide the nec-
essary economic incentives to eliminate the lure of illicit jobs and build a stronger
more stable hemisphere.

f

Statement of the Coalition for Sugar Reform

We appreciate the opportunity to present testimony before the subcommittee to
discuss the implications of the proposed Free Trade Area of the Americas to Amer-
ican sugar consumers. The Coalition for Sugar Reform is an umbrella organization
representing some 20 U.S. trade associations, consumer and environmental groups,
businesses and taxpayer advocates united in their belief that the U.S. sugar pro-
gram should be fundamentally reformed. The Coalition commends the subcommittee
for holding this hearing. We cannot emphasize strongly enough the vital importance
of increased U.S. market access for sugar to the Administration’s overall goal of low-
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ering trade barriers and increasing the level of trade in goods and services in the
Western Hemisphere.

Simply stated, maintaining the archaic U.S. sugar program in anything like its
present form will undercut our ability to open foreign markets for a whole range
of U.S. products and services, particularly agricultural commodities and value-added
products. This isn’t simply about the price of a five-pound bag of sugar, or even the
$2 billion extra that consumers spend annually because of our sugar program. It’s
actually about our ability to deliver on the promise to open markets more fully
around the world for our farmers, ranchers, food processors and everyone else who
is part of America’s food industry. The sugar program is the Achilles heel of U.S.
trade policy.

Through the Free Trade Area of the Americas, we have a unique opportunity to
continue the extraordinary period of trade expansion that began with the completion
of NAFTA and the Uruguay Round in 1993 and has continued through last sum-
mer’s approval of Permanent Normal Trade Relations. By any measure, markets
around the world are far more open than they were a decade ago, thanks to U.S.
leadership. Under the new Bush Administration, we are poised to continue that
record of trade expansion through the conclusion of a successful FTAA. However,
the inconsistency in the U.S. position created by our domestic sugar program has
the potential to jeopardize these future negotiations and will certainly not engender
good will from our Latin American neighbors.

The special importance of trade to U.S. agriculture has long been clear; our farm-
ers and ranchers were many years ahead of the rest of the economy in recognizing
the vital importance of access to foreign markets. As Agriculture Secretary Ann
Veneman stated last month,

Expanding trade is the President’s top priority for U.S. agriculture. With
96 percent of the world’s population living outside the United States, the
work market is essential to the future of the American food chain. Nearly
one-half of our annual production of wheat and rice, one-third of our soy-
beans, one-fifth of our corn and two-fifths of our cotton are sold overseas.
In addition, we are exporting growing quantities of grains and oilseeds
through meat exports, and an increasing volume of other high-value prod-
ucts. Agricultural trade barriers and production-distorting subsidies con-
tinue to inflict heavy costs on consumers, producers, and exporters around
the world. Recent analysis by USDA’s Economic Research Service shows the
average global tariff on agricultural products is over 60 percent, compared
to about 12 percent for products coming into the United States. Clearly, the
U.S. has much to gain from further reform. As trade barriers continue to
fall, exports to our NAFTA partners are growing faster than those to other
regions of the world. That’s why we will continue to work toward regional
trade agreements, such as the FTAA.

Trade is also vital to the growth of value-added and processed foods and
feedstuffs. Global trade in processed food is growing twice as fast as bulk commodity
trade, and consumer products now account for a greater percentage of U.S. agricul-
tural exports than raw commodities.

The progress in opening markets around the world has undeniably benefitted U.S.
agriculture and the food sector. The Uruguay Round was a landmark accomplish-
ment, which finally began to bring agricultural trade under fair and internationally
accepted rules. The Uruguay Round Agreement on Agriculture abolished quotas, en-
suring that countries would use only tariffs to restrict imports; and went on to re-
duce and bind those tariffs. It subjected export subsidies and trade-distorting do-
mestic support measures to specific limits, reducing them as well. Through the
Agreement on Sanitary and Phytosanitary Measures, WTO members agreed to use
science-based sanitary and phytosanitary standards to protect human, animal and
plant life and health, taking away, at least in principle, one of foreign governments’
most powerful protectionist tools. NAFTA gave our farmers and ranchers pref-
erential access to Mexico as well as to Canada; our agricultural exports to those
countries have grown by nearly $4 billion since 1993, and now represents more than
one-fourth of our agricultural exports. We have successfully negotiated numerous bi-
lateral agreements opening up new opportunities in a large range of commodities:
tomatoes and apples in Japan; citrus and other fruits in Brazil, Chile, Mexico and
other countries; beef in Korea, cattle, hogs, wheat and barely into Canada. China’s
WTO accession agreement is an historic achievement in many respects ,but cer-
tainly in terms of dramatic new opportunities for U.S. agriculture. USDA predicts
more than $1 billion annual increase in processed food exports as a result of this
agreement.
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Despite these achievements, all over the world agriculture remains the most sen-
sitive area—economically, politically and culturally—of international trade. While
many barriers have come down, agricultural products, TRQs have created some ac-
cess for imports, but continue to maintain restrictive conditions. The European
Union continues to employ 90 percent of the world’s export subsidies, damaging the
interests of our farmers and ranchers, and harming many of the nations of the de-
veloping world. Countries still routinely invoke sanitary and phytosanitary barriers
to block imports, in the absence of sound science. State trading enterprises still play
far too large a role in agricultural trade. The economic health of our agricultural
sector depends on getting strong rules, and breaking down these barriers, to ensure
greater access to markets around the world.

For these reasons, in recent years every U.S. official has made it crystal clear that
a primary goal for the United States in any future trade negotiation was agriculture
trade liberalization. Our ambitious objectives are set forth clearly in the ‘‘Proposal
for Comprehensive Long Term Agricultural Trade Reform’’ submitted in Geneva last
year. That proposal ‘‘entails reforms across all measures that distort agricultural
trade and that once adopted, will reduce levels of protection, close loopholes that
allow for trade-distorting practices, clarify and strengthen rules governing imple-
mentation of commitments, foster growth and promote global food security and sus-
tainable development.’’ The proposal notes that ‘‘the United States believes there
are compelling arguments for further reform. Too often and in too many countries,
the production and marketing decisions farmers make are still driven by govern-
ment programs and protections from market access barriers, rather than market
conditions. As a result, competitive farmers, ranchers and processors are denied suf-
ficient access to markets and face subsidized products and the trade-distorting poli-
cies of foreign governments, leaving the world with an agricultural market still far
from the WTO objective of a fair and market oriented system.’’

There is no doubting the commitment of Congress and this Administration to con-
tinue world agricultural markets. The real question is how we will accomplish that
vital objective. Because agricultural trade barriers still proliferate around the world,
the U.S. comes to any negotiation with an ambitious list of liberalization objectives.
Because the playing field is not currently level, the United States will press other
nations to undertake more changes and more market opening than we are prepared
to do. Because we are already so open, we have relatively little to use as leverage
in exchange for the market opening that we seek.

Against this backdrop, it is quite clear that the U.S. sugar program stands as one
of the principal impediments to our hopes for continuing agricultural trade liberal-
ization. First, the program makes our calls for ‘‘a fair and market oriented system’’
sound hollow and hypocritical. If we saw this program in another country, we would
regard it as a major and unacceptable distortion of trade. In fact, OECD estimates
distributed by USDA show that this is one commodity where, during 1996–98, U.S.
subsidies were actually somewhat higher than European Union subsidies, when ex-
pressed as a share of production value.

The 1996 Farm Bill ended government controls and phased out payments to farm-
ers of corn, wheat, cotton and other crops. The sugar program is glaring exception
to this progress. USDA continues to tightly control the marketplace through the
TRQ, and high price support levels remain in effect. The lower duty applicable to
in-quota imports is unchanged, while the over-quota duty rate actually rose initially
and has remained at levels that are still prohibitive to imports. Thus, the Uruguay
Round Agreement—despite its introduction of important principles for agricultural
trade—made almost no progress in altering the basic features of the sugar program.
While defenders of the sugar program point out that the United States imports ap-
proximately 15 percent of its sugar, this contrasts sharply with the 40 percent mar-
ket share that foreign sugar had in the U.S. market before the current sugar pro-
gram was put in place in 1981.

The U.S. sugar industry argues that the European Union’s subsidy program is
worse than that of the United States; thus, if the U.S. scraps its own sugar pro-
gram, subsidized EU sugar will pour into the United States and drive U.S. sugar
growers out of business. The European Union’s sugar subsidy does, in fact, distort
markets in ways the U.S. sugar program does not, because it depends on export sub-
sidies. However, even without the U.S. sugar program, dumped and subsidized Eu-
ropean sugar would be unable to enter the country due to the anti-dumping duties
that have been in place for some time against European sugar producers (Belgium,
France, Germany) and the countervailing duties applied to European Union sugar.
In addition, the U.S. has deliberately chosen not to follow the European model in
other agricultural products in the past, instead attempting to compete in world mar-
kets and tear down the trade barriers of other countries.
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The sugar industry continues to argue that the decline of the world price of sugar
in recent years is the result of dumping and is a sure sign of things to come if the
sugar program is eliminated. In fact, both world and domestic sugar prices have de-
clined recently due to unprecedented oversupply, stimulated by favorable weather
conditions, increases in acreage due to lower prices for other commodities, and con-
tracting markets in Russia and Asia. To the extent that a lower price may be reflec-
tive of dumping, however, U.S. antidumping laws provide an effectively remedy to
a domestic industry that is being injured by less-than-fair-value imports. There is
no reason why the antidumping laws and the countervailing duty laws, which pro-
tect other industries from unfairly traded products, will not afford similar protection
to the sugar industry, assuming that dumping or subsidizing is occurring and re-
sulting in injury.

There are few issues, if any, that matter to more developing nations—many in-
cluded in the Free Trade Area of the Americas—than increased sugar access to the
markets of the developed world. This issue stands close to the top of the agenda
of two of the leading developing nations, Brazil and Chile. But, it is the highest pri-
ority for some of the smallest, struggling economies in our hemisphere: Colombia,
Costa Rica, El Salvador, Guatemala, Honduras, Nicaragua, and Panama. These de-
veloping nations tend to maintain the highest tariffs against our agricultural prod-
ucts. They are potentially among the fastest growing markets for our farmers and
ranchers if those barriers can be reduced. We know from Seattle, and the discus-
sions since, that many developing nations believe that they have been shortchanged
by the international trading system. Many believe that they made significant mar-
ket opening commitments in the Uruguay Round and have received too little benefit
in terms of reciprocal access to the markets of the developed world. The inequities
of the U.S. sugar program compel the conclusion that the grievances of the devel-
oping countries are well justified, not just deeply felt.

Our own citizens will benefit from reform of the sugar program, including liberal-
ized imports. According to the General Accounting Office, users and consumers of
sugar paid nearly $2 billion more in 1998 for products containing sugar than if there
had been no sugar program. In order to claim that consumers will see no benefit
from sugar liberalization, one has to assert that there is no competition in the food
industry. We submit that no one who shops for groceries will take this claim seri-
ously. Our food manufacturers and grocers are intensely competitive, as anyone who
compares prices and uses coupons can tell you.

The Coalition for Sugar Reform hopes this hearing marks the beginning of a seri-
ous discussion of the myriad costs of the archaic U.S. sugar program in the context
of future international trade negotiations. Every nation has its sensitive commod-
ities, and sugar is plainly one of ours. But when one sensitive commodity—produced
by relatively few growers—is vitally important to the economic well-being of so
many other nations in our own hemisphere, it can cause a major imbalance in the
international trading system. Reform of the U.S. sugar program would provide a
vital boost to the economies of many poor and developing nations in the Western
Hemisphere. At the same time, such reform would clearly be a major catalyst in ex-
panding export opportunities for American producers of grains, oilseeds, cotton,
meat, processed foods and value-added agricultural products.

[The attachment is being retained in the Committee files.]

f

DISTILLED SPIRITS COUNCIL OF THE UNITED STATES
Washington, DC 20005–3998

May 22, 2001
Ms. Allison Giles
Chief of Staff
Committee on Ways and Means
U.S. House of Representatives
1102 Longworth House office Building
Washington, DC 20515
Re: Comments on the Summit of the Americas and the Free Trade Area of the

Americas

Dear Ms. Giles:
On behalf of the Distilled Spirits Council of the United States, Inc. (DISCUS), I am
writing to provide a statement for the printed record of the hearing of the Sub-
committee on Trade of Tuesday, May 8, regarding the Summit of the Americas and
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the Free Trade Area of the Americas (FTAA), DISCUS is the national trade associa-
tion representing U.S. producers, marketers, and exporters of distilled spirits prod-
ucts. DISCUS member companies export to more than 120 countries, including the
parties of the FTAA. In 2000, U.S. producers exported approximately $63 million
in spirits products to the countries of the western hemisphere, accounting for about
20 percent of global U.S. spirits exports. DISCUS strongly supports the efforts of
the U.S. government to negotiate a comprehensive free trade agreement with the
governments of the western hemisphere, and we welcome this opportunity to pro-
vide a written statement.

DISCUS has been a vocal supporter of the FTAA since the Miami Summit, and
we applaud the progress made thus far toward completion of the agreement. We are
encouraged by the recent progress made at the Quebec City Summit of the Amer-
icas. Although we supported the Chilean proposal for an accelerated time frame for
completion of the agreement, we nonetheless welcome the Declaration of Quebec
City instructing the negotiators to complete their work by January 2005 so that the
agreement may enter into force no later than December 2005. We further applaud
the decision to release to the public the preliminary draft negotiating documents,
confirming the leaders’ commitment to transparency during the negotiating process.
DISCUS was also pleased that the Buenos Aires Ministerial Declaration directed
that the actual market access negotiations begin no later than May 15, 2002.

High tariffs continue to present a significant market access barrier to U.S. spirits
exports, particularly in our most important emerging markets. The distilled spirits
industry benefitted from the ‘‘zero-for-zero’’ negotiations that began during the Uru-
guay Round. As a result of the Round and over the course of subsequent negotia-
tions, the ‘‘Quad’’ countries—the United States, European Union, Canada, and
Japan—agreed to eliminate tariffs on most categories of distilled spirits. As a con-
sequence, the United States has eliminated all tariffs under Harmonized Tariff
Schedule (HTS) Subheading 2208, with the exception of certain categories of rum.
We view the FTAA as an excellent opportunity to expand the scope of the zero-for-
zero initiative. Accordingly, we seek the immediate, hemisphere-wide elimination of
tariffs on all spirits products, thus securing tariff treatment for U.S. spirits through-
out the hemisphere that is equal to the treatment that the U.S. currently accords
imported spirits.

Further, the FTAA presents an opportunity to eliminate non-tariff measures
which continue to present major market access obstacles to U.S. spirits exports.
DISCUS urges the U.S. government to use the opporunity of the FTAA as a mecha-
nism to enhance hemispheric disciplines regarding:

• The use of discriminatory internal tax systems that place a disproportionate tax
burden on imported products vis-á-vis like, substitutable, or directly-competitive do-
mestic goods, or that serve to protect the domestic industry;

• Non-competitive practices by state monopolies concerning the production or sale
of goods;

• The use of export restraints, export and import price requirements, and import
licensing conditioned on the fulfillment of a performance requirement;

• Trade-distorting sanitary measures that are not based on sound science; and,
• Non-transparent notification procedures that provide inadequate time periods

for public comment on, implementation of, and compliance with any new rules, laws,
or regulations that may affect trade.

As part of the FTAA process, DISCUS also believes that participants should fully
implement their obligations under the Agreement on Trade-Related Aspects of Intel-
lectual Property Rights (TRIPS), including the establishment of mechanisms to en-
sure and enforce the protection of geographical indications associated with distinc-
tive distilled spirits. DISCUS and its member companies view the FTAA as a critical
vehicle to secure from FTAA participants explicit protection for Bourbon and Ten-
nessee Whiskey (which is a straight whisky authorized to be produced only in the
State of Tennessee) as distinctive products of the United States, using language
similar to that found in NAFTA Annex 313 (‘‘Distinctive Products’’). Accordingly, the
FTAA participants should agree not to permit the sale of any product as Bourbon
or Tennessee Whiskey unless it has been produced in the United States in accord-
ance with the laws and regulations of the United States, nor permit the use of these
designations for any product which is not Bourbon or Tennessee Whiskey.

Our trading partners are moving forward with numerous bilateral and multilat-
eral agreements that favor competing spirits suppliers and place U.S. exports at a
competitive disadvantage. Within the hemisphere, Canada currently has free trade
agreements in place with Chile and Costa Rica, and is negotiating an agreement
with El Salvador, Guatemala, Honduras and Nicaragua. Mexico currently has agree-
ments with 31 nations, including Bolivia, Chile, Costa Rica, Colombia, El Salvador,
the European Union, Guatemala, Honduras, Nicaragua, Uruguay, and Venezuela.
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The Andean Community and Mercosur impose significant common external tariffs
that impede U.S. exports to these markets. Our major competitors, including the
countries of the European Union and the European Free Trade Association, have
in place or are currently negotiating agreements with Chile and Mercosur. As these
preferential trade agreements proliferate, U.S. spirits exporters are systematically
locked out of critical markets. It is essential that the United States engage actively
and constructively with the countries of the western hemisphere to bring the FTAA
to fruition and maintain U.S. competitiveness in these markets.

As we enter this critical stage of the FTAA process, it is vital that U.S. nego-
tiators be empowered to secure tangible benefits in the negotiations. Providing the
President with Trade Promotion Authority (TPA) is essential to ensure that the U.S.
government has the authority to negotiate the minute and painstaking details of
comprehensive trade agreements, including the FTAA and the bilateral free trade
agreements with Chile and Singapore. It also seems clear that prospects for secur-
ing TPA will be a key consideration of our trading partners in deciding whether to
launch a much-needed new WTO round in Doha in November. Without TPA, U.S.
negotiators will lack the tools they require to negotiate the best possible deal for
the United States. DISCUSS stands ready to support efforts to secure prompt pas-
sage of TPA legislation this year.

Thank you again for the opportunity to offer our views on the FTAA negotiations.
Sincerely,

DEBORAH A. LAMB
Vice President

International Issues and Trade

f

FLORIDA FARMERS & SUPPLIERS COALITION, INC.
Lake Worth, Florida 33454–0623

April 12, 2001
Hon. E. Clay Shaw, Jr.
U.S. House of Representatives
Washington, DC 20515

Dear Congressman Shaw:
We are writing to make known our position on Trade Promotion Authority (TPA),
formerly known as Fast Track. On April 3, 2001 the industry leadership, by unani-
mous consent, agreed to oppose this legislation. In the past we have twice opposed
Fast Track and most of the Florida Congressional Delegation has remained com-
mitted to vote against such legislation.

Since enactment of NAFTA, over 300 winter vegetable farmers have gone out of
business in Florida alone. We are now learning that hundreds of smaller producers
in southern States also suffered similar fate. We are further disappointed by the bil-
lions of dollars that have been paid to producers from apples to cranberries during
the last two years. Florida has not received one cent of the supplemental appropria-
tions to compensate our farmers for losses suffered by these unfair foreign competi-
tion practices.

Last year alone (1999–2000), our tomato growers in Florida lost $112 million. Our
farmers employ over 100,000 workers, but no one seems to care about them either.
We simply cannot compete with third world countries paying $4.00 per day in
wages. Our industry cannot survive unless it is protected as a sensitive and stra-
tegic food industry.

We wish that in the spirit of free trade and better foreign relations, we could sup-
port such initiative, however, realistically we know we cannot survive under the
present scenario. We urge you to vote no for Trade Promotion Authority.

Sincerely,
PAUL DIMARE,

Chairman

f

Statement of Michael J. Stuart, President, Florida Fruit & Vegetable
Association, Orlando, Florida

The Florida Fruit & Vegetable Association (FFVA) submits the following com-
ments to be included in the record of the May 8, 2001, hearing held by the House
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Committee on Ways and Means regarding the outcome of the Summit of the Ameri-
cans, and the prospects and timing for achieving the Free Trade Area of the Amer-
icas (FTAA). The following comments address specific FTAA objectives for the agri-
culture and market access negotiating groups to help ensure fair treatment for Flor-
ida’s import-sensitive fruit and vegetable sectors.

FFVA is an organization comprised of growers of vegetables, citrus, sugarcane,
tropical fruit and other agricultural commodities in Florida. Florida’s unique geo-
graphical location in the United States affords growers an opportunity to provide
American consumers and export markets with fruits, vegetables and seasonal crops
during the months of the year when other domestic producers cannot grow and har-
vest these crops. Historically, competition for Florida’s fruit and vegetable industry
in the U.S. marketplace has come from Mexico, other areas that have farmland suit-
able for winter production in the northern hemisphere, and from Latin America. In
export markets, Florida crops compete against low-cost, often subsidized producers
from Latin America, Europe, and elsewhere.
I. General Views

FFVA’s principal concern with the proposed FTAA is that it could lead to further
reduction in import-sensitive U.S. tariffs in favor of competitive exporters in Chile,
Brazil, Argentina and other western hemispheric countries, creating greater com-
petition in the U.S. market for Florida’s fruit and vegetable growers. Accordingly,
FFVA’s priority objective in the negotiations is to ensure that the tariff methodology
adopted to eliminate agricultural tariffs allows for exceptions from tariff elimination
for Florida’s most import-sensitive fruit and vegetable products. FFVA is on record
with the U.S. government in support of similar objectives for the U.S.-Chile Free
Trade Agreement.

Florida’s growers are skeptical about a FTAA in part because both the North
America Free Trade Agreement (NAFTA) and the Uruguay Round Agreement in the
World Trade Organization (WTO) have failed to protect Florida’s import-sensitive
products from increased competition in the U.S. market.

Sine the NAFTA Agreement took effect, Florida fruit and vegetable growers have
lost significant domestic sales to Mexico of tomatoes, bell peppers, cucumbers and
other crops. NAFTA encouraged this increased competition in two ways: first, by re-
ducing U.S. tariffs, making already low-priced Mexican products more competitive;
and, second, by encouraging investment in Mexico’s agricultural industries from
non-traditional sources. The increased investment has substantially advanced Mexi-
co’s technology, increased Mexico’s production in competitive crops, and reduced per-
unit costs of those commodities. These advantages, along with the cost savings de-
rived from the devaluation of the peso shortly after the NAFTA took effect, have
significantly increased Mexico’s export competitiveness relative to Florida.

Likewise, the Uruguay Round ‘‘reforms,’’ which reduced U.S. tariffs across the
board, including tariffs on import-senstitive products, have left Florida’s fruit and
vegetable sectors more vulnerable to imports. While the Uruguay Round has con-
tributed to limited progress in opening foreign markets for Florida tomato and cit-
rus products, losses in the U.S. market have on balance outpaced gains inexport
markets. Florida’s fruit and vegetable exports continue today to face tariff quotas
and unjustified phytosanitary restrictions.

With competition in the U.S. market increasing, many of Florida’s producers have
been forced to curtail their operations. Others have closed down altogether. Even
import relief acions have not stopped the harm.

A hemispheric-wide free trade agreement will compound this adversity. Chile,
Brazil and Argentina are competitive producers and exporters of fruit and vegeta-
bles that are also grown in Florida. Imports of these products at duty-free or pref-
erential duty rates pose an immediate threat for Florida’s growers.

FFVA therefore requests that high priority be given to the following comments re-
specting FTAA tariff elimination, tariff-rate quotas, safeguard measures, currency
devaluation, and santitary and phytosanitary disciplines.
II. In the Area of Tariff Phase-Outs, FFVA is Seeking Special Exemptions

For Flordia’s Most Import-Sensitive Products
In NAFTA, despite the extreme import sensitivity of Florida’s fruit and vegetable

products, only frozen concentrated orange juice (FCOJ) and, for part of the year, cu-
cumbers received the meximum tariff phase-out period of 15 years provided for
under the NAFTA agreement. In many sectors like tomatoes, peppers, and cucum-
bers, ten-year phase-out periods have proven insufficient to protect against in-
creased imports from Mexico. Consequently, U.S. growers have been forced to spend
precious industry dollars to fight back unfair competition from Mexico through anti-
dumping procedures and other trade remedy laws.
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The FTAA is a regional trade agreement covering many more countries than
NAFTA—including Brazil, Argentina and Chile, all countries that are highly com-
petitive with Florida’s fruit and vegetable sector. These countries currently export
melons, lettuce, onions, tangerines/mandarins, and frozen concentrated orange juice
to the U.S. market, products that compete directly with Florida production. To en-
sure that the FTAA negotiations do not lead to increased U.S. imports from these
countries of principal fruit and vegetable products, FFVA is asking that a request-
offer approach be pursued that explicitly authorities exemption from tariff phase-
out for FFVA’s most highly import-sensitive fruit and vegetable products. Although
exemptions from tariff phase-out were not granted under NAFTA, there is no WTO
requirement that this be the standard for an FTAA, nor is there a policy justifica-
tion for such an approach, given the greater competitive threat presented by the
larger trade agreement. Moveover, FTAA countries like Chile, Argentina, and others
are themselves interested in product exemptions for import-sensitivie agricultural
sectors.

A complete list is attached of FFVA’s most important fruit and vegetable products
for which special tariff exemptions are requested. Even where Generalized System
of Preferences (GSP) benefits are currently being conferred on these products, FFVA
considers the GSP exemption to be temporary and the Latin American countries
competitive producer of many of these products. Accordingly, Florida’s growers and
processors oppose granting permanent duty-free access for these products under the
FTAA.

III. Past Safeguard Measures Specific to Agriculture Have Been Ineffective
A major problem with both the NAFTA and Uruguay Round Agreement for Flor-

ida’s import-sensitive fruit and vegetable products is the inadequate safeguard
mechanisms included in those agreements. These measures have been ineffective in
curbing increased imports resulting from the preferential tariff access.

NAFTA contains a special agricultural safeguard that is a volume-based TRQ
mechanism that restores the pre-NAFTA tariff on a limited number of products if
certain volume targets are met. There safeguards have been ineffective for two rea-
sons. First, they are limited to only a few commodities, leaving many of Florida’s
import-sensitive products uncovered. Second, the volume ceiling that triggers the
safeguard measure is met only at the very end of the season when the extra vol-
umes in the markets have already depressed prices and injured U.S. growers. Al-
though the Uruguay Round contains a priced-based mechanism, the safeguard does
not apply to Florida’s fruit and vegetable crops, since none of these were subject to
non-tariff barrier measures prior to the Uruguay Round negotiations.

Because an FTAA will stimulate imports of perishable, senstivite agricultural
producrs even if they are exempted from tariff reduction, any agreement should in-
clude a special safeguard mechanism for agriculture that is (1) broader in product
coverage than the NAFTA mechanism (i.e., one that covers all import-sensitive agri-
cultural products); and (2) triggered automatically based on price, not year-end vol-
umes of imports. A price-based mechanism is preferred, since it reacts to import vol-
umes throughout the season whenever they increase because of unfairly low prices,
and before irreparable injury has occurred to the U.S. industry. The duration of the
safeguard should also be sufficiently long to allow the U.S. industry to adjust to the
import surges and the injury caused by the increased imports. Finally, the safe-
guard mechanism should be structured to include effective relief once the trigger
price or volume is reached. Under NAFTA, the relief was to ‘‘snap back’’ to the
bound or applied pre-NAFTA tariff rate. A more effective mechanism might be to
allow, at least indefined circumstances, a breach of binding to a higher tariff level
if necessary to product the injured U.S. industry.

The U.S. proposal for the FTAA Group on Agriculture does not include a special
agricultural safeguard measure. Under the general market access text, the U.S. pro-
poses a hemispheric safeguard measure that would allow tariff increases, but no
TRQs. The text reserves the right ‘‘to propose at a later date provisions on dispute
settlement panel review specific to hemispheric safeguard measures, and sector-spe-
cific safeguard regimes.’’ Under this reservation, FFVA urges the U.S. government
to explore the inclusion of a special agricultural safeguard to protect import-sen-
sitive U.S. agricultural sectors. Given the great number of countries involved in the
FTAA, the competitiveness of many of these countries in the fruit and vegetable sec-
tors, and the attractiveness of the U.S. market, adequate safeguard measures are
imperative to protect import-sensitive U.S. fruit and vegetable products.
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IV. The FTAA Should Include A Mechanm to Guard Against the Unexpected
Effects of Currency Devaluation

NAFTA did not include provisions to address currency devaluation. As a result,
when Mexico’s peso dramatically devalued shortly after the NAFTA agreement took
effect, Mexico’s exports to the U.S. market instantly became much cheaper and in-
creased significantly, while U.S. exports to Mexico became more expensive and de-
clined. Many of Florida’s fruit and vegetable industries experienced this rapid shift
in import/export flows and incurred significant losses.

Several of the Latin American currencies not currently pegged to the U.S. dollar
also are susceptible to rapid devaluation. To protect against the negative effects on
trade, U.S. negotiators should consider ways in which FTAA ‘‘protections’’ could be
structured to incorporate appropriate safeguards that would counter increased ex-
ports that occur when a country’s currency unexpectedly devalues.
V. The FTAA Should Seek to Strengthen the Sanitary and Phytosanitary

Disciplines Contained in the NAFTA And Uruguay Round Agreement
Despite the disciplines included in the WTO Agreement on Sanitary and

Phytosanitary Measures, access for Florida’s fruit and vegetable crops in many ex-
port markets continues to be limited by sanitary and phytosanitary restrictions and
regulations. Chile and Argentina are two Latin American countries that have lim-
ited and delayed access for Florida citrus under the guise of sanitary and
phytosanitary concerns.

The U.S. is proposing that FTAA countries collaborate in the WTO to strengthen
international standards and to
coordinate on data exchange, research and technical assistance. FFVA supports that
proposal, but further urges the U.S. government to include disciplines in the FTAA
itself that will better ensure that FTAA countries do not use unjustified plan quar-
antine issues to prohibit or stall access for U.S. agricultural products. Another area
of cooperation that should be explored in the FTAA is harmonization of pesticide
regulations among the FTAA countries.
VI. Conclusion

The above objectives, especially those addressing tariffs and safeguard measures,
are necessary to ensure that U.S. import-sensitive agricultural products from Flor-
ida and other U.S. states are not put at risk by a FTAA. FFVA looks forward to
working with the Ways and Means Committee and Congress generally to ensure
that these goals are achieved.

Florida Fruit & Vegetable Association Import-Sensitive Products

H.S. Number Product Description
2001 U.S. Tariff Rates

MFN Rate GSP Rate (does not in-
clude GSP for LDDCs)

0702.00.20 .......... Tomatoes, fresh/chilled (3/1–7/14
or 9/1–11/14).

3.9/kg .....................

0702.00.40 .......... (7/15–81) ....................................... 2.8/kg. ....................
0702.00.60 .......... (11/15 to end of next Feb.) ........... 2.8/kg. .................... Free
0703.10.20 .......... Onion sets ..................................... 0.83/kg. .................. Free (Chile ex-

cluded)
0703.10.30 .......... Pearl onions ≤ 16 mm. diameter 0.96/kg. .................. Free
0703.10.40 .......... Other ............................................. 3.1/kg. .................... Free
0704.10.20 .......... Cauliflower and broccoli (6/15–

10/15).
2.5% ....................... Free

0704.10.40 .......... Other (not reduced in size) .......... 10% ........................ Free
0704.10.60 .......... Cut/sliced ...................................... 14% ........................ Free
0704.20.00 .......... Brussels sprouts ........................... 12.5% ..................... Free
0704.90.40 .......... Kohlrabi, kale ............................... 20% ........................
0705.11.20 .......... Head lettuce (6/1–10/31) .............. 0.4/kg. .................... Free
0705.11.40 .......... Other ............................................. 3.7/kg. .................... Free
0705.19.20 .......... Other than Head Lettuce (6/1–

10/31).
0.4/kg. .................... Free

0705.19.40 .......... Other ............................................. 3.7/kg. .................... Free
0707.00.20 .......... Cucumbers (12/1 to end of Feb.) 4.2/kg. .................... Free
0707.00.40 .......... (3/1–4/30) ...................................... 5.6/kg. .................... Free
0707.00.50 .......... (5/1–6/30; 9/1–11/30) .................... 5.6/kg. ....................
0707.00.60 .......... (7/1–8/31) ...................................... 1.5/kg. .................... Free
0708.20.10 .......... Lima beans (11/1–5/31) ............... 2.3/kg. .................... Free
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Florida Fruit & Vegetable Association Import-Sensitive Products—Continued

H.S. Number Product Description
2001 U.S. Tariff Rates

MFN Rate GSP Rate (does not in-
clude GSP for LDDCs)

0708.20.20 .......... Cowpeas ........................................ Free ........................
0708.20.90 .......... Other ............................................. 4.9/kg. ....................
0709.30.20 .......... Eggplants (4/1–11/30) .................. 2.6/kg. .................... Free
0709.30.40 .......... Other ............................................. 1.9/kg. .................... Free
0709.40.20 .......... Celery (reduced in size) ............... 14.9/kg. ..................
0709.40.40 .......... Other (4/15–7/31) ......................... 0.25/kg. .................. Free
0709.40.60 .......... Other ............................................. 1.9/kg. ....................
0709.51 ............... Mushrooms ................................... 8.8/kg. + 20% .........
0709.60.20 .......... Chili peppers ................................ 4.4/kg. .................... Free
0709.60.40 .......... Other ............................................. 4.7/kg. .................... Free
0709.90.20 .......... Squash .......................................... 1.5/kg. .................... Free
0709.90.90 .......... Other vegetables .......................... 20% ........................
0804.50 ............... Guavas, mangoes, mangosteens

(fresh).
6.6/kg. .................... Free

0804.50.80 .......... Dried ............................................. 1.5/kg. .................... Free
0805.10 ............... Oranges ......................................... 1.9/kg. ....................
0805.20 ............... Mandarins, clementines (fresh or

dried).
1.9/kg. ....................

0805.30.20 .......... Lemons (fresh or dried) ............... 2.2/kg. ....................
0805.30.40 .......... Limes (fresh or dried) .................. 1.8/kg. .................... Free
0805.40 ............... Grapefruit (fresh or dried) (8/1–

9/30).
1.9/kg. ....................

0805.40.60 .......... During October ............................. 1.5/kg. ....................
0805.40.80 .......... Any other time ............................. 2.5/kg. ....................
0807.11.30 .......... Watermelons (12/1–3/31) ............. 9% .......................... Free
0807.11.40 .......... Any other time ............................. 17% ........................
0807.19.10 .......... Cantaloupes (fresh) (8/1–9/15) .... 12.8% .....................
0807.19.20 .......... Any other time ............................. 29.8% ..................... Free
0807.19.70 .......... Other melons nesi (fresh) (12/1–

5/31).
5.4% ....................... Free

0807.19.80 .......... Any other time ............................. 28% ........................
0807.20 ............... Papayas (papaws) (fresh) ............ 5.4% ....................... Free
1701.12.50 .......... Beet sugar .................................... 35.74/kg. ................
1701.11.50 .......... Cane sugar ................................... 33.87/kg. ................
1701.91.05 .......... Cane/beet sugar subject to gen-

eral note 15.
3.6606/kg. less

0.020668/kg. for
each degree and
fractions of a de-
gree in propor-
tion but not less
than 3.143854/kg.

Free (Brazil ex-
cluded)

1701.91.10 .......... Cane/beet sugar pursuant to
U.S. note 5 of this chapter.

3.6606/kg. less
0.020668/kg. for
each degree
under 100 de-
grees and frac-
tions of a degree
in proportion but
not less than
3.143854/kg.

Free

1701.91.30 .......... Other ............................................. 35.74/kg. ................
2008.30.35 .......... Orange pulp, otherwise pre-

pared/preserved.
11.2% .....................

2009.11 ............... Orange juice, frozen,
unfermented.

7.85/liter ................

2009.19.25 .......... Orange juice, not concentrated ... 4.5/liter ..................
2009.19.45 .......... Orange juice, other ...................... 7.85/liter ................
2009.20.20 .......... Grapefruit juice, not con-

centrated.
4.5/liter ..................

2009.20.40.20 ..... Other/frozen .................................. 7.9/liter ..................
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1 For example, roughly 30–35 percent of the population is under the age of 15 in Argentina,
Brazil and Chile compared with 21 percent in the United States and Canada.

Florida Fruit & Vegetable Association Import-Sensitive Products—Continued

H.S. Number Product Description
2001 U.S. Tariff Rates

MFN Rate GSP Rate (does not in-
clude GSP for LDDCs)

2009.30.10 .......... Lime, unfit for beverage, con-
centrate/non-concentrate
(2009.30.10.20 and 2009.10,40).

1.8/liter .................. Free (Honduras ex-
cluded)

2009.30.20 .......... Lime, other ................................... 1.7/liter .................. Free
2009.30.40.00 ..... Other single citrus fruits, not

concentrate.
3.4/liter ..................

2009.30.60 .......... Single citrus juice/other, con-
centrate.

7.9/liter ..................

2009.90.40 .......... Mixture of juices, other ............... 7.4/liter ..................
2106.90.46 .......... Syrups from cane/beet sugar,

other.
35.74/kg. ................

2106.90.48 .......... Orange juice, fortified .................. 7.85/liter ................
2106.90.52 .......... Juice of any single fruit or vege-

table (other than orange juice),
fortified.

The rate applicable
to the natural
juice heading in
2009.

Free (El Salvador
excluded)

2202.90.30 .......... Orange juice, fortified, not made
from a juice having a degree of
concentrate of 1.5 or more.

4.5/liter ..................

2202.90.35 .......... Other ............................................. 7.85/liter ................
2202.90.36 .......... Single fruit or vegetable juice

(other than orange juice) for-
tified, not concentrated.

The rate applicable
to the natural
juice heading in
2009.

Free (Dominican
Republic ex-
cluded)

2202.90.37 .......... Mixed fruit or vegetable juice
(other than orange juice) for-
tified, not concentrated.

The rate applicable
to the natural
juice heading in
2009.

Free (A*)

f

Statement of Grocery Manufacturers of America

The Grocery Manufactures of America (GMA) welcomes this opportunity to
present our views on the Free Trade Area of the Americas (FTAA) negotiations.
GMA supports the FTAA negotiations and has actively participated in the both the
Toronto and Buenos Aires Americas Business Forums.

GMA is the world’s largest association of food, beverage and consumer product
companies. With US sales of more than $460 billion. GMA members employ more
than 2.5 million workers in all 50 states. The organization applies legal, scientific,
and political expertise from its member companies to vital food, nutrition and public
policy issues affecting the industry. Led by a board of 42 Chief Executive Officers,
GMA speaks for food and consumer product manufacturers at the state, federal and
international levels on legislative and regulatory issues. The association also leads
efforts to increase productivity, efficiency and growth in the food, beverage and con-
sumer products industry.

GMA views the FTAA negotiations as an important opportunity to build upon the
success of the North American Free Trade Agreement (NAFTA), and enhance eco-
nomic integration throughout the Western Hemisphere. In FY–2001, US exports of
processed food products to the hemisphere reached their highest level since 1970.
In fact, at roughly $9.44 billion, processed food exports alone represent 39 percent
of all US agricultural exports to the region.

Economic factors, such as population and income growth indicate that there is
room for significant expansion of trade in processed food products throughout the
region. While the US and Canada have largely stable and aging populations, Latin
America has a growing and relatively young population.1 As a result, more food is
demanded on a per capita basis in Latin America because of a younger population
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2 U.S. Foreign Direct Investment in the Western Hemisphere Processed Food Industry, ERS/
USDA, March 98.

with higher caloric requirements and a propensity for purchasing non-traditional
food.2 In addition, rising incomes throughout the region should lead to increasing
expenditures on processed food.

Yet, despite this optimistic outlook, food manufacturers have been unable to real-
ize the full potential of the market due to trade barriers in the region. GMA believes
the FTAA process is an appropriate vehicle through which to address these impedi-
ments. The following are GMA’s specific comments with respect to negotiating mo-
dalities for the FTAA, and in particular, those of the Agriculture Negotiating Group.
In addition, we also offer comments on the prospects for success of the negotiations.

Recommendations for the Agriculture Negotiating Group

Market Access
Barriers to processed food and beverages in the FTAA countries remain signifi-

cantly higher than those for many other products. And, although the WTO Agree-
ment on Agriculture delivered some benefits, the reductions in tariff for processed
foods and beverages were mostly at the lower end of the allowable range. Because
the rules allowed countries to average their tariff cuts, countries naturally chose to
make high percentage reductions on already low tariffs and lower percentage reduc-
tions on higher tariffs. Consequently, tariffs on processed food product exports to the
region range between 20 to 40 percent and, in some cases, exceed 100 percent.

To address these barriers, GMA recommends tariff elimination based on a formula
approach that will accelerate the elimination of tariff peaks (asymmetrically high
tariffs) and address the problem of tariff escalation, where tariffs increase with the
level of processing. This approach should, in essence, reduce the higher tariffs faster
than the lower ones to create meaningful market access for processed food products
in a reasonable time frame. GMA also suggests that negotiations should also result
in elimination of non-tariff barriers to processed food products. In addition, we rec-
ommend that this liberalization in tariff and non-tariff barriers be completed in less
than the ten-year period negotiated in the NAFTA.

GMA also believes that there should be no product or policy exceptions in the
FTAA negotiations. For the benefits of the FTAA to be truly realized by the food
processing industry, it is imperative that sugar, peanuts an dairy be subject to
meaningful reform and liberalization throughout the hemisphere. Tariff-rate quotas
(TRQ), which are often utilized to provide access for sensitive commodities, must be
employed judiciously and administered in a market-oriented and pro-competitive
manner. Finally, we recommend that the negotiations on tariff reductions begin
from applied rather than bound rates to ensure commercially meaningful reductions
in a reasonable timeframe.

Export Competition
GMA supports the Ministerial objective of a hemisphere-wide ‘‘subsidy free zone.’’

Export subsidies artificially distort world market prices and steal market share from
efficient producers. Elimination and prohibition of future subsidies in the FTAA is
an import fist step toward multilateral commitments in the same area.

Domestic Support
GMA believes the most effective means for achieving a reduction in domestic sup-

port for agricultural commodities will come through increased market access and an
elimination of export subsidies. We recommends however, that any continued do-
mestic support be decoupled from production so that it is the least trade distorting
as possible, consistent with provisions in WTO Agreement on Agriculture.

SPS Issues
We urge negotiators to ensure that any FTAA sanitary and phytosanitary regula-

tions are fully consistent with the WTO Agreement on Sanitary and Phytosanitary
Measures (SPS) and based soundly on science. Sound science should necessarily be
at the core of any agreement in order to ensure that national health and safety reg-
ulation are not used as disguised barriers to trade. In addition, we support in-
creased cooperation and consultation on SPS-related trade barriers in the region.
We recommend that the US consider a NAFTA-like SPS committee to work on har-
monization of science-based regulations and standards throughout the region.
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1 Decision 371 of the Cartagena Agreement Commission.

Prospects for the FTAA Negotiations
GMA firmly believes that the success of the FTAA is necessarily liked to the

launch of a new round of negotiations in the WTO and the passage of Trade Pro-
motion Authority.
Importance of WTO Round

Agriculture has emerged as one of the most contentious sectors in the FTAA nego-
tiations. For example, at the April Trade Ministerial in Buenos Aires, many coun-
tries argued for a direct linkage between reductions in domestic support and reduc-
tions in tariffs. In addition, although countries have committed to the elimination
of export subsidies in the region, they are conflicted as to how to deal with sub-
sidized exports from third country markets. Unfortunately, these issues cannot real-
istically be solved in the FTAA context. Rather, they must be addressed in a multi-
lateral context to achieve meaningful commitments from all trading partners. It
makes no sense for the US to ‘‘unilaterally disarm’’ and lose leverage against our
most significant and reluctant trading partners, the EU and Japan. Put simply, it
is unlikely there will be an FTAA agreement without agriculture and extremely dif-
ficult to achieve any results in agriculture negotiations in the FTAA without com-
prehensive round of negotiations in the WTO.
Trade Promotion Authority

Trade Promotion Authority (TPA) is an essential and necessary tool for progress
in the FTAA. TPA establishes a partnership between the Administration and the
Congress that protects trade agreements negotiated by the Administration from
amendment during congressional consideration. With TPA, the Administration can
ensure trading partners that commitments made during negotiations will be hon-
ored when Congress considers these trade agreements. Without TPA, it is unlikely
that trading partners will put forth meaningful offers for fear concessions will be
withdrawn later. GMA is committed to the passage of Trade Promotion Authority
by the end of this year.
Conclusion

Thank you for this opportunity to share our views on the Free Trade Area of the
Americas. GMA firmly believes that it is of critical importance to farmers and pro-
ducers alike to continue to expand market access, reduce tariffs and dismantle bar-
riers to food and agricultural products. Achieving the objectives discussed above will
benefit consumers throughout the hemisphere with a more reliable, diverse, safe
and affordable food supply. We look forward to working with you and the Adminis-
tration to achieve these goals.

f

KAL KAN FOODS
VERNON, CALIFORNIA

May 22, 2001
Subcommittee on Trade
Committee on Ways and Means
U.S. House of Representatives
1102 Longworth House Office Building
Washington, DC 20515

I respectfully submit comments for the Committee’s consideration on behalf of Kal
Kan Foods concerning renewal of the Andean Trade Preference Act (ATPA). While
Kal Kan Foods firmly supports assistance to the Andean Community to promote
trade and economic development, the Committee’s attention is also requested to the
need to secure more fair and reasonable treatment by Andean Pact members for US
exports.

Kal Kan Foods manufactures food for pet dogs and cats at factories in California,
South Carolina, Ohio, Texas, Illinois, and Nevada for domestic consumption and for
export worldwide including to Colombia and the Andean Pact countries.
I. Issue Summaries

Colombia is a member of the Andean Community and is participating in the Com-
munity’s ‘‘price-band’’ tariff system which was implemented in 1995.1 Pet food (HS
2309.10) is the only multiple ingredient processed finished product that is ‘‘linked’’
to the price band system. In this case the linkage is to yellow corn whether or not
the pet food contains corn.
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2 Colombia has not yet exceeded its WTO bound rates for pet food. Colombia’s 2000 bound rate
for pet food is 106.6% ad valorem and the final bound rate is 97% in 2004.

3 Article 12 provides that If the CET for the linked product is greater than the CET for the
marker product, then the additional variable duty of the linked product will be the greater of
the following two values: (a) Additional variable duty of the market product, multiplied by the
‘‘quotient’’ between the CET of the marker product and that of the linked product; (b) the addi-
tional variable duty of the marker product, less the difference between the CET of the linked
product and the CET of the marker product.

Since April, 1995 Colombia’s 20% basic tariff on pet food has been increased 40
times with the increases averaging 44%. Since early 1999 the duty has varied from
53% to 88% and by the end of the year was 100%.2 A 7% IVA tax was imposed on
pet food mid year but was not imposed on yellow corn.

The duty rate for the period June 1–15 will be 54%. Both the level of the tariff
and the substantial, frequent fluctuations are major impediments to trade because
they force retail prices beyond acceptable consumer levels (more than a 100% pre-
mium over local brands) and make it impossible for importers to predict costs and
price products accordingly. As a direct result of Colombia’s high tariffs on pet food,
US pet food manufacturers, including Kal Kan, who make the world’s leading
brands are being forced out of the Colombia market.

Early last year, as part of negotiations at the WTO in Geneva regarding Colom-
bia’s request for a delay in implementing the WTO Agreement on Customs Valu-
ation, the US Government secured an agreement from Colombia to de-link wet pet
food from the price-band system. However, the Government of Colombia has thus
far failed to act on this commitment to the United States.
II. Background

The stated purpose of the Andean price band system is to stabilize import costs
for 13 agricultural commodities whose international prices are considered by the
Pact countries to be volatile or ‘‘distorted.’’ The commodities included are rice, malt-
ing barley, yellow and white corn, soybeans, wheat, crude palm oil, crude soybean
oil, raw and refined sugar, powdered milk, poultry meat, and pork meat. This pro-
tection is achieved by increasing import tariffs when prices are low and lowering
them when prices are high. The price band also links 147 additional commodities
and one finished product (pet food) that are considered derivatives or substitutes for
the 13 ‘‘marker’’ commodities. For example, derivative and substitute products
linked to yellow corn are poultry mean, sorghum, starches, glucose syrup, bran, and
food for pet animals and livestock.

The operation of the band is based on an Andean Community Board determina-
tion of a ceiling price, a floor price, and a reference price which are then used to
calculate a duty surcharge or discount to be assessed on imports of marker and
linked products. The floor and ceiling prices are derived from the international fob
prices and are valid for one year. The reference price is the 15-day average price
of the market product adjusted by so-called ‘‘international market information.’’
None of these price relate to import transaction values. If the reference price is
within the price band i.e. between the floor and ceiling prices, then the common ex-
ternal tariff (CET) will be applied to imports of the marker product. If the reference
price is above or below the price band than a surcharge or discount will be cal-
culated. The example below shows the most common situation—an import sur-
charge.

EXAMPLE OF A VARIABLE DUTY SURCHARGE CALCULATION

Marker or Linked Product CET Reference Price
US$/mt

Floor Price US$/
mt

Ceiling Price
US$/mt

Yellow Corn ............................ 15% 117 161 192

Step 1: The difference between reference price and floor price or 161¥117=44
Step 2: Calculate duty on the amount of difference, and add difference or 44+[44×15%]=$50.60
Step 3: Convert this specific duty to advalorem or $50.60+117=43%. This is the variable surcharge compo-

nent of the total duty.
Step 4: Calculate total duty by adding the CET to the variable surcharge or 15%+43%=58%.
Step 5: This duty rate of 58% is applied against the reference price.
As of January 2000 the duty on yellow corn cannot exceed 44%.
Pet food (linked)—20%.
Because pet food is linked to yellow corn the import duty on pet food is the CET plus the variable duty sur-

charge. However, because the CET on pet food is higher than the CET on corn Article 12 3 of Decision 371 ap-
plies which adjusts the variable duty surcharge to reflect the difference between the CET on yellow corn (15%)
and the CET on pet food (20%). In this case rule (b) applies and the calculation is 43%¥5%=48%. The total
duty on pet food is 20%+38%=58%*

This duty rate of 58% is applied against the declared value of the imported pet food.
There is no ceiling on the pet food duty.
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4 For example, the American Association of Feed Control Officials (AAFCO) has set out nutri-
ent profiles for pet dogs and cats at each stage of life that prepared pet foods must deliver. The
nutrients include crude protein, crude fat, crude fiber, Ash, Calcium, and Phosphorus.

Among the objections to the price band system are the lack of process trans-
parency and arbitrary nature of reference price inputs. Also, the system’s use of ref-
erence prices introduces volatility to the cost of importing and makes it impossible
for importers to predict costs and build markets. The arbitrary nature of the system
was evidenced in 1999 when Colombia, bowing to pressure from domestic poultry
producers, reduced the duty on 100,000 mt of yellow corn to 35%. However, the tar-
iffs on pet food and other products linked to yellow corn were not reduced. Similarly,
early in 2000 the government decreed the duty on yellow corn could not exceed 44%
but no such maximum duties were set for linked products.

Not all members of the Pact impose the additional duties on yellow corn and
linked products. Bolivia and Peru do not participate in the price band system and
their tariffs on pet food are 10% and 12% respectively which provides fair market
access for imported products.
III. The Linkage of Pet Food to Yellow Corn Is Unjustified

The Andean price band system sets two criteria for products to be included as
‘‘linked’’: (1) the product includes the marker commodity as a raw material; (2) the
product can be substituted for a marker commodity or a related product in indus-
trial use. Pet food does not meet either of these two criteria.

Pet food is a highly processed product that is made to meet national and inter-
national standards for food for pet dogs and cats. Regulatory authorities 4 have de-
termined the nutrition requirements for pet animals at each stage of life, for exam-
ple, from puppies to mature dogs. Pet food recipes are designed to utilize ingredients
that deliver complete nutrition in a digestible form that meets national standards.
Corn may be included among the many ingredients used in pet food but could not
be used alone if the regulatory standards for energy and nutrition content are to
be met. In the case of wet pet food which has a high water content and is packed
in cans, pouches or trays, the corn content ranges from 0 to 1%.

Further, it cannot be said that pet food is in any way derived from corn or that
corn is an essential ingredient in pet foods for which there is no substitute. Addi-
tionally, it has been shown that there is no correlation between the price of yellow
corn and the price of pet food.

Pet food cannot readily be substituted for corn. Pet food is made to meet specific
energy and nutrient targets for pet animals and is more costly to produce than the
yellow corn feed meal that would be used for livestock. The cost of feeding prepared
pet food to livestock would be prohibitive.

Of the 147 products linked to the 13 marker commodities, including the 27 prod-
ucts linked to yellow corn, pet food is the only highly processed multiple ingredient
product. This singling out of pet food among all processed products for linkage is
discriminatory and reveals a misunderstanding of how pet food is formulated and
the international nutrition standards that influence ingredient selection.

It is for the reasons stated above that a petition was filed with the Colombian
Ministry of Agriculture to remove pet food from the price band and apply only the
20% CET to imported pet food.

Kal Kan Foods supports efforts by the Administration and Congress to advance
trade liberalization among all countries of the Americas. The Andean Trade Pref-
erences Act can be viewed as one component of this larger vision. With this in mind,
it is important to build support among all US business sectors and the American
public by ensuring that US exporters also have a fair opportunity to participate in
all the markets of the Americas.

Sincerely,
MARIETTA E. BERNOT

President
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Statement of the Michigan Farm Bureau, Lansing, Michigan

Michigan Farm Bureau appreciates the opportunity to present this written testi-
mony on the impact the Andean Trade Preference Act (ATPA) has had on our do-
mestic asparagus industry. Michigan Farm Bureau is the state’s largest general
farm organization, representing more than 45,000 farmer member families.

The ATPA provides the four Andean countries of Bolivia, Columbia, Ecuador and
Peru with duty free and reduced duty access to our market. ATPA was enacted to
assist those countries in their fight against narcotics trafficking. The extent to
which the ATPA has advanced narcotics eradication in Peru, however, is highly
questionable largely because cultivation of asparagus and other crops in Peru occurs
in the desert region along Peru’s coastline, not in the foothills and mountains where
Peruvian drug cultivation is known to exist.

Providing this duty free and reduced duty treatment to imports from these coun-
tries has measurably affected trade in certain horticultural products and has had
a significant impact on domestic production of these commodities.

The duty free treatment provided to asparagus growers in Peru has further en-
hanced an already competitive industry that existed in Peru prior to enactment of
the ATPA. Once a small industry in the early 1980’s, Peru has become the world’s
largest producer and exporter of asparagus. Asparagus is Peru’s second largest agri-
cultural export item with about $150 million in annual export earnings. Export pro-
duction is for two different markets: green asparagus (primarily fresh) for export to
the United States, and processed white asparagus for the European market. Peru-
vian cultivation of asparagus occurs year round with very high yields per acre expe-
rienced by its growers.

The U.S. market consumes 75% of the fresh asparagus produced in Peru. Peru’s
fresh exports to the U.S. market have increased by 10-fold in the last decade, dou-
bling in just the last two years. Peru ranks second to Mexico in fresh asparagus
sales to the U.S.

As the Peruvian industry has matured they have also begun to ship larger quan-
tities of processed asparagus to the U.S. In 2000, Peru shipped 813 metric tons of
canned asparagus and 1,560 metric tons of frozen asparagus to the United States.
Processed asparagus imports from Peru in 2000 were almost eight times greater
than the amount shipped in 1994. Peru is the largest offshore source of processed
asparagus with a total volume exceeding the amounts imported from all other
sources combined.

U.S. industry sources indicate that five to ten million pounds of Peruvian frozen
asparagus have been made available to the U.S. market in the past year. Imports
of this magnitude are significant because the total U.S. market for frozen asparagus
is only ten million pounds annually. Duty free access for Peruvian frozen asparagus
has exacerbated the situation. Peruvian imports are displacing U.S. asparagus pro-
duction at an alarming rate.

U.S. Asparagus Production and Imports from Peru—Metric Tons

U.S. Produc-
tion

Imports
from Peru

Peru as a
Percent of

U.S. Produc-
tion

1994 ........................................................................................ 99,656 8,593 8.6%
1995 ........................................................................................ 91,808 10,032 10.9%
1996 ........................................................................................ 90,220 11,574 12.8%
1997 ........................................................................................ 91,899 13,368 14.5%
1998 ........................................................................................ 92,806 15,151 16.3%
1999 ........................................................................................ 99,383 23,424 23.6%
2000 ........................................................................................ 103,572 32,196 31.1%

Asparagus production in the U.S. is centered in California, Washington and
Michigan. These three states make up over 95% of annual production. Minor pro-
duction is found in New Jersey, Illinois, Indiana, Maryland, Minnesota and Oregon.
Over the past decade U.S. asparagus acreage had declined by 17%, while production
has deceased 7%. Per capita consumption of asparagus in the U.S. has increased
slightly in recent years.
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1 Andean Trade Preference Act, Impact on U.S. Industries and Consumers and on Drug Crop
Eradication and Crop Substitution. USITC Publication 3358, September 2000. Seventh Report
1999, Investigation No. 332–352.

2 Agricultural Trade; Impacts of the Andean Trade Preference Act on Asparagus Producers and
Consumers. Government Accounting Office, March 2001.

In recent reports to Congress, the U.S. International Trade Commission 1 and the
U.S. General Accounting office 2 concluded the following about ATPA and the aspar-
agus industry:

• The ATPA has encouraged the production of nontraditional agricultural com-
modities, such as asparagus, in Peru (ITC).

• The Peruvian asparagus industry has dramatically increased production in the
past decade and is projected to increase as much as 40% from 1999 to 2000
(ITC).

• Peru’s substantial increase in asparagus production has allowed them to become
a major exporter of frozen product, complementing their already strong position
in canned and fresh asparagus (GAO).

• As U.S. imports of asparagus have increased, demand for domestic processed as-
paragus has declined (GAO).

• Imports of ATPA-exclusive products were estimated to have had a potentially
significant effect on a number of domestic industries, including asparagus (ITC).

• Asparagus production in the U.S., particularly processed production, has been
displaced by duty-free imports from Peru under ATPA, and reauthorization of
ATPA will result in continued displacement of domestic producers (GAOP).

• A portion of this displacement will continue even without reauthorization of
ATPA, due to Peru’s climate and cost advantage (GAO).

• Asparagus is not listed as one of the crops that provide an alternative to the
production of coca in Peru’s major drug producing areas. However, asparagus
production was found in areas adjacent to coca producing regions (ITC).

• Farmers and pro-coca local officials in Peru’s coca areas have actively resisted
coca eradication efforts and have shunned the development of alternative crops
(ITC).

For the reasons noted above, Michigan Farm Bureau requests that significant
modifications be made to the ATPA should it be renewed at all. First, we request
that duty free treatment not be accorded for specific commodities wherein a country
is deemed economically competitive. The determination of economic competitiveness
should follow the criteria now used in the Generalized System of Preferences (GSP)
program requirements. Once a country has reached the established level of economic
competitiveness, it would no longer be eligible for duty-free access to the U.S. mar-
ket for that commodity. Instead, the tariff for that product would revert to the MFN
level.

Instituting this change would support the objective of the ATPA of providing eco-
nomic alternatives to narcotics production, but would not allow foreign imports to
put U.S. producers out of business in the process. We do not oppose competition
with foreign imports, but we do oppose providing trade preferences to countries to
the extent that such preferences result in the elimination of otherwise competitive
U.S. production.

Second, a safeguard mechanism should be instituted to address import surges of
perishable agricultural commodities. Import surges can be extremely disruptive to
U.S. agricultural markets, especially considering seasonality concerns and the price
variability of perishable agricultural products. Criteria now exist in the NAFTA and
the WTO agreement on agriculture that enable safeguard actions to be taken under
specified conditions. Certain trade remedies, such as the U.S. 201 law, allow the ad-
ministration to take action to mitigate import surges when they are determined to
be causing or threatening injury to U.S. producers. However, imports from ATPA
and other countries are exempt from consideration in the investigation of 201 cases.

In order to address the often-irreparable damage caused to U.S. producers of per-
ishable products due to import surges, we request that any extension or renewal of
the ATPA include an automatic, transparent, and temporary safeguard mechanism.
The safeguard mechanism would provide much needed import relief to U.S. pro-
ducers being injured by an import surge and would still provide market access for
ATPA beneficiary countries during the remedy phase.
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Statement of Malcolm O’Hagan, President, National Electrical
Manufacturers Association, Rosslyn, Virginia

Mr. Chairman, Members of the Committee. Thank you for this opportunity to dis-
cuss NEMA’s experiences in the Americas and our perspective on the proposed Free
Trade Area of the Americas (FTAA).

The National Electrical Manufacturers Association (NEMA) is the largest trade
association representing the interests of U.S. electrical industry manufacturers. Our
more than 450 member companies manufacture products used in the generation,
transmission, distribution, control and end-use of electricity. Annual shipments ex-
ceed $100 billion in value.

NEMA brings a unique perspective to your hearing as a result of the successful
outreach efforts that we have been conducting throughout the Hemisphere in recent
years. Supported partly by a Commerce Department Market Development Coop-
erator Program grant, we have opened Sao Paulo and Mexico City offices that have
not only helped our members do business in the Americas, but have proven invalu-
able with regards to addressing standards-related and other non-tariff barriers to
trade. Moreover, we have also been engaging counterpart industry groups, in par-
ticular conducting a mini ‘‘Summit of the Americas’’ for our industry in Costa Rica
last November, as well as taking the initiative to begin signing numerous memo-
randa of understanding with a variety of Latin trade associations. Finally, we have
also attended several of the Americas Business Forums and last month were part
of a U.S. business delegation that went to Santiago to meet with leaders there to
show our strong support for the proposed US-Chile FTA.

In short, NEMA has found that there are plenty of groups and individuals
throughout the Hemisphere who share our view that the FTAA is a ‘‘win-win’’ goal.

While NEMA applauds the limited progress made in the recent Buenos Aires and
Quebec.

City meetings, our view is that participating governments need to catch up with
the latent desires of their populations to further develop and integrate economically.
Substantive FTAA negotiations are long overdue in starting, with many capitals
still not seriously engaged in the process. In our view, the 34 governments should
have moved up the deadline for the completion of negotiations from 2005 to 2003
so as to help the people of the Americas enjoy the benefits of trade liberalization
as soon as possible.

Specifically, NEMA strongly encourages FTAA negotiators to attain the following
as soon as possible as soon as possible as soon as possible:

• Tariff Elimination
• Openness and Transparency in Government Procurement
• No Mutual Recognition Agreements (MRAs) For Non-Federally-Regulated Prod-

ucts
• Energy Services Liberalization
• Protection of Intellectual Property Rights
• Compliance with all World Trade Organization (WTO) Technical Barriers to

Trade (TBT) Requirements
• Inclusive Definition of ‘‘International Standards’’
• Voluntary, Market-Driven Standards and Conformity Assessment
• As Many Market Opening Measures As Possible
• Effective Monitoring and Enforcement Mechanisms
• Free Trade Benefits Not Encumbered By Labor Or Environmental Provisions
Thank you for your consideration of these remarks.

f

Statement of Myles Frechette, North American Peruvian Business Council

Mr. Chairman, I commend you for the timeliness of this hearing on prospects for
free trade in the Hemisphere. I am Myles Frechette, Executive Director of the North
American Peruvian Business Council (NAPBC) whose fundamental mission is to fa-
cilitate investment and promote trade between Peru and North America. The
Founding members of the NAPBC are Newmont Mining Corporation, Barrick Gold
Corporation, Caterpillar Inc., Continental Airlines, J.P. Morgan, Compañı́a De
Minas Buenaventura S.A., and Forza S.A. Other members of the NAPBC are Exxon-
Mobil Corporation, Patton Boggs LLP, Riggs Bank N.A., Texaco Inc., Ferreyros S.A.,
Hunt Oil Company, and Schmeltzer, Aptaker & Sheppard, P.C. The NAPBC was in-
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corporated in August 2000 as a non-profit organization and includes U.S., Canadian
and Peruvian companies.

The NAPBC would like to work with Congress to promote and increase trade op-
portunities in the Hemisphere. The 1991 Andean Trade Preference Act (ATPA)
grants Colombia, Bolivia, Ecuador, and Peru tariff preference on certain goods for
ten years in an effort to help those countries fight narcotics trafficking. The ATPA
has proven to be a valuable weapon in the war against drugs by creating economic
incentives to encourage the Andean countries to avoid the illegitimate industry of
narcotics, especially coca, and increase the production of legitimate products.

In January, the Office of the United States Trade Representative released its
third report to Congress on the operation of the ATPA. the report indicates that the
ATPA has generated significant job opportunities in a variety of sectors, including
cut flowers, non-traditional fruits and vegetables, jewelry and certain electronic in-
puts. Between 1991 and 1999, total two-way trade between the U.S. and the ATPA
beneficiary countries nearly doubled. The ATPA has been essential to strengthening
the legitimate economies in the Andean countries.

I was Ambassador to Colombia from July 1994 to November 1997. During my
service there, I saw at first hand the benefits of the ATPA and the potential of an
extended and ‘‘robust’’ ATPA. The ATPA created thousand of jobs in Colombia,
helped Colombia’s economy and government offset the high cost of countering nar-
cotics trafficking and turned the private sector into staunch and vocal supporters
of anti-narcotics cooperation.

The ATPA did not include several import sensitive products such as apparel and
textiles. Congress is now faced with the unique opportunity of expanding and ex-
tending the ATPA before it expires on December 4, 2001. Congress should not
squander this opportunity to provide the ATPA countries with an effective tool for
combating the war on drugs.

Even though in 1999 Bolivia, Colombia, and Peru achieved record levels of coca
eradication, these cooperative efforts to combat the scourge of drugs are ongoing and
should be strengthened.

The ATPA should be expanded to include textiles and apparel. The ATPA was
based on the Caribbean Basin Initiative (CBI) which did not originally provide tariff
relief for apparel and textiles. Recently, the Andean countries’ competitors for textile
and apparel have received beneficial trade treatment from the United States due
to the recently enacted ‘‘Trade and Development Act of 2000.’’ CBI beneficiaries now
receive preferential tariff treatment for regional products made with American fab-
ric and yarn. This expansion of CBI already compounds disadvantages to the Ande-
an textile and apparel industries created by the North American Free Trade Agree-
ment.

By including textiles and apparel, the ATPA would become a valuable weapon in
the war against drugs in the Andean region. The data on the drug trade clearly
shows that the coca economy is regional, and that actions adopted in one country
affect anti-drug efforts in neighboring countries. The success in Peru’s drug fight
corresponds with an increase in drug production in Colombia which clearly indicates
the interconnected relationship between drug protection and trafficking in Peru, Co-
lombia and Bolivia.

We commend Senator Graham (D–FL) for taking the lead on expanding the ATPA
and for including textiles and apparel. However, we are concerned about the limita-
tions of the textile and apparel provisions included in S. 525, the Andean Trade Per-
formance Expansion Act. The textile provisions included in S. 525 are based on the
textile and apparel provisions included in the expansion of the CBI as passe in the
Trade and Development Act of 2000. An approach based on the use of fabric and
yarn does not help the Andean countries.

The use of cotton grown in Peru and Bolivia is an essential part of their industry.
The cotton industry provides an important alternative crop to the coca industry and
additional lawful employment for both agricultural and factory workers. These jobs
are vital to Peru’s efforts in the war against drugs. Peruvian products that currently
benefit from the ATPA are mostly minerals but mining is not as labor intensive as
the textile and apparel industries.

Recently, the Trade Ministers of the Andean community at a meeting in Lima
stated their joint position on the inclusion of textiles and apparel in the ATPA in
a document called ‘‘Position of the Andean Community to the Andean Trade Pref-
erence Act.’’ The Trade Ministers believe that textiles and apparel should be in-
cluded in the ATPA and more specifically, ‘‘the expansion of the coverage of the
ATPA should not be considered to regulations regarding the origin of raw materials
that restrict the access of our textiles and apparel.’’

Tens of thousands of jobs are at stake. Most apparel from Peru and Bolivia are
made from high quality, locally grown cotton or are made from llama or alpaca that
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is native to the region. In Peru alone, the textile sector supports 32 percent of the
population employed in the manufacturing industry, which amounts to approxi-
mately 180,500 jobs. Workers who would otherwise have lawful jobs will be left
without an alternative to coca production.

Expanding ATPA benefits to include apparel made with regional fabric will not
have an adverse impact on the domestic U.S. industry. In 1999, textile and apparel
exports from Andean countries represented only 1.1 percent of the total textile and
apparel exports to the United States. The ATPA countries export far less textiles
and apparel to the United States than the CBI region does.

An expansion of the ATPA to include textiles and apparel would provide economic
and political stability to the Andean countries. Increasing the number of legitimate
employment opportunities would provide a needed boost to the struggling economies
of the Andean countries. The NAPBC looks forward to working with Congress to ex-
tend benefits under the ATPA in order to provide the necessary economic incentives
to eliminate the lure of illicit drugs and strengthen democracy in the region.

f

Statement of the Hon. E. Clay Shaw, Jr., a Representative in Congress from
the State of Florida

Mr. Chairman I am a avid supporter of free trade and the expansion of markets
with open lines of movement of goods and services between our country and our
trading partners, I have supported ‘‘Fast Track’’ and now support ‘‘Trade Promotion
Authority,’’ as well as voting in favor of the various trade agreements that now de-
fine our larger commercial relationship with the world, particularly the Uruguay
Round agreements that formed the WTO and our partnerships with Canada and
Mexico, which are embodied in NAFTA and other bilateral agreements in this hemi-
sphere.

I support free trade because I understand how it benefits both the consumers and
the producers in our own economy to modernize and advance our ability to make
the most of our own comparative advantages and our trading partners’ com-
petencies. In addition, many of us are fully aware of the strategic role expanded
trade plays in building diplomatic bridges and common purpose and other nations,
sometimes more effectively than direct foreign aid or technical assistance. Even as
some countries resent yet strive to emulate U.S. success, recent events underscore
how some of the most thorny international security and internal political challenges
can be subordinated to the desire for stronger economic commercial ties, when cooler
heads prevail.

I have also heard the legitimate grumblings of parties in this country who do not
feel that they got the best deal possible in recent agreements. Even worse, some
have rightly observed that not all the commitments they received for their conces-
sions have been squarely met. Some in these industries have communicated to me
that they have reasonably concluded that further expansion of free trade in our
hemisphere is not in their own best interest.

Today, rather than argue apples and oranges, I want to give voice to citrus and
tomatoes. I remain committed to free trade, but I acknowledge that unless we forth-
rightly address the issues that hold back some individuals and certain industries
from wholeheartedly supporting expanded trade in our hemisphere, we miss an im-
portant opportunity to assure that we are doing right by own citizens in all four
corners of the U.S. If now is the time for debate, then let us meet the debate head-
on with facts, understanding various parties’ positions and prepared to continue im-
proving in the future how we do business in international trade negotiations. This
way, the people we represent can have confidence we are doing, for them, the best
job possible of protecting their interests.

In particular, many fruit and vegetable growers in Florida have expressed frustra-
tion to me in recent years. At previous hearings and in personal discussions with
many in this room, including Ambassador Zoellick, I have mentioned ‘‘seasonality’’
as an important element of assuring fairness to certain farmers in competing with
Latin American during certain limited growing seasons. I raise it again today, ask-
ing for some specifies, so that we may move the debate forward.

A number of U.S. agricultural commodities, including fresh and processed citrus,
have been found import-sensitive in the past, and been required to compete with
unfairly traded or subsidized imports both in domestic and foreign markets. In addi-
tion, foreign advantages gained through looser antitrust laws and differing environ-
mental standards and labor conditions, have permitted many foreign producers of
horticultural products to overcome superior U.S. product quality. Trade relief laws
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1 See, e.g., Scheve, Kenneth and Slaughter, Matthew, Globalization and the Perceptions of
American Workers, Institute for International Economics, March 2001.

alone have not fully satisfied these industries in offsetting the very advantages that
have launched and nurtured some of these foreign competitors.

Thank you for your attentiveness to these issues. I look forward to discussing
them with you in more detail as we move forward on TPA and in negotiations with
our trading partners.

f

Statement of Jay Mazur, President, Union of Needletrades, Industrial and
Textile Employees, New York, New York

I appreciate having this opportunity to comment on last month’s Summit of the
Americas in Quebec City, Canada, on progress to date in negotiating a Free Trade
Area of the Americas (FTAA) and on renewal and possible expansion of the Andean
Trade Preference Act (ATPA). I speak for 250,000 members of the Union of
Needletrades, Industrial and Textile Employees (UNITE) in the United States and
Canada, many of whom were in Quebec City during the Summit. I also speak for
an equal number of retired members of our union, many of whose lives were made
more difficult because of United States trade policy.

In addition to the impact of trade on our members in Canada and the U.S. UNITE
works with garment worker unions and union federations throughout Latin Amer-
ica. We are aware of the prolonged and profound economic hardships suffered by
working people of the region, so we wholeheartedly support any policy of the United
States that would raise the living standards of workers in the region.

The negotiations on FTAA and the expiration of ATPA provide a critical oppor-
tunity for the government of the United States to re-think how it can best help pro-
mote development in Latin America. There is no evidence that nearly 20 years of
trade under various versions of the Caribbean Basin Initiative (CBI), 10 years of
trade under the ATPA or 7 years of trade under the North American Free Trade
Agreement (NAFTA) have advanced the most pressing development needs of the
peoples of those respective regions. Furthermore, there is considerable evidence that
the special U.S. apparel market access programs for Mexico and the Caribbean
Basin countries, the model on which the proposed ‘‘enhancement’’ of ATPA is based,
may actually retard development.

Any strategy for development must strengthen democratic institutions that move
developing societies toward the rule of law and a more equitable distributions of
wealth. A legitimate FTAA and a genuine enhancement of ATPA would place them
in the context of such strategy, one adapted to the most pressing needs of the West-
ern Hemisphere today.

The demonstrations in Quebec City, like those before them in Seattle, Wash-
ington, D.C., Buenos Aires, Prague and countless other cities in this Hemisphere
and around the world, cannot be dismissed as the actions of a handful of radicals
or a political version of spring break. They are reflections of serious concerns about
the rules of trade that have been established since the creation of the World Trade
Organization in 1994. Polling consistently shows that the uneasiness expressed by
the demonstrators reflects the view of the vast majority of the American public.1

For all of its virtues, trade in the 90s has left multitudes of the world’s citizens
behind. While globalilzation has created spectacular wealth for the few, whatever
has trickled down to the many must not be confused with social development or
even economic growth. Workers in both developed and developing nations have seen
their real incomes stagnate or decline over the past decade. Nearly 2 billion people
are living on less than one dollar a day; 2.6 billion lack even basic sanitation. Hun-
dreds of millions of people are malnourished. Globalization has increased income
and social disparities within nations and between nations. I has left many people
behind.

The sheer size and, with it, the power of multinational corporations is over-
whelming nations. Of the 100 largest economies in the world, 51 are corporations—
only 49 are countries.

Those who are negotiating trade agreements today and hereinafter ignore these
facts at their peril. We do not believe Congress should or will continue to pass trade
legislation or approve trade agreements that protect the interests of multinational
corporations and investors and ignore the interests of working families.

As Dani Rodrik, Professor of International Political Economy at Harvard Univer-
sity, put it:
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2 Rodrik, ‘‘Trading in Illusions,’’ ‘‘Foreign Policy, March/April 2001, p. 55.
3 Mahbub ul-Haq, Reflections on Human Development. Oxford: Oxford University Press, 1999.
4 UNITE analysis of official Mexican data on consumer price indices, total compensation, and

hours worked. Data available via the internet at http://www.inegi.gob.mix.
5 UNITE analysis of official Mexican data on consumer price indices, total compensation, and

hours worked. Data available via the internet at www.inegi.gob.mix.
6 See Equipo Tecnico Multidisciplinario Para Centroamerica, Cuba, Haiti, Mexico, Panama, y

Republica Dominicana, Fuerza Laboral, Ingresos y Poder Adquisitivo de los Salarios en
Centroamerica, Panama y Republica Dominicana, San Jose, Costa Rica: Oficina Internacional
del Trabajo, 1998. This report contains data on the cost of basic food baskets for the larger coun-
tries of the Caribbean Basin. A simple rule of thumb to estimate the cost of a more complete
basket is to double the cost of the food basket.

The new agenda of global integration is built on shaky empirical ground
and it seriously distorting policy makers’ priorities. Making compliance with
it the first order of business diverts human resources, administrative capa-
bilities, and political capital away from more urgent development priorities
such as education, public health, industrial capacity, and social cohesion.2

It is UNITE’s position that steps must be taken to bring the Western Hemisphere
countries into compliance with internationally recognized core labor standards, or
the result will be increased inequality and the stagnation of living standards.

Trade policy liberalization is not a development strategy

‘‘Development’’ and economic growth are not synonymous. According to a principal
architect 3 of the United Nations Development Program’s influential annual Human
Development Report, development hinges on four elements:

• productivity growth:
• empowerment of people;
• equity; and
• sustainability.
The U.S. government has not evaluated whether current trade policies have pro-

moted measurable progress on the above four dimensions in the Western Hemi-
sphere. Exports of products to the United States have grown, according to the U.S.
International Trade Commission. Officials from some transnational corporations say
that they feel less inhibited about doing business in various parts of the region. No
thorough study has been done by the U.S. Government, however, of the impact of
NAFTA, CBI in its various forms and the ATPA on the working people who actually
produce articles covered under the trade acts.

Evidence is available, however, about the impact of special apparel market access
programs on the working people of Mexico and Central America. Both the CBI and
NAFTA programs were promoted as development strategies for Mexico and the Car-
ibbean Basin. The evidence from these countries suggests, however, that simple ex-
tension of special U.S. Market access to apparel and textiles (and by extension,
other products) will fail to promote or consolidate any of the cornerstone elements
of the development in the Hemisphere.

Trade boom, development bust

Apparel exports to the United States from Mexico and a few Caribbean Basin
countries boomed during the 1990s. Employment in Mexico’s apparel industry in-
creased some 60 percent between 1993 and 1998. The CBI and Mexico apparel
booms, however, have not driven forward development in those countries:
Productivity and living standards:

• Mexican apparel industry labor productivity declined more than 15 percent be-
tween 1993 and 1998.

• Real (inflation-adjusted) hourly compensation for Mexican apparel workers
dropped almost 25 percent over the same period.4

• Apparel industry labor productivity in major Caribbean Basin apparel-exporting
countries dropped significantly after 1986 (when the first CBI special access
program for apparel was launched).5

• The wages of the majority of workers employed in the apparel maquiladoras
and ‘‘export processing zones’’ of Mexico and the Caribbean Basin are insuffi-
cient to purchase nationally defined ‘‘basic baskets’’ of goods and services that
satisfy physical needs.6

Empowerment
The rights of workers have long been defined by the International Labor Organi-

zation (ILO), and were made binding on all member-nations in 1998. The countries
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7 See various reports submitted to and issued by the U.S. National Administrative Office for
the North American Agreement on Labor Cooperation.

8 See the preliminary WRC report on systematic abuse of workers’ rights at the Kukdong ap-
parel factor via the internet at http://www.workersrights.org. Also see http://mikebiz.com for a
less thorough report.

9 See, for example, Human Rights Watch, Mexico: A job or your rights (New York: HRW, De-
cember 1998). Available via the internet at http://www.hrw.org/hrw/reports98/women2/.

10 The annual earnings of top executives of large U.S. apparel retail and manufacturing cor-
porations that source production in Mexico and the Caribbean Basin frequently exceed $1 mil-
lion (see http://www.ecomponline.com/). The annual average wage of Mexico apparel production
workers is about $2,000 (see official Mexican government statistics, available via the internet
at http://www.inegi.gob.mx). Average annual earnings data are not available for the CBI coun-
tries.

in the FTAA are all members of the ILO. They are, therefore, bound to ‘‘promote
and realize’’ the basic rights of their workers: freedom of association, the right to
organize and bargain collectively; and the right to be free from forced labor, child
labor and discrimination in employment. There is no evidence that special access
to the U.S. market encourages the exercise of workers’ rights. Again the experience
of export-oriented apparel promotion in Mexico and CBI provides a dismal record:

• Only a few dozen collective bargaining agreement exist in the CBI region, where
approximately half a million workers in CBI countries employed at hundreds
of companies produce apparel for export to the United States. Employers, in col-
lusion with government authorities, systematically crush workers’ organizing ef-
forts. Employees are left defenseless against the arbitrary and abusive practices
of their employers.

• Numerous studies exist that describe in detail the pervasive and systematic re-
striction of freedom of association and the right to organize in Mexico.7 The uni-
versity-founded Workers’ Rights Consortium recently examined industrial rela-
tions at a supposedly ‘‘model’’ apparel factory in the Mexican state of Puebla
and uncovered gross violations of workers’ fundamental rights.8

• Human rights activists in Mexico and the CBI countries have documented pat-
terns of attacks on women’s rights and freedoms within export-oriented apparel
firms.9 Some abuses, such as pregnancy testing, appear to be motivated by an
interest in avoiding the economic cost of legally mandated pregnancy and ma-
ternity benefits. Other abuses, such as occupational discrimination and toler-
ance of sexual harassment (and, less frequently, sexual assault), appear to be
employed by managers as tools of control over the workforce.

• Export-oriented apparel firms have been found to employ children who fall
below the legal age threshold and to discourage working youths from attending
school. Countries and companies that have been subjected to international
media attention focused on this issue appear to have taken some steps to elimi-
nate these practices.

Equity:
What fruits there have been from the apparel export boom in Mexico and the CBI

countries have been distributed inequitably. The principal beneficiaries of the mar-
ket access programs have been U.S.-based apparel companies, retailers and import-
ers, elites in Mexico and the CBI countries, and some Asian companies that have
set up apparel and textile factories in Mexico and the Caribbean to export to the
U.S. market. Workers in Mexico and the CBI countries are not getting their fair
share.

The increasing integration of Mexican and Caribbean Basin production workers
into the U.S. apparel supply chain has meant that the income gap between those
at the top of the transnational industry pyramid and those at the bottom has grown.
Without even taking stock options into account, CEOs of U.S. companies in the ap-
parel industry frequently make over 500 times as much money in a year as the av-
erage Mexican apparel worker producing goods for their companies.10

Sustainability:
The United Nations’ Economic Commission for Latin America and the Caribbean

(ECLAC) study of Mexican and Central American maquiladoras has aptly summa-
rized a fundamental flaw with the maquiladora-led growth strategy:

The contribution made by [Mexican and Central American maquila fac-
tories] to economic growth is more modest than that which one could sup-
pose upon seeing the volume of their activity. Should the maquila factories
multiply in their current form, the countries would be specializing in sup-
plying cheap labor, and [the sector’s] growth would depend on the continual
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11 Comision Economica para America latina y el Caribe. Maquila y transformacion productiva
en Mexico y centroamerica. LC/MEX/R.630. 28 de octubre de 1997. Translated by UNITE from
the original Spanish. Emphasis added.

12 Countries where wages have fallen the most are also the countries that have the worst
record of abusing worker rights. For an interesting argument along these lines see: Dani Rodrik,
Democracies Pay Higher Wages, NBER Working Paper 6364, revised October 1998, published
in the Quarterly Journal of Economics.

13 Bobbin, ‘‘Exploring the HOT Topics of 2000: Sourcing and electronic commerce.’’ Dec. 2000.
14 See The Second Report of the Special Representative of the Director-General for Cooperation

with Colombia (Geneva: ILO, 2001); Report of the United Nations High Commissioner for
Human Rights on the human rights situation in Colombia; International Confederation of Free

Continued

cheapening of this factor. This is not compatible with a long-range strategy
of growth with social equity.11

The data contained in Table 1 below support the ELCAC’s assertion. Growth in
apparel imports from CBI countries has tended to increase most rapidly where hour-
ly labor costs have increased the least. Where labor costs increased significantly,
growth in apparel exports to the USA slowed.12 Apparel manufacturer and retailer
executives are seeking out the lowest cost labor they can find. Is this not a race to
the bottom? And will not those countries that are unwilling to pursue the race to
bottom to its logical conclusion discover that reliance on apparel export-led employ-
ment growth leads to a dead end?
Table 1

Apparel Industry Growth of
U.S. imports

Growth of re-
ported avg.
hourly labor
costs (USS)

1989–98 1985–96

Honduras ................................................................................................. 2523% 10%
El Salvador .............................................................................................. 2512% ¥27%
Guatemala ............................................................................................... 466% 8%
Dominican Rep ........................................................................................ 256% 56%
Costa Rica ................................................................................................ 206% 186%
Jamaica .................................................................................................... 74% 71%

• Sources: (imports) U.S. Department of Commerce, Major Shippers Reports, var-
ious years; (wages) Bobbin Consulting Group (1987), and Werner International
Management Consultants (1998); (wages*) UNIDO available via the internet at
http://www.unido.org.

Apparel executives see tariff preferences as a useful tool by which to pressure sup-
plier companies to lower prices. The apparel industry magazine Bobbin recently re-
lated the expectations of the president of Sportif, a U.S. branded sportswear com-
pany, about the role of ‘‘NAFTA parity’’ for CBI countries. In the executive’s view,
Bobbin reported,

‘‘It’s possible that Caribbean competition will create supply-and-demand dy-
namics that could cause Mexico’s labor rates or currency value to fall.’’13

This might seem to apparel industry executives to be a positive development.
However, for the working people of North, Central and South America whose liveli-
hoods are tied to the transnational apparel industry, intensification of the deregu-
lated scramble for market share is cause for grave concern. The same is equally true
of workers making other manufactured goods and even those providing soon-to-be
integrated services.

Any policy that rests its hopes for development primarily on apparel industry ex-
port promotion is flawed. Any such policy that fails to promote and protect nation-
ally and internationally recognized worker rights is fatally flawed. Such a policy
makes the United States complicit in the perpetuation of worker abuse.
Systematic violation of workers’ rights in Andean countries

For millions who live and work in the four Andean countries covered by the
ATPA, freedom, as it relates to work is an illusion. Year after year, investigators
from inter-governmental and non-governmental organizations document unconscion-
able violations of the most fundamental rights of trade union leaders and rank-and-
file members.14 It is alarming, but not surprising, that one-third of all complaints
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Trade Unions (various publications); and U.S. State Department, Country Reports on Human
Rights Practices (various years).

15 Report of the Direct Contacts Mission to Colombia, 7–16 February 2000. Emphasis added.
16 Report of the United Nations High Commissioner for Human Rights on the human rights

situation in Colombia. Emphasis added.

in the world filed with the Committee on Freedom of Association of the Inter-
national Labor Organization (ILO) originate in the Andean region.

Despite condemnation from unions and the ILO, new labor laws in Colombia,
Peru, Ecuador and Bolivia have undermined the right of collective bargaining in
those countries. In Peru, according to the State Department’s Human Rights Report
for 2000, ‘‘the ILO specifically criticized a provision that permits businesses to em-
ploy youth workers between the ages of 16 to 25 as up to 30 percent of the work-
force; workers in this age bracket are precluded from union membership and partici-
pation’’ (emphasis added).

As a result of these practices, the number of collective bargaining agreements in
the region has dropped precipitously. A recent ILO study reports that the number
of agreements in Peru dropped from 1,762 in 1990 to 623 in 1996, and in Ecuador
from 315 in 1987 to 206 in 1996, while in Bolivia only two new agreements were
signed in the decade from 1990 to 1999.

Additional weakening of labor laws in export processing zones (EPZs) serves to
further impede union organization. According to the State Department, in Peru:
‘‘Special regulations aimed at giving employers in export processing and duty free
zones a freer hand in the application of the law provide for the use of temporary
labor as needed, for greater flexibility in labor contracts, and for setting wage rates
based on supply and demand.’’ In Colombia, there are no unions in the EPZs, while
in Ecuador employers have used short-term contracts to prevent organization in the
zones.

Colombia is the leading Andean exporter of apparel to the United States. Colom-
bia also is the most dangerous country in the world in which to be a trade unionist.
Killings of labor leaders and unionized workers remain a ‘‘regular’’ occurrence in Co-
lombia, according to an ILO special Direct Contacts Mission, which visited the coun-
try in February 2000. ‘‘Cases where the instigators and perpetrators of the murders
of trade union leaders are identified are practically nonexistent, as is the handing
down of guilty verdicts,’’ according to the ILO investigative team.15

The Medellin-based National Labor School reports that approximately 1,500 union
members have been murdered since 1991, when the ATPA first took effect.

• Over 100 union members were killed during 2000, according to a tripartite Co-
lombian commission;

• Thirty-five additional killings of trade unionists have already been reported in
2001.

The U.N. High Commissioner for Human Rights, in her 2001 report on Colombia,
lay a portion of the responsibility for the persistence of human rights abuses at the
feet of the government:

‘‘. . . [P]rotection of human rights and compliance with international rec-
ommendations were neither accorded the importance nor pursued with the
persistence or effectiveness that the serious situation in Colombia requires.
This was reflected in the Government’s limited follow-up, continuity and
vigor regarding relevant mechanisms and standards. It was also reflected
in the absence of adequate resources for programs and institutions that
have a vital role to play in the human rights area and could contribute to-
wards the resolution of the country’s human rights crisis. The High Com-
missioner expresses her concern at the fact that the authorities have failed
properly to follow up the majority of the international recommendations.

‘‘The Office was able to confirm that the principal problem as regards
human rights is not an absence of laws, programs, mechanisms or institu-
tions, but a failure to use them and thus an absence of tangible decisions,
action and results.’’ 16

In addition to the extra-judicial violence perpetrated with impunity in Colombia,
the latest Annual Survey of Violations of Trade Union Rights issued by the Inter-
national Confederation of Free Trade Unions reports that authorities in the Andean
countries utilize various tools to repress strikes. For example, in Colombia 149 peo-
ple were injured and 418 arrested when security forces clashed with workers in
1999.
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The Inadequacy of the Workers’ Rights Provisions in Existing Trade Law
Under the Generalized System of Preferences (GSP), the U.S. extend trade pref-

erences to a country only if it ‘‘has taken or is taking steps to afford to workers in
that country . . . internationally recognized workers’ rights.’’ The U.S. trade union
movement and other labor rights activists have tried on numerous occasions to uti-
lize the workers’ rights provision in response to gross and persistent violations of
those rights in Western Hemisphere countries that benefit from U.S. trade pref-
erences. The labor movement has found the enforcement mechanism flawed. One
major problem is the snail’s pace of investigations; another is the fact that the U.S.
Government has too much discretion over whether or not to take action.

Take the example of Guatemala. Labor rights advocates in the United States first
petitioned the U.S. Government to investigate gross violations of internationally rec-
ognized workers’ rights in Guatemala in 1986. Petitions also were filed in 1987,
1989, and 1990, 1991 and 1992. The U.S. Government refused to act on the petitions
until 1992. The Government engaged in a ‘‘review’’ of the state of workers’ rights
in Guatemala through 1993. In 1994 the GSP statue lapsed and the review process
ended. The AFL–CIO submitted new allegations of violations of workers’ rights in
1995—again, the U.S. Government chose not to suspend benefits, but to ‘‘review’’
Guatemalan law and practice. The U.S. terminated this review in 1997, having con-
cluded that the government of Guatemala was, indeed, ‘‘taking steps’’ to afford Gua-
temalan workers their internationally recognized rights. The AFL–CIO filed a new
petition in 1998. The U.S. Government rejected the new petition, then reversed
itself and self-initiated an investigation in the wake of brutal physical attacks on
Guatemalan banana workers’ union leaders. Since the decision to investigate was
made, the U.S. Government has made a good faith effort to promote respect for
workers’ rights in Guatemala. But while the U.S. Government investigated, the
Guatemalan courts rendered judgments against the banana union leaders’ assail-
ants that amounted to a slap on the wrist and made a mockery of justice. The union
leaders were forced to flee for their lives, and came to the United States in March
of 2001.

The leaders of the Guatamalan banana workers’ union join many other labor lead-
ers and workers’ rights advocates from throughout the Hemisphere likewise forced
into exile. The absence of those activists and leaders represents a real setback for
development in the Americas.

The workers’ rights clause in the ATPA and the related enforcement mechanism
established by the U.S. Trade Representative are simply inadequate to deal with the
level and intensity of exploitation that takes place on a routine basis in many of
the Andean countries. Both the law and the enforcement mechanisms are especially
inadequate for dealing with countries here paramilitary forces, government authori-
ties, and employers mount assaults on trade union rights on a daily basis.

The FTAA will not even include the weak labor provisions in the ATPA, the GSP
or the CBI NAFTA Parity program adopted in 2000. It does not include the weak
and mostly unenforceable labor side agreements that are in NAFTA. The ongoing
negotiations for the FTAA have studiously avoided serious consideration of labor
rights and the critical connection between labor rights and economic development.
The nine negotiating groups for the FTAA do not include a group on labor issues,
nor are labor issues being negotiated by any of the groups. The United States has
not insisted that labor rights be included in the FTAA, nor has any other country.
Conclusion

Half a million U.S. apparel and textile workers have lost their jobs over the past
ten years as U.S. apparel retailers and brand marketers have shifted production
and sourcing to Mexico, the Caribbean Basin and, to a lesser degree, the Andean
countries. These production and sourcing shifts have failed to contribute in any
measurable way to development in those countries and have driven down standards
for apparel workers in the United States, many of them immigrants from Latin
America. members of UNITE, therefore, find it hard to understand why U.S. policy
makers expect that expanding the NAFTA model of trade to the rest of the Hemi-
sphere will improve working conditions, lift standards of living, and enhance peo-
ple’s freedom in the region.

Negotiations for expanded trade in the Western Hemisphere must include as a
core commitment a concerted effort to strengthen institutions—both within indi-
vidual nations and a the international level—that will (1) ensure substantial compli-
ance with existing laws that promote and protect workers’ rights and (2) promote
movement by governments and employers in the region toward full respect of inter-
nationally recognized workers’ rights.

Without such action, the FTAA and a renewed and expanded ATPA will simply
accelerate the race to the bottom for millions of workers. That is not acceptable.
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Statement of West Indies Rum and Spirits Producers Association

The West Indies Rum and Spirits Producers Association (‘‘WIRSPA’’), representing
the major producers of rum and spirits in the Caribbean region, appreciates this op-
portunity to express its views on both (i) the proposed extension of the Andean
Trade Preferences Act (‘‘ATPA’’) and (ii) the proposed Free Trade Area of the Amer-
icas (‘‘FTAA’’). In both of these initiatives, special attention must be given to rum
in order to avoid causing irreparable damage to the struggling economies of the Car-
ibbean Basin.
Rum’s Special Role in the Caribbean

Rum is a product of special significance to the Caribbean Basin, where it has been
produced for centuries, contributing to local economies and enhancing the culture
and folklore of the Caribbean region. U.S. trade policy has long reflected an appre-
ciation for rum’s unique role in Caribbean history—for example, establishing a tax
‘‘cover-over’’ mechanism to support rum production in the U.S. Caribbean territories
(1983), by rejecting petitions for duty-free entry of non-Caribbean rum under the
Generalized System of Preferences (1987 and 1990), and by excluding rum from the
ATPA (1991).
Andean Trade Preferences Act

The ATPA provides special duty-free benefits to Bolivia, Colombia, Ecuador, and
Peru. Some have advocated that this expiring program should be not only renewed,
but expanded to include formerly excluded products such as rum. Adding rum to the
ATPA would trigger sharp dislocations in the Caribbean Basin. Legislative history
explains that rum was excluded from the original ATPA ‘‘in order to preserve the
benefits that the Congress has provided to Puerto Rico, the Virgin Islands, and the
Caribbean Basin countries ....Andean rum producers have significant natural re-
sources and cost advantages over their Caribbean and U.S. Territorial counterparts
as well as large excess production capacity.’’ H.R. Rep. No.102–337 at 15 (1991).
That description is as accurate as ever.

The only meaningful change in circumstances since those words were written in
1991 occurred as a result of the 1997 U.S.-EU tariff agreement on distilled spirits.
As of 2003, most rums (and all branded rums) will be able to enter the United
States duty free from anywhere in the world. Thus, much of what the Andean coun-
tries would get from bringing rum into the ATPA has already been accomplished
by other means. However, the EU and U.S. negotiators in 1997 were careful to pre-
serve their tariffs (and thus the Caribbean suppliers’ duty preference) on low valued
rums, upon which Caribbean suppliers depend to remain in business. This carefully
negotiated solution appropriately balanced the interests of global spirits companies
with the unique needs of the fragile Caribbean economics. Expanding the coverage
of ATPA duty-free benefits to include rum would threaten that balance.

Exports from the ATPA countries, particularly Colombia, could quickly overwhelm
and displace Caribbean suppliers. Approximately 2.3 million cases of rum per year
are produced in Colombia, by government entities under a legal monopoly. Colombia
also has substantial rum exports, and even with the remaining tariff on low-valued
rums, U.S. imports from Colombia doubled in 2000 as Colombia took advantage of
duty reductions already implemented since 1997. This increase includes Colombia’s
emergence, for the first time in 2000, as an exporter to the United States of bulk
rum—an ominous indicator of what Colombia could accomplish if the remaining im-
port duty on low-valued bulk rum were lifted. Colombia’s competitive advantages in-
clude: (1) substantial surplus sugar production, so that molasses is readily available
to rum producers at very low cost; and (2) large petroleum deposits that enable rum
producers to secure inexpensive fuel oil, whereas Caribbean producers in the USVI,
Puerto Rico, and most CBI countries must depend on more expensive imported fuel
oil. Moreover, lower costs of labor and environmental compliance strongly suggest
that overhead expenses—the only other significant cost category—are also lower in
Colombia and the other Andean countries than in the Caribbean Basin countries.
Therefore, displacement of Caribbean rum would be substantial, and the con-
sequences, in a region whose fragile economies can ill-afford them, would include
lost sales, closed distilleries, and lost jobs.
Free Trade Area of the Americas

For the same reasons that duty free access for low-valued rums should not be
granted to the four Andean countries under the ATPA, it would be devastating to
the Caribbean rum suppliers to grant duty free access to the entire hemisphere
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under the FTAA. Duty free access for countries like Brazil and Venezuela would
quickly wipe out the hard-earned position of Caribbean suppliers of rum in the U.S.
market. The resulting damage to Caribbean economies, including those of the U.S.
territories, would be unbearable. The tariff on low-valued rums was left in place for
a reason, and that reason is every bit as valid today as it was in 1997.

We note that our positions on these issues are precisely aligned with the positions
that the U.S. territories in the Caribbean are advocating through their representa-
tives in Washington.

* * * * *
The Committee on Ways & Means has long been a staunch defender of the Carib-

bean region. We urge you to maintain that role as you design these upcoming trade
initiatives.

Æ
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