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THE FUTURE OF U.S. ECONOMIC RELATIONS
IN THE WESTERN HEMISPHERE

TUESDAY, MAY 20, 2003

U.S. SENATE,
SUBCOMMITTEE ON WESTERN HEMISPHERE,
PEACE CORPS AND NARCOTICS AFFAIRS,
COMMITTEE ON FOREIGN RELATIONS,
Washington, DC.

The committee met, pursuant to notice, at 2:38 p.m., in room
SD—419, Dirksen Senate Office Building, the Hon. Norm Coleman
(chairman of the subcommittee), presiding.

Present: Senators Coleman, Enzi, Dodd, and Bill Nelson.

Senator COLEMAN. This hearing of the Senate Foreign Relations
Subcommittee on Western Hemisphere, Peace Corps and Narcotics
Affairs on “The Future of U.S. Economic Relations in the Western
Hemisphere, Challenges and Opportunities for American Agri-
culture,” will come together.

And I would like to extend, by the way, certainly a welcome to
our guests, our panelists, who I will introduce in a second. I would
also send a special welcome to the Brazilian Ambassador. I under-
stand Ambassador Barbosa is here.

So, Mr. Ambassador, thank you for being here today.

I will begin with an opening statement, and I expect my friend
and esteemed colleague, the ranking member, to also be here and
would give him an opportunity. And then other Senators may be
here, and then we will introduce our witnesses.

I want to begin by welcoming you all here today and given the
number of witnesses who deserve to be heard and the ambitious
agenda we are about to undertake this afternoon, I will be brief in
my opening remarks.

Let me just say that I am excited about the work we will be con-
ducting in this subcommittee and certainly honored to serve as its
chairman. I am especially pleased that my first hearing as chair-
man is on a topic of such importance to the people of my home
state, the State of Minnesota. The purpose of this hearing is to de-
termine exactly what opportunities exist for enhanced trade in ag-
ricultural products between the United States and countries in the
Western Hemisphere and what challenges and obstacles hinder de-
velopment of this expanded trade.

I came to the U.S. Senate knowing firsthand the benefits of trade
because I represent the great State of Minnesota. For those who do
not know it, Minnesota ranks in the top ten among states in nearly
every commodity that can be produced in our climate and ranks
seventh among states for agricultural commodity exports. The bot-
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tom line is: We produce more than we can consume in this country,
and so we need access to foreign markets if our farm families are
to earn a decent living. In my view, and I think the view of others
here, there is great risk in not moving forward and opening up new
markets to U.S. farmers and ranchers.

I believe in the promise of trade, but you cannot just sell prom-
ises. You need to deal with the realities of trade. And over the last
decade, outright enthusiasm for trade among farm families in Min-
nesota, and I expect all over the country, has been tempered by the
failure of our trading partners to live up to their end of the bar-
gain.

United States farmers and ranchers had always been the bul-
wark behind trade liberalization. They have always tipped the bal-
ance in this country in favor of trade. Last year’s vote on trade pro-
motion authority underscores this point. Accordingly, it seems to
me that the ability to successfully conclude any future trade agree-
ment hinges on two things: First, the United States absolutely
must hold our current trading partners to their word under exist-
ing trade arrangements. The United States took the right action
with regard to the European Union’s biotechnology policy, and
President Bush and his trade team are to be commended for that.
It was the right thing to do.

Now, a tough response is also warranted against Mexico’s actions
that amount to unilateral renegotiation of NAFTA. Senator Grass-
ley and many of the farm groups have made this point, and I made
the same point last week when I visited with a number of Mexican
Senators. America’s strong relationship with our Mexican friends is
far too important for the deterioration, I fear, would result if there
is this breakdown in trust.

Of course, the U.S. Government alone is not solely responsible
for ensuring that rules are followed. I understand that Monsanto
Corporation will make an important announcement at our hearing
today concerning what it plans to do on the issue of Roundup
Ready patent enforcement in places like Brazil.

We currently have an unacceptable situation. U.S. farmers pay
anywhere from $9.30 to $15.50 per acre for Roundup Ready soy-
beans. Brazilian farmers, apparently, also use Roundup Ready soy-
beans but pirate the technology, giving them a competitive advan-
tage. Testimony today will suggest that an estimated 20 to 30 per-
cent of soybeans planted in Brazil are Roundup Ready. The irony
is Brazil then exports soybean products to the United States, some
of which are surely biotech, in direct competition with my farmers
who are paying these tech fees.

Even more ironic, while the EU has a moratorium on the ap-
proval of biotech agricultural products and seems to actually en-
courage nations in Africa, ravaged by starvation, to reject our offer
of food aid, the EU is likely buying Brazilian biotech soybeans
under the guise that they are non-biotech; yet, again, giving Brazil
a competitive advantage.

I look forward to hearing Monsanto’s announcement during this
hearing on how it intends to deal with this problem.

The second thing we need to do to successfully conclude any fu-
ture trade agreements is to make sure we maintain the confidence
of American agriculture in these negotiations. U.S. farmers and
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ranchers rightfully expect their country’s negotiators are working
to get the best deal for American agriculture, that the deal is going
to benefit U.S. farmers and ranchers, and that their concerns,
which we will hear about today, are being addressed.

As we are moving forward on FTAA, CAFTA, and the WTO, it
is very important that a negotiating team routinely looks back to
make sure that American agriculture, and those like me who care
deeply about agriculture and rural America, are still following. For-
tunately for U.S. negotiators, all our farmers and ranchers are ask-
ing for is to compete on a level playing field.

I believe President Bush and his very capable representatives ap-
pearing before us today understand these points, and that makes
me confident that trade and all the promise it offers America’s
farmers and ranchers will not be lost.

Before I go on and recognize other Senators, it is my under-
standing that the Department of Agriculture has information con-
cerning a BSE case in Alberta, Canada. As those of us in this room
well know, the United States has the safest meat supply in the
world. We have a pretty rigorous testing and inspection system. We
also have in place a system where the USDA works closely with
states to ensure imported meat and animals are safe and free of
disease. The news today of this case only underscores the need to
build on this rigorous Federal/State system to ensure that our meat
continues to be the safest and highest quality in the world.

Accordingly, after my opening remarks but before we move on to
the topic of this afternoon’s hearing, I would like to ask Dr. Penn
what USDA knows about this situation, and what course of action
the Department has taken.

At this time, Dr. Penn, before we begin the substance of this
hearing, because of the importance of this issue I would kind of di-
gress from the schedule, and ask you to please tell us a little bit
about this case and what course of action the Department is tak-
ing.

Dr. Penn.

Dr. PENN. Thank you, Mr. Chairman. I would be pleased to give
you a brief update. The Canadian Government this morning in-
formed us that they had indeed found a confirmed case of BSE, one
animal in a 150-cow herd. The remainder of the animals in the
herd have been slaughtered and are being tested. This was an 8-
year-old animal. They know where the animal had been for 3 years
prior to its being slaughtered, and they are in the process now of
trying to trace and find where the other animals came from in the
herd.

We think this is an isolated incident, but Secretary Veneman an-
nounced, just within the hour, that she has temporarily closed the
border to movement of live ruminants. We will await the test re-
sults from the other 150 animals. If all of those tests prove nega-
tive, then we can probably reopen the border fairly quickly. If not,
then we will have to evaluate the situation.

But that is pretty much, Mr. Chairman, the state of play of
things right at the moment.

Senator COLEMAN. All right. Dr. Penn, we have—it is one animal
that we are talking about right now?

Dr. PENN. One animal.
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Senator COLEMAN. OK. Thank you, Dr. Penn.

I would like now to turn to my colleague, Senator Enzi, for any
opening statement.

Senator ENzI. Thank you, Mr. Chairman. And I particularly
thank you for diverging here for a moment to get an update on
that. It is particularly critical to all of the states and our state food
supply, but also to the future production of livestock in the United
States that that not make it into the United States, and so I appre-
ciate the diligence and will be also looking for some followup on
that.

And I thank you for holding this hearing to look into the future
of economic relations in the Western Hemisphere. I think it is clear
that the economies of the region have an impact on our economy.
It has an impact on our confidence in international trade, and it
even has an effect on our security. When an economic crisis occurs,
our immediate thought is how it will impact our communities.

Considering the increased globalization of the world, it is no won-
der that an oil crisis, political upheaval, humanitarian emergency,
or a natural disaster in the Western Hemisphere causes a severe
reaction in the United States.

Today we are hearing from a number of witnesses who represent
different sectors of the agricultural community. In Wyoming, agri-
culture is an integral part of the state’s identity. We are known as
the Cowboy State. We have that on our license plate and we are
associated with cattle, and ranches, and open space. Some of you
may not know that we are also a sugar state and a wheat state.

Agricultural trade within the Western Hemisphere directly af-
fects the people of Wyoming. It affects the ability of our neighbors
and friends to stay in business, and I believe the relationships that
exist between the countries in the Western Hemisphere is key to
the future of our region.

Last January I had the opportunity to travel to Brazil for the in-
auguration of Brazil’s new President, Lula da Silva. It was a truly
international gathering with representatives from nations through-
out the hemisphere and, in fact, throughout the world, but with a
concentration from this hemisphere. I was there with U.S. Trade
Representative Robert Zoellick, and Ambassador John Maisto and,
of course, our Ambassador to Brazil, Donna Hrinak.

And many heads—so many heads of government attended that it
became kind of a conference of sorts. We had an opportunity every
hour, on the hour, to talk to either a head of state from one of
these countries or members of the cabinet from Brazil, and it was
a great opportunity to find out what each country was doing about
challenges facing the region.

A few of the countries were, Peru, Bolivia, Uruguay, Colombia
and El Salvador. We talked about many of the trade and economic
issues that, I am sure, we will hear about today. Each nation had
its own worries and concerns, but many of their issues overlapped
and involved each other. And it was a tremendous opportunity for
us to talk about the World Trade Organization meetings and Euro-
pean meetings that would be coming up, and the way that this
hemisphere could work together to solve problems that we have
with exporting our agriculture to the rest of the world.
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These overlapping issues of trade and securities are a reason
that this hearing is so important. I really thank you for holding
this hearing. I look forward to hearing the testimony of the wit-
Islesses and seeing how they will affect agriculture in the United

tates.

Senator COLEMAN. Thank you very, very much, Senator Enzi.

I would now like to recognize the first panel at the table. The
Honorable J.B. Penn, Under Secretary for Farm and Foreign Agri-
cultural Services at the U.S. Department of Agriculture, and the
Honorable Allen Johnson, Chief Agriculture Negotiator for the Of-
fice of the United States Trade Representative.

Welcome, Dr. Penn, and please begin when ready.

STATEMENT OF HON. J.B. PENN, UNDER SECRETARY, FARM
AND FOREIGN AGRICULTURAL SERVICES, UNITED STATES
DEPARTMENT OF AGRICULTURE, WASHINGTON, DC

Dr. PENN. Thank you, Mr. Chairman. I appreciate the oppor-
tunity to appear before the subcommittee today. And as Senator
Enzi noted, this is an opportune time for a hearing to examine the
opportunities and challenges in the Western Hemisphere.

There are numerous forces, some new and some long in the mak-
ing, that today confront the agricultural and food industry. How we
handle these challenges as an industry, as individual producers,
and through government policy, will determine the health of our in-
dustry early in the new century and for years to come. These forces
include the always larger geopolitical and macroeconomic setting
over which we have little control but with which we must deal
since they importantly affect critical variables such as access to
market and the value of the dollar relative to other currencies.

Other forces more nearly under our ability to influence, if not to
entirely control, include national policies for the farm sectors, new
trade agreements, such as the Doha Development Agenda, the Free
Trade Area of the Americas, the Central American Free Trade
Agreement, and a spate of bilateral agreements; the introduction of
several new technologies related to computers, satellites, and soft-
ware that combine to enable precision farming, and then, perhaps,
the most promising technology ever, biotechnology for agriculture.

The trade and new technology forces are strongly interconnected
as is clearly illustrated with the difficulty in gaining acceptance of
biotechnology, especially in the European markets. And we are con-
stantly reminded that the business of agriculture and food is ex-
tremely dynamic. Nothing stays the same for very long.

A few examples illustrate the point: Not many years ago the So-
viet Union was a major purchaser of grains from the world market,
and it disappeared a dozen or so years ago. The Black Sea region
emerged last year as a significant supplier to the global grain mar-
kets and could well be an enduring presence. And in our own hemi-
sphere, Brazil and Argentina now have combined to surpass the
U.S. in oilseed production. In China, the most populous nation, now
is a member of the WTO and a major force in the global markets
both as a buyer and as a seller.

The successful entities in this business are the ones that are able
to adjust and adapt most to the rapidly changing conditions and to
these long-term trend shifts.
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I want to focus my remarks today around the trade technology
competitiveness intersection. At the outset, we need to remind our-
selves why there is so much focus on trade, especially in the food
and agricultural industry. And that is because it is so critical to the
current and future health of this industry. We are all generally fa-
miliar with the broad outlines of the importance of the foreign mar-
kets to our farmers and the entire Ag sector, but the key points
bear repeating.

The output from roughly one of every three acres of major field
crops is exported. Total export sales this year are forecast to be $57
billion. That is well over a fourth of the total of $201 billion of
gross receipts from all crop and livestock sales. And for many indi-
vidual crops the importance of the foreign markets are much great-
er. We export 54 percent of the cotton, 49 percent of the wheat, 44
percent of the rice, 37 percent of the soybeans, 20 percent of the
corn, and for all of the specialty crops, like almonds and sunflowers
and others, the numbers are exceedingly important.

Well, now, the above numbers are direct exports of the com-
modity itself. We also now export significant grains, grass, and oil-
seeds in the form of livestock products. At the beginning of the
1990s, we exported relatively few livestock products, the equivalent
of only about 2 percent of all of our grain and oilseed production.
Today, we export over $9 billion of livestock products representing
the equivalent of fully 5 percent of our entire grain and oilseed pro-
duction. In fact, the composition of our food and agricultural ex-
ports has shifted significantly in just the past decade. Today the
high-value and value-added products comprise 63 percent of the
total sales, with bulk commodities comprising the remainder.

Having the current combination of domestic and foreign markets
is critical to both annual farm income and the balance sheet of the
farm sector. Without the foreign markets and without their expan-
sion over time, agriculture and the food industry would have sig-
nificant excess capacity not only in farmland, but also in storage,
transportation, and processing facilities. We would have unneeded
as?ets, assets out of location, and certainly assets with declining
values.

In addition to the significant contribution to farm income, trade
also means jobs. Food and agricultural exports today support
750,000 jobs. Every $1 billion in additional agricultural exports
adds 15,000 jobs. Exports support jobs on the farm, in rural areas,
and all across the food system. And this trade also stimulates eco-
nomic activity well beyond the farm gate. The $57 billion in agri-
cultural exports this fiscal year will create an additional $84 billion
in supporting economic activities, to harvest process, package,
store, transport, and market all of these products.

Another dynamic closely related to both current farm income and
the balance sheet is the constantly shifting balance between pro-
duction capacity and market utilization. Long-term productivity
growth in American agriculture averages about 2 percent a year,
50-year trend. That means that we can produce 2 percent more
food each year with a given set of resources. In contrast, the do-
mestic market requires only about eight-tenths of 1 percent more
food each year due to the slow growth of our population. So it is
very obvious over time that we must have access to the growing



7

foreign markets if we are to avoid the emergence of significant ex-
cess capacity.

It is against this backdrop, Mr. Chairman, of the importance of
global trade to U.S. agriculture and the food system, that I want
to focus more closely on the importance of trade with our NAFTA
partners, since the focus of this hearing is on this hemisphere. The
NAFTA was concluded in 1993 and implementation began in 1994.
We now have a full 8 years experience, ample time to see some
very clear results.

Exports of food and agricultural products from the United States
to our two NAFTA partners reached a record $15.9 billion last
year, and that is a doubling since the signing of the agreement in
1993. In 2002, Canada surpassed Japan as the leading export mar-
ket for U.S. agriculture, with our exports valued at a record $8.7
billion. U.S. exports to Mexico have now reached $7.3 billion, al-
most double the amount the year before NAFTA’s implementation.

The benefits of NAFTA extend well beyond the direct expansion
of commercial trade. They extend to economic development, polit-
ical stability, pluralism, and immigration. And in the end, con-
sumers in both countries are the ultimate beneficiaries with impor-
tant contributions to price, cost, choice, quality, and availability.

And I see that my time has expired, but let me just make a cou-
ple of other points in conclusion: One, I think it is important that
we recognize in the current trade environment the necessity to
maintain the markets that we have already established. As the
trade volumes expand significantly, the possibilities for commercial
and other difficulties arise. This is especially true as the traditional
barriers of tariffs and quotas diminish in importance, pushing new
barriers into prominence, such as sanitary and phytosanitary regu-
lations, and other technical barriers.

The current difficulties with China over TRQ implementation
and biotechnology regulations, and our difficulties with Mexico over
a variety of matters, serve to illustrate this point. We at USDA are
certainly finding this to be the case. We are devoting an increasing
amount of resources to this task of market maintenance, and we
are strengthening our cooperation with the private sector in doing
this.

The widely reported difficulties with China and Mexico serve to
emphasize another point, and that is that we are closely moni-
toring these agreements. We intend to ensure that they are en-
forced. And, Mr. Chairman, as you said a deal is a deal, and we
expect our trading partners to fully live up to their end of the bar-

ain.

Finally, let me just conclude by making a couple of points about
competitiveness. The opening of new markets is a necessary first
step, but we have to constantly strive to remain competitive in all
of our markets. There is a growing concern today throughout the
agricultural community as we see the emergence of new suppliers,
such as the Black Sea grain producers, and being competitive is
going to be all the more important if we are successful in leveling
the playing field with the new trade agreements.

This productivity in American agriculture today is due to past re-
search and development. It is due to the investment of our pro-
ducers in all of the new technology and management techniques.



8

And with our abundant natural resources and accommodating cli-
mate, American producers have a highly competitive unit cost for
quality products at the farm gate.

And then our public sector has made a significant investment in
infrastructure, our roads, waterways, port facilities, that enable the
movement of these low-cost products from the farm gate to the ulti-
mate consumer. And today, as I noted, there is concern about both
areas of competitiveness, at the farm gate and beyond the farm
gate. And we need to pay special attention to this if we are to re-
main competitive in the 21st century.

Mr. Chairman, that concludes my remarks. Thank you again for
the opportunity to participate in this hearing. And I would be
pleased to respond to questions when you get to that point.

Senator COLEMAN. Thank you very much, Dr. Penn. And I do
note in your written comments you had some more extensive re-
marks relating to CAFTA and FTAA, and those remarks will be in-
cluded in the record.

Dr. PENN. Thank you.

[The prepared statement of Dr. Penn follows:]

PREPARED STATEMENT OF J.B. PENN, UNDER SECRETARY, FARM AND FOREIGN
AGRICULTURAL SERVICES, U.S. DEPARTMENT OF AGRICULTURE, WASHINGTON, DC

Mr. Chairman, members of the subcommittee, I am pleased to come before you
today with Ambassador Johnson to discuss the challenges and opportunities for ag-
ricultural trade in the Western Hemisphere. I would like to begin by discussing the
importance of trade for U.S. agriculture, and the role that trade agreements can
play in helping to increase export opportunities for our food and agricultural sector
within this hemisphere.

IMPORTANCE OF TRADE

President Bush has made it clear that agriculture’s role in any trade agreement
is critical. Because maintaining existing export markets and creating new opportu-
nities are essential to the prosperity of American agriculture, trade issues are para-
mount and receive the highest attention at all levels of the Department. Last
month, Secretary Veneman hosted the Russian Deputy Prime and Agriculture Min-
ister to discuss high priority issues, including a resolution to a long-running dispute
that severely damaged our poultry exports. Recently, Ambassador Johnson and I
traveled to Mexico as part of a U.S. delegation to address the agricultural commu-
nity’s concerns with that country’s many impediments to U.S. exports. And later
this month, I will travel to Brazil to get a first-hand look at the production capacity
of that key competitor, as well as meet with my Brazilian counterparts to discuss
issues of mutual concern.

All of us throughout USDA know that export success is an important determinant
of our farm sector’s annual cash income. Approximately one-third of our production
capacity is devoted to export sales. Exports heavily influence asset valuation and
the balance sheet.

Trade stimulates economic activity beyond the farm gate. In fiscal 2003, U.S. ex-

orts are expected to reach $57 billion. This trade is expected to create an additional
§84 billion in supporting economic activities to harvest, process, package, store,
transport, and market those products. Most of these activities occur in the non-agri-
cultural sector of our economy. Traditionally, bulk commodities such as wheat, rice,
coarse grains, oilseeds, cotton, and tobacco accounted for most U.S. agricultural ex-
ports. However, since the early 1990’s, U.S. exports of high-value products—meats,
poultry, live animals, feeds, hides and skins, fruits, vegetables, processed foods and
beverages—have expanded rapidly and now exceed the value of bulk commodity
shipments. High-value product exports generate even more supporting economic ac-
tivity than bulk shipments—roughly $1.4 billion for every $1 billion exported.

In addition to its income effect on the farm and food sector, trade means jobs. U.S.
food and agricultural exports support 750,000 jobs. Every $1 billion in exports cre-
ates 15,000 jobs. Exports support one-third of all jobs in rural communities. Some
of the jobs are on the farm, but most are in trade and transportation, services, food
processing, and other manufacturing sectors.
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For U.S. agriculture to build on this success, we must recognize and adapt to the
changing global market landscape. Developed country markets, such as Japan and
the European Union (EU), are characterized by mature food demand and slow im-
port growth. On the other hand, food consumption in developing country markets
1s growing much faster, as their demand for food is more sensitive to changes in
incomes, and their incomes are growing faster than those in developed countries.
Rising incomes not only mean increased overall food consumption, but a greater em-
phasis on quality and variety. These trends open up new opportunities for a wide
range of U.S. bulk and high-value agricultural exports, particularly for meat and
dairy products (which boosts the demand for feed grains and proteins), fresh horti-
cultural products, and a variety of processed foods and beverages.

The greatest potential for future expansion of agricultural exports lies with the
burgeoning middle classes in these developing countries. The economic viability of
American agriculture will depend upon our ability to develop and enhance market
opportunities there.

Nowhere is this more important than in our own hemisphere. In fiscal 2002, the
Western Hemisphere replaced Asia as the top destination for U.S. food and agricul-
tural exports. Countries in this hemisphere bought over $20 billion—or nearly 38
percent of our exports. Not only are these countries major customers, but they are
competitors as well. Canada. Argentina, and Brazil are key agricultural exporters.
We have heard a lot recently about Argentina and Brazil, in particular, and how
they are not only competitive, but also poised to increase their production capacity
tremendously over the next few years. While some may see only the negative in
that, it is important to remember that these countries also share our strong commit-
ment to trade liberalization and are allies in our efforts to negotiate a fairer and
more market-oriented trading system.

To pursue further trade reform, the Administration has an ambitious trade agen-
da, with multilateral, regional, and bilateral priorities. In this hemisphere, we want
to build on the success of the North American Free Trade Agreement (NAFTA), an
agreement that has had a huge impact on agricultural trade.

THE SUCCESS OF NAFTA

In fiscal 2002, our two NAFTA partners, Canada and Mexico, together purchased
$15.7 billion worth of U.S. food and agricultural products, exceeding our sales to
Japan and the EU combined. As recently as 1995, exports to Japan and the EU
were twice as large as exports to our NAFTA partners. Fiscal 2001 marked the first
time that our exports to Canada and Mexico exceeded our exports to Japan and the
EU, and we expect this trend to continue. The latest Forecast for fiscal 2003 esti-
mates U.S. exports to Canada and Mexico to total a record $17 billion.

Last year, Canada moved past Japan as our number one export destination, with
Mexico our third-largest market. And the future is bright. Both Canada and Mexico
are stable markets, capable of purchasing many of the high-value products where
we see much of our export growth.

Our trade relationship with our NAFTA partners is working. Since NAFTA’s im-
plementation, two-way agricultural trade between Mexico and the United States
and between Canada and the United States has nearly doubled. And consumers in
all tl?ree countries are benefiting by more choices and lower prices at the super-
market.

That is not to say that we do not have a considerable list of agricultural trade
problems of concern to all three countries. Any time you have trade relationships
of this magnitude, problems are bound to come up. But NAFTA does provide pre-
scribed mechanisms to address those problems, and all three countries are com-
mitted to working through our differences.

We must continue to work together to achieve a North American model for agri-
cultural trade that will serve as an example to the world. By collaborating in a way
that provides the stability and transparency necessary for our private sectors, the
North American food chain will become more and more integrated. If we succeed,
we can develop the most productive and successful food chain in the world—bene-
fiting producers and consumers alike.

THE U.S. TRADE AGENDA

When NAFTA was implemented in 1994, it was one of the first free trade agree-
ments (FTAs) in the hemisphere. Since then, the United States has lagged behind
our neighbors in negotiating agreements. Today, about 20 preferential trade agree-
ments are in effect in the Western Hemisphere. In addition, there are nearly 40
agreements that provide preferences for specific sectors, and more trade agreements
are under negotiation or consideration.
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The United States is an outsider to most regional trade agreements in the hemi-
sphere. For example, the MERCOSUR customs union—Argentina, Brazil. Paraguay,
and Uruguay has liberalized trade among the four nations, putting U.S. products
at a competitive disadvantage. Chile already has signed 16 FTAs, including agree-
ments with Canada, the EU. and Central America. We must pursue such agree-
ments if we are to provide the best opportunities for our food and agriculture sector
in the region.

This is the impetus behind our trade strategy in this hemisphere. We have com-
pleted an FTA with Chile, and are working on the Free Trade Area of the Americas
(FTAA) and an FTA with five Central American countries.

THE U.S.-CHILE FREE TRADE AGREEMENT

The U.S.-Chile FTA was concluded on Dee. 11, 2002, and is our first agreement
with a South American country. This agreement, which Congress will now consider,
will provide America’s farmers and ranchers, and businesses they support, with im-
proved access to Chile’s market of 15 million consumers. This comprehensive agree-
ment calls for duty-free, quota-free access for all products and addresses other trade
measures in both countries.

Since Chile is also a major producer of many of the same products that we
produce in this country, we made a concerted effort to minimize market disruptions
over the transition period by addressing concerns about sensitive products. At the
urging of industry groups, we negotiated an agricultural safeguard provision for im-
ports of certain Chilean products that is price-based and automatic. We are using
a variety of tariff reduction formulas to ensure that trade disruptions are mini-
mized. We have listened to our food and agricultural industries to secure the best
agreement possible.

FREE TRADE AREA OF THE AMERICAS

With the FTAA, the United States and 33 hemispheric partners will create the
world’s largest and wealthiest free trade area with a population of 800 million and
an annual gross domestic product of $13 trillion.

At the FTAA Ministerial in Quito, Ecuador, last December, the United States
pushed negotiations forward to complete the FTAA by January 2005. The ministers
energized the market access negotiations and agreed that the United States and
Brazil will co-chair the FTAA process through its conclusion. All participants ex-
changed the first market access and tariff offers in February. The next ministerial
meeting will be in Miami later this year, with another ministerial meeting set for
Brazil in 2004.

CENTRAL AMERICA FREE TRADE AGREEMENT

In January, the United States launched negotiations toward an FTA with five
Central American countries—Costa Rica, El Salvador, Guatemala, Honduras, and
Nicaragua. With a population of 35 million people, these countries imported $1.2 bil-
lion in U.S. agricultural products last year—a new record. The negotiations are fo-
cusing on three key areas: market access, sanitary and phytosanitary issues, and
trade capacity building. These negotiations are expected to be completed this year.

An agreement with these countries would put our food and agricultural industries
on a more competitive footing. For example, U.S. fruit producers, who consider Cen-
tral America a growth market, face current tariff rates of 14 to 28 percent. At the
same time, Chile, a major producer and exporter of fruit, already has duty-free ac-
cess to many of these countries. Not only do our fruit exporters have to contend with
Chile’s shipping advantage, they also are up against a significant tariff, a one-two
punch that is hard to overcome.

CONCLUSION

Mr. Chairman, that is a quick summary of our negotiating efforts in this hemi-
sphere. In addition to these agreements, we also have developed several Consult-
ative Committees on Agriculture—most recently with Uruguay and Colombia. These
Committees provide a conduit to address bilateral trade issues as they arise, share
ideas, and better coordinate policies to benefit our food and agriculture sectors.

In addition, we are working closely with our fellow members of the Inter-Amer-
ican Institute for Cooperation on Agriculture (IICA) to improve regional cooperation
on issues such as food safety, sanitary and phytosanitary issues, and biotechnology.

We continue to seek input from our constituents to be sure that we respond to
their concerns as negotiations proceed. Our agricultural trade advisory committees
are consulted on a regular basis to bring them up-to-date on policy issues and the



11

negotiations, and to seek their guidance on the next steps. Just last week, we con-
cluded meetings with all six of the commodity advisory committees, as well as the
Agricultural Policy Advisory Committee, to receive their recommendations on our
policy efforts.

We understand there can be legitimate concerns about the effects that increased
imports have on prices and incomes. That’s why our top program priority in the
trade area is developing and implementing the Trade Adjustment Assistance Pro-
gram for Farmers, a new program established by the Trade Act of 2002. Under the
program, USDA is authorized to make payments to eligible producers when the na-
tional average price of an agricultural commodity for the most recent marketing
year is less than 80 percent of the national average price for the previous five mar-
keting years, and the Secretary determines that imports have contributed impor-
tantly to the decline in price. On April 23, we invited public comments on proposed
regulations for the program. Comments are due by May 23.

Mr. Chairman, I know there are some who question the value of negotiating trade
agreements. “The market is too small,” or, “That is our biggest competitor” are two
frequently heard arguments. But it is important to remind ourselves that the
United States has one of the lowest food and agricultural tariffs, in the world—12
percent. Most U.S. tariffs on agricultural imports from the hemisphere are already
very low or zero, with over 80 percent of U.S. imports from the region already quali-
fying for duty-free treatment, in many cases due to U.S. programs such as the Ande-
an Trade Promotion and Drug Eradication Act and the Caribbean Basin Initiative.
On the other hand, Central American countries have tariffs averaging over 50 per-
cent, and South American countries have tariffs averaging 40 percent. It is hard to
argue that maintaining the status quo, and not negotiating tariff reductions, is in
the best interest of our food and agricultural sector. I believe we must continue to
pursue these agreements to maintain existing export markets and create new oppor-
tunities.

That concludes my statement, Mr. Chairman. I would be happy to address any
questions that you may have.

Senator COLEMAN. Ambassador Johnson.

STATEMENT OF HON. ALLEN F. JOHNSON, CHIEF AGRI-
CULTURE NEGOTIATOR, OFFICE OF UNITED STATES TRADE
REPRESENTATIVE, WASHINGTON, DC

Ambassador JOHNSON. Thank you, Mr. Chairman. I will try not
to be redundant with what my colleague has said, and I certainly
could not do it any better than he has. Instead, I will focus purely
on what we are trying to do with our partners in the hemisphere
and in trade in the hemisphere.

First of all, let me just put, from my point of view at least, how
we need to think about the relationship with our colleagues in the
Western Hemisphere. First of all, we need to look at trade in this
hemisphere as not being a zero sum game.

We believe that we can create economic synergies that provide
growth for all sides through enhancing this trade relationship. Sec-
ond, we need to recognize that we can create partnerships within
this hemisphere that allows us to compete together to service the
market outside the hemisphere and the rest of the world. And
third, this partnership allows us to meet the rest of the world chal-
lenges and not just in trade, but also in disputes and in negotia-
tions; for example, in the WTO, or with the EU, or with other coun-
tries where we have common interests in trying to resolve trade
problems.

What this administration has tried to do is put forward an ag-
gressive package for—strategy for embarking on a competition for
liberalization; globally, regionally, and bilaterally. The reason that
is important is simply because we need to send a message around
the world that if others are not ready to move forward in liberaliza-
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tion, we will move forward without them, somewhere else. That is
not something that countries like to do when you consider that the
United States is somewhere between 25 and 30 percent of the glob-
al GDP.

As always, agriculture always tends to be the most difficult issue
to negotiate and one of the hardest issues to implement and en-
force. However, we are fortunate in this administration that it is
one of the President’s top trade priorities.

Let me start with the WTO. We are working very closely with
our colleagues in this hemisphere in trying to create a successful
round of negotiations in the WTO. And this is important to all of
us because, simply put, the WTO is the only place where all of the
trade distorting practices of the world are at the table at one time,
and all of our potential customers are at the table at one time. And
all of us look forward to a world where these distortions are re-
duced and then eliminated.

We were successful in working together, particularly through
U.S. leadership, in launching a round in Doha in November of
2001. This round launched into a direction that asked for substan-
tial reductions in domestic—trade distorting domestic support, sub-
stantial improvements in market access, and phasing out export
subsidies. The United States followed the leadership in Doha with
leadership, by being the first country to offer a comprehensive posi-
tion in the WTO that would call for reduction and harmonization
on the way to the elimination of these trade distorting practices.

Specifically, we suggested that we should eliminate export sub-
sidies; we should reduce trade distorting domestic support by $100
billion in 5 years; and that we should reduce tariffs using a for-
mula that effectively would reduce the average tariff in the world
by about 75 percent.

The chairman of the negotiations has put forward a proposal
himself in trying to work with all the different negotiating coun-
tries. While his proposal is better than the Uruguay Round ap-
proach, it still needs to go farther, and we have many open ques-
tions that need to be answered.

There are three critical points that we will be working with our
partners in this hemisphere on. One is: We are all watching to see
what the Europeans do in terms of reform of their agricultural poli-
cies. If Europe does not, in the next couple of months, take some
significant steps toward reforming their policies, it is going to make
it very difficult for the Doha Development Agenda to be successful.

Second, we will be working to define and answer some of the
open questions that remain in the chairman’s draft. This particu-
larly deals with market access and some of the special and dif-
ferential treatment issues.

Third, we will be working together to make sure that the next
ministerial, which is in this hemisphere in Cancun in September,
is successful in moving us toward achieving the date of finishing
these negotiations by January 1, 2005. Second, regionally, as part
of our competition for liberalization, we are negotiating a Free
Trade Area of the Americas with the 34 democracies in this hemi-
sphere.

Keep in mind that there are $13 trillion in gross domestic prod-
uct in these countries, over 800 million people that is projected to
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grow in the coming decades to over 1.2 billion people. And our
farmers, our ranchers, our workers, and our businesspeople are fac-
ing fairly high tariffs in some of these countries, and we want to
see those reduced and eliminated.

Similar to the WTO, we have agreed that we should finish these
negotiations by 2005. That is why I also say these are not just com-
petition—not just a competition for liberalization, but that these
negotiations actually are complementary to each other. We are co-
chairing these negotiations with Brazil, but we look forward to
working with them as we move toward a ministerial in Miami in
November in making that successful meeting our time line.

In February, the countries tabled offers. In June or by June we
are expecting that all the countries will have put forward what
their requests are from other countries, and then you have what
people want and what people are willing to offer, and that is when
the real negotiations get started after July.

There are several areas that we are going to be focusing on:
Eliminating export subsidies, disciplines on state trading enter-
prises and differential export taxes, eliminating price bands and
discretionary licensing.

And I should just point out one concern or focus has been wheth-
er or not the United States will negotiate domestic support in a re-
gional or bilateral agreement. We have been very clear that we will
not for the exact reason that I started with. The other subsidizers
in the world are the Europeans, the Japanese, and some others,
and they are not at the table in the FTAA or these bilateral nego-
tiations.

I should also point out that in all these negotiations when it
comes to sensitive products, we will be looking to provide the tools
and the longest staging period possible in order to allow for adjust-
ment, and on our offensive agenda we will be moving those items
as quickly as possible.

As it relates to the bilateral agreements, we are negotiating an
agreement with the Central American countries—the five Central
American countries. In 2002 our trade with them—exports, were
about $1.2 billion. That is more exports than what we have sent
to any European country or South Asian country; in fact, more
than we send to Russia and France combined. Currently, we enjoy
about a 37 percent market share in Central America. That is more
than Mexico, the EU, and South America combined in that market.

Like the FTAA, we are going to be cutting from applied rates,
which is important because for many developing countries the
bound rates are much higher than the applied rates, so cuts are
real. While we are a relatively open economy for the Centrals, we
have many barriers there we would like to see brought down so
that our farmers can benefit. We are scheduled to finish this by the
end of this year. Just last week, we shared in-depth tariff offers,
and we identified non-tariff barriers that we want to see removed.

Finally, on Chile, which is an agreement that we negotiated in
December, we think it is a good agreement for U.S. agriculture.
About 80 percent of our exports will be at zero tariffs within 4
years. Phasing is as good or better than what Canada or the EU
had gotten with Chile, and all tariffs will be eliminated in 12 years.
We also got a good agreement on a related to export subsidies, on
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the elimination of price bands, which Chile had not agreed to do
in any of its other bilateral agreements. We have created a mecha-
nism for an agricultural safeguard for our sensitive products to use.

And, parallel to this, we had very constructive discussions on
SPS issues, some of which have been outstanding for many, many
years. In particular, we found success with the dairy inspection
system, the meat inspection system, and getting recognition of U.S.
beef grading standards.

In closing, I know that there are several issues as it relates to
enforcement and implementation that you would like to see cov-
ered. I will not go into that now, because I suspect we will get into
that in some of your questions, except to say that we are working
very hard with the industries in the United States that are af-
fected, within the administration and with the Department of Agri-
culture, and with Members of Congress, such as yourselves, in try-
ing to send the message clearly to these countries that we expect
for these agreements to be lived up to, that each agreement has its
rights and obligations. You cannot enjoy the rights without meeting
the obligations, and if you meet the obligations, you have the right
to enjoy all the rights.

We are looking forward to working, continuing to work with you
and the countries in resolving the outstanding issues, and we can
talk about them more specifically in your questions.

Thank you, Mr. Chairman.

[The prepared statement of Ambassador Johnson follows:]

PREPARED STATEMENT OF AMBASSADOR ALLEN F. JOHNSON, CHIEF AGRICULTURE
NEGOTIATOR, OFFICE OF UNITED STATES TRADE REPRESENTATIVE, WASHINGTON, DC

INTRODUCTION

Mr. Chairman and Members of the Subcommittee, thank you for the opportunity
to testify today on the issue of agricultural trade in the Western Hemisphere. Before
I get into the specifics on the Hemisphere, I thought it might be helpful first, to
give you a sense of how trade benefits U.S. agriculture and the broader economy.
Second, I will describe the Administration’s overall approach on trade. Third, I will
provide some detail on developments in the WTO agriculture negotiations and the
trade talks we are pursuing in the Western Hemisphere, noting the opportunities
and challenges for American agriculture. Finally, I will touch on our efforts to en-
sure that our hemispheric trading partners fully implement their obligations under
existing agreements—the North American Free Trade Agreement (NAFTA) and the
WTO Agreements, in particular.

BENEFITS OF TRADE FOR AGRICULTURE AND THE BROADER ECONOMY

Trade is important to American farmers, ranchers, and food processors. They
must look overseas to generate sales and income growth, since U.S. population
growth and consumption are relatively flat, and U.S. productivity continues to follow
a significant upward trend.

Foreign markets already are critical customers for U.S. agricultural producers and
food processors. Overall, one in three U.S. farm acres is planted for export. Twenty-
five percent of all cash receipts for agriculture come from export markets. Nearly
half of our wheat and rice crops are exported; about one-third of soybean production
is shipped overseas; and we export 20 percent of our corn crop. Dollar for dollar,
we export more wheat than coal, more fruits and vegetables than household appli-
ances, more meat than motorcycles, and more corn than cosmetics.

Foreign markets will be even more important in the future if we are to sustain
a vibrant agricultural sector. Ninety-six percent of the world’s consumers live out-
side the United States. Population, income, and consumption growth is higher in
overseas developing markets, than in the United States. Consumers overseas are
turning to the higher value products the U.S. produces competitively.

Farm exports generate American jobs and additional economic activity that rip-
ples through the domestic economy. According to USDA’s Economic Research Serv-
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ice, every dollar of export creates another $1.47 in supporting activities to process,
package, ship, and finance agricultural products. This means that agricultural ex-
ports—over $53 billion in 2002—will generate an additional $78 billion in sup-
porting business activities. Moreover, agricultural exports currently provide employ-
ment to nearly 800,000 Americans, on and off the farm. Finally, liberalized agricul-
tural trade means lower food prices and more choices for all Americans.

ADMINISTRATION’S STRATEGIC PLAN ON TRADE

In the past year, the Bush Administration has restored America’s leadership on
trade. We now are moving forward aggressively to secure the benefits of open mar-
kets for American families, farmers, ranchers, manufacturers, workers, consumers,
and businesses.

With the Trade Act of 2002 in place, and trade negotiating authority re-author-
ized, the Administration is pressing ahead with trade liberalization globally, region-
ally, and bilaterally. We are building on the success of the NAFTA and the Uruguay
Round Agreements. Together, these pacts provide the average American family of
four with benefits of between $1,300 and $2,000 each year, and NAFTA alone pro-
vides annual benefits of $350 to $930 to each family.

Our strategy is to incite competitive liberalization by negotiating regional and bi-
lateral trade agreements to complement our global strategy in the WTO. If others
are ready to open their markets, America will be their partner. If some are not
ready, or want to complain but not lower their own barriers, the United States will
proceed with countries that are ready. This competition in liberalization strengthens
the United States’ already considerable leverage, including in the WTO.

The President has identified agriculture as the cornerstone of our international
trade negotiations. We have made important progress in the last two years, but the
“heavy lifting” is still before us.

OVERVIEW OF TRADE INITIATIVES

On the global front, we worked closely with our partners in the Western Hemi-
sphere to launch new WTO negotiations in Doha. Our basic goals are in alignment:
negotiate freer markets for agriculture, manufactured goods, and services. Indeed,
our partners in the Hemisphere know that without U.S. efforts to support a strong
agricultural mandate, Doha would not have been successful. We now are in the
lead-up to the September WTO Trade Ministerial in Cancun and pressing others on
our comprehensive and ambitious agriculture proposals.

This year, we also will work with Congress on legislation implementing our Free
Trade Agreements (FTAs) with Chile and Singapore. In addition, we are advancing
negotiations with 33 other countries on the Free Trade Area of the Americas
(FTAA), and have initiated FTA negotiations with the five countries of the Central
American Common Market (Costa Rica, El Salvador, Guatemala, Honduras, and
Nicaragua). Outside the Western Hemisphere, we are negotiating FTAs with Aus-
tralia, Morocco, and the countries of the Southern African Customs Union. In Octo-
ber, the President announced an important new trade initiative with the Association
of Southeast Asian Nations (ASEAN) providing a road map for ASEAN countries to
move toward an FTA with the United States. Most recently, the President an-
nounced we will establish a U.S.-Middle East Free Trade Area within a decade by
building on our FTAs with Jordan and Israel.

While pressing for more ambitious disciplines in the WTO and negotiating new
FTAs, we also are working to ensure that our trading partners implement their ex-
isting trade agreement obligations.

AGRICULTURE IN THE WTO

Progress in the WTO is fundamental to our trade agenda, particularly because of
the importance of multilateral reform to agriculture. The WTO provides the oppor-
tunity to address each of the three problem areas in agricultural trade: market ac-
cess, export subsidies, and trade-distorting domestic support. This was reflected in
the core elements of the mandate established for the Doha negotiations in November
2001: “. . . we commit ourselves to comprehensive negotiations aimed at: substantial
improvements in market access; reductions of, with a view to phasing out, all forms
of export subsidies; and substantial reduction in trade-distorting domestic support.”

We have taken an aggressive approach to implementing these goals, leading the
way by submitting the first comprehensive proposal and setting an ambitious mark-
er for the level of reform we aim to achieve. Our proposal calls for substantial reduc-
tions with a harmonizing result (narrowing the disparities between countries’ trade
barriers) on the way to elimination.

The key elements in the U.S. proposal are as follows:
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Market Access: substantial reductions in tariffs in all WTO countries, bringing
down the global average tariff by 75 percent over five years, using a formula that
provides for deeper cuts in higher tariffs.

Export Competition: elimination of export subsidies and an end to single desk ex-
porter privileges in five years; disciplines on export credit and food aid programs
to guard against market disruption while keeping our programs viable.

Domestic Support: substantial reductions in all trade-distorting support in a way
that harmonizes levels across countries, pointing toward the eventual elimination of
this type of support. This proposal would cut over $100 billion in allowed trade-dis-
torting support globally, with most of the reform coming from the European Union
(EU).

We have had mixed reactions to our proposal. The EU and Japan have not been
leading in reform, while we have had a good working relationship with the Cairns
Group members and many developing countries, including those in Latin America.
Recognizing that differences exist between reformers and conservatives, earlier this
year, the chair of the WTO agriculture negotiations issued a draft of formulas and
rules to implement the Doha objectives. While going further toward reform than the
Uruguay Round, the chair’s draft was not as ambitious as the U.S. proposal. Influ-
encing future drafts to establish more ambitious disciplines will be our focus as we
move forward in discussions.

The key to progress lies in what Europe does on Common Agricultural Policy
(CAP) reform and how special and differential treatment is handled. We need to
work with you and with American agriculture to do all we can to maximize the ben-
efits of an agreement and then make a clear-eyed assessment of what is best for
the United States.

REGIONAL AND BILATERAL FTAS IN THE WESTERN HEMISPHERE—OPPORTUNITIES AND
CHALLENGES

The markets of the Western Hemisphere are important ones for our agricultural
exports. Many of the region’s leaders have identified trade as a critical element in
promoting economic growth and development in their economies. That said, U.S.
farmers, ranchers, businesses, and workers still face many market access barriers
in the Hemisphere, such as tariffs that are often five times higher than U.S. tariffs.

The U.S.-Chile FTA negotiations provided, and the FTAA and the Central Amer-
ican FTA (CAFTA) talks offer, an opportunity to tackle the high tariff and non-tariff
barriers in the region “head on.” More than three-quarters of U.S. farm goods will
enter Chile tariff-free within four years, with all tariffs phased out within 12 years.
The FTAA will increase our farmers’ and food processors’ access to markets in the
Western Hemisphere by creating the largest free market in world—with a combined
gross domestic product of over $13 trillion and 800 million people.

Under our statutory preference programs, the United States is largely open to
Central American exports, although there are some exceptions for sensitive agricul-
tural products. The CAFTA negotiations therefore should create new market oppor-
tunities for our agricultural exports with relatively few adjustments to our tariffs.
This is true of market access negotiations with some of the sub-groups in the FTAA,
as well, for example, the Andean and Caribbean countries.

Our bilateral and regional FTAs in the hemisphere—the U.S.-Chile FTA, the
CAFTA, and the FTAA—also complement our trade objectives in the WTO. They set
high standards for trade agreements and spur competitive liberalization. They pro-
vide a counterweight to the FTAs our Western Hemisphere partners have signed
with other countries, including Canada, Chile, and the EU. Finally, U.S. trade pacts
in the Western Hemisphere deepen our ties with individual and small groups of
trading partners—alliances that could help us in the WTO.

Our efforts to eliminate export subsidies in the Western Hemisphere bolster our
work in the WTO on these most trade-distorting of agricultural payments. In the
FTAA and the CAFTA, we are pressing for provisions like those in the U.S.-Chile
FTA providing that the Parties to these FTAs will not only work together in the
WTO to eliminate export subsidies globally, but also will establish disciplines to ad-
dress subsidies on imports from non-FTA countries.

In the FTAA and CAFTA tariff negotiations, we will see immediate benefits from
the tariff cuts negotiated, since cuts will be largely from currently applied, rather
than WTO bound rates. Developing countries usually have ceiling bindings that far
exceed their applied rates.

Our approach in the FTAA and CAFTA negotiations is to maximize the benefit
for our agricultural exports while taking into account our import sensitivities. The
U.S. market access offers in these talks are comprehensive—all agricultural and in-
dustrial tariffs are subject to negotiation. The goal is free trade, but the tariff offers
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are organized into buckets assigned phase-out periods from immediate to more than
ten years. The longer categories provide us the flexibility to deal with tariffs on our
most sensitive products, such as orange juice, sugar, sugar-containing products, and
peanuts. For our agricultural exports, such as beef, poultry, and grains, our objec-
tive will be to see early tariff phase-outs.

Among the challenges we face in the FTAA and CAFTA talks are less than for-
ward-leaning offers—with product exclusions and too many items in the longest tar-
iff phase-out buckets. Also, several countries are conditioning their tariff cuts on the
negotiation of disciplines on domestic supports and export credits/food aid in the
FTAA and CAFTA. Our unequivocal position is that any disciplines related to do-
mestic support and export credits/food aid should be negotiated in the WTO.

NEXT STEPS IN THE WTO, FTAA, AND CAFTA NEGOTIATIONS

WTO

Of course, the world will be watching what Europe does on CAP reform in June.
A small group of WT'O members are scheduled to gather in Egypt in June. Ministers
from all members are slated to be in Cancun in September. These meetings will be
important to achieve progress in agriculture, and other areas, and will set the tone
for making progress toward our January 2005 deadline.

FTAA

At the 1994 Summit of the Americas, FTAA Leaders agreed to complete negotia-
tions on the Agreement by 2005. The FTAA negotiating groups, including that on
agriculture, now are preparing for the Ministerial the United States will host in
Miami in November.

By June, all countries are to identify their requests for improvements in initial
market access offers that countries tabled in February. In July, FTAA countries will
begin exchanging revised offers.

We have agreed to the elimination of export subsidies affecting trade in the Hemi-
sphere. Delegations now are discussing how to deal with subsidized imports from
non-FTAA countries.

We will continue pressing for the reform of state trading monopolies and the
elimination of differential export taxes—higher export taxes on commodities than on
processed products (to support domestic processors). Barriers such as price bands
and discretionary licensing also are on the table.

The United States and Brazil have assumed the co-chairmanship of the FTAA ne-
gotiations. We are coordinating closely with the Brazilians to determine a way for-
ward in the run-up to 2005. Given Brazil’s stature in the region, and its efforts to-
ward closer integration with the global economy, cooperation between Brazil and the
United States in the FTAA and on trade is crucial.

CAFTA

This negotiation is slated to finish by the end of the year. This is an ambitious
time frame, given the complexities of the negotiation and the sensitivities, especially
for the CAFTA countries.

Just last week, we had our first in-depth discussion of tariff offers. We have
agreed that no product is to be excluded from the negotiations, but specific reform
commitments still need to be negotiated.

We also have identified a number of non-tariff measures that we would like to
see removed, including discretionary licensing, domestic purchasing requirements,
and price bands. In addition, we have begun a process to rationalize sanitary and
phytosanitary barriers.

Overall

USTR and USDA will continue to closely consult with Members of Congress, con-
gressional staff, farm groups, and other U.S. agriculture interests in developing our
negotiating positions.

IMPLEMENTATION OF EXISTING COMMITMENTS

In addition to the new initiatives described above, we continue to press our West-
ern Hemisphere partners for full implementation of their existing commitments on
agricultural trade, including in the WTO and the NAFTA. Canada and Mexico, two
of our three largest agricultural export markets, have presented some particular
challenges on implementation. We also have implementation issues with Brazil.

On some of these implementation matters, we have made significant progress. On
others, there is more to be done.
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Canada

In December 2002, the United States won a WTO dispute settlement case in
which a panel ruled that Canada was continuing to provide illegal subsidies to its
dairy industry under its Commercial Export Milk (CEM) program. On May 9, we
announced an important settlement of this case, which resulted in major revisions
to Canada’s subsidy programs for its dairy exports. Canada has eliminated the CEM
program, and consequently, will no longer export subsidized dairy products to the
United States and will significantly limit subsidized dairy exports to third countries.

To advance the interests of our wheat farmers, we are challenging the sales prac-
tices of the monopoly Canadian Wheat Board in the WTO. A dispute settlement
panel has been formed, and we expect a decision later this year.

Mexico

Two-way trade for agricultural products between the United States and Mexico
has increased from $6.4 billion in 1992 to almost $15 billion in 2002, a jump of near-
ly 120 percent. Mexico is the third largest market for U.S. agricultural exports. The
United States is Mexico’s single largest market receiving 78 percent of Mexican ag-
ricultural exports. Over the past couple of years, however, the Mexican government
has taken a number of actions affecting a broad range of U.S. agricultural commod-
ities—including pork and live swine, beef, rice, apples, dry beans, and sweeteners.
We have tried to work constructively with our Mexican colleagues to resolve our
concerns, but we have made it clear that our concerns must be addressed.

Undersecretary of Agriculture Dr. J.B. Penn and I went to Mexico in April to com-
municate a clear message that it needs to abide by its international commitments
to the benefit of not only our bilateral trade relationship, but also for the economic
well-being of Mexico’s farmers and consumers. If we do not see an improvement in
our agricultural trade relationship, we are prepared to take the necessary actions
to protect our agricultural interests.

Brazil

Later this month, Ambassador Zoellick will be traveling to Brazil. During his
visit, he will discuss the Brazilian government’s’s recent decisions to ban new plant-
ings of agricultural biotechnology products and to order the compulsory labeling of
agricultural biotechnology foods. These decisions appear to be the result of mounting
pressure from anti-biotech interests within the country, but the government has not
produced any scientific evidence to justify its actions. In addition, we know that
Brazil harvested Round-up Ready soybeans this year and agreed to certify to the
Chinese government that these products are safe. Ambassador Zoellick will ask the
Brazilian government for its scientific justification and risk assessments behind its
recent actions, the reasons for the sudden reversal in policy, and how Brazil can jus-
tify its actions in light of its WTO obligations.

CONCLUSION

The Administration’s trade initiatives in the Western Hemisphere—regional and
bilateral—are pivotal elements in the President’s strategic plan on trade. Agri-
culture is central to this plan. Our goal in the FTAA and CAFTA negotiations is
to maximize the benefits of free access to Western Hemisphere markets for U.S. pro-
ducers and processors. We have made solid progress in these negotiations, and are
working closely with our hemispheric partners to achieve success in the WTO. We
face significant challenges in bringing these negotiations to a successful conclusion,
and look forward to working with you and other Members of Congress, and with
American farm interests, toward this end. At the same time, we remain focused on
resolving problems our farmers, ranchers, and processors encounter when our trad-
ing partners do not follow through on their existing commitments.

Again, thank you for the opportunity to testify.

Senator COLEMAN. Thank you very, very much, Ambassador
Johnson and Dr. Penn. Before I go to the questioning, just a com-
ment first, sort of reiterating a little bit what I said in my opening
statement. I come here, you know, to this position as U.S. Senator
with the belief, a shared belief with the vision of what both you
gentlemen are talking about, that there is great opportunity for our
country. The future is going to depend upon us expanding markets.
Either that or we are going to have to eat a lot more per person,
and that is not going to happen.



19

And I want to applaud you. I want to applaud you, Ambassador
Johnson, for the work that has been done with Chile. The ambi-
tious schedule, ambitious schedule, with FTAA; the ambitious
schedule with CAFTA. I had the great opportunity to meet with the
five Presidents of the Central American countries. They are hungry
for progress. In many ways, I think our opportunities at developing
and growing democratic institutions is going to depend on this suc-
cess.

So I start with that, and I am bolstered, Dr. Penn, when, you
know, I hear you say that we are going to closely monitor and in-
tend to ensure that agreements are enforced. I also understand, by
the way, that we have obligations on competitiveness, and I think
I will address those later with some of the other witnesses; things
such as, improvement of locks and dams, and infrastructure invest-
ment that we have to make, technology investment, R&D develop-
ment investment.

I say that, then, with that being where I come from but, again,
reiterating that if we do not address these areas of concern that I
hear very loudly coming back to Minnesota, and I would guess that
my colleague from Wyoming would be hearing the same thing, if
we do not address those, my fear is that one of the great, kind of,
basis to support a free trade of the Ag communities is going to
move in another direction. And if that is the case, it is going to be
very difficult to move forward with the ambitious agenda on
CAFTA and on FTAA.

So I am going to ask some questions about some specific con-
cerns. Again, understand the light in which that they are being
laid out, and understand that we have to respond to these.

Dr. PENN. Yes.

Senator COLEMAN. We have to respond to these.

Let me start by focusing on the Mexican situation, one of which
I hear a lot about. And due to the actions of the Mexican Govern-
ment, I will tell you my colleagues, like the chairman of the Fi-
nance Committee, Senator Grassley, and others talked about in
terms of illegal, using that phrase, illegal actions against a number
of U.S. commodities, I understand $3 billion in U.S. farm exports
are in jeopardy. Of commodities impacted including apples, beef,
corn, dry edible beans, high fructose corn syrup, pork, and rice, six
out of seven are produced in my state. And I am deeply concerned
about the injury to U.S. agriculture and the damage it is inflicting
on support at home for trade. Can you help me, tell me how and
when do we intend to respond to this serious situation?

Ambassador Johnson.

Ambassador JOHNSON. Well, first of all, let me just start by say-
ing on all those products I am doing everything I can to consume
as many of them as I can personally, but I do not suspect that will
be enough to make up for the shortfall.

I have to say that when it comes to Mexico—and I know that Dr.
Penn shares this view because we just were down in Mexico just
a few weeks ago. There has been a great deal of frustration in the
agriculture community which, I think, is largely shared by us as
ones who have been on the front lines of trying to make sure that
we enjoy the rights that we have under the NAFTA and that both
sides complete the obligations that we have under the NAFTA.
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Our message, I think, in Mexico is loud and clear. Dr. Penn
made it clear, which he can comment on in a moment, as to his
views on it. I made it clear during my presentation that I felt that
that meeting was a turning point one way or the other. Either we
are going to start seeing these difficult issues resolved, in which
case it could be an example of how partners work together to fulfill
the promise of these sorts of agreements and the economic opportu-
nities; or else it could be a turning point for the worse, in which
case, we are going to defend our economic interests and our agri-
cultural community in pursuing whatever the options are that we
need to, to make sure that the agreement is enforced.

We laid out, in very specific direction, how we were going to work
through each one of the issues that you mentioned and, frankly,
and there is more. They are not—you can feel better that they are
not just all in your state. They are hurting commodities in other
states as well.

Senator COLEMAN. I have some more to ask you about.

Ambassador JOHNSON. OK. But we laid out some specific steps.
We are starting to see some of those issues move toward positive
resolution, but we are going to be watching very closely. I am not
going to—one thing that we try to do is not over-promise and
under-deliver but under-promise and over-deliver. And in this par-
ticular case, I think we need to look at it with a great deal of cau-
tion while we are preparing ourselves to take whatever actions are
necessary to make sure it is enforced.

Senator COLEMAN. Dr. Penn, before you start, let me ask a fol-
lowup, and I think you can both respond because they are tied to-
gether. But before that, I do want to make note that I have a copy
of a letter which will be entered into the record, and it was sent
to the President from the National Corn Growers Association, Corn
Refiners, National Pork Producers Council, U.S.A. Rice Federation,
Northwest Fruit Exporters, National Cattlemen’s Beef Association,
National Dry Bean Council, all of which have always been strong
backers of trade, saying they have reached the breaking point be-
cause of the Mexico situation.

[The letter referred to follows:]

The Honorable GEORGE W. BUSH
President of the United States of America
1600 Pennsylvania Avenue, NW
Washington, D.C. 20500

DEAR MR. PRESIDENT:

It is with profound regret and concern that we are writing to you. The NAFTA,
our most important free trade agreement, is being unilaterally re-negotiated by
Mexico. Our industries and growers are concerned by Mexico’s actions.

Just as the NAFTA envisioned for industries on both sides of the border, Mexico
became our number one or two export market and a critical component of our sales.
Our industries now depend upon the NAFTA to protect major elements of our sales
opportunities. As a result, we believe the Mexico situation is the single most impor-
tant trade and market access issue for the export-oriented agriculture community.

We firmly believe that the U.S. must be prepared to make it crystal clear that
Mexico will pay a cost for these continued unilateral efforts to renegotiate the
NAFTA. Otherwise it signals that trade agreements are of virtually no value, and
as historically very pro-trade industries, this is not something we assert lightly.

Mr. President, time is of the essence. The most important step you can take to
shore up support in pro-trade agriculture for new trade initiatives is to demonstrate
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your eagerness to ensure that the NAFTA markets are open. We call upon you to
do everything within your power to rectify this situation.
Sincerely,

National Corn Growers Association

Corn Refiners Association

National Pork Producers Council

USA Rice Federation

Northwest Fruit Exporters

National Cattlemen’s Beef Association

National Dry Bean Council

Senator COLEMAN. And, again, my conclusion and the fear that
I draw from this is unless we address this situation quickly, plans
for trade negotiations underway could be derailed. And I think that
would be a terrible thing if we were not able to address this and
were not able to move forward.

Ambassador Johnson, just as specifically—I want to go to a spe-
cific case and you could comment. I understand that Mexico will
soon issue a preliminary determination in its dumping case against
U.S. pork that could sharply curtail and perhaps even completely
halt U.S. pork exports to Mexico. What actions can you take to
combat a situation like this? What assurances can you give us
today that the administration will use all available tools under
NAFTA, the WTO, or other leverage outside these agreements that
might yield a more timely resolution to ensure that Mexico abides
by its NAFTA obligations and that U.S. pork exports will continue
to flow without interruption to Mexico?

Ambassador JOHNSON. I will answer that, but let me first com-
ment on your first observation, which is, we made it clear to Mex-
ico that it is unfortunate. Some of the actions that have been taken
have been against some of their strongest supporters, some of the
strongest supporters of NAFTA, and some of the strongest sup-
porters, frankly, of our trade agenda.

And as you know and have pointed out, Senator, in your intro-
ductory statement, the agriculture community is critical to the for-
ward movement of our trade agenda, not just in agriculture but
more broadly, to keep the alliance, the coalition together that al-
lows for the aggressive agenda that I outlined earlier.

As it relates specifically to pork, the determination on the dump-
ing case that there—is scheduled to be decided, or has to be de-
cided by, I think, it is July 16. So we are monitoring that very
closely. We have made it very clear since the beginning, going back
to January, with direct connection, conversations, as well as letters
with the appropriate Mexican leaders, that we did not see justifica-
tion for this case. We did not see a reason why it should move for-
ward, let alone be concluded in any positive way, and we made it
clear that if it was, we would take the appropriate action, and we
will.
hSe?nator COLEMAN. Dr. Penn, do you want to add anything to
that?

Dr. PENN. No, I cannot add much, except to say that we view this
as a very serious situation and, as Ambassador Johnson said, we
have made the point very clear to the Mexicans that this dispute
over various food and agricultural trade matters threatens to spill
over and to seriously affect our entire bilateral relationship.



22

And everybody in the administration, at all levels, has been in-
volved in conveying this same message to the Mexican Govern-
ment; Secretary Powell to Secretary Derbez and on and on. Sec-
retary Veneman has frequent contact with Secretary Usabiaga and
has made this message very clear to him. So as Ambassador John-
son said, we think the message has been delivered. We have to
wait now and see what the response is going to be.

Senator COLEMAN. I am trying to get a sense of beyond the con-
veying. Are there tools at our disposal that will provide for, if not
more expeditious, a more certain resolution of this? At times, I
think, we have to go beyond the conveying.

Let me ask one last question and then I will turn it over to my
colleague, Senator Enzi. And just, again, trying to focus on, per-
haps, another specific tool: The United States took Mexico to WTO
for consultations in September 2000 on the live hog case. At that
time Mexico indicated that it would quickly conduct a chain cir-
cumstance review of the dumping order on live hogs. I understand
that Mexico finished its review over one year ago but refuses to re-
lease its findings. Is it not time that we requested a dispute settle-
m((alnt?panel, the WTO, in order to get rid of this illegal dumping
order?

Ambassador JOHNSON. First of all, let me just quickly comment
on the tools question. Depending on—in the list of issues that you
mentioned, we have different tools available depending what they
are doing and where it is in the process. That could go anywhere
from retaliation to requesting a WTO consultation, a NAFTA case,
or in this case, since we have already done the consultations, we
can go straight to a panel. And we have made it clear that we ex-
pect that this thing should be resolved, and I do not mean in
weeks, but sooner than that.

And so, if they do not—and we have received encouraging signs
that they plan on doing that. Obviously, if they do not do that, then
we will look at moving forward with the panel, because that is
what we need to do.

Senator COLEMAN. Thank you very much, Ambassador.

Senator Enzi.

Senator ENzI. Thank you, Mr. Chairman.

The comments have been very helpful, and I served on the Presi-
dent’s Export Council when President Clinton was in office, and I
am now on President Bush’s Export Council. I was at that great
battle in Seattle where we did not get to do any negotiation. And
my observation is that I am really pleased with this administration
and the priority that they placed on agriculture. It is very helpful
to have that as a priority and have it kind of as the engine pulling
the train instead of the caboose with the tradeoffs.

I appreciate the work the administration has done on the non-
existent Mexico side letter that passed NAFTA in the first place.
I know that got lost and there has been some good emphasis on
that, and I appreciate the way this administration has shut down
the sugar laundering that was going on with Canada.

All of us are in favor of free trade, but we want it to be fair
trade. And my experience working with different countries is we all
want it to be just a little fairer for our own country than it is for
anybody else. But through these meetings, I have noticed that most
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of our major competitor countries exclude sensitive agricultural
products from their FTAA’s and even when we do get them to in-
clude them, there is kind of ample evidence that they do not live
up to their obligations. I mentioned Mexico and there are several
products there.

Is it likely that we will face the same situation on a greater scale
when we get the other 30 countries in the FTAA? Why should we
make concessions on our sensitive agricultural products like sugar?

Ambassador JOHNSON. Well, let me start by just saying what I
said in my statement, or my oral statement, which is: We all know,
and this we just have to take as a given, that agriculture is the
most difficult area to negotiate. There is a lot of sensitivities, a lot
of domestic pushback, in other countries as well as our own, frank-
ly.
In that, that is also true when it comes to enforcement and im-
plementation. It is a constant maintenance function. Things do
not—it is not like when you buy a house and as long as you make
your payments you get to live in the house. People are always
pushing back and trying to enjoy their rights without fulfilling the
obligations. And part of our job is to keep going after those issues
and trying to see them resolved.

As we said, as it relates to Mexico, we are hopeful that we can
see these issues resolved but, you know, we will believe it when we
see it so to speak.

As it relates to exemptions, which is really, when you talk about
sugar, it relates to the question of exemptions in this context. Our
position has been in these bilateral and regional agreements that
there should be no exemptions. And it is one simple reason, which
is: If we start exempting products, the other side is going to do the
same thing. And right in the front of that line is going to be live-
stock, is going to be meats, is going to be wheat, is going to be a
number of other products that I know are near and dear to you as
well as other members of the committee. So, our position has been
that there should not be exemptions.

Having said that, we recognize that some products are more sen-
sitive than others, and so we have phasing that allows for these
products to be in later time lines, and this is reflected both in what
we are doing in the FTAA, what we are doing in the Central Amer-
ican Free Trade Agreement, and what we did in Chile. For exam-
ple, the last basket in the Chilean Agreement is 12 years for imple-
mentation. In addition to that, we have tools such as nonlinear
phasing so that it is back loaded, the tariff reductions. We have a
special agriculture—we have a special safeguard in the Chilean
Agreement that is a price-based safeguard. If we start seeing nega-
tive price effects, it allows us to have some form of tariff snapback
to avoid a negative impact on our producers during the transition.
So those are various tools we try to use to deal with the sensitivi-
ties of our import-sensitive products.

While at the same time on the offensive side, by not having ex-
emptions, it allows us to go aggressively after the products that we
have a positive offensive interest in whether it is wheat, or meats,
or poultry, or what have you.
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Senator COLEMAN. You mentioned that we needed to ask you
about enforcement and implementation. What are the enforcement
techniques that will be built into this process? What sorts of-

Ambassador JOHNSON. Well, in general, if you feel like their obli-
gations are not being lived up to, you request some consultation to
try to discuss it, resolve it. We have basically done that, are doing
that step to some extent in the meetings that J.B. and I had down
in Mexico about two or three weeks ago.

And then if it is not resolved, then you go forward with a dispute
settlement case. If you win the case, then they are supposed to fix
the problem, if they do not, then you can retaliate against them for
the amount to compensate you for your losses.

Obviously, the preferred route—and some of the examples that
you just cited are probably good ones. The preferred route is to ne-
gotiate and solve the problem, because you may retaliate against
them, but that does not necessarily help the industry that is facing
the economic consequences of their action.

So the preferred route is to either negotiate it through consulta-
tions or, if you win the dispute, have them comply because retalia-
tion makes you both feel the same pain, but the same industries
are not the ones that are benefiting.

Senator ENZI. A moment ago you mentioned the next thing they
would want to negotiate on would be livestock and, of course, that
is a very important area to me, as well. There is a special sensi-
tivity to that in the West.

And when we are considering FTAA, we know that these other
members are major beef exporting companies. They are not coun-
tries. They are not major importers.

Under the potential conditions of FTAA, what provisions has
USTR made with regard to beef that ensures that the sensitivities
can be recognized?

Ambassador JOHNSON. Well, really as you look at these agree-
ments in countries in terms of what our offensive and defensive in-
terests are, they sort of change, depending on the countries you are
talking about.

There is some offensive interests in Central America, for exam-
ple, in the meat sector. There is some offensive interest—there was
some offensive interest in Chile. That is why we actually proposed
to the Chileans that we have an immediate elimination in beef.
They did not want to do that. They waited—they wanted to put it
at 4 years.

Beef offal actually are immediate, but—and in the FTAA, it is
similar. There is differentiation between the Caribbean countries,
the Central American countries, the Andean countries versus the
Mercosur countries. And depending on the countries, you have a
different dynamic in terms of your trade opportunities.

What we did in the FTAA is: What we created in our proposal
was different offers depending on which region we were talking
about. So there is four different regions that are being addressed.
And if you think of it as a matrix—and then within that, it also
deals with the issue of time lines; so, in other words, your most
sensitive product to your most sensitive countries would be in the
longest time line. If that same product had an offensive interest to
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another country, you would put it in a shorter time line, because
you obviously want to have access to that market sooner.

So it changes depending—if you look at it as a matrix of time
lines versus countries, they cross, and depending on the products,
how it is treated.

Senator ENz1. I will be interested to watch these products as they
progress. And my time has run out.

I do have some additional questions I would like to submit to
them that——

Senator COLEMAN. Yes, I am going to do a second round of fol-
lowup actually, Senator, with these witnesses. There are a few
more areas that I would like to discuss before we move to the next
panel.

Just one more question, if I can, on the Mexico situation, and it
has to do with the HFCS, high-fructose corn syrup, which I know
there has been, I think, a 7-year dispute with Mexico on sweet-
eners. I understand the U.S. exports of high-fructose corn syrup
have been completely halted due to the imposition in Mexico of a
20 percent tax on all beverage sweetened with HFCS.

For the 17 months, the corn refining industry has been unable
to sell any high-fructose corn syrup in what should be its largest
export market. And without getting into the value, the dollar value
and the impact that it has certainly on folks in my state and for
U.S. corn refiners throughout the country. Two questions: What
stage have we reached in these negotiations? And what action does
the administration plan to take in the coming days and weeks to
resolve this impasse?

Ambassador JOHNSON. Well, first of all, as it relates to the his-
tory of this problem, it really goes back—the sweetener problems
with Mexico go back to the origins of NAFTA and the side letter
that was mentioned earlier. Really, we have a version of NAFTA
that includes a side letter, which, of course, we believe to be accu-
rate. They have a version of NAFTA that does not include the side
letter.

That, in and of itself, has created an environment where we have
not seen an integration of the sweetener industries between Mexico
and the United States, particularly in sugar, that you would have
expected as you moved toward liberalization, which is 2008 when
there is complete integration.

Our view has been that—and a byproduct of that, has been the
problems with HFCS, because basically HFCS goes to Mexico,
which displaces Mexican sugar. Mexican sugar producers believe
they should have a right to the U.S. market, which is not con-
sistent with our view of what the NAFTA is based on what the side
letter is. So all this, you know, it becomes a pretty complicated
process.

But the bottom line is in talking to the industries, both the sugar
as well as HFCS industries—and corn producers, I should point out
as well—is that we would like to see a negotiated solution to this,
because we believe since we have really reached the point where
trade has broken down. We do not see HFCS and corn for HFCS
going to Mexico. We do not see sugar going to the United States.
We are not seeing cross investment. And what investment has
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taken place in Mexico and HFCS has been hurting over the last 18
months.

There have been several dispute settlement cases on this, not di-
rectly the current problem, but previous problems that have inhib-
ited trade.

In talking to the industries, the real conclusion was is that the
best way to resolve this is to negotiate a solution. We have been
talking to the Mexicans about this now for really about a year. We
think that we have some good ideas on the table that could move
toward resolution.

Frankly, it is not completely—it has not reached the point that
we can either say that we have an agreement or that we can say
that Mexico is ready to follow through on that, getting back to my
earlier point. I am not going to make promises that I do not know
whether I can deliver on or not.

In terms of what we are prepared to do, we are prepared to do
what we need to do to defend our interests in this case. Again, the
industry’s preferred solution is to see it negotiated, but if they are
not ready to negotiate, we will look and see what our options are.

And in this case, since we have had previous rulings, not exactly
on this current problem, but close to the problem with HFCS of
being inhibited in the Mexican market, that probably gives us a
few more tools to look at than we would have otherwise. And we
are evaluating that now.

Senator COLEMAN. Well, thank you Ambassador. And I certainly
appreciate your attention on this issue.

Let me turn to the Brazil situation. I understand, Dr. Penn, that
you plan to journey to Brazil in the not too distant future. And I
understand that Ambassador Zoellick is traveling to Brazil next
week for FTAA discussions. So let me raise a Brazil issue, you
know, with regard to the issue of intellectual property rights for
biotech soybeans, which I do hope would be on Ambassador
Zoellick’s agenda and then, Dr. Penn, on yours.

The testimony we will hear from Monsanto and the American
Soybean Association indicates they are preparing a plan to collect
royalties on exports of Roundup Ready soybeans from Brazil to
help level the playing field between U.S. farmers who pay tech fees
and Brazilians who do not.

What has the administration done to address Brazil’s failure to
enforce Monsanto’s patent? Can the administration assist Mon-
santo in enforcing its right in countries where Roundup Ready soy-
beans have patents and that import Brazilian soybeans or soybean
products, such as the European Union or Japan?

Again, the issue here is one of a level playing field, of American
growers paying patent protection, the very same product being
grown elsewhere without paying for that, the disparity then in the
competitive playing field. Either Ambassador Johnson or Dr. Penn.

Dr. PENN. Well, let me keep Al from being overexposed here, and
offer a short response, and then he can add to that.

We are, of course, very concerned about intellectual property
rights and about the enforcement of intellectual property rights
and international law and the agreements that are reached. And
so we are very interested in seeing that these patent rights are
upheld and that the international agreements are honored.



27

I only heard about the new Monsanto ASA plan yesterday, so 1
have not had a chance to thoroughly examine that, but I hope to
do that. And certainly during our visit to Brazil, we will be meeting
with various government officials, and we are certainly going to
make them aware of our concerns and of our objectives, as I have
just stated.

Senator COLEMAN. And, Dr. Penn, I do want to add my voice to
thanking the administration for moving forward on the biotech
issue as regards to the European Union. And, in fact, I think these
issues are actually tied together. My understanding of it is that
Brazil biotech soybeans if they are sold to the EU, they are biotech
soybeans under the guise that they are non-biotech.

You have the EU in a situation now where they are holding off
approval of biotech Ag products. You have the EU going further
than that in regard to some African countries that are rejecting
U.S. food aid, countries wherein there is a great deal of starvation.
I think this almost borders on—and I use harsh words here—you
know, fostering genocide, that you have countries that are—that
people are dying of starvation and they are being encouraged not
to buy, not to use, not to buy, not to receive, not to take an Amer-
ican product that is biotech. And yet you may well have a situation
where companies that do not pay the royalties and do not acknowl-
edge it even though, well, we know that the products are being
grown there, are being shipped and being used, I think there is a
situation here that really needs to be dealt with, and that we need
to ensure our trade agreements include strong enforcement of pat-
ents.

And, again, we will hear from Monsanto today, but I just think
that needs to be on the agenda. It is a very, very, very important
issue.

I will yield to my colleague who said that he had a couple of fol-
lowup questions.

Senator Enzi.

Senator ENzI. Thank you, Mr. Chairman.

Dr. Penn, the administration has taken a very firm position,
which I applaud, that domestic support programs cannot be nego-
tiated in the FTAA. So my question is: How do you propose to deal
with agricultural imports that undermine a U.S. program adopted
by Congress?

Dr. PENN. Well, Senator, as Ambassador Johnson said, the nego-
tiations are being carried forward on three pillars: On export sub-
sidies, on market access, and on domestic supports.

And as he also indicated with respect to the WTO negotiations,
everything is on the table. All of the commodities and all the prod-
ucts are on the table, and that is the way it has to be in a multilat-
eral negotiation because as has also been noted, it is not possible
to deal with domestic supports in a bilateral or a regional context.
You can only deal with those in a multilateral context.

Market access, of course, you can deal with in the bilateral
agreements that we are trying to negotiate. So we are placing all
products, all commodities on the table in the bilateral negotiations,
and looking to get a balanced package so that we make adjust-
ments along with everybody else, and that we gain market access
that we have not heretofore had.
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Senator ENZI. Thank you. I will go back to Ambassador Johnson.
I was pleased to see the Department of Commerce’s recent deter-
mination of dumping by the Canadian Wheat Board. I know that
USTR played an important role in pushing for that investigation.

Can you talk about that role and what the process will be from
here? What happens next? It fits back in with the enforcement that
we talked about earlier.

Ambassador JOHNSON. Well, first of all, let me just go back to
about a year ago when—or a year ago last February, when we
made the determination as to how we were going to proceed with
the Canadian Wheat Board. We said we were going to do four
things. We said, first of all, that we were going to aggressively pur-
sue the WTO disciplines in exports state trading enterprises or, as
I like to call them, monopolies, such as the Canadian Wheat Board.
And we put forward a very ambitious proposal, which so far is part
of that negotiations. It was actually in the chairman’s draft, a lot
of the disciplines that we asked for.

We said that we were going to do consultations with Canada,
which we did. We said that we were going to file a WTO case
against the Canadian Wheat Board, which we did. And we—and
this is on your commerce question. We have to be careful, because
USTR is a—that is a quasi-judicial process, so USTRs’ involvement
in it was really just trying to be a facilitator, helpful as we can.
But the determinations both for AD and CVD have occurred, which
was the other—that was the fourth part.

Now, in the coming months, you will see a determination of in-
jury, and that will be worked with the ITC, and from that, the deci-
sion will be made what happens with that.

In terms of the WTO case, a panel has been formed, and that
case will be going forward and adjudicated in the coming time,
through the rest of the year basically. And the WTO negotiations
I already described.

Senator ENzI. Thank you.

Ambassador JOHNSON. I would like to just make one comment,
if I could, on your biotech point, which is: On this WTO case
against Europe on biotech, it is worth noting that a number of
countries in this hemisphere joined us in this case, including Ar-
gentina, as a co-complainant in this. So we are looking forward
to—we have a lot of common interest in the hemisphere on this
issue. And it is one that, for all the reasons you mentioned, we con-
sider to be extremely important, not just from a trade standpoint,
but as a way of providing for new technologies to meet the de-
mands of the world that we are going to be living in in the coming
decades. Thank you.

Senator ENzI. Thank you.

Senator COLEMAN. Thank you very much, Ambassador Johnson.
I am going to make one comment before I turn it over to the distin-
guished ranking member for a statement and then an opportunity
to do some questioning.

You made a comment, Ambassador Johnson, you talked about
the administration’s position regarding domestic support programs
essentially should not be negotiated in FTAA but rather than in
the context of WTO, and we do not want to unilaterally disarm our
producers, argue counterpoints.
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I do want to make the comment about sugar, and I am not going
to ask a question here, but I want to raise the issue. And we have
raised it in private discussion, but I want to raise it very publicly
that if it is important to maintain a current safety net for commod-
ities, receiving domestic support, and we all agree on that, should
we not also maintain the current safety nets for sugar?

And I would urge the administration to carefully reconsider its
position relative to sugar, as a matter of consistency with its han-
dling of domestic subsidies. I do not need a response on that, but
I do want to make the statement and make the position very, very
clear because I think it is important.

With that, I would turn it over to the distinguished ranking
member, who has probably forgotten more about Latin America
than I know. And I do appreciate his being here. I know he had
some other engagements, but I want to welcome him and give him
the opportunity to make a statement.

Senator DoDD. Well, thank you very much, Mr. Chairman. And
my apologies to the witnesses and other members. We had an ex-
tended markup of a nominations in the Banking Committee and a
hearing on the Fair Credit Reporting Act, which is a major issue.
So I apologize in getting down here an hour late.

Senator COLEMAN. Senator Dodd, before you—I know that Dr.
Penn has indicated he needs to leave sometime shortly after 3:30,
so if he has to leave, it would not be because of anything that is
in your statement. He has indicated that.

So, Dr. Penn, if you have to exit at a certain point in time you
are certainly excused.

Dr. PENN. Thank you very much, Mr. Chairman.

Senator DoDD. Yes. We will watch and see exactly at what point
in my statement you leave.

Dr. PENN. I have to go now.

Senator DopD. Well, first of all, thank you, Mr. Chairman. Let
me congratulate you on holding this hearing, which is on a tremen-
dously important subject matter. And this is obviously to focus on
the economic issues, the future of economic relations in the West-
ern Hemisphere, and the success of the tremendous progress that
has been made with the emergence of so many democratic nations
in the hemisphere in the last number of years, all directly hinges
upon the success of these countries to perform economically. And
if they do not perform well economically, then the likelihood they
are going to succeed democratically is immediately in jeopardy.

So this is about as critical a set of issues as you can have when
you are talking about the region. Certainly, America and its neigh-
bors today have made considerable advances toward expanding and
liberalizing trade relations in our hemisphere, which is a key ele-
ment, obviously, in economic stability.

Over the past two decades, we have witnessed the establishment
and implementation of significant initiatives, such as the North
American Free Trade Agreement, the Andean Trade Preference
Act, The Caribbean Basin Economic Recovery Act. All three have
brought increased cooperation and communication.

They have been positive forces, in my view, to promote political
and economic stability, as well as growth and democracy to this
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hemisphere. Indeed, healthy and strong trade relations contribute
to the vibrancy of the nation’s economy.

In 2002, the United States’ agricultural exports to the Western
Hemisphere, and I am sure you have already made reference to
this, were $4.2 billion. If the NAFTA countries are included in this
calculation, the total amounts to over $20 billion.

These statistics are an obvious indication of the substantial bene-
fits that accrue to the United States from such agreements. As we
all are aware, Latin America and the Caribbean have many signifi-
cant problems.

Throughout the past years, some of our neighbors in this hemi-
sphere have been plagued by economic and political instability,
narco-terrorism, and the public health challenges. The illegal nar-
cotics trade and its devastating impacts persist. Poverty rates are
very, very high. And access to education and healthcare remain
alarmingly limited.

From the southern tip, southernmost tip of the South American
Continent to closer to home in the Caribbean region, many of our
friends and allies have been struggling to create and ensure a safe
and secure future for their own people.

I strongly believe that successful efforts to achieve a Central
American free trade agreement, and eventually in 2005 a free trade
agreement of the Americas, will help further these goals. As well,
the United States stands to benefit along with our neighbors, from
increased trade relations throughout this hemisphere.

Toward that end, I am encouraged that CAFTA negotiations ap-
pear to be on track, with the fourth of nine rounds taking place
just this past week. Hopefully CAFTA will finally be finalized ac-
cording to the current timetable at the end of 2003. I am also
heartened that FTAA negotiations are continuing to move forward.
And I look forward to the presentation of the third draft agreement
in the next scheduled meeting in late November 2003.

However, although FTAA and CAFTA are on the horizon, we
must not neglect individual initiatives, such as the Chilean or
Chile Free Trade Agreement, which is currently awaiting the Presi-
dent’s signature. By implementing the Chile FTA, the United
States will be sending a very clear signal that we are going to con-
tinue the close and essential relationships that we have established
with our partners in the Southern Hemisphere.

Given the many difficulties facing the region, as well as doubt
over the intentions of the United States with regards to FTAA, the
importance of a Chile FTA could not be overstated. Certainly there
are a number of subjects that need to be addressed during the
FTAA negotiations.

First, reaching an accord with participating nations on agricul-
tural issues will be of prime importance to the success of any
agreement. As we can already see from the current efforts, the suc-
cessful crafting of agricultural provisions is a complicated process.
Therefore, it is my hope that the administration will work vigor-
ously and together with our partners to shape a practical, sensible
and viable agricultural policy for the future of FTAA.

Second, I think it is very important that the commitments of par-
ticipating nations to the World Trade Organization in matters such
as the protection of intellectual property laws are maintained. And
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for those nations that are not currently in compliance with WTO
standards, I believe it is imperative that in the coming years, they
take measures to bring themselves into compliance. Many nations
have already begun this process, and it is my hope that this posi-
tive trend continues.

I also understand that certain sectors of the American industry
have fared less well than others under the increased competition
brought on by international trade. That is why I strongly believe
it is imperative that the President implement the powers given to
him under the Trade Promotion Authority. If he takes all the nec-
essary measures to ensure that our trading partners comply with
important labor and environmental standards, not only would this
help safeguard the lives of workers globally, and the natural re-
sources on which we all depend, it will help ensure that American
companies can successfully compete in today’s global marketplace.

FTAA is the economic future of our hemisphere. The examples
set by the previous agreements, such as NAFTA, are very clear.
NAFTA has bound the United States, Canada, and Mexico more
closely together. It is an important aspect of our close relationship
with these nations.

The establishment of FTAA will require that we develop similar
relationships with our neighbors throughout the hemisphere. Such
relationships are the key to promoting America interests at home
and abroad.

Today’s hearing with its focus on agricultural issues, I think are
going to help us understand the issues that we must mutually find
answers to in order to ensure that those interests are maximized.

Mr. Chairman, let me just repeat, again, I mentioned the Chil-
ean issue before, and I will just repeat it again. My hope is—and
I know that there are those who are still—“angry” may not be the
right word—but disappointed in how Chile voted at the U.N. on the
U.N. resolutions involving Iraq. But we have got to get beyond that
here at this point.

We can express those views in a lot of ways, but these agree-
ments are not just favors to Chile or favors to other countries. They
are very good for us. And so by delaying this or by playing games
with them, we do not just do any harm to Chile; we do a lot of
damage to ourselves and in the hemisphere.

So I hope out of this hearing, a message will get through to the
administration, particularly those who understand these economic
issues. If you mess around this too long, you are going to lose this.
We are going to have a tough time; we are getting closer to na-
tional elections, and if you do not get this done, along with Singa-
pore, you are going to miss an opportunity, and you will miss it in
this Congress. And we will be back at it again in a future Con-
gress. And I do not know how that comes out.

So the window is closing. It is closing every single day we wait
on this. And my hope is the administration will hear that message
and get about the business of signing that agreement and getting
it up and getting it moving. If we end up with it next fall or next
winter, you will not get it, in my view. We will not get it. It will
not get done.

I thank you, Mr. Chairman.
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Senator COLEMAN. Thank you very, very much, Senator Dodd.
Senator Dodd, you have the opportunity if you want to ask any
questions, while the Ambassador is here.

Senator DoDD. Well, I will ask you that one. Where do you think
we stand on this Chilean thing? What are you telling people?

Ambassador JOHNSON. I am telling them it is a good deal for
U.S. agriculture. That is what I am telling them. We went through
that earlier when you were not here.

Senator DoDD. Yes. I apologize.

Ambassador JOHNSON. But basically we are going through a re-
view of that agreement. I know it is under consideration for moving
forward. As you know, we negotiated the agreement back in De-
cember and it was notified, the Congress, the intent to sign or the
intent to enter in an agreement back in January, and that has now
expired.

So we can sign it at any time. Although I think—I know that our
lawyers are working hard at and including interaction with some
of our advisors in going through and making sure that we have got
all the I’s dotted and T’s crossed.

Senator DopD. Well, tell them the message up here, because
these things are hard. I have been around here enough years to
know how tough these agreements can be. Even the bilateral ones
are hard. And if they do not get this done soon, this economy is
not getting better every day. And then the pressures are going to
grow, and particularly when people are starting to demand more
at home and layoffs continue—if we end up with 80,000 job losses
every month, and every month hereafter, you are going to have an
awful time getting these things done. So I would hope you would
convey that message.

Ambassador JOHNSON. Yes, sir.

Senator COLEMAN. And certainly, Senator, the Chilean agree-
ment can serve as a model for others. So I think the message is
loud and clear. Across both sides of the aisle, we need to get it
done.

With that, we will excuse the witness. Thank you very, very
much, Ambassador Johnson.

We would now like to invite the second panel of witnesses to the
table.

Mr. Bart Ruth from Rising City, Nebraska, chairman of the
American Soybean Association; Mr. Carl Casale from St. Louis,
Missouri, vice president of North America Agriculture for the Mon-
santo Company; Mr. Bobby Greene from Courtland, Alabama,
chairman of the National Cotton Council; Mr. Doug Boisen from
Minden, Nebraska, chairman of the National Corn Growers Asso-
ciation Trade Task Force; Mr. Jack Roney from Arlington, Virginia,
director of Economics and Policy Analysis for the American Sugar
Alliance; Mr. Jim McDonald from Grangeville, Idaho, chairman of
the Wheat Export Trade Education Committee.

I understand Mr. McDonald has a plane to catch, and I under-
stand how that goes, Mr. McDonald, so what I will do is I will turn
to you and you may begin.

Mr. McDONALD. Thank you, sir.
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STATEMENT OF JIM McDONALD, CHAIRMAN, WHEAT EXPORT
TRADE EDUCATION COMMITTEE AND U.S. WHEAT ASSOCI-
ATES, GRANGEVILLE, ID

Mr. McDoNALD. Thank you. Good afternoon. My name is Jim
McDonald. I am a wheat producer from Grangeville, Idaho, and I
am the chairman of the Wheat Export Trade Education Committee
and U.S. Wheat Associates. And today I also represent the Na-
tional Association of Grain Growers.

The United States generally exports between 40 and 50 percent
of our wheat production. In the Pacific Northwest, where I farm,
the percentage is much higher. As a trade-dependent commodity,
therefore, our success or failure hinges on our ability to expand
U.S. wheat export markets.

The wheat industry strongly supports moving forward aggres-
sively in both the World Trade Organization and the Free Trade
Area of the Americas negotiations. The WTO process is important
for liberalizing world wheat trade, and the U.S. wheat industry has
a clear set of goals in this round of negotiations. However, just as
the North American Free Trade Agreement provided great market
opportunities and clear successes for wheat, the FTAA can extend
liberalization beyond the level envisioned in the WTO, and holds
tremendous market growth potential for U.S. wheat producers.

As an added benefit, alliances gained in the FTAA can carry over
into the WTO negotiations where there are some extremely conten-
tious differences. We believe that a strong commitment in the
hemisphere can be a very positive force against the European
Union’s protectionist positions.

The United States, including our industry, is on the brink of
major opportunities offered by the FTAA. First, however, several
important issues must be addressed in negotiations: market access,
state-trading enterprises, monopoly practices, export subsidies, and
sanitary/and phytosanitary issues. Resolutions of these issues must
result in freer and fairer trade among the countries of the Amer-
icas.

Before I move to the discussion of those issues and their effects
on the wheat market, let me make an important point on what we
should not be negotiating. The United States must refrain from ne-
gotiating on domestic supports within the context of the FTAA.

It would be unwise to unilaterally disarm within the hemisphere
while leaving the EU to continue subsidizing their products at high
levels. We concur with the U.S. position encouraging the countries
within the hemisphere to work together in the WTO to substan-
tially reduce and more tightly discipline state trade distorting do-
mestic support.

The benefits of free trade can clearly be seen in the dramatic in-
crease in wheat exports following the North American Free Trade
Agreement. U.S. wheat exports to Mexico have soared 48 percent
over the last 5 years. And this year’s record exports to Mexico will
reach over 2%2 million tons, making Mexico our second largest
wheat customer in the world.

The FTAA must be negotiated so that we have duty-free access
to Brazil, along with all other markets in Central and Latin Amer-
ica, and it must give us access on a par with Argentina and Can-
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ada to the entire hemisphere and the growing economies of 800
million people.

The U.S. wheat industry vigorously agrees with the U.S. Govern-
ment position that calls for the elimination of all trade-distorting
export subsidies within the hemisphere and the establishment of a
mechanism that would prohibit agricultural products from being
exported through the FTAA by non-FTAA countries with the aid of
export subsidies.

We are also very encouraged by the U.S. position opposing state
trading enterprises within the hemisphere. CUSTA and NAFTA
left unresolved issues between the United States and Canada, and
we must not allow these unresolved issues to be carried into the
FTAA.

U.S. wheat producers agree with the U.S. FTAA negotiating posi-
tion that the tariff methods and modalities agreed to must be fair
and reasonable to ensure the benefits of free trade are broadly dis-
tributed. Since the average U.S. tariff on agricultural imports is
about 12 percent, while the rest of the world exceeds 60 percent,
reducing high tariffs must be a priority in the FTAA discussions.

We also agree with the U.S. proposal to use the lower of either
a product’s most favored nation applied rate in effect during the
negotiations or the WTO bound rate at the end of the negotiation
process. This will ensure that the reduction will substantially open
markets to U.S. products. Whichever rate is used, it should become
a bound rate to add stability in the region.

In addition to negotiations on tariffs, action must be taken to ad-
dress problems in tariff rate quota administration and price band
systems. We are very pleased with the provisions of the Chile Free
Trade Agreement that eliminate the use of price bands, and we
hope this sets a guideline for the FTAA negotiations.

The importance of environmental protection and labor standards
is without question. However, these concerns may be more appro-
priately addressed in other forums and by other methods than
through FTAA negotiations. The U.S. wheat industry is concerned
that an effort to link environmental and labor concerns to trade
may hinder negotiating leverage or impinge on the goals of trade
liberalizing negotiations.

We are especially concerned about any proposal to use trade as
an enforcement mechanism, through the imposition of sanctions, in
pursuing goals in these areas, however desirable the goals may be.
We believe that ultimately the most successful resolutions to these
concerns can only happen if our trading partners are assured that
the United States does not intend to use sanctions to bully them
into relinquishing their sovereignty with respect to environmental
and labor standards.

The wheat industry is very concerned that the many multi-envi-
ronmental agreements [MEAs] may disrupt trade around the
world. There has been insufficient discussions on how these agree-
ments work with, or conflict with, WTO rules. Of immediate con-
cern is the Cartagena Protocol on Biosafety, adopted by the Con-
ference of the Parties to the United Nations Convention on Bio-
diversity in Montreal on January 29, 2000.

Our markets are at risk of intended and unintended con-
sequences from the growing number of MEAs, and particularly
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those dealing with use of new technology. Our negotiators must use
all available negotiating opportunities, with the FTAA and else-
where to ensure that the WTO is paramount and that sound
science prevails in disputes that may arise from use of bio-
technology and other technologies from MEAs.

In conclusion, the wheat industry is very pleased by the U.S. po-
sition on agriculture in the FTAA and for the Doha Round of the
WTO. We believe that the U.S. trade policy is headed in the right
direction.

To recap, our positions, we need duty-free access to Brazil. The
unfair advantages given to the Canadian Wheat Board monopoly
must be ended. We cannot allow monopoly actions to be legalized
in the FTAA. Reducing high tariffs must be a priority in the FTAA
discussions. Existing price band mechanisms for wheat and flour
should be eliminated, replaced by a system of tariffs, which would
be phased out. A risk assessment framework, including an expe-
dited process, should be established to address sanitary and
phytosanitary disputes. Environmental and labor issues should not
unnecessarily hinder our trade opportunities.

The final agreement must ensure that sound science and WTO
rules prevail, especially in regards to biotechnology. The existing
barriers to trade and travel to Cuba should be removed. Reconsid-
eration should be given to Cuba’s exclusion in the FTAA.

Thank you for this opportunity to speak on behalf of the wheat
industry.

Senator COLEMAN. Thank you very much, Mr. McDonald.

[The prepared statement of Mr. McDonald follows:]

PREPARED STATEMENT OF JIM MCDONALD, CHAIRMAN, WHEAT EXPORT TRADE
EDUCATION COMMITTEE AND U.S. WHEAT ASSOCIATES

Good Morning, members of the committee. My name is Jim McDonald and I am
a wheat producer from Grangeville, Idaho. I am the Chairman of the Wheat Export
Trade Education Committee and U.S. Wheat Associates, and today I also represent
the National Association of Wheat Growers.

The U.S. generally exports between 40 and 50 percent of our wheat production.
In the Pacific Northwest, where I farm, the percentage is much higher. As a trade-
dependent commodity, therefore, our success or failure hinges on our ability to ex-
pand U.S. wheat export markets.

The U.S. wheat industry strongly supports moving forward aggressively in both
the World Trade Organization and Free Trade Area of the Americas negotiations.
The WTO process is important for liberalizing world wheat trade, and the U.S.
wheat industry has a clear set of goals in this round of negotiations. However, just
as the North American Free Trade Agreement provided great market opportuni-
ties—and clear successes for wheat—the FTAA can extend liberalization beyond the
level envisioned in the WTO, and holds tremendous market growth potential for
U.S. wheat producers.

As an added benefit, alliances gained in the FTAA can carry over to the WTO ne-
gotiations where there are some extremely contentious differences. We believe that
a strong commitment in the hemisphere can be a very positive force against the Eu-
ropean Union’s protectionist positions.

The U.S.—including our industry—is on the brink of major opportunities offered
by the FTAA. First, however, several important issues must be addressed in nego-
tiations: market access, state-trading enterprises, monopoly practices, export sub-
sidies, and sanitary/and phytosanitary issues. Resolutions of these issues must re-
sult in freer and fairer trade among the countries of the Americas.

Before I move to a discussion of those issues and their effects on the wheat mar-
ket, let me make an important point on what we should NOT be negotiating. The
U.S. must refrain from negotiating on domestic supports within the context of the
FTAA. It would be unwise to unilaterally disarm within the hemisphere while leav-
ing the EU to continue subsidizing their producers at high levels. We concur with
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the U.S. position encouraging the countries within the hemisphere to “work together
in the WTO to substantially reduce and more tightly discipline trade-distorting do-
mestic support.”

AN FTAA OFFERS MARKET OPPORTUNITIES FOR WHEAT

The benefits of free trade can clearly be seen in the dramatic increase in wheat
exports following the North American Free Trade Agreement. U.S. wheat exports
to Mexico have soared 48% over the last five years, and this year’s record exports
to Mexico will reach over two and a half million tons, making Mexico our second
largest customer in the world.

U.S. wheat exports are doing well in Central America and the Caribbean too. Dur-
ing the last five years, U.S. wheat market share in the Caribbean has averaged 75-
80%. We are posting significant gains in Central America, where we currently have
a 70% market share, and the situation is looking particularly bright in Guatemala
and Costa Rica.

While Mexico, the Caribbean and the Central American region are marked by suc-
cess, however, the South American region is marked by a tougher struggle for mar-
ket access and market share. U.S. wheat exports to South America have been about
2 million metric tons (MMT) for the past ten years. Conversely, Argentina’s exports
within the region have gone from 1.6 MMT to 8.2 MMT. The total value of wheat
exports to the region is %1.6 billion, with the total value of U.S. exports amounting
to just $220 million.

It is expected that South America will experience a five-percent growth rate in
wheat imports, and we look to the FTAA to give U.S. wheat a more level playing
field on which to compete.

Recently, Brazil has imported almost eight million tons of wheat each year. De-
spite an U.S. logistical advantage to northern Brazil, the country has been basically
a captive of Argentine wheat because of the MERCOSUR arrangement that puts the
U.S. at an unfair disadvantage due to a tariff differential.

The U.S. wheat industry also faces difficulties in Guatemala, Peru, Columbia and
Venezuela as a result of the monopolistic trading practices of the Canadian Wheat
Board (CWB), an anachronistic state trading enterprise. When it has ample stocks,
the CWB intentionally undercuts U.S. wheat prices in these markets (and others),
and is able to do so not because of a legitimate competitive advantage, but due to
unfair trading practice.

The FTAA must be negotiated so that we have duty-free access to Brazil, along
with all other markets in Central and Latin America, and it must give us access
on a par with Argentina and Canada to the entire hemisphere and the growing
economies of 800 million people.

EXPORT COMPETITION MUST BE ON A LEVEL PLAYING FIELD

The U.S. wheat industry vigorously agrees with the U.S. government position that
calls for the elimination of all trade-distorting export subsidies within the hemi-
sphere and the establishment of a mechanism that would prohibit “agricultural
products from being exported to the FTAA by non-FTAA countries with the aid of
export subsidies.”

We are also very encouraged by the U.S. position opposing state trading enter-
prises within the hemisphere. CUSTA and NAFTA left unresolved issues between
the U.S. and Canada, and we must not allow these unresolved issues to be carried
into the FTAA.

The CWB’s state-supported export monopoly controls virtually every aspect of
wheat production in the western Canadian provinces, including varietal control,
day-to-day execution of sales contracts and long-term market development. It is the
largest single grain marketing board in the world, with monopoly control of about
20 percent of world wheat and barley trade. To put it into perspective, recall the
Cargill acquisition of Continental’s grain business. Together, the two merged compa-
nies control roughly 20 percent of U.S. wheat exports, or about 228 million bushels,
based on a five-year average. In contrast, the CWB controls annual average wheat
exports of 680 million bushels, or about three and half times as much as Cargill
and Continental combined.

As a government-supported grain monopoly, the CWB uses discounted price offers,
bonus deliveries, supplemental cleaning, delayed payments, indirect transportation
subsidies, and other favorable contract terms to often undercut U.S. grain prices.
Canadian producers have little say in marketing their crop, and they receive only
about 80 percent of its value when turned over to the CWB. No private company
that faces commercial risk and stockholder oversight has such control, nor can any
offer wheat at whatever price it chooses.
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While we are very optimistic about market growth in the Western Hemisphere,
U.S. wheat producers have had numerous problems with specific provisions of pre-
vious trade agreements in the hemisphere. The Canada-U.S. Free Trade Agreement
of 1988, CUSTA, resulted in memorializing trade inequities between U.S. and Cana-
dian farmers. Regrettably, CUSTA talks to open the CWB marketing system to com-
petition were unsuccessful and, even worse, CUSTA actually gave the CWB an ad-
vantage over U.S. wheat producers in the U.S. market. Without getting too tech-
nical, the two sides agreed (very mistakenly) that the CWB’s cost of acquisition was
equivalent to the CWB’s initial price. (The CWB provides the “initial price” to its
growers when they deliver wheat to the pool.) In truth, according to CWB docu-
ments, the initial price amounts to about 80 percent of the final price farmers in
Canada receive for their wheat after all pool accounts are completed.

We believe that the inequities established in the CUSTA have encouraged the in-
jurious surge of wheat exports from Canada to the United States. Over the last dec-
ade, this issue has been one of the single biggest sources of contention along the
U.S.-Canada border and one that continues today. Despite the urging of the wheat
industry, NAFTA provided no resolution of the Canadian trade issues.

In 2001 the North Dakota Wheat Commission filed a Section 301 petition with
the Office of the U.S. Trade Representative. USTR initiated its investigation of the
CWB under section 301 at the urging of the Wheat Export Trade Education Com-
mittee, the National Association of Wheat Growers, U.S. Wheat Associates, the
American Farm Bureau Federation, the National Farmers Union and every state
wheat commission.

In February 2002, after a review of the investigation, USTR released an “affirma-
tive finding” that detailed the CWB’s monopolistic characteristics. The USTR found
“that the acts, policies and practices of the Government of Canada and the CWB
are unreasonable and burden or restrict U.S. commerce.” Based on the findings, the
USTR concluded that “the CWB’s subsidies, protected domestic market, special ben-
efits and privileges disadvantage U.S. wheat farmers and infringe on the integrity
of a competitive trading system.”

With the affirmative finding, U.S. Trade Representative Robert B. Zoellick also
announced “that the United States will pursue multiple avenues to seek relief for
U.S. wheat farmers from the trading practices of the Canadian Wheat Board (CWB),
a government monopoly trading enterprise.” This included taking a possible dispute
settlement case against the Board in the World Trade Organization, working with
the U.S. industry on possibly filing U.S. countervailing duty and antidumping peti-
tions, and working towards market access for U.S. wheat exports to Canada.

The U.S. industry has made specific, realistic suggestions for addressing the un-
derlying problems with the CWB. Our particular focus has been to end the state-
mandated monopoly, subjecting the CWB to market discipline. The proactive actions
taken by the NDWC and the U.S. wheat industry were intended to work in conjunc-
tion with multilateral and regional negotiations on export state trading entities, and
any final agreement must provide effective discipline over the CWB’s activities in
the hemisphere.

The national wheat organizations are very pleased at the progress that has been
made on this long-standing issue. We are especially pleased that the Department
of Commerce has confirmed that the Canadian Wheat Board is dumping into the
U.S. market. The Department of Commerce will begin imposing an 8.15 percent
duty on Durum wheat and a 6.12 percent duty on Hard Red Spring Wheat.

The U.S. wheat industry has proven its case and we must not allow monopoly ac-
tions to be legalized in the FTAA or any future trade agreements.

ADDRESSING MARKET ACCESS ISSUES OF TARIFFS, PRICE BANDS, AND TRQ’S

U.S. wheat producers agree with the U.S. FTAA negotiating position that the tar-
iff methods and modalities agreed to must be “fair and reasonable” to “ensure the
benefits of free trade are broadly distributed.” Since the average U.S. tariff on agri-
cultural imports is about twelve percent, while the rest of the world exceeds sixty
percent, reducing high tariffs must be a priority in the FTAA discussions.

We also agree with the U.S. proposal to use the lower of either a product’s “most
favored nation” applied rate in effect during the negotiations or the WTO bound rate
at the end of the negotiating process. This will ensure that the reduction will sub-
stantially open markets to U.S. products. Whichever rate is used, it should become
a bound rate to add stability in the region.

In addition to negotiations on tariffs, action must be taken to address problems
in tariff rate quota administration and price band systems. We are very pleased
with the provisions of the Chile Free Trade Agreement that eliminate the use of
price bands and we hope this sets a guideline for the FTAA negotiations. We would
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like to see the elimination of the existing price band mechanisms for wheat and
flour, to be replaced by a system of tariffs that would be phased out over an imple-
mentation period. The tariffs should be reasonable and should not constitute new
trade barriers. We compliment Chile, the principal user of the price band system
for wheat, for looking at ways to remove the bands in accordance with World Trade
Organization findings that their bands are illegal.

Those countries that administer TRQ’s do so in a variety of ways, from auctioning
to allocation of licenses to producer groups, which clearly hinder U.S. exports. The
duties outside the quotas must be targeted for reduction. Additionally, the fill-rate
of tariff quotas appears to be very low among some countries, resulting in part from
bad TRQ administration. To correct this problem, the U.S. may want to consider an
incentive-based system to encourage increased imports where fill rates are low.

We concur with the U.S. market access “Tariffs and Non-Tariff Measures Text.”
This proposes a level playing field by requiring all FTAA countries to grant “na-
tional treatment” to products from other FTAA countries, the elimination of import
and export restrictions and increasing transparency resulting in reductions in the
cost of doing business in the Hemisphere.

RISK ASSESSMENT IS NEEDED FOR SANITARY AND PHYTOSANITARY (SPS) ISSUES

The proliferation of sanitary/phytosanitary issues has resulted in the slowing or—
in some especially egregious cases—the temporary cessation of trade with some
countries. We must build upon the Uruguay Round Agreement on Agriculture with
respect to plant, health and safety. In particular, negotiations to expand NAFTA
into a hemispheric agreement must establish a risk assessment framework, as well
as the creation of an accepted and expedited procedure for addressing sanitary/
phytosanitary disputes when they arise among signatories to the FTAA. We also be-
lieve that trade in new technologies is adequately addressed in the SPS/TBT agree-
ments of the World Trade Organization and should not be revisited in these negotia-
tions.

LABOR AND ENVIRONMENTAL STANDARDS SHOULD BE ADDRESSED IN OTHER FORUMS

The importance of environmental protection and labor standards is without ques-
tion; however, those concerns may be more appropriately addressed in other forums
and by other methods than through FTAA negotiations. The U.S. wheat industry
is concerned that an effort to link environmental and labor concerns to trade may
hinder negotiating leverage or impinge on the goals of trade liberalizing negotia-
tions.

We are especially concerned about any proposal to use trade as an enforcement
mechanism, through the imposition of sanctions, in pursuing goals in these or other
areas, however desirable the goals may be. We believe that ultimately the most suc-
cessful resolutions to these concerns can only happen if our trading partners are as-
sured that the U.S. does not intend to use sanctions to “bully” them into relin-
quishing their sovereignty with respect to environmental and labor standards.

MEAS SHOULD NOT DISRUPT TRADE

The wheat industry is very concerned that the many Multilateral Environmental
Agreements (MEAs) may disrupt trade around the world. There has been insuffi-
cient discussion on how these agreements work with—or conflict with—WTO rules.
Of immediate concern is the Cartagena Protocol on Biosafety, adopted by the Con-
ference of the Parties to the United Nations Convention on Biodiversity in Montreal
on January 29, 2000.

The Protocol is designed to contribute “to the safe transfer, handling and use of
living modified organisms” resulting from modern biotechnology, “that may have ad-
verse effects on the conservation of sustainable use of biological diversity, taking
also into account risks to human health, and specifically focusing on transboundary
movements.”

As of May 6, 2003, 103 countries have signed and 46 countries of the required
50 have ratified the Protocol. We expect that the full 50 countries will have ratified
the agreement this summer, bringing the commitment into force within 90 days of
ratification. The Biosafety Protocol has created many unknowns for traders around
the world, the most basic of which is the undefined relationship to WTO agree-
ments. Included in the written copy is background information on this issue.

Our markets are at risk of intended and unintended consequences from the grow-
ing number of MEAs, and particularly those dealing with use of new technologies.
Our negotiators must use all available negotiating opportunities, with the FTAA
and elsewhere, to ensure that the WTO is paramount and that sound science pre-
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vails in disputes that may arise from use of biotechnology and other new tech-
nologies and from MEAs.

TRADE MUST BE WITH ALL COUNTRIES IN THE AMERICAS

Finally, to take full advantage of trading opportunities in the Americas, we need
access to all of our neighboring markets. Congress must remove the Cuban sanc-
tions. While no one condones recent human rights violations by Fidel Castro, we
strongly believe that opening travel, trade and dialogue creates the best opportuni-
ties for the Cuban people.

CONCLUSION

The wheat industry is very pleased by the U.S. Position on Agriculture in the
FTAA and for the Doha Round of the WTO. We believe that the U.S. trade policy
is headed in the right direction.

To recap, our positions are:

* We need duty-free access to Brazil.

¢ The unfair advantages given to the CWB monopoly must be ended. We cannot
allow monopoly actions to be legalized in the FTAA.

¢ Reducing high tariffs must be a priority in the FTAA discussions.

» Existing price band mechanisms for wheat and flour should be eliminated, re-
placed by a system of tariffs, which would be phased out.

¢ A risk assessment framework, including an expedited process, should be estab-
lished to address sanitary/phytosanitary disputes.

e Environmental and labor issues should not unnecessarily hinder trade opportu-
nities.

¢ The final agreement must ensure that sound science and WTO rules prevail,
especially in regards to biotechnology.

* The existing barriers to trade and travel to Cuba should be removed. Reconsid-
eration should be given to Cuba’s inclusion in the FTAA.

The U.S. wheat industry has worked for over 50 years to expand export markets,
and we are committed to doing all we can to secure fair and open trading practices
around the world. We stand ready to work with you towards a successful outcome
of these negotiations in order to realize the market potential of an FTAA and solid-
ify alliances with our neighbors.

Thank you for this opportunity to speak on behalf of the wheat industry.

Senator COLEMAN. I understand you have a plane to catch. We
will excuse you. I was going to ask a question. I know you have
concerns about the Canadian Wheat Board, but we can get into
that at another time. I thank you for your statement.

Mr. McDONALD. Mr. Nelson is here from the U.S. Wheat Office
and he would be glad to answer any questions you have concerning
the wheat industry.

Senator COLEMAN. Great. Thank you very, very much, Mr.
McDonald. I appreciate it.

Mr. McDONALD. Thank you.

Senator COLEMAN. Mr. Ruth.

STATEMENT OF BART RUTH, CHAIRMAN, AMERICAN SOYBEAN
ASSOCIATION, RISING CITY, NE

Mr. RUTH. Good afternoon, Mr. Chairman and members of the
subcommittee. I am Bart Ruth, a soybean and corn producer from
Rising City, Nebraska, and chairman of the American Soybean As-
sociation.

We appreciate the opportunity to appear before you today, as we
find ourselves deeply engaged in assessing our competitiveness in
the world, and particularly with the growth in agricultural produc-
tion and exports from South America. How we all decide to address
this challenge will affect the profitability and prosperity of our na-
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tional agricultural economy, and of the overall U.S. economy, for
years to come.

The expansion of the U.S. soybean industry has been a tremen-
dous success story over the past 30 years. From 46 million acres
and 1.3 billion bushels in 1972, U.S. soybean production grew to 72
million acres and 2.7 billion bushels in 2002.

Prospects for future growth in world demand for both soybean
meal and soybean oil are quite bright. Our goal is to position the
U.S. soybean industry to maximize our return from the growing
global market over the next century. Our industry has strongly
supported expanding international trade by reducing tariffs and
eliminating other trade barriers in order to increase access and en-
courage demand for soy and livestock products in global markets.

The rise in competition from South American exporting coun-
tries, and the certainty that it will increase over the next several
decades, make aggressive opening of major developing country
markets in the Doha negotiations essential.

Let me now briefly summarize the rise in soybean production
and exports in Brazil and particularly the rapid expansion in the
central west region known as the Cerrados.

The Economic Research Service estimated in 2001 that Brazil
has approximately 338 million acres in the Cerrados region alone
available for land clearing and new crop production, an area which
is one and one-third times larger than the total acreage devoted to
row crop production in the United States.

Trends indicate that the expansion of land clearing and agricul-
tural production in the Cerrados is still accelerating. Many agricul-
tural economists expect soy acreage in Brazil to total 94 million
acres in 10 years, which would greatly surpass current U.S. acre-
age of 72 million acres. Nor are soybeans the only crop facing ex-
panding competition.

Cotton production has nearly doubled in 5 years, and corn is up
by 23 percent. Brazilian officials also predict a major expansion in
pork and poultry production. Clearly, our industry and others that
iare dependent on export markets face a serious and growing chal-
enge.

The following are some of our key recommendations for respond-
ing to this competitive challenge. The United States has a distinct
advantage over Brazil in transportation costs, and it is important
that we do all we can to maintain and enhance this advantage.

Approximately 75 percent of U.S. soybeans and soybean products
are exported via the Mississippi waterway and its tributaries. Leg-
islation authorizing and appropriating funds for lock modernization
and extensions on the Mississippi and Illinois waterways should be
a key priority for the administration and Congress.

Another priority would be increased soybean research funding.
While U.S. soybean yields are stagnate or only very slowly improv-
ing, yields as well as protein and oil content in Brazil have im-
proved rapidly through government and private sector research,
and now surpass U.S. yields and protein levels.

Increased U.S. Federal soybean research funding is needed if
U.S. soybean producers are to catch up with and keep pace with
their Brazilian competitors. The Government of Brazil has played
a key role in the development of soybean and other agricultural
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production in the Cerrados region through policies designed to fa-
cilitate clearing of the land, expansion of production, and the earn-
ing of foreign exchange through exports.

Much more needs to be done by the U.S. Government to inves-
tigate the various policies and subsidies that are helping to fuel the
rapid expansion of crop and livestock production in Brazil. And the
results of this investigation should be used to formulate appro-
priate policies and negotiating objectives.

Weak or non-existent intellectual property protection and en-
forcement in Brazil are benefiting Brazilian growers and hurting
the competitiveness of U.S. soybean producers. The combination of
Brazilian growers not paying royalties on pirated Roundup Ready
soybean seed, along with the economic benefits the Brazilian grow-
ers receive from Roundup Ready technology, gives Brazilian grow-
ers an ill-gotten competitive advantage over U.S. growers esti-
mated at $20 per acre.

The U.S. Government and companies holding technology patents
should actively pursue all possible legal remedies to address this
unlevel playing field.

In this regard I would mention that ASA sent letters to both the
Commerce Department and USTR urging action against the unfair
benefits that illegal use of Roundup Ready soybean technology are
providing Brazilian producers.

In addition, ASA commends and strongly supports Monsanto’s
actions to begin addressing widespread Brazilian piracy of Round-
up Ready soybeans through a system that collects royalties on Bra-
zilian soybeans and soybean meal exports to countries where Mon-
santo has patent protection. ASA calls on U.S. and international
soybean traders and processors to cooperate in implementing this
system. Non-cooperation would perpetuate the competitive dis-
advantage U.S. growers and the entire U.S. soybean industry face
because of the ongoing theft of Roundup Ready soybean technology
by Brazilian farmers. In addition, traders and processors who do
not cooperate will be abetting continued piracy of a patented prod-
uct.

Protecting and enhancing U.S. domestic demand is also key.
Whether it be maintaining a healthy and competitive domestic live-
stock industry, increasing domestic use through a tax incentive
that allows biodiesel to be used to help meet our Nation’s energy
needs, or creating new soy uses, the United States must enhance
demand where it has the greatest competitive advantage, in our
home market.

Increasing world demand through market access and income
growth is a must. The best way to secure worldwide income growth
is through a comprehensive trade round that creates new market
access opportunities.

In conclusion, Mr. Chairman, U.S. soybean producers are facing
a significant challenge from South American farmers, particularly
in Brazil. We believe that the opportunity exists to address com-
petitiveness issues both at home and abroad. We look forward to
working closely with you and members of the committee to meet
these challenges.

I will be happy to respond to any questions. Thank you.

Senator COLEMAN. Thank you very, very much, Mr. Ruth.
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[The prepared statement of Mr. Ruth follows:]

PREPARED STATEMENT OF BART RUTH, CHAIRMAN, AMERICAN SOYBEAN ASSOCIATION

Good afternoon, Mr. Chairman and Members of the Subcommittee. I am Bart
Ruth, a soybean and corn producer from Rising City, Nebraska, and chairman of
the American Soybean Association. ASA is a national trade association representing
26,000 farmer members on domestic and international trade issues important to all
U.S. soybean producers. We appreciate the opportunity to appear before you today.

We commend you, Mr. Chairman, for holding this hearing on “The Future of U.S.
Economic Relations in the Western Hemisphere: Challenges and Opportunities for
American Agriculture.” It comes as U.S. soybean farmers, and producers of other
crops and livestock as well, find themselves deeply engaged in assessing our com-
petitiveness in the world, and particularly with the growth in agricultural produc-
tion and exports from South America. How we all decide to address this challenge
will affect the profitability and prosperity of our national agricultural economy—and
of the overall U.S. economy—for years to come.

BACKGROUND

The expansion of the U.S. soybean industry has been a tremendous success story
over the last thirty years. From 46 million acres and 1.3 billion bushels in 1972,
U.S. soybean production grew to 72 million acres and 2.7 billion bushels in 2002.
Much of this increase has been the result of rising domestic demand for high protein
soybean meal to meet the growing popularity of poultry and pork in the U.S. diet,
along with rising U.S. soybean, poultry, and pork exports. One of every two bushels
raised in the United States is dependent on foreign markets.

Prospects for future growth in world demand for both soybean meal and soybean
oil are bright. As the populations of developing countries continue to expand, and
as these consumers seek improved variety, nutrition, and protein content in their
diet, demand for soy and livestock products can only rise. Our goal is to position
the U.S. soybean industry to maximize our return from the growing global market
over the next century.

Our industry has strongly supported expanding international trade by reducing
tariffs and eliminating other trade barriers to order to increase access and encour-
age demand for soy and livestock products in global markets. Increased market ac-
cess was our top priority in the Uruguay Round negotiations, and it has only gained
in importance in the Doha Round. The rise in competition from South American ex-
porting countries, and the certainty that it will increase over the next several dec-
ades, make aggressive opening of major developing country markets in the Doha ne-
gotiations essential to our industry.

THE RISE IN SOUTH AMERICAN COMPETITION

Let me now briefly summarize the rise in soybean production and exports in
Brazil and Argentina over the last 30 years, and particularly the factors responsible
for the current rapid expansion in the central west region of Brazil. Until recently,
the major production areas in these countries have been in northern Argentina and
the southern Brazilian states of Parana and Rio Grande do Sul. It was in these
states that Japan and other importing countries invested after the U.S. restricted
soy exports to all destinations because of a supply shortage in 1973, and to the So-
viet Union in 1980. After thirty years, the Brazilian south is considered fully devel-
oped, while expansion in northern Argentina is still possible, but limited in terms
of suitable acreage. Also, the scale and costs of production in this area, including
land values, are similar to those found in the U.S.

The situation is much different in the Central-West region of Brazil known as the
Cerrados. This area of rolling scrubland comprises much of the states of Mato
Grosso, Goias, and Mato Grosso do Sul and parts of neighboring states. The Eco-
nomic Research Service (ERS) estimated in 2001 that Brazil had approximately 338
million acres in the Cerrados region available for land clearing and new crop pro-
duction, an area one and one-third times larger than the total acreage devoted to
row crop production in the United States.! In January 2003, USDA’s Foreign Agri-
cultural Service reported that Brazil’s potential to expand production through clear-
ing of the Cerrados as well as the conversion of existing pastureland had been un-
derestimated. FAS conservatively estimates that Brazil could increase its total cul-

1 Agriculture in Brazil and Argentina: Developments and Prospects for Major Field Crops;
Economic Research Service, USDA; November 2001.
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tivated area by 420 million acres or more if key legal, technical, and financial devel-
opments occur.2

However, unlike the southern region, which is near Atlantic ports, the Cerrados
is 1,000 miles by truck from ports in the south, and 600 miles by truck—plus 1,200
miles by barge and ship—from the Atlantic via the Amazon River. The remoteness
of the area, and lack of a developed transportation infrastructure, made its emer-
gence as an agricultural production center inconceivable until recently. As a result,
land values are a fraction of those in the south, or in the U.S.

In the past decade, however, a combination of cheap land and labor, domestic and
foreign investment, and development credits and incentives from the Brazilian gov-
ernment and foreign sources, has made the Cerrados the new frontier in global soy-
bean production. Soybean acreage in Mato Grosso grew from 4.2 million acres in
1992 to 10.6 million acres in 2002, and soybean production more than tripled, from
148 to 470 million bushels. The bulk of the soybeans grown in the Cerrados are ex-
ported either as whole soybeans or as soybean meal and soybean oil.

Historically, the pattern of clearing and development of the Cerrados had been
gradual, with harvested soybean acreage in Brazil increasing only 6% over ten
years. Brazilian soy acreage expansion exhibited a saw-tooth pattern wherein Bra-
zilian harvested acreage increased only gradually, climbing slightly for one to three
years in response to market demands, followed by one or two years of declines in
production as the increasing world demand for soybeans was temporarily satisfied.
This saw-tooth pattern of marginally increasing harvested area changed starting in
1998/99, with Brazilian harvested acreage increasing a massive 12.35 million acres,
or 40%, during the four-year period from 1998/99 to 2002/03.3 It is interesting that
this rapid expansion in production occurred in conjunction with the lowest inter-
national prices for soybeans in 30 years. The sharp and sustained devaluation of the
Brazilian Real that started in 1999 surely has been a major factor driving the rapid
expansion in Brazilian soybean acres in the face of historically low international
prices. However, there may be other actions taken by the government of Brazil to
stimulate expansion.

Trends indicate that the expansion of land clearing and agricultural production
in the Cerrados is still accelerating. Many agricultural economists both in the U.S.
and Brazil expect soy acreage in Brazil to total 94 million acres in ten years, which
would greatly surpass current U.S. acreage of 72 million acres. Nor are soybeans
the only crop facing expanding competition. Cotton production has nearly doubled
over the past five years, while Brazilian corn production has increased by 23%.
Local Brazilian officials also predict a major expansion in pork and poultry produc-
tion, fed by the rapidly expanding soy and corn industries. Clearly, our industry and
i)thers that are dependent on export markets are facing a serious and growing chal-
enge.

Nor is the challenge limited to traditional export markets. In 2000, Wilmington
Bulk, a consortium of livestock companies in eastern North Carolina, imported sev-
eral shipments of soybean meal pellets from Brazil. Last year, the consortium com-
pleted construction of a $12 million facility in the Port of Wilmington and imported
95,000 tons of soybean meal in September and October. For this year, Wilmington
Bulk recently announced plans to import 70,000 tons of Brazilian soybean meal,
200,000 tons of Argentine corn, and 200,000 of feed wheat from the European
Union. It also indicated it might import whole soybeans from Brazil.

FACTORS AFFECTING BRAZIL'S GROWTH

ASA is actively working to identify factors that are contributing to the current
surge in Brazil’s soybean production and exports. To the extent the causes are based
on enhanced competitiveness due to lower land and labor costs or macroeconomic
factors such as currency exchange rates, there may be few ways for us to respond.
However, to the extent Brazilian farmers are receiving subsidized assistance from
their federal or state governments, or from other sources, ASA believes such assist-
ance needs to be investigated more closely by the U.S. government.

A number of factors clearly contribute to Brazil’s enhanced competitiveness. I
mentioned the considerably lower land values in the Cerrados—uncleared scrubland
is currently selling for $100 to $200 per acre, compared to $1,500 per acre for farm-
land in southern Brazil and $2,000 and up for prime land in the U.S. Midwest. A
related factor is the economy of scale that accompanies the large size of Cerrados
farming operations. Farms in the 10 to 50 thousand acre range are not uncommon,

2Brazil: Future Agricultural Expansion Potential Underrated; Foreign Agricultural Service,
USDA, January 2003.
3 Foreign Agriculture Service, USDA, Production, Supply, and Distribution database.
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and some operations include 100,000 acres or more. Farms of this size are manage-
able due to the inexpensive cost of labor. A Brazilian worker may make $10 per day,
plus room and board. Cheap labor also reduces the cost of trucking soybeans from
the Cerrados to port or river barge.

Another significant factor in Brazil’s competitiveness is its sharply devalued cur-
rency. Since 1996, the Real has lost 64 percent of its value against the U.S. Dollar,
and the Brazilian government has plans to devalue their currency even further. I
should add that the devaluation of the Argentine peso since its link to the Dollar
was ended two years ago has been even more severe. Currency exchange rates have
an obvious impact on competitiveness.

There is no question that Brazil’s national development plan includes substantial
investment to develop the Cerrados’ agricultural potential. This investment includes
incentives for production, such as low interest loans for land purchases and clearing,
subsidized government interest rates for equipment purchases, and favorable tax
treatment. ASA is working to identify this network of subsidies to determine wheth-
er they are consistent with Brazil’s WT'O commitments, and how they can be ad-
dressed in the current Doha Round of trade negotiations.

In addition to direct government benefits to producers, major efforts are underway
to develop the transportation infrastructure in Mato Grosso and other Brazilian
states. There are several major road and rail projects either under construction or
in the planning stage that would significantly reduce per-bushel freight costs for
soybeans moving to export markets. We are also aware that substantial investment
for transportation and processing facilities is coming from multinational companies
involved in exporting Brazilian agricultural products.

A final factor benefiting the competitiveness of Brazil’s farmers is their wide-
spread and illegal use of RoundUp Ready biotech soybean technology. Brazil ap-
proved Monsanto’s patent for RoundUp Ready soybeans in 1997. Shortly thereafter,
a court upheld a complaint filed by environmental groups that insufficient data had
been received regarding the potential impact of RoundUp Ready soybeans on the en-
vironment. As this case has continued unresolved, Brazilian farmers have pirated
RoundUp Ready seed over the border from Argentina, where it comprises over 95
percent of production. Last year, the prevalence of RoundUp Ready soybeans in
Brazil was estimated at 20 to 30 percent nationwide, including 70 to 90 percent in
the southern production region. In addition to not paying the $9.30 to $15.50 per
acre technology fee on patented Roundup Ready soybean seed that U.S. growers
pay, Brazilian producers who are pirating Roundup Ready seeds benefit from the
higher yields and reduced pesticide application costs associated with RoundUp
Ready use, for a total ill-gotten benefit of approximately $20 per acre.

One potentially limiting factor in Brazil’s soybean expansion is the rapid spread
of Asian rust, a fungus that can devastate soybean yields. Rust arrived in Brazil
from Africa several years ago, and had a significant impact in limited areas of the
southern production region last year. This year, evidence of rust has been found in
Mato Grosso, and even in a small area north of the Amazon River. It is estimated
that Asian rust this year cost Brazilian farmers over $1.0 billion in spraying costs
plus a reduction in production estimated at 3.0 million metric tons. This issue is
of major interest to U.S. producers, not only as it affects Brazil, but as we consider
the very real prospect of rust spreading to the U.S.—either by wind or via ship-
ments of Brazilian soybeans. I will discuss the need to address this threat later in
my statement.

RESPONSES NEEDED TO STRENGTHEN U.S. COMPETITIVENESS

ASA is very concerned by the challenge posed by the rapid growth of Brazilian
soybean production and exports. In February, ASA led a delegation of growers, in-
dustry leaders, and Congressional staff to Brazil to examine the competitive threat
posed by Brazil, and to formulate appropriate strategies. The following are some of
our key recommendations:

¢ The United States has a distinct advantage over Brazil in transportation costs,
and it is important that the United States do all it can to maintain and enhance
this advantage. ERS estimated that in 1998 the weighted average cost per met-
ric ton to export position from Center-West Brazil was three times higher than
similar costs from the U.S. heartland.* However, Brazil is making major infra-
structure improvements that are anticipated to significantly reduce transpor-
tation costs. Meanwhile, approximately 75% of U.S. soybeans and products are
exported through the Port of New Orleans via the Mississippi waterway and its

4 Agriculture in Brazil and Argentina: Developments and Prospects for Major Field Crops;
Economic Research Service, USDA; November 2001.
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tributaries. Locks and dams on the Mississippi and Illinois Rivers built after
World War II are in desperate need of modernization and expansion to allow
barges and tows to pass through efficiently. Legislation authorizing and appro-
priating funds for lock modernization and extensions on the Mississippi and Illi-
nois waterways should be a key priority for the Administration and Congress.

¢ Another priority for Congress and the Administration should be increased soy-
bean research funding. While U.S. soybean yields are stagnate or only very
slowly improving, yields in Brazil, particularly in the Center-West, have im-
proved rapidly through research undertaken by Brazil’s government agricul-
tural research agency EMBRAPA, as well as by private research organizations,
and now surpass U.S. yields and protein levels. In 2002/03, the average U.S.
soybean yield was 37.8 bushels per acre, compared to 42.1 bushels per acre in
Brazil.5 Increased U.S. federal soybean research funding is needed if U.S. soy-
bean producers are to catch up with and keep pace with their Brazilian com-
petitors.

¢ The competitive threat posed by Brazil is of concern not only to U.S. soybean
farmers, but also other crop and livestock farmers including corn, cotton, pork,
and poultry. The Government of Brazil has played a key role in the develop-
ment of soybean and other agricultural production in the Cerrados region
through a series of tax, investment, credit, transportation, research, and energy
policies designed to facilitate clearing of the land, expansion of production, and
the earning of foreign exchange through exports. Much more needs to be done
by the U.S. Government to investigate the various policies and subsidies that
are helping fuel the rapid expansion of crop and livestock production in Brazil.
Congress, the Administration, U.S. trade negotiators, and the U.S. soy industry
should use the results of this investigation to formulate appropriate policies, po-
sitions, and negotiating objectives.

* Weak or non-existent intellectual property protection and enforcement in Brazil
also are benefiting Brazilian growers and hurting the competitiveness of U.S.
soybean producers. The combination of Brazilian growers not paying royalties
on pirated Roundup Ready seed, along with the economic benefits Brazilian
growers receive from Roundup Ready technology, gives Brazilian growers an ill-
gotten $0.41 to $0.95 per bushel ($15 to $35 per metric ton) competitive advan-
tage over U.S. growers. The U.S. Government and companies holding technology
patents should actively pursue all possible legal remedies to address this un-
level playing field.

¢ Protecting and enhancing U.S. domestic demand is key. Whether it be main-
taining a healthy and competitive domestic livestock industry, increasing do-
mestic use through a tax incentive that allows biodiesel to be used to help meet
our nation’s energy needs, or creating new soy uses, the U.S. must enhance de-
mand where it has the greatest competitive advantage—in our home market.

¢ Increasing world demand through market access and income growth is a must.
Clearly, U.S. soy producers will be better off if world demand for soy continues
to grow and “soaks up” increased Brazilian production. The best way to secure
worldwide income growth is through a comprehensive trade round that creates
new market access opportunities. Importantly, any new global trade agreement
must improve access not just in industrialized countries, but also in developing
countries since these developing economies offer the greatest potential for de-
mand and income growth.

ADDITIONAL ACTIONS ON INTELLECTUAL PROPERTY, TRADE, AND SOYBEAN RUST

With regard to the intellectual property rights issues involved with RoundUp
Ready soybeans, ASA asked in a letter to the Commerce Department last December
that Brazil’s inaction in enforcing Monsanto’s patent be identified as a major im-
pediment to U.S. exports and domestic use of soybeans and soybean products in the
Annual National Trade Estimates on Foreign Trade Barriers. The recently issued
NTE Report cites Brazil for illegal production of RoundUp Ready soybeans, but does
not suggest a negative impact on our industry. We also asked the U.S. Trade Rep-
resentative’s Office in February to identify Brazil as a Priority Foreign Country
under the 1974 Trade Act, and to initiate a Section 301 investigation. While USTR’s
report cites various continuing intellectual property rights violations by Brazil, it
does not mention RoundUp Ready soybeans or propose an investigation.

ASA commends and strongly supports Monsanto’s actions to begin addressing
widespread Brazilian piracy of RoundUp Ready soybeans through a system that col-

5Foreign Agriculture Service, USDA, Production, Supply, and Distribution database.
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lects royalties on Brazilian soybean and soybean meal exports to countries where
Monsanto has patent protection. ASA calls on U.S. and international soybean trad-
ers and processors to cooperate in implementing this system. Non-cooperation would
perpetuate the competitive disadvantage U.S. growers and the entire U.S. soy indus-
try face because of the ongoing theft of RoundUp Ready soybean technology by Bra-
zilian farmers. In addition, traders and processors who do not cooperate will be
abetting continued piracy of a patented product.

As I mentioned at the beginning of my statement, the U.S. soybean industry
views the Doha Round of trade negotiations as a critical opportunity to significantly
expand world trade in oilseeds and oilseed products by reducing tariffs and other
barriers to market access. The prospect of Brazil bringing 20 to 30 million more
acres into soybean production and export in the next decade means that we need
to promote an equally substantial increase in global demand for protein and vege-
table oil. The only such opportunity lies in raising the very low per capita consump-
tion of protein and oil-based foods in highly populated countries in the developing
world.

ASA has worked within the American Oilseed Coalition in identifying market ac-
cess priorities for the Doha Round. Basically, we are asking. that higher tariffs be
reduced more rapidly than lower tariffs, so that tariff levels at the end of the imple-
mentation period are harmonized. We have and will continue to make our support
for this approach known to Administration negotiators. We encourage this Com-
mittee to also urge strong market access provisions in the agriculture negotiations.

In addition, we believe that producers in major exporting countries that compete
with the United States, including Brazil and Argentina, must be subject to the same
rules and disciplines that we are. We are very concerned by the proposed text gov-
erning modalities for the agriculture negotiations, developed by the chairman of the
agriculture committee, that would essentially exempt self-declared developing coun-
tries from any restriction on subsidizing expansion of their production and mar-
keting infrastructure. This exemption from domestic support reduction commitments
would encompass investment and agricultural input subsidies, transportation sub-
sidies, on-farm employment subsidies, and government assistance for marketing
support, capacity building measures, and risk management programs. U.S. soybean
producers are already facing cut-rate competition from South American exporters.
The Doha negotiations must impose disciplines on these countries, not give them a
blank check for further expansion.

Finally, Mr. Chairman, I would like to return to the issue of Asian soybean rust
I mentioned earlier. ASA has met with officials at APHIS, which is responsible for
preventing the introduction and spread of rust in the United States. They are ac-
tively monitoring the situation in Brazil and other countries in South America, and
have developed a response plan to control any outbreak in the U.S. One major con-
cern is the possibility that rust spores may to present in foreign material included
in Brazilian soybean shipments. Our understanding is that spores can live on leaves
and other plant material for several weeks. While there have been no imports of
whole soybeans from South America to date, ASA had made clear to APHIS that
any prospective shipment would be a serious concern.

CONCLUSION

In conclusion, Mr. Chairman, U.S. soybean producers are facing a significant chal-
lenge from South American farmers, particularly in Brazil. We believe the oppor-
tunity exists to address competitiveness issues both at home and abroad. We look
forward to working closely with you and Members of the Committee to meet these
challenges.

Thank you again for the opportunity to appear before you today. I will be happy
to respond to any questions.

Senator COLEMAN. Before Mr. Casale begins, I would like just to
welcome Minnesota Agriculture Commissioner Gene Hugoson, who
is here, and his deputy, Perry Aasness. Commissioner and deputy,
welcome. They are good friends and I am pleased to have them
here today. Thank you.

Mr. Casale.
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STATEMENT OF CARL CASALE, VICE PRESIDENT FOR NORTH
AMERICAN AGRICULTURAL BUSINESS, MONSANTO COM-
PANY, ST. LOUIS, MO

Mr. CAsSALE. Thank you, Mr. Chairman. My name is Carl Casale,
and I am vice president of Monsanto Company’s North American
business. And I appreciate the opportunity to meet with you today.

In the written testimony that I have submitted to your sub-
committee, I have outlined the many benefits of biotechnology. I
have also outlined in great detail the history of Monsanto’s at-
tempts since 1997, to gain regulatory approval on Roundup Ready
soybeans in Brazil. Despite our repeated attempts to resolve the
situation, the approval of Roundup Ready soybeans continues to be
on hold, pending further court action.

We find ourselves in a situation that we did not choose nor cre-
ate. However, Monsanto has decided to take action by imple-
menting a plan to protect our intellectual property rights. We be-
lieve our strategy will be fair to American and Brazilian growers,
is a reasonable system for the grain traders, is consistent with Bra-
zilian law, and protects the value of our intellectual property.

Starting with this year’s harvest in Brazil, we intend to imple-
ment a program that will allow us to obtain fair value for the use
of our technology and at the same time will be fair to Brazilian
growers. Our plan will allow the efficient export of Roundup Ready
soybeans from Brazil by those who choose to execute an agreement
acknowledging our intellectual property rights, and the terms of
the agreement will provide fair compensation to Monsanto for the
use of our technology.

The international grain exporters/importers involved in the
transactions will secure this fee-bearing license from Monsanto if
the beans they are shipping from Brazil include above threshold
quantities of Roundup Ready soybeans.

There are many details yet to be worked out, which are the sub-
ject of ongoing conversations with exporters. We are absolutely
committed to the development of a fair and efficient system of col-
lecting licensing fees. However, our ability to protect our intellec-
tual property rights and collect fees is not solely based upon this
plan. There are other avenues that we will pursue if necessary.

Monsanto is also working with the rest of the industry to imple-
ment this program. And we are also communicating with the Gov-
ernment of Brazil.

The participation and support of the global grain trading compa-
nies is key to our success of the program as we try to address the
issues of intellectual property protection and recovering value for
our investment innovation. We have pledged to work in partner-
ship with these grain traders and to make every effort possible to
address their concerns about the program and its implementation.
We are optimistic that jointly we can implement a system that be-
gins to close the gap in the cost of technology between the United
States and Brazil.

We do not believe that such a system will be perfect. We are
starting from a situation, which is far from perfect.

We have also met with the American Soybean Association and
other key stakeholders to outline our intentions, and we have found
these groups to be supportive of our actions.
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However, we need your assistance. Intellectual property rights
must be at the heart of any new international and bilateral trade
agreements. Not only should approval systems be based upon objec-
tive, sound science, rather than political pressure, but patents must
also be made available and honored for biotechnology products.

Monsanto has spent billions of dollars on biotechnology research,
and continues to spend over $1 million a day on new research.
Monsanto cannot continue to commit resources at this level if we
cannot be assured of intellectual property protection for our prod-
ucts.

My testimony today is focused on Monsanto’s efforts to gain for-
mal approval of Roundup Ready soybeans in Brazil. However, I will
be doing a great disservice to American farmers if I create the im-
pression that solving this single intellectual property rights en-
forcement issue will solve the global competitiveness issue.

I want you to know that Monsanto, as a U.S.-based company,
strongly supports the conclusions drawn by others who have spo-
ken before me today regarding the factors affecting greater global
competitiveness. These factors include soybean quality issues,
transportation issues, foreign exchange, land prices, and cost of
production issues.

We also believe that the future success of the U.S. soybean in-
dustry will not solely be driven by low-cost commodity products,
but increasingly by value-added products. We applaud the efforts
of the United Soybean Board and their commitment to bringing
those value added products to the American grower. That is why
Monsanto has donated technology to both the USB’s Better Bean
Initiative and it is also a founding member of the Technology Utili-
zation Center. This has helped to further USB’s goal of developing
a soybean with improved oils and protein for U.S. producers.

The failure of the Brazilian Government to protect intellectual
property rights will create a major disadvantage for their country
in the future. It will be impossible for Monsanto to contemplate
bringing other biotechnology products to Brazil until intellectual
property rights are respected and effectively enforced.

Brazil may miss a greater opportunity to participate in an inno-
vative technology that can bring outstanding environmental, pro-
duction and financial benefits to their growers and their country.

Intellectual property protection is important and not just for
Monsanto, but for the millions of people around the world who can
benefit from biotechnology.

Mr. Chairman, we look forward to working together with you,
the members of this committee, USTR, USDA, and the American
growers to help find solutions to the complex issues discussed dur-
ing the committee hearings.

Thank you.

Senator COLEMAN. Thank you very, very much, Mr. Casale.

[The prepared statement of Mr. Casale follows:]

PREPARED STATEMENT OF CARL CASALE, VICE PRESIDENT, NORTH AMERICAN
AGRICULTURAL BUSINESS, MONSANTO COMPANY, ST. Louis, MO

Mr. Chairman, Members of the Subcommittee, my name is Carl Casale and I am
Vice President of the North American agricultural business for Monsanto Company.
I appreciate this opportunity to meet with you today.
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I would like to begin by giving you some background about our company and our
business. At Monsanto, we are a company of nearly 14,000 people dedicated to mak-
ing a positive difference in agriculture—one of the world’s most important indus-
tries.

Our vision is—“abundant food and a healthy environment.” We are working to de-
liver products and solutions that help to meet the world’s growing food needs, while
conserving natural resources and protecting the environment.

Monsanto has a long history of turning innovative science into successful, high-
value products that improve the efficiency of crop and animal agriculture.

Biotechnology is an example of our commitment to agricultural innovation. We de-
veloped Roundup Ready seeds that have been genetically enhanced to provide herbi-
cide tolerance thereby allowing Roundup herbicide to be applied directly over the
top of the crop in the field. This provides outstanding weed control without dam-
aging the crop.

We believe that biotechnology will be an important tool in helping to feed our
planet’s growing population.

In the last 60 years alone, the world’s population has tripled from 2 billion to 6
billion. (Source: UN statistics) The United Nations estimates there will be another
2 billion people by the year 2020, most living in the world’s poorest regions.

With more people in the world, we are going to have to find ways to provide more
food. According to Nobel Laureate Norman Borlaug, “You've got two choices. Either
you improve yields so that you can continue to produce the food that is needed on
the soil that 1s well-adapted to agricultural production, or you’ll be pushed into cut-
ting down more forests.”

We believe that biotechnology will be a crucial part of expanding agricultural pro-
ductivity in the 21st century.

BIOTECH BENEFITS

We believe that innovations in biotechnology will make it possible for farmers to
triple crop yields without requiring any additional farmland. Advances in insect and
herbicide-resistant crops are already making it possible to reduce the use of chem-
ical pesticides, which helps preserve soil and water resources. Future improvements
will lead to crop varieties specially designed to grow in poor soil and difficult cli-
matic conditions.

Through biotechnology, farmers will be able to produce this additional food in a
more sustainable way. A recent study from the National Center for Food and Agri-
culture Policy showed that as a result of planting biotech crops in the United States
in 2001, 46 million pounds fewer pesticides were applied by U.S. growers that year.
This is a significant reduction in herbicide and pesticide use compared to conven-
tional crops.

At Monsanto, our success is determined by the success of farmers. Through a com-
bination of chemistry, seeds and traits, Monsanto provides farmers with the prod-
ucts and services they need to cost-effectively and sustainably produce the highest
quality food, feed and fiber.

Farmers value our technology. In the United States this has translated into rapid
and widespread adoption of many of our technologies. For example, Roundup Ready
soybeans now account for approximately 80 percent of the planted soybean acres in
the United States. Planting Roundup Ready soybeans means that a farmer can
apply less herbicide, increase yields, lower costs, and have more time for other as-
pects of his farming operation.

Biotechnology can also contribute to the production of biofuels. Renewable energy
means reduced dependence on foreign petroleum and a cleaner environment through
reduced emissions. Corn grain and soybean oil are the primary feedstocks for eth-
anol and biodiesel, respectively. Biotechnology is an important tool for improving
corn and soybean yields, helping to reduce production costs. Improvements in yield
and production efficiency will help growers meet the processor demand for feed-
stocks as the use of biofuels increase.

Since 1996, a total of 30 countries around the world have approved our technology
for import or planting as the demand for biotechnology and its many benefits grows.

MONSANTO INVESTMENT IN TECHNOLOGY

The challenges faced in the task of development and innovation are huge. It takes
eight to ten years for a new product to be developed and approved. Monsanto has
spent billions of dollars developing new products through the advancements of bio-
technology that increase the productivity of farmers through improved crops.

Effective intellectual property protection is absolutely necessary for companies
such as ours to continue to bring new innovation to growers.
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As you are aware, our technology is being used illegally in Brazil and as a result,
Brazilian growers are enjoying the advantages of the technology without paying for
it. U.S. soybean growers are rightly concerned about this, and I can assure you that
we at Monsanto are working hard to address this problem. Illegal use of the tech-
nology creates an unfair competitive advantage for Brazilian farmers and robs Mon-
santo of revenue that would be used for further technology investment.

It is estimated that Roundup Ready soybeans make up anywhere from 8 percent
to 22 percent of the Brazil’s total production. In the southern state of Rio Grande
do Sul, officials in Brazil estimated that 70 percent of the 2002 soybean crop was
biotech.

Of course, this will be the topic of much discussion today but before I talk about
our concerns regarding intellectual property rights and protection, I would like to
outline the challenges we have faced as we have attempted to commercialize Round-
up Ready soybeans in Brazil.

If you have ever had the opportunity to travel to Brazil, you know that it is a
large and agriculturally diverse country. Monsanto has conducted business in Brazil
for 50 years. We produce and market Roundup herbicide and conventional soybean,
corn and sorghum seeds there.

Monsanto is one of the leading companies in Brazil. While we are committed to
our business there, our experience as we have attempted to commercialize our first
biotechnology product has been a long and very frustrating story.

HISTORY OF ATTEMPTED APPROVAL

First, let me explain the Brazilian regulatory process and our efforts at gaining
regulatory approval for Roundup Ready soybeans in Brazil. In 1995 the Brazilian
Congress passed the Brazilian Biosafety Law and that same year President Cardoso
issued an executive order establishing the Brazilian Biosafety Commission
(CTNBio). CTNBio was given full responsibility for all matters pertaining to bio-
technology, including product approvals, research permits, policy decisions and
issuance of regulations and guidelines.

CTNBio is comprised of 18 representatives. Sixteen representatives come from
various government Ministries, such as Agriculture, Health, Environment, Science
and Technology, Foreign Affairs, and Justice. There is also one industry representa-
tive and one non-government organization representative. A second group of 18 peo-
ple serve as alternates to the first group. While the Biosafety Law gives full author-
ity for decision making to CTNBio, it also provides for specific reviews and approv-
als from one or more other Ministries if warranted by the specific product under
consideration. Two Presidential “Provisional Measures,” one in December 2000
under the Cordoza government and a second in February 2003 under the new Lula
government, reaffirmed the authority of CTNBio to perform this function.

A company seeking approval for a research facility, a field trial or a product intro-
duction in Brazil must make a submission to CTNBio following their guidelines. Re-
view of the application for approval is conducted by CTNBio staff, members of the
Commission, and in some cases, outside experts. A decision to approve, deny or seek
more information is made by a vote of CTNBio at one of its meetings, which gen-
erally occur monthly. A specific finding of particular risk, such as environmental or
human safety, could trigger a review by the appropriate Ministry. Seed varieties are
registered and approved by the Agriculture Ministry following CTNBio’s approval.

In Brazil, Monsanto gained approval to conduct a field test of Roundup Ready soy-
beans in February 1997. Based on the results of those studies, we applied for full
approval. The application for approval contained a full environmental and human
safety assessment based on Brazilian data and was comparable to submissions to
U.S. regulatory agencies and to other countries that have approved the product.

The approval was granted by CTNBio in September 1998. Immediately, groups
opposed to biotechnology filed a number of lawsuits, which challenged the authority
of the government to grant approval. These lawsuits also alleged that the govern-
ment should have followed a full Environmental License process. In 1999, a lower
court issued an injunction suspending the CTNBio approval pending resolution of
the case on the merits.

Appellate Court rulings in June and September of 2000 denied Monsanto’s re-
quest to cancel the injunction.

In December 2000, then President Cardoso issued a Provisional Measure restating
the Biosafety Commission’s authority to approve products and reaffirming all past
approvals. In mid 2001, the federal government asked for an expedited decision at
the Appellate Court. In the fourth quarter of 2001, the president of the Appellate
Court assigned the case to a panel of three judges for a final decision.
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In February 2002, the lead judge of the Appellate Court issued an opinion stating
that the law giving CTNBio authority to approve Roundup Ready soybeans was con-
stitutional and voted to cancel the pending injunctions. To date, the remaining two
judges of the Appellate Court panel have not yet issued their opinion, and the case
remains unresolved.

Meanwhile the illegal use of Roundup Ready soybeans by Brazilian growers con-
tinues to grow at a steady rate.

Resolution of the judicial issues or action by the executive or legislative branches
is necessary to enable Monsanto to implement a commercial plan that would ensure
that Brazilian growers would pay a fair price for use of the technology. Based on
actions taken by the Brazilian government in 2001 and 2002, and on the strong
opinion issued by the lead appellate court judge in early 2002, Monsanto believed
that the approval was imminent. Unfortunately, it has not materialized.

RECENT DEVELOPMENTS

In February 2003, the Brazilian government issued safety certificates to the Chi-
nese government confirming the safety of Brazil’s soybean exports. The Chinese had
insisted on special safety certification in order to continue shipments of Brazilian
soybeans to China. This was required because, although the Brazilians had not re-
solved the approval process in court, their growers continued to produce biotech soy-
beans. Both the Brazilian Ministers of Agriculture and Health have issued certifi-
cates for Roundup Ready soybeans, certifying they are safe for human and animal
consumption.

More recently, the Brazilian government has acknowledged that Roundup Ready
technology is being used illegally in Brazil. On March 26, 2003, President Lula
issued a Provisional Measure that legalized the biotech soybean sales recently har-
vested from this growing season for sales as grain only for domestic uses or for ex-
ports. The Provisional Measure expires in March 2004. Brazilian growers are ex-
pected to comply with the current law for the 2003/4 growing season, which still
does not permit the planting or commercialization of Roundup Ready soybeans.

The approval for the commercialization of Roundup Ready soybeans has been a
very long process and one that may continue for a long time. Meanwhile, Monsanto
has committed substantial resources of time and people in our attempts to work
through the Brazilian process.

Throughout the process, Monsanto has taken action to try to prevent the illegal
use of our technology in Brazil. For the past two years, we have conducted extensive
advertising campaigns and educational programs to inform growers that the govern-
ment has not approved the technology. At the same time, we have urged the govern-
ment of Brazil to take action to stop illegal use.

Monsanto has decided to take action by implementing a plan to protect our intel-
lectual property rights. We believe our strategy will be: fair to American and Bra-
zilian growers, a reasonable system for the grain traders, consistent with Brazilian
law and protective of the value of our Intellectual Property.

MONSANTO PROPOSAL

Starting with this year’s harvest in Brazil, we intend to implement a program
that will allow us to obtain fair value for the use of our technology in the future
in Brazil and at the same time will be fair to Brazilian growers who want to use
our technology. Our plan will allow the export of Roundup Ready soybeans from
Brazil by those who choose to execute an agreement acknowledging our intellectual
property rights; the terms of the agreement will provide fair compensation to Mon-
santo for the use of its technology.

The international grain exporters/importers involved in the transactions will se-
cure this fee-bearing license from Monsanto if the beans they are shipping from
Brazil include above threshold quantities of Roundup Ready soybeans. Traders who
elect not to secure a license will be subject to enforcement actions. There are a myr-
iad of procedures available to insure fair enforcement. International trade need not
be halted or disrupted to institute this system.

Monsanto is communicating with the Government of Brazil about the program
and we are working with global grain traders and the rest of the industry to refine
and implement this program.

The participation and support of the global grain trading companies is key to the
success of the program as we work to address the concerns of the American grower
about this unfair situation that exists between them and the Brazilian growers who
are not paying for the technology. We have pledged to work in partnership with
these grain traders and to make every effort possible to address their concerns
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about the program and its implementation. We know how much the American grow-
er is counting on all of us to work together to address this issue.

In addition, we have met with the American Soybean Association and other key
U.S. stakeholders to outline our intentions, and we have found these groups to be
supportive of these actions.

Our company is working hard both to be responsible stewards of our technology,
and protect our intellectual property rights given the constraints we are operating
under in Brazil.

NEED FOR INTELLECTUAL PROPERTY PROTECTION

Biotechnology in Brazil is a complex story with many facets. But we must address
the very real need for adequate and effective protection of intellectual property with
all of our trading partners.

Unfortunately, the situation that I have outlined today is not just isolated to
Brazil. There are other countries around the world, such as China, that do not rec-
ognize intellectual property rights. This makes it very difficult for companies that
are technology providers such as Monsanto to either successfully commercialize
their products or to prevent the illegal use of their products in these countries.

In the near term, Monsanto needs help to alleviate the situation in Brazil. It is
a very unfortunate problem that our company faces—our technology is being used
by growers who are not paying for it. This puts our customers who pay for the tech-
nology at a disadvantage when they compete head-to-head with Brazilian growers
in the international marketplace.

There is no doubt that intellectual property rights need to be addressed in the
World Trade Organization (WTO) and other international and bilateral trade agree-
ments. Patents must be made available for biotechnology products and these patents
must be protected. In addition, product approval systems must be based on objective
risk analysis and sound scientific principles, and should not be influenced by polit-
ical pressures.

We at Monsanto are working hard to gain formal approval of Roundup Ready soy-
beans in Brazil. However, we will be doing a great disservice to American farmers
if we create the impression that enforcing intellectual property rights will solve the
global competitiveness issue. Even with the Brazilian government’s approval, many
of the problems and challenges presented here will remain. I want you to know that
as a U.S. based company, Monsanto strongly supports the conclusions drawn by
American Soybean Association about the factors affecting greater global competitive-
ness. These factors, which have been cited in a recent ASA white paper, include:
transportation issues, foreign exchange, land prices, and cost of production issues.

We also agree that the future success of the soybean industry will not be driven
by low-cost commodity products, but by value-added products, which was the top
priority of the United Soybean Board/American Soybean Association Export Com-
petitiveness Task Force.

We applaud the efforts of the United Soybean Board and their efforts to bring
these value added products to the American grower. In fact, Monsanto has donated
technology to both the USB’s Better Bean Initiative and the Technology Utilization
Center. This has helped to further the USB’s goal of developing a soybean with im-
proved oils and protein for U.S. producers.

The technology we have donated is also available to land grant universities and
even our competitors. We do this because we believe in investing in countries where
our intellectual property rights are respected. In addition, we believe these dona-
tions will help position American producers to take better advantage of new cutting-
edge traits that deliver real-user benefits.

This willingness by the United States to accept biotechnology brings me to my
next point: I believe the situation in Brazil will correct itself eventually.

SHORT-TERM ADVANTAGE—LONG-TERM DISADVANTAGE

The Brazilian growers that have free use of our technology may have a short-term
advantage. However, in the long-term, failure by their government to recognize in-
tellectual property rights will create a major disadvantage for them.

Why? Because it is impossible for Monsanto to contemplate bringing other bio-
technology products to Brazil until intellectual property rights are respected and ef-
fectively enforced. Brazil may miss a greater opportunity to participate in an inno-
vative technology that can bring outstanding environmental, production and finan-
cial benefits to their growers and their country.

Monsanto is currently researching a promising oilseed crop that could produce a
vegetable oil enriched with Omega-3 fatty acids. An Omega-3 enriched oil could ulti-
mately provide consumers with a new solution to fight heart disease.
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This is but one example of how biotechnology can add value enhancements to
crops—ultimately providing end-use consumers with healthier food solutions. But
without protection for our intellectual property rights and support for the approval
of our products in Brazil, Monsanto cannot continue to bring new biotechnology
products to that country.

Unless Brazil changes its policy on biotechnology, I believe that the natural com-
petitiveness in the marketplace will give the advantage to the American grower in
the long run.

Brazil will miss not only the future promise of biotechnology that I spoke about
earlier, but it will miss also the ability to remain competitive in the ever-changing
global marketplace.

In the meantime, we at Monsanto, along with America’s farmers, are looking to
Congress for relief in critical matters that will ultimately determine the success of
American farmers and our products in this global marketplace.

I spoke earlier about the promise of biotechnology. As we look to the future we
see a world of possibilities about to open up:

* Higher-yielding corn, soybeans, canola, oilseed rape, wheat and cotton.

¢ Crops that can withstand dry conditions or cold temperatures.

¢ Corn that not only protects itself against European corn borers and rootworms,
but also against wireworms and flea beetles.

. Cottotll that will produce a novel protein that protects against a broad range of
insects.

These are but a few of the innovative solutions to challenges facing agriculture
today. Biotechnology can bring these new solutions to growers around the world.
But we will not be able to bring these innovations forward without strong intellec-
tual property protection.

It is absolutely necessary that intellectual property rights are protected in all
world areas and that regulatory decisions are based on sound science. Intellectual
property protection is important, not just for Monsanto, but for the millions of peo-
ple around the world who can benefit from biotechnology. Any assistance this com-
mittee could lend to ensure that these goals are met would be very appreciated.

Mr. Chairman, we look forward to working together with you, the Members of this
Committee, and the American growers to find solutions to the complex issues dis-
cussed during this committee hearing. Thank you for the opportunity to talk to you
today about our company’s experiences in Brazil.

ADDENDUM
BRAZIL ROUNDUP READY SOYBEAN APPROVAL TIMELINE:

¢ In Brazil, Monsanto gained approval to conduct a field test of Roundup Ready
soybeans in February 1997. Based on the results of those studies, we applied
for full approval. The application for approval contained a full environmental
and human safety assessment based on Brazilian data and was comparable to
submissions to U.S. regulatory agencies and to other countries that have ap-
proved the product.

¢ The approval was granted by the Brazilian Biosafety Commission (CTNBio) in
September 1998. Immediately, groups opposed to biotechnology filed a number
of lawsuits that challenged the government’s authority to grant the approval.
These lawsuits also alleged that the government should have followed a full En-
vironmental License process. In 1999, a lower court issued an injunction sus-
pending the CTNBio approval pending resolution of the case on the merits.

e Appellate Court rulings in June and September of 2000 denied Monsanto’s re-
quest to cancel the injunction.

e In December 2000, then President Cordoza issued a Provisional Measure restat-
ing the Biosafety Commission’s authority to approve products and reaffirming
all past approvals. In mid 2001, the federal government asked for an expedited
decision at the Appellate Court. In the fourth quarter of 2001, the president of
the Appellate Court assigned the case to a panel of three judges for a final deci-
sion.

¢ In February 2002, the lead judge of the Appellate Court issued an opinion stat-
ing that the law giving CTNBio authority to approve Roundup Ready soybeans
was constitutional and voted to cancel the pending injunctions. To date, the re-
maining two judges of the Appellate Court panel have not yet issued their opin-
ion, and the case remains unresolved.
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e In February 2003, the Brazilian government issued safety certificates to the
Chinese government confirming the safety of Brazil’s soybean exports. The Chi-
nese had insisted on special safety certification in order to continue shipments
of Brazilian soybeans to China. This was required because the Brazilians have
not resolved the approval process in court, yet they continue to produce biotech
soybeans. Both the Brazilian Ministers of Agriculture and Health have issued
certificates for biotech soybeans, certifying that they are safe for human and
animal consumption.

¢ On March 26, 2003, President Lula issued a Provisional Measure that legalized
the biotech soybean sales recently harvested from this growing season for sales
as grain only for domestic uses or for exports. The Provisional Measure expires
in March 2004. Brazilian growers are expected to comply with the current law
for the 2003/4 growing season, which still does not permit the planting or com-
mercialization of Roundup Ready soybeans.

Senator COLEMAN. Mr. Greene.

STATEMENT OF ROBERT W. GREENE, CHAIRMAN, NATIONAL
COTTON COUNCIL OF AMERICA, COURTLAND, AL

Mr. GREENE. Senator, thank you for holding these hearings
today. I am Bobby Greene. I am a cotton-ginner from Courtland,
Alabama, and I currently serve as Chairman of the National Cot-
ton Council of America.

I appreciate the opportunity to present the views and rec-
ommendations of the U.S. cotton industry on the subject of trade
in the Western Hemisphere.

In the last 2 years, total U.S. exports of cotton fiber have in-
creased from 7 to 11 million bales, which counts for over 60 percent
of the annual crop production. Exports have increased in part due
to increased trade with our neighbors to the south. Unfortunately,
cotton consumption by U.S. textile mills has dramatically declined
because of significant increases in imports of cotton textile and ap-
parel products from Asia, especially China and Vietnam.

The U.S. cotton industry believes that increased trade in the
Western Hemisphere is one of the few options available to help the
industry compete with the alarming increase in low cost imports
from Asia. The National Cotton Council supported NAFTA, and
today, Mexico is our largest export market for raw cotton, yarn,
and fabric.

Regional trade arrangements with the Caribbean Basin and An-
dean countries have been somewhat beneficial to our industry.

I would like to summarize the cotton industry’s recommendations
about ways to enhance the benefits of increased trade to all re-
gions.

First, negotiations designed to place disciplines on domestic agri-
cultural policies should not be included in the hemispheric free
trade negotiations. Negotiations on agricultural support programs
are properly within the purview of the World Trade Organization’s
Doha Round.

Second, the United States must develop effective approaches to
dissuade countries from using phytosanitary rules and other non-
tariff barriers to restrict imports of agricultural commodities. The
United States should also work to include science-based rules for
trade and biotech products in every free trade agreement.

Third, no trade agreement will benefit U.S. farmers and workers
if the participating countries do not abide by its terms. We are very
concerned that adequate resources may not be available to success-
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fully complete USTR’s ambitious negotiating agenda, and ensure
that existing agreements are vigorously enforced.

Finally, future free trade agreements in this hemisphere offer po-
tential economic gains to the U.S. cotton and cotton textile indus-
tries if they include the following provisions: a consistent, workable
rule-of-origin for cotton fiber and textile and apparel products that
is no less restrictive than NAFTA rules of origin; effective rules to
deal with intellectual property rights; no preferences for products
assembled using components from non-participating countries; and,
that preserves important aspects of trade preferences already es-
tablished with NAFTA, Caribbean, and Andean countries.

Trading arrangements under NAFTA and CBTPA have created
substantial two-way trade and textile and apparel that benefit the
U.S. and its partners. But the volume of trade between the United
States and South American countries is still relatively small. Fu-
ture trade agreements should seek to expand trade in a manner
that is beneficial to all participating countries by enabling them to
compete with low-cost Asian goods.

However, there is also the prospect of significantly increased
competition. For example, Brazil, which I recently visited, has tre-
mendous potential to expand cotton production if they are able to
successfully address constraints posed by the transportation infra-
structure.

I want to make another point about Brazil. Brazil has filed a
wide-ranging, comprehensive WTO complaint against the U.S. cot-
ton program and by inference against all U.S. commodity pro-
grams. We will vigorously defend the cotton program and are con-
fident that it does comply with our WTO obligations. We believe
both countries would be better served to focus on mutual benefits
that can be achieved through the successful conclusion of the FTAA
and the Doha Round.

In closing, I want to stress the importance of USDA’s export
credit and promotion programs. We believe that more should be
done to ensure competitive financing tools are available to U.S. ex-
porters. The highly effective public/private partnership market de-
velopment programs must be adequately funded as we work to de-
velop stronger relations with our export customers.

Again, thank you for allowing me to present testimony today. I
hope you and your colleagues will remain actively engaged in urg-
ing the administration to negotiate sound, mutually beneficial
agreements, and to ensure that they are vigorously enforced. I
would be pleased to respond to your questions at the appropriate
time, sir.

Senator COLEMAN. Thank you very, very much, Mr. Greene.

[The prepared statement of Mr. Greene follows:]

PREPARED STATEMENT OF ROBERT W. GREENE, CHAIRMAN, NATIONAL COTTON
COUNCIL OF AMERICA

Mr. Chairman, thank you for having this hearing today. My name is Bobby
Greene. I am a cotton ginner from Courtland, Alabama, and currently serve as the
Chairman of the National Cotton Council of America.

The National Cotton Council is the central organization of the United States cot-
ton industry. Its members include producers, ginners, oilseed crushers, merchants,
cooperatives, warehousemen, and textile manufacturers. While a majority of the in-
dustry is concentrated in 17 cotton producing states, stretching from the Carolinas
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to California, the downstream manufacturers of cotton apparel and home-fur-
nishings are located in virtually every state.

Annual cotton production is valued at more than $5 billion at the farm gate. In
addition to the fiber, cottonseed products are used for livestock feed, and cottonseed
oil is used for food products ranging from margarine to salad dressing. While cot-
ton’s farm gate value is significant, a more meaningful measure of cotton’s value to
the U.S. economy is its retail value. Taken collectively, the business revenue gen-
erated by cotton and its products in the U.S. economy is estimated to be in excess
of $120 billion annually. Cotton stands above all other crops in its creation of jobs
and its contribution to the U.S. economy.

Any review of the impact of international trade policy on cotton should be under-
taken with the understanding that cotton is a raw, industrial product. The econom-
ics of cotton production are inextricably linked to textile policy and production, both
in the United States and around the world.

Trade policy in the Western Hemisphere is of great importance to the U.S. cotton
industry. In the last two years, U.S. cotton fiber exports have increased 57% from
an annual average of 7 million bales to 11 million bales. This increase occurred
mainly due to a dramatic drop in domestic production of cotton textiles together
with benefits of increased trade in the Western Hemisphere. U.S. mill use of cotton
has dropped by more than one-third from almost 11.4 million bales in 1997 to less
than 7.5 in 2003. This loss was due in large measure to unfavorable exchange rates,
illegal transshipments of textile products and the failure of the U.S government to
implement WTO safeguards in a timely manner.

Mr. Chairman, the U.S. cotton industry believes that increased trade in the West-
ern Hemisphere is one of the few options available to help combat the ever-rising
tide of Asian apparel imports into the United States. With this conviction, the Na-
tional Cotton Council supported the North American Free Trade Agreement—and
that agreement has been beneficial to our sector. Mexico is the number one market
for our raw cotton. In turn, Mexico ships almost 3 million bales of cotton textile
products to the U.S. It is our hope that this favorable relationship will continue.

The cotton industry is following with interest the negotiations for a Central Amer-
ica Free Trade Agreement and is working to gain a better understanding of the eco-
nomic impact it can expect from a Free Trade Agreement of the Americas (FTAA).

Likewise, regional preferential trading arrangements with the Caribbean Basin
countries and the Andean countries are beneficial to the U.S. cotton industry,
though less beneficial than they could have been with less liberal quotas for regional
fabrics, especially in the Andean agreement.

Without question, the economic impact of trade in this hemisphere is far more sig-
nificant to the United States than it was 20 years ago when so much of our focus
was on Europe and Asia. The cotton industry welcomes a hemispheric focus to trade
pogcy,dbut is concerned that further progress toward enhanced trade is being jeop-
ardized.

I would like to quickly summarize the main areas of concern to the U.S. cotton
industry and then explore some of these areas in greater detail.

¢ Negotiations designed to place disciplines on domestic agricultural programs
should not be undertaken within a hemispheric free trade negotiation. Negotia-
tions on agricultural support programs are properly within the purview of the
agricultural negotiations being carried out in the World Trade Organization
(WTO).
¢ The United States must develop effective approaches to dissuade countries from
using phytosanitary rules to unfairly restrict imports of agricultural commod-
ities.
* No trade agreement is worth the effort to achieve if the participating countries
do not abide by its terms. With the tremendous range of negotiations currently
being undertaken by the United States, we are very concerned that adequate
attention and resources are not being devoted to compliance issues.
¢ Future free trade agreements in this hemisphere offer potential economic gains
to the U.S. cotton and cotton textile industries, but any regional agreement
must——
¢ Contain a consistent, workable rule-of-origin for cotton fiber and textile and
apparel products that is no less restrictive than NAFTA rules of origin for
these products;

¢ Include provisions that would establish effective rules to deal with intellec-
tual property rights;

¢ Disallow preferences for products made with components from non-partici-
pating countries; and
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* Preserve important aspects of trade preferences already established with the
Caribbean and Andean countries.

I will discuss three of these points in general before turning to a more detailed
discussion of our negotiating objectives.

MULTILATERAL NEGOTIATIONS ON AGRICULTURAL PROGRAMS

Domestic agricultural policy should not be negotiated within the context of hemi-
spheric free trade negotiations. The WTO negotiations are the correct and most ef-
fective forum in which to engage all countries of the world in agreements that im-
prove disciplines governing world agricultural trade.

We are increasingly alarmed that several countries in South America are using
every forum and every media outlet available to attack the United States’ agricul-
tural programs. These attacks are unwarranted and misguided. The United States
drove the Uruguay Round Agricultural Agreement reform process. The United
States has fully complied with its Uruguay Round commitments, including those ap-
plicable to the U.S. cotton program. It has steadily adhered to ambitious proposals
for multilateral, broad-based reform in the Doha Round.

The United States has again proposed far-reaching, substantive reform for agri-
cultural policy within the Doha Round trade negotiations. The WTO is the only
proper forum for obtaining multilateral disciplines on agricultural programs. The
United States will place its producers at an extreme disadvantage in world agricul-
tural markets should it agree to changes in its domestic agricultural programs in
order to secure free trade agreements in this hemisphere.

PHYTOSANITARY RULES

Increasingly, countries in this hemisphere and around the world appear to be
using phytosanitary rules to restrict imports of agricultural commodities. The
United States must address this tendency directly and with determination. It
stretches the resources of individual commodity organizations to their limit and
greatly distorts trade when new phytosanitary barriers are constantly being erected
without justification. In this hemisphere, we have most recently noticed Brazil
changing phytosanitary requirements in an unpredictable fashion, threatening U.S.
exports to that country.

Instead of having to respond to each new rule or edict individually, the United
States should reserve the right within trade agreements to broadly withdraw trade
concessions when its trading partners begin erecting one barrier after another while
citing unfounded phytosanitary concerns.

COMPLIANCE ISSUES

Mr. Chairman, the United States has embarked on an unprecedented number of
trade negotiations, with countries within this hemisphere as well as on the bilateral
and multilateral stage. We are concerned, however, that the resources being devoted
to ensuring compliance with already negotiated agreements is woefully inadequate.

The U.S. cotton industry has worked for over a year with U.S. government offi-
cials to make China comply with the terms of the U.S.-China WTO accession agree-
ment—but China stubbornly refuses to comply. U.S. trade officials acknowledge a
clear violation of that agreement and WTO rules, in general, by China in its imple-
mentation of tariff rate quotas on agricultural imports. However, we have so far
managed to achieve no modifications in China’s policy. While refusing to open its
own markets under terms of the accession agreement, China has increased its ex-
ports of textile products to the U.S. last year by more than 600% in eight product
categories for which quotas were removed. Yet the U.S. has not exercised its right
to curb this excessive market penetration by implementing safeguards, despite a re-
quest that was made by the American Textile Manufacturers Institute more than
eight months ago.

We applaud the long-anticipated decision by the Administration to move forward
with a WTO case against the European Union’s rules prohibiting importation of
biotech agricultural commodities. But, we are troubled that each of these decisions
has been “long-anticipated.” Every delay costs U.S. agriculture. If agriculture is to
continue to support progressive trade policy as adopted by the Administration, we
must be assured that our government will force our trading partners to adhere to
their agreements.

The FTAA itself is a monumental undertaking involving dozens of countries and
thousands of individual issues and decisions. In order to be successful, the United
States must devote adequate resources to these negotiations. We call on Brazil to
do likewise. The U.S. cotton industry is facing the most comprehensive, wide-rang-
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ing WTO challenge ever faced by U.S. agriculture in a case brought by Brazil
against our agricultural programs that clearly comply with the Uruguay Round
rules. We would urge Brazil to turn its focus and energy towards the tasks of co-
chaict;ing the FTAA negotiations, and working diligently on the ongoing round of
WTO.

Mr. Chairman, we urge Congress to send the strongest possible message to the
Administration that future trade agreements will not be ratified under Trade Pro-
motion Authority until there is clear evidence that the U.S. is insisting on full com-
pliance with existing agreements by our trading partners.

EXISTING PATTERNS OF TRADE

Trading arrangements under NAFTA and CBTPA have created substantial two-
way trade in textiles and apparel. The U.S. exports about 4 million bale-equivalents
of cotton textiles to NAFTA and CBI countries. At the same time, the U.S. imports
more than 6 million bale-equivalents of cotton textile products from these countries.
However, to date, trade between the U.S. and South American countries is still rel-
atively small. Future trade agreements should seek to expand trade in a manner
that can be beneficial to textile industries in the signatory countries while denying
benefits to third countries.

Trade policy in the Western Hemisphere should be designed to enhance the ability
of the textile industry to compete with the onslaught of textile products coming from
Asia, in general, and China, in particular. Since 1999, the share of U.S. cotton tex-
tile imports supplied by Western Hemisphere countries has steadily declined while
Asia’s share has increased. The decline was quite pronounced in 2002 as textile im-
ports from China surged more than 100%.

For the United States cotton and textile industries, enhanced trade within this
hemisphere provides the greatest opportunity to produce apparel products that are
competitive with Asian imports.

The one-way trade preferences currently being provided to Caribbean countries,
and to a lesser extent the Andean countries, have been constructed to increase the
competitiveness of U.S. textiles. These preferences have led to increased consump-
tion of U.S. cotton and U.S. cotton textiles.

In general, trade preference legislation breaks down textile and apparel pref-
erences into the following categories:

1. Apparel that is sewn or otherwise assembled in one of the beneficiary coun-
tries from fabric that is wholly formed in the United States from U.S. yarns
(U.S. fabric); and

2. Apparel that is sewn or otherwise assembled and cut in one or more of the
beneficiary countries or the United States from fabric that was wholly formed
in the United States or one or more beneficiary countries from U.S. or bene-
ficiary country yarns (regional fabric1).

The legislation places ceilings on trade preferences for the so-called regional fab-
rics. Only a certain quantity of apparel articles that are regionally produced may
take advantage of the preference in any particular year. That amount tends to in-
crease over time. The Trade Act of 2002 clarified that dyeing and finishing of U.S.
fabric qualifying for these preferences must be done in the U.S.

With the final revisions made to these preferential arrangements in the Trade Act
of 2002, the U.S. cotton and textile industries are fully committed to developing
more trade with the Caribbean and Andean countries. It would be detrimental to
those economies if a free trade arrangement with Central America or South America
undermined the preferences already in place in this hemisphere.

The cotton industry, primarily through the efforts of Cotton Council International,
has already sponsored several trade fairs in this hemisphere and aggressively pro-
motes the sale of U.S. cotton in the Caribbean region and in Central and South
America.

CENTRAL AMERICA FREE TRADE AGREEMENT

As noted above, the U.S. cotton industry must evaluate all possible trade agree-
ments based on their likely impact on U.S. cotton producers and U.S. textile manu-
facturers. As this Committee evaluates the economic impact of a potential FTA with
Central America, we urge you to be aware of the very strong economic link between
the U.S. cotton production sector and the U.S. textile manufacturing sector.

1The Caribbean trade preference legislation provides this second category of preferences only
for regional knits.
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Cotton production in the five countries of the Central American Economic Integra-
tion System (Costa Rica, El Salvador, Guatemala, Honduras, and Nicaragua) was
approximately 19,000 bales in 2002, while imports of cotton were 255,000 bales and
total mill use of cotton was approximately 260,000 bales. Without question, a free
trade agreement with Central America will provide opportunities for U.S. cotton
fiber exports into the region as textile and apparel products produced in the region
will be more competitive in the U.S. market.

However, that same opportunity could result in a negative impact on the U.S. tex-
tile sector unless effective rules-of-origin are in place. It is also important that a
separate textile negotiating group be established with respect to the Central Amer-
ica FTA negotiation.

The NCC strongly urges that any FTA agreement with Central America contain
rules-of-origin applicable to textiles that are no less restrictive than those in the
North American Free Trade Agreement. Anything less will open the U.S. cotton and
textile industries to unfair, unbridled competition from countries that will transship
textile products through Central America in order to take advantage of quota-free,
duty-free access to the U.S. This would have a detrimental economic impact on the
United States.

A rule-of-origin based on NAFTA-type rules ensures that workers and companies
in the United States and Central America are the beneficiaries of the agreement,
not entities in third countries. With an effective rule-of-origin, the increased trade
that occurs as tariffs are reduced and trade barriers removed will mean increased
opportunities for workers and consumers in each trading area.

Mr. Chairman, we also strongly urge that there be no free rides in these negotia-
tions. There should not be any tariff preference levels (TPLs) and other exceptions
that undermine the basic rule-of-origin. An effective rule-of-origin will also include
a short supply mechanism similar to that contained in the Caribbean Basin Trade
Preferences Act. Effective short-supply provisions eliminate the need for any special
treatment for products that are not produced in the free trade region.

Any free trade agreement must offer reciprocal market access for both parties. Re-
ductions in tariffs for textiles and agricultural products must be reciprocal and con-
curren:i so that no country gains an unfair advantage as the agreement is imple-
mented.

Imports of cotton fiber into the United States are subject to a tariff rate quota
within the context of the World Trade Organization. The North American Free
Trade Agreement phased out non-tariff barriers to cotton imports from Mexico into
the United States over a period of years. The Chile agreement, which we support,
phased out U.S. tariff-rate quotas over a period of 12 years. As long as the agree-
ment contains effective rules of origin, the cotton industry will continue to support
similar phase outs of the cotton fiber tariff-rate quota. It is, however, important that
effective safeguard provisions be in place.

The NCC strongly urges that the textile and apparel customs enforcement meas-
ures in the NAFTA and AGOA agreements be included in a Central America Free
Trade Agreement. These measures include the use of production verification teams
and the ability for U.S. Customs to inspect factories without prior notice and the
development of tracking systems, including a certificate of origin. In addition, the
textile customs measures should require annual plant visits, records audits, and
yearly certification requirements.

The U.S. Customs Service should also be required to file annual reports with the
Congress and the President detailing its efforts in Central America to ensure that
textile and apparel rules-of-origin are enforced.

While free trade agreements tend to contain provisions to bar companies that
break the rules, they usually do not include provisions to bar countries that do not
enforce the rules. The NCC therefore urges the U.S. to insist upon provisions in an
FTA that allow the U.S., upon consultations, to remove textiles and apparel from
trade preferences in the event that the foreign government repeatedly fails to en-
force the textile rules in the agreement.

Mr. Chairman, we also are concerned that many countries do not do an adequate
job of enforcing intellectual property rights. Free trade agreements should contain
provisions that would establish effective rules to deal with intellectual property vio-
lations, including those relating to designs, copyrights, trademarks and patterns.
The U.S. textile industry estimates that over $100 million are lost each year due
to the worldwide pirating of protected textile designs.

FREE TRADE NEGOTIATIONS WITH SOUTH AMERICA

Negotiations designed to lead to a Free Trade Agreement of the Americas would
truly transform the economic structure of this hemisphere. Those negotiations offer
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growing markets in some areas and for some parts of our industry, but raise the
prospect of significantly increased competition in others. The size and scope of the
FTAA demand that each aspect of such an agreement be carefully considered. The
National Cotton Council has requested that a separate negotiating group on textiles
be established within the FTAA negotiations. We urgently renew that request. It is
important to our industry that our negotiators consider the impact of textile negotia-
tions in the FTAA on the overall U.S. cotton industry.

The National Cotton Council is working with a consultant to develop a thorough
economic analysis of the impact on the U.S. cotton industry of an FTAA. That anal-
ysis is not complete but we will be happy to share it with the Committee when it
is finalized. Also, we have joined with a coalition urging USDA to conduct a thor-
ough analysis of potential impacts of an agreement to help guide negotiators.

SOUTH AMERICAN COTTON POTENTIAL

Before I discuss specific negotiating objectives with respect to the FTAA, I would
like to emphasize the dramatic difference between the South American cotton and
textile sector and that sector in Mexico, the Caribbean, Central America and the An-
dean countries. Of all of these groups, only Mexico could compete on a size basis
with the cotton economies of Brazil, Argentina and, at times, Paraguay. Brazil is
of particular significance.

There have been significant shifts in Brazil’s cotton production during the past
decade. Land has moved out of cotton in the traditional areas of the south and
northeast and into cotton in the state of Mato Grosso. The climate is very favorable
for cotton production, and land availability does not appear to be an issue. In fact,
it has been estimated that there are 160 million acres of virgin grasslands that are
suitable for crop production. An added incentive for Brazilian cotton production is
that it provides a very good rotational crop with soybeans.

The expansion of cotton acreage in Mato Grosso came in response to the strong
prices of the mid 1990’s. As I learned in a recent visit to Brazil, current prices do
not provide strong incentives for additional acres. However, if prices rise, Brazil has
the potential to substantially increase cotton production.

I should add that increased production is not without its constraints and costs.
Transportation infrastructure poses a considerable hindrance to future growth. New
acres brought into crop production are further away from the source of demand and
subsequently have greater transportation costs.

FTAA NEGOTIATING OBJECTIVES

Although NCC’s study of the effects of an FTAA on the U.S. cotton industry is
not yet complete, many of the same principal issues discussed above concerning a
Central America Free Trade agreement are no less applicable to negotiations with
South America. Reciprocal market access, effective rules-of-origin, no tariff pref-
erence levels, strong Customs enforcement provisions and effective rules to protect
intellectual property remain the cotton industry’s priorities.

Effective rules-of-origin are even more important with respect to free trade nego-
tiations with South America. The Council continues to support rules-of-origin for
cotton, cotton textiles and cotton textile products that are consistent across all free
trade agreements, namely that the rule-of-origin be no less restrictive than that ap-
plicable to NAFTA. As stated above, anything less would open the U.S. cotton and
textile industries to unfair, unbridled competition from countries that will transship
textile products in order to take advantage of quota-free, duty-free access to the U.S.

It is also very important that there be no tariff preference levels (TPLs) and other
exceptions that undermine the basic rule-of-origin. These exceptions cost U.S. jobs
and they are completely out of context when we are discussing free trade arrange-
ments with literally dozens of countries at the same time. These wide-open excep-
tions to the NAFTA rules of origin came into place ostensibly in recognition of the
relatively limited scope of the three textile markets involved in the NAFTA negotia-
tions—although we would not agree that these markets are limited in any way.
Nevertheless, that same rationale simply does not hold in the context of a Free
Trade Agreement for the Americas. Further, any rationale that might exist for tariff
preference levels is undermined by the inclusion of a reasonable, workable short-
supply provision, which we strongly support.

CREDIT AND OTHER ISSUES

Mr. Chairman, there are a few more general items I believe need to be discussed
concerning cotton and textile trade in this hemisphere. An inability of potential cus-
tomers to obtain credit is hampering the growth of U.S. exports of yarn and fabric.
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We believe more needs to be done to ensure that competitive financing tools are
available to U.S. exporters of yarn and fabric. Our industry supports

¢ Broad financing initiatives for U.S. cotton and textiles that involve current,
modified or new programs of the Export-Import Bank, Overseas Private Invest-
ment Corporation (OPIC) and similar institutions specifically to address export
financing constraints faced by those products, including provisions for an asset-
based revolving or open line of credit;

e A continuation, simplification (i.e., paperwork reduction) and strengthening of
a GSM-102 program that includes U.S. origin cotton, cotton yarn and cotton fab-
ric;

¢ An effective Supplier Credit Guarantee Program (SCGP) that includes U.S. cot-
ton, cotton yarn and cotton fabrics, and that:

¢ Provides for approval of a specific line of credit for customers;

¢ Provides a minimum of 80 percent guarantee;

« Extends the repayment term, where practicable, to 360 days; and

¢ Liberalizes the grace period for payment before a customer is “blacklisted.”

Without improvements in financing and credit, the intended objective of boosting
trade between the U.S. and the countries of this hemisphere may not be realized
and the expected economic benefits for all parties will be constrained.

Also, we would encourage future trade negotiations in the Western Hemisphere
to address the need for rules regarding the science-based adoption of biotechnology.

While we encourage the Administration to seek positive trade agreements, par-
ticularly within this hemisphere, the damage that can be done to the U.S. economy
by poorly negotiated agreements is substantial. The recently implemented trade ar-
rangement with Jordan, for example, contained a significant loophole in rules of ori-
gin for textiles that should have been avoided.

Further, the continued strength of the U.S. dollar has taken a significant toll on
U.S. agricultural trade in general, and the U.S. textile sector in particular. All trade
initiatives undertaken by the Administration should take this economic reality into
account. The impact of currency valuations on trade should not be under-estimated.

The U.S. is taking the position that domestic support reductions can only be
achieved in the multilateral context through the WTO. However, one communication
from the agricultural group cites as an objective to “identify other trade-distorting
practices for agricultural products, including those that have an effect equivalent to
agriculture export subsidies, and bring them under greater discipline.”

Mr. Chairman, thank you for the opportunity to testify on the potential impacts
on agriculture in the Western Hemisphere stemming from these various trade ini-
tiatives. These comments are, of necessity, brief and general, but they reflect the
fact that the cotton and textile industries in the United States can both gain and
lose markets through the negotiation of trade agreements. We urge you to continue
to be aware of the very strong economic link between the U.S. cotton production sec-
tor and the U.S. textile-manufacturing sector as you pursue the economic interests
of the United States in the Western Hemisphere.
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Table 1. US Cotton Supply & Use
(Thousand 480 Lb. Bales)

Crop Year 1997/98 1998/99 1999/00 2000/01 2001/02 2002/03
Production 18,793 13,918 16,968 17,188 20,303 17,209
Imports 13 439 97 16 21 50
Beginning Stocks 3,971 3,887 3,939 3,915 6,000 7,448

Total Supply 22,777 18,244 21,004 21,119 26,324 24,707
Mill Use 11,349 10,401 10,194 8,862 7,696 7,500
Exports 7,500 4,298 6,750 6,740 11,000 11,000

Total Use 18,849 14,699 16,944 15,602 18,696 18,500
Loss 41 -394 145 -483 180 7
Ending Stocks 3,887 3,939 3915 6,000 7,448 6,200

Table 2. US Retail Cotton Consumption
(Thousand 480 Lb. Bales)

Calendar Year 1997 1998 1999 2000 2001 2002
US Mill Consumption 11,291 10,891 10,470 9,890 7,904 7,670
Textile Imports 10,500 12,493 13982 15,711 15,650 17,663
Textile Exports 3,661 4,077 4,320 5,090 4,449 4,543
Net Retail Consumption 18,130 19,308 20,132 20,511 19,196 20,790
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Table 3. US Cotton & Cotton Textile Trade with NAFTA
(Thousand 480 Lb. Bales)

Crop Year 1997/98 1998/99 1999/00 2000/01 2001/02 2002/03*

US Raw Cotton Exports to

Canada 288 281 245 322 403 327
Mexico 1,447 1,355 1,503 1,774 1,969 1,590
Total NAFTA 1,735 1,636 1,748 2,096 2,372 1,917

* Year-to-date as of May 8

Calendar Year 1997 1998 1999 2000 2001 2002

US Cotton Textile Exports to

Canada 590 686 705 693 616 585
Mexico 965 1,274 1,732 2,008 1,605 1,463
Total NAFTA 1,555 1,960 2,437 2,700 2,221 2,048

US Cotton Textile Imports from

Canada 318 429 531 565 527 578
Mexico 1,678 2,292 2,745 3,022 2,749 2,714
Total NAFTA 1,996 2,721 3,276 3,588 3,276 3,292

Table 4. US Cotton & Cotton Textile Trade with CBI
(Thousand 480 Lb. Bales)

Crop Year 1997/98 1998/99 1999/00 2000/01 2001/02 2002/03*

US Raw Cotton Exports to
CBI 267 205 156 168 176 130

* Year-to-date as of May 8

Calendar Year 1997 1998 1999 2000 2001 2002

US Cotton Textile Exports to
CBI 1,372 1,489 1,413 1,879 1,785 2,156

US Cotton Textile Imports from
CBI 1,906 2,278 2,669 2,935 2,872 3,067
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Table 5. US Cotton & Cotton Textile Trade with South America

{Thousand 480 Lb. Bales)

Crop Year 1997/98  1998/99  1999/00 2000/01

2001/02 2002/03*

US Raw Cotton Exports to

Brazil 215 6 283 15 59 237
Colombia 114 69 116 117 158 142
Peru 105 57 59 104 133 143
Other 140 85 127 130 119 114
Total South America 574 217 585 366 468 636
* Year-to-date as of May 8
Calendar Year 1997 1998 1999 2000 2001 2002
US Cotton Textile Exports to
Brazil 20 13 8 12 10 4
Colombia 37 35 31 39 25 29
Peru 4 3 3 3 2 2
Other 73 66 44 64 46 18
Total South America 133 117 87 117 82 53
US Cotton Textile Imports from
Brazil 70 54 72 131 124 189
Colombia 56 64 85 92 85 94
Peru 49 54 76 95 87 93
Other 17 12 12 16 18 34
Total South America 192 185 245 334 314 410
Table 6. Brazil Cotton Supply & Use
(Thousand 480 Lb. Bales)
Crop Year 1997/98 1998/99 1999/00 2000/01 2001/02 2002/03
Production 1,890 2,391 3,216 4,312 3,518 3,700
Imports 1,884 1,334 1,559 603 253 600
Beginning Stocks 1,490 1,713 1,741 2,393 2,968 2,315
Total Supply 5264 5438 6516 7308 6,739 6615
Mill Use 3,626 3,774 4,236 4,200 3,950 3,800
Exports 0 23 12 315 674 600
Total Use 3,626 3,797 4,248 4,515 4,624 4,400
Loss =75 -100 -125 -175 =200 =200
Ending Stocks 1,713 1,741 2,393 2,968 2,315 2,415
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Table 7. US Raw Cotton Exports by Destination
(Thousand 480 Lb. Bales)
Rank 2000 Crop 2001 Crop 2002 Crop*
1 Mexico 1,774  Mexico 1,969 Mexico 1,590
2 Turkey 610  Turkey 1,533  China 1,478
3 Indonesia 559 India 1,023 Turkey 1,004
4 Korea 487  Indonesia 957  Indonesia 632
5 India 367  Taiwan 813  Thailand 415
6 Taiwan 367  Thailand 699  Taiwan 400
7 Japan 357 Korea 607  Pakistan 338
8 Canada 322 Pakistan 492 Korea 333
9 Hong Kong 291 Japan 491  Canada 327
10 Thailand 238 Hong Kong 416 Japan 324
China (13) 125  China (13) 236

Total US Exports #* 6,740 11,000 11,000

9% of World Trade 25% 38% 37%

* Year-to-date as of May 8§

*%* Total for 2002 crop as projected by USDA

Senator COLEMAN. Mr. Roney.

STATEMENT OF JACK RONEY, DIRECTOR OF ECONOMICS AND
POLICY ANALYSIS, AMERICAN SUGAR ALLIANCE, ARLING-
TON, VA

Mr. RoONEY. Thank you, Mr. Chairman. I am Jack Roney, director
of Economics and Policy Analysis for the American Sugar Alliance,
the national coalition of growers, processors, and refiners of sugar
beets, sugar cane, and corn for sweetener.

American sugar producers are efficient by world standards, with
costs of production below the world average. We would welcome the
opportunity to compete on a level playing field, free of all govern-
ment intervention. For this reason, we have long endorsed the goal
of genuine global free trade for sugar. Unfortunately, the world
sugar market is highly distorted by a vast array of government
subsidies and practices. It is so distorted that the so-called world
market price for sugar has averaged barely half the world average
cost of producing sugar for the past two decades.

The only way to achieve the goal of free trade in sugar is to ad-
dress all these practices in all countries to a comprehensive, multi-
lateral negotiations in the WTO. The distorted world sugar market
cannot, however, be corrected through regional free trade agree-
ments such as the FTAA or the CAFTA. FTAs mainly affect import
tariffs, but not the other means of support within the region. How
foolish it would be for us to reduce our import tariffs while foreign
exporters are still subsidizing. FTAs leave distortions in the rest of
the world untouched. FTAs leave the free trade area vulnerable to
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the harmful effects of subsidies outside the region, and eliminates
the region’s leverage to remove those foreign subsidies.

The administration has recognized some of these dangers, and
wisely decided to reserve negotiation on domestic price supports for
the WTO rather than address them in the FTAs. But all these sub-
sidies and other trade distorting practices are closely interrelated.
This is why all these practices must be addressed comprehensively
anti}Sx globally in the WTO, not piecemeal and regionally in the
FTAs.

There is ample precedent just within the Western Hemisphere
for excluding sugar from FTAs. Sugar was excluded from the U.S./
Canada FTA. Sugar was excluded from the Mercosur agreement
among Brazil, Argentina, Paraguay, and Uruguay. Sugar was ex-
cluded from Mexico’s FTAs with other Latin countries, or access to
Mexico is limited to only when Mexico needs foreign sugar. Sugar
was excluded from Mexico’s FTA with the European Union.

There is one exception. The only major FTA in which sugar was
included is the U.S./Mexico portion of the NAFTA. The controversy
surrounding the sugar and corn sweetener provisions of the
NAFTA has been enormous and a severe strain on U.S./Mexico re-
lations. This and compliance issues on other commodities have left
many American farmers questioning the value of FTAs in which
only U.S. concessions appear to be enforced.

The United States is already one of the world’s largest sugar im-
porters. All the sugar from 41 countries enters at the U.S. price,
not the world dump market price. Under our WTO obligations,
about two-thirds of our imports are already guaranteed to come
from Western Hemisphere countries, virtually all duty free.

Forcing the United States to import more sugar than it needs,
as an FTAA would do, would oversupply our market with disas-
trous effects for domestic producers and for foreign suppliers.

One, prices would fall, driving more American sugar farmers out
of business. Nearly a third of all U.S. beet and cane mills have
closed just since 1996.

Two, low prices would also cause forfeitures of sugar loans to the
government, contrary to law. The Senate passed the sugar title of
the 2002 farm bill by an overwhelming 71 to 29 margin. It directed
USDA to operate U.S. sugar policy at no cost to the government by
avoiding loan forfeitures.

Three, low U.S. sugar prices would harm the economies of the
countries that normally export to the United States. These are pre-
dominantly Western Hemisphere developing countries.

The United States consumes about 10 million tons of sugar per
year. Our imports of sugar from 41 quota-holding countries have
averaged more than 12 million tons in recent years. Sugar exports
from all FTAA countries are over 15 million tons per year. That is
50 percent higher than U.S. total consumption.

By far the greatest danger is Brazil. Boosted by decades of cane
ethanol subsidies, direct sugar producer subsidies in some areas,
low labor and environmental standards, and strategic currency de-
valuations, Brazil has increased its sugar exports from less than 2
million tons a decade ago to a forecast 14 million tons next year.
Simply by diverting sugar cane from its government managed fuel
ethanol program to sugar production instead, Brazil could overrun
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the United States and virtually every other Western Hemisphere
country under an FTAA that includes sugar.

In conclusion, Mr. Chairman, the U.S. sugar industry is efficient
and competitive, and supports the goal of genuine global free trade
in sugar. But we insist that the only way to achieve this goal is
through the WTO. Inclusion of sugar in the FTAA would spell dis-
aster for the great majority of sugar producers in the Western
Hemisphere, aside from the subsidized producers of Brazil.

Thank you.

Senator COLEMAN. Thank you very much, Mr. Roney.

[The prepared statement of Mr. Roney follows:]

PREPARED STATEMENT OF JACK RONEY, DIRECTOR OF ECONOMICS AND PoLICY
ANALYSIS, AMERICAN SUGAR ALLIANCE

Chairman Coleman, Members of the Committee: Thank you for the opportunity
to testify before you today on a matter of considerable concern to the U.S. sugar
industry.

I am Jack Roney, Director of Economics and Policy Analysis for the American
Sugar Alliance, the national coalition of growers, processors, and refiners of sugar-
beets, sugarcane, and corn for sweetener.

I would like to provide you some background on the U.S. and world sugar markets
and describe the U.S. sugar industry’s position on multilateral trade negotiations
and on the proposed free trade agreements (FTAs) with other Western Hemisphere
countries B the Free Trade Area of the Americas (FTAA) and the Central American
Free Trade Agreement (CAFTA).

BACKGROUND ON U.S. AND WORLD SUGAR MARKETS, POLICIES

Before moving on to our trade policy recommendations, it is important to provide
some background on the unique characteristics of the U.S. and world sugar market
and policies.

Size and Competitiveness. Sugar is grown and processed in 16 states and 372,000
American jobs, in 42 states, are dependent, directly or indirectly, on the production
of sugar and corn sweeteners. The industry generates an estimated $21.1 billion in
economic activity annually.! A little more than half of domestic sugar production is
from sugarbeets, the remainder from sugarcane. More than half our caloric sweet-
ener consumption is in the form of corn sweeteners.

The United States is the world’s fourth largest sugar-producing country, trailing
only Brazil, India, and China. The European Union (EU), taken collectively, is sec-
ond only to Brazil.

Despite large U.S. production, the United States’ sugar market is one of the most
open. The U.S. is consistently among the world’s two or three largest sugar import-
ers.

The Uruguay Round Agreement on Agriculture in 1995 required imports of only
3-5 percent of consumption. But the United States bound its sugar imports at a level
several-fold higher—a minimum of 1.256 million short tons, or nearly 15 percent of
consumption, essentially duty-free. The U.S. actually imported nearly twice the min-
imum in 1996 and 1997, and has imported at least the minimum each year since.

Moreover, the NAFTA requires the United States to import up to 276,000 addi-
tional short tons of Mexico’s surplus production. Under both agreements, the U.S.
must import this sugar whether the domestic market requires it or not.

All but two of the 41 countries supplying sugar to the United States are devel-
oping countries, many with fragile economies and democracies. These countries de-
pend heavily on sales to the United States, at prevailing U.S. prices, to cover their
costs of production and generate foreign exchange revenues. More than half of these
41 countries produce sugar at a higher cost than U.S. beet and cane sugar pro-
ducers.

Despite some of the world’s highest government-imposed costs for labor and envi-
ronmental protections, U.S. sugar producers are among the world’s most efficient.
According to a study by LMC International, of England, and covering the 5-year pe-
riod ending in 1998/99, American sugar producers rank 28th lowest in cost of pro-
duction among 102 producing countries, most of which are developing countries.?
According to LMC, more than half the world’s sugar is produced at a higher cost
per pound than in the United States.



68

U.S. beet producers are the second lowest cost beet sugar producers in the world.
U.S. cane sugar producers are 26th lowest cost of 63 cane producing countries, vir-
tually all of which are developing countries with dramatically lower labor and envi-
ronmental costs. American corn sweetener producers are the world’s lowest cost pro-
ducers of corn sweetener.

LMC pointed out that the U.S. competitiveness ranking is all the more impressive
for two reasons: First, most sugar-producing countries are developing-country cane
producers, with much lower government-imposed labor and environmental protec-
tion costs than the United States’. Second, the strong value of the dollar. LMC noted
that the dollar had soared about two-thirds in the past 20 years against the cur-
rencies of most other cane-producing countries.

World Dump Market. More than 120 countries produce sugar and the govern-
ments of all these countries intervene in their sugar markets and industries in some
way, the result of which is artificially low world sugar prices. Examples abound.
Brazil, the world biggest producer and exporter, built its sugar industry on two dec-
ades of fuel alcohol subsidies, which became sugar subsidies, whether the Brazilian
cane was used for alcohol or sugar. Sugar markets in India and China, the second
and third biggest producing countries, are carefully controlled by the government,
and the market in Australia, the world’s third leading sugar exporter, is managed
by a state trading enterprise (STE).3

A recent study by LMC International focused on the trade distorting practices
among 14 countries or regions that are among the world’s top sugar producer and
consumers. LMC documented that these practices are not only numerous, but that
many do not fall within the traditional WTO disciplines for domestic supports, im-
port tariffs and export subsidies. Many are indirect, or less transparent, subsidies
and practices that are just as distorting, but have not heretofore been addressed in
trade negotiations. (Figure 2 summarizes LMC’s most recent findings on direct and
indirect subsidies in 14 countries/regions;* Figure 3 summarizes an earlier LMC
study g;z trade-distorting practices among the major sugar producers of the FTAA
region.

Producers in the EU, taken as a whole the second biggest producer and exporter,
benefit from massive production and export subsidy programs. The Europeans are
higher cost sugar producers than the United States, but they enjoy price supports
that are 40 percent higher than U.S. levels—high enough to generate huge sur-
pluses that are dumped on the world sugar market, for whatever price they will
bring, through an elaborate system of export subsidies.

World trade in sugar has always been riddled with unfair trading practices. These
distortions have led to a disconnect between the cost of production and the prices
on the world sugar market, more aptly called a “dump market.” Indeed, for the 16-
year period of 1983/84 through 1998/99, the most recent period for which cost of pro-
duction data are available, the world average cost of producing sugar was 16.3
cents, while the world dump market price averaged little more half that—just 9.5
cents per pound raw value.2

Furthermore, its dump nature makes sugar the world’s most volatile commodity
market. In the past 2% decades, world sugar prices have soared above 60 cents per
pound and plummeted below 3 cents per pound. Because it is a relatively thinly
traded market, small shifts in supply or demand can cause huge changes in price.
Suggestions by industrial sugar users and some foreign governments that world
sugar trade should be opened ignore this pattern of almost universal market distor-
tion. Even the trade laws of the United States were never meant to cope with such
widespread unfairness in trade.

Sugar Unique among Agricultural Commodities. In addition to the highly residual
and volatile nature of the world sugar price, there are a number of other factors
that set sugar apart from other program commodities. These unique characteristics
must be taken into account when considering domestic and trade policy options for
sugar.

* Grower [processor interdependence. Grain, oilseed, and most other field-crop
farmers harvest a product that can be sold for commercial use or stored. Sugar-
beet and sugarcane farmers harvest a product that is highly perishable and of
no commercial value until the sugar has been extracted. Farmers cannot, there-
fore, grow beets or cane unless they either own, or have contracted with, a proc-
essing plant. Likewise, processors cannot function economically unless they
have an optimal supply of beets or cane. This interdependence leaves the sugar
industry far less flexible in responding to changes in the price of sugar or of
competing crops.

e Multi-year investment. The multimillion-dollar cost of constructing a beet or
cane processing plant (approximately $300 million), the need for planting, culti-
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vating, and harvesting machinery that is unique to sugar, and the practice of
extracting several harvests from one planting of sugarcane, make beet or cane
planting an expensive, multiyear investment. These huge, long-term invest-
ments further reduce the sugar industry’s ability to make short-term adjust-
ments to sudden economic changes in the marketplace.

* High-value product. While the gross returns per acre of beets or cane tend to
be significantly higher than for other crops, critics often ignore the large invest-
ment associated with growing these crops. Compared with growing wheat, for
example, USDA statistics reveal the total economic cost of growing cane is near-
ly seven times higher, and beet is more than five times higher. With the addi-
tional cost for processing the beets and cane, sugar is really more of a high-
value product than a field crop.

e Inability to hedge. Program changes dating back to the 1996 Freedom to Farm
Bill made American farmers more vulnerable to market swings and far more
dependent on the marketplace. Growers of grains, oilseeds, cotton, and rice can
reduce their vulnerability to market swings by hedging or forward contracting
on a variety of futures markets for their commodities. There is no futures mar-
ket for beets or cane. Farmers do not market their crop and cannot make or
take delivery of beet or cane sugar. The hedging or forward contracting opportu-
nities exist only for the processors—the sellers of the sugar derived from the
beets and cane. These marketing limitations make beet and cane farmers more
vulnerable than other farmers to price swings.

e Lack of concentration. World grain markets are overwhelmingly dominated by
a small number of developed countries, but sugar exports are far more dis-
persed, and dominated by developing countries. This makes the playing field
among major grain exporters comparatively level and trade policy reform rel-
atively less complicated than for sugar.

The world wheat and corn markets, for example, are heavily dominated by a
handful of developed-country exporters—the United States, the European
Union, Australia, and Canada are four of the top five exporters of each. The top
five account for 96% of global corn exports and 91% of wheat exports.

The top five sugar exporting countries, on the other hand, account for only two-
thirds of global exports and three of these are developing countries. Even the
top 19 sugar exporters account for only 85% of the market, and 16 of these are
developing countries.

¢ Developing-country dominance. Developing countries account about three quar-
ters of world’s sugar production, exports, and imports. Developing countries
were, however, not required to make any significant reforms in the Uruguay
Round, were given an additional four years to make even those modest changes,
and are demanding special treatment again in the Doha Round of the WTO.

U.S. SUGAR INDUSTRY’S FREE TRADE POSITION

Because of our competitiveness, the U.S. sugar industry endorses the goal of gen-
uine, multilateral free trade in sugar. We have endorsed this goal since the onset
of the Uruguay Round of the GATT in 1986. We are ready, willing, and able to com-
pete with foreign farmers on a level playing field, free from all forms of government
intervention in the marketplace.

In our view, when all governmental policy distortions have been removed, the
world sugar price will finally rise to reflect the actual cost of producing sugar. Since
our costs of production are below the world average, we will be able to compete,
without the need for a U.S. sugar policy.

We cannot endorse free trade at any cost, nor do we endorse unilateral disar-
mament of U.S. agricultural polices. Progress toward free trade must be made on
a fair, genuine, and comprehensive basis, through sector-specific negotiations. A
comprehensive agreement needs to address the market distortions of all the pro-
ducers and be implemented in a well coordinated and timely manner.

As long as foreign subsidies drive prices on the world market well below the glob-
al cost of production, the United States must retain some border control. U.S. sugar
policy is a necessary response to the foreign predatory pricing practices that threat-
en the more efficient American sugar farmers.

Genuine liberalization of trade in sugar must address all market distortions and
circumvention, not just import barriers. This will take some doing—the varieties of
trade distortions are so widespread, so numerous, and so ingrained. Bilateral and
regional trade agreements are able to address only a fraction of these policies, and,
thus, cannot be an effective vehicle for reform of the world sugar market.
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U.S. SUGAR INDUSTRY POSITION ON THE FTAA (AND THE CAFTA)

The U.S. sugar industry recommends that, within the framework of the FTAA,
and the CAFTA, sugar be reserved for much needed, and more far reaching, dis-
ciplines in the multilateral, World Trade Organization (WTO) context.

We understand, from contact with the sugar industries of other FTAA countries,
that a number of these countries are requesting that sugar not be included in the
regional negotiations.

The following are the major reasons for, and advantages of, reserving sugar for
WTO disciplines.

1. FTAA countries already dominate U.S. sugar imports. With regard to
granting FTAA countries preferential access to the U.S. sugar market: We are
already there. Forty-one countries share in the U.S. sugar import quota, with
essentially duty-free access at the preferential U.S. price. Twenty-four of these
41 are FTAA countries. The FTAA countries, aside from the United States,
produce 36 million tons of sugar per year, export over 15 million tons, and ac-
count for 64 percent of U.S. raw sugar imports, virtually all duty free (Figure
1). If Mexico were to supply its full 276,000 short tons, the FTAA-country share
of U.S. imports surpasses 70 percent.

Furthermore, according to LMC statistics, most of the FTAA countries
produce sugar at a higher cost per pound than the United States.2 Twenty-four
of the 34 FTAA countries import little, or no, sugar. American sugar producers
feel strongly that their market is already more open than necessary to pro-
ducers who are predominantly no more efficient, but are most probably sub-
sidized in some significant manner.

2. FTAA countries likely to be overrun with subsidized Brazilian sugar. Since
Brazil is the largest exporter in the world, and represents two-thirds of the
economy of Latin America, an FTAA negotiation on sugar will be dominated by
the impact of Brazil. Moreover, because of the threat of unfairly produced Bra-
zilian sugar overrunning the Western Hemisphere, growers in all of the sugar-
producing countries in the region are threatened by Brazilian market distor-
tions in sugar. Finally, the size and complexity of the Brazilian sugar and alco-
hol program are such as to make this program very difficult to unwind.

During the latter half of the 1990’s, a period when the world sugar price was
dropping from 14 cents per pound to just 4 cents, Brazil doubled its sugar pro-
duction and tripled its exports. It became, by far, the world’s leading producer
and exporter of sugar.

Brazil’s sugar exports have skyrocketed in one decade from less than 2 mil-
lion tons per year to a predicted 14 million tons this coming year.® No country
has done more than Brazil to depress world sugar prices, harm sugar-exporting
countries, and cause severe economic stress to developing countries dependent
on sugar exports. No other country comes even close.

Brazil’s sudden expansion had nothing to do with world sugar demand or
prices. Brazil’s sugar explosion, instead, was the result of decisions by the Bra-
zilian government to reduce subsidies and prices for fuel alcohol (ethanol) pro-
duced from Brazilian sugarcane. Brazilian cane processors tend to base their de-
cision on whether to produce ethanol or sugar mainly on ethanol price and sub-
sidy levels. Less than half of Brazilian sugarcane is used to produce sugar.
Roughly 60 percent of Brazilian cane goes to ethanol production.

Brazil’s “Proalcool” program, established in 1975, subsidized the modification
or construction of a massive network of cane mill/distilleries to produce ethanol
and reduce Brazil’s dependence on foreign oil. Consumer prices for ethanol were
subsidized to encourage use. As a result, Brazilian sugarcane production shot
up from less than 70 million tons in 1975 to more than 350 million tons in re-
cent years. Studies have estimated the value of Brazil’s ethanol subsidy at more
than $3 billion per year.?

The existence of an enormous infrastructure of mills/distilleries, built with
government subsidy, enables Brazil to switch easily between ethanol and sugar
production, depending on oil prices and government decisions on how much eth-
anol to produce. The leap in Brazilian sugar production in the latter half of the
1990’s, as world sugar prices were plummeting, was the direct result of govern-
ment decisions to reduce ethanol subsidies and prices.

The ability to co-produce sugar within the government-subsidized infrastruc-
ture built for cane ethanol, provides a tremendous savings to the Brazilian
sugar industry. LMC International estimates cost savings from co-production—
from factors such as sugar house configuration (producing ethanol or sugar from
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the same mill), molasses by-product credits, extended milling seasons, and
economies of scale—at “almost US$1 billion” per year.4

Brazil’s sugar-export explosion in the late 1990’s was also aided by a govern-
ment decision during that period to reduce the value of the Brazilian currency
by nearly 50 percent, artificially keeping Brazilian exports competitive.

Furthermore, Brazil’s sugar producers have benefited, directly or indirectly,
from other government assistance, including:

¢ Debt reductions or cancellations for sugar/ethanol companies.

¢ Freight and other infrastructural subsidies for sugar, ethanol, and other prod-
ucts.

¢ Direct subsidies to growers in the Northeast region.

¢ Labor and environmental practices that are extremely low by most world
standards.

¢ The U.S. Department of Labor and others have documented the widespread
and deplorable use of child labor in the Brazilian sugarcane industry, despite
Brazilian laws forbidding such practices.89 101112

3. Sugar is not included in most bilateral and regional agreements. Because
of the uniquely distorted nature of the world dump market for sugar and be-
cause of a wide range of border control issues, sugar has overwhelmingly been
excluded from bilateral and regional free trade agreements. The Food and Agri-
culture Organization of the United Nations noted last year: “There are 124 re-
gional trade agreements worldwide at this time, most of which substantially ex-
clude sugar.” 13 Some examples:

¢ Sugar is excluded from the Mercosur agreement among major producers Ar-
gentina and Brazil, with Uruguay and Paraguay.

¢ Though Mexico reportedly has more bilateral and regional trade agreements
than any other country, it has excluded sugar from virtually every one, in-
cluding its recent agreement with the European Union, the world’s second
largest exporter of sugar. In agreements where sugar is included, Mexico has
committed only to import sugar from that country when Mexico needs the
sugar.

¢ Sugar is excluded from the U.S.-Canada portion of the NAFTA, which defers
to WTO disciplines instead.

¢ Sugar is excluded from the EU’s free trade agreement with South Africa, also
a major sugar exporter.

NAFTA controversy. Sugar is included in the U.S.-Mexico portion of the North
American Free Trade Agreement (NAFTA), but the sweetener provisions are
embroiled in controversy. Mexico is blocking imports of U.S.-made corn sweet-
eners that compete with sugar in Mexico, and Mexico insists on accelerating the
NAFTA schedule of its sugar access to the U.S.

In addition, we have experienced import leakage—of blended product from
Canada and above-quota sugar from Mexico.

Our experience with Mexico in the NAFTA has left American sugar producers
highly skeptical of the value and credibility of trade agreements, and more cau-
tious about moving forward in bilateral, regional, or multilateral contexts. The
NAFTA sugar dispute must be resolved before the United States contemplates
new agreements.

“Substantially all” precedent. WTO rules provide that free trade agreements
should cover not all, but rather “substantially all,” trade between participant
countries. This provision has been invoked by the EU, Mexico, and other coun-
tries in the free trade agreements mentioned above that exclude sugar, or, in
some cases, most agricultural products.

The U.S. sugar industry strongly believes that the “substantially all” provi-
sions of the WTO should be a critical part of the U.S. negotiating position.
Every country in the FTAA process wants to increase its exports to the U.S.
But in the unique case of sugar, increased exports would come at the expense
of other developing countries and at great cost to American sugar producers.

4. Increased potential for import-quota circumvention. In a world market so
rife with government distortions of markets, the incentive to evade measures
for limiting the harmful impact of such unfair trade practices is very high.
Many of these evasive schemes depend on exporting dump market sugar to
countries that do not produce much or any sugar, where processors blend this
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dump market sugar with other products that are not subject to the measures
that restrain unfair trade.

Bilateral and regional free trade agreements can make this problem worse,
by multiplying the number of such “blending platforms” to include virtually all
the countries in the agreement. This is especially a problem in the Americas,
where so many developing partners are sugar producers.

These import-quota circumvention problems can be avoided by negotiating
comprehensively, in the WTO. Or, the Executive Branch can try to address cir-
cumvention practices in regional and bilateral agreements, by explicitly and re-
liably preventing such schemes to avoid U.S. law.

5. Danger to no-cost operation of U.S. sugar policy. The U.S. sugar market
does not require additional foreign sugar, through the FTAA or any other trade
negotiation. Oversupply depressed U.S. prices to 22-year lows during much of
1999-2001 and contributed to the closure of almost a third of all U.S. beet and
cane mills during 1996-2002.

The 2002 Farm Bill restored stability to the domestic market by reinstating
the USDA’s authority to impose domestic marketing allotments. The sugar title
of that Bill, which the Senate passed by an overwhelming 71-29 margin, in-
structed USDA to operate U.S. sugar policy at no cost to U.S. taxpayers, by
maintaining stable producer prices and avoiding sugar loan forfeitures.

But excessive imports would have either of the following consequences:

¢ Marketing allotments could be triggered off, negating USDA’s ability to man-
age supplies, defend prices, and avoid loan forfeitures and substantial costs
to the government.

¢ USDA would reduce U.S. producers’ marketing allotments to the point where
they would lose economies of scale, face higher unit costs, and would likely
go out of business.

Neither outcome is acceptable. In either, or both, instances, the U.S. govern-
ment faces high costs and American sugar farmers risk being put out of busi-
ness to accommodate subsidized foreign producers.

SUMMARY AND CONCLUSION

As one of the world’s largest importers of sugar, from a highly subsidized and dis-
torted world market, the United States must be careful in approaching sugar trade
negotiations, to ensure that commitments it makes in one region do not make
achieving results in other regions difficult or impossible. This is why issues of mar-
ket access and market distortions for sugar can only be dealt with in a comprehen-
sive and effective way in the WTO, where the distorting policies of all sugar-pro-
ducing countries are on the table.

The U.S. sugar industry strongly recommends that, within the framework of the
FTAA, sugar be reserved for much needed, and more far reaching, disciplines in the
multilateral, WTO context. To highlight the major reasons for this strategy:

¢ We are already there. FTAA countries already dominate to the U.S. sugar mar-
ket—supplying upwards of 70 percent of U.S. sugar imports, at the preferential
U.S. price, virtually all duty-free. We accept these imports, under international
trade obligations, despite the fact that most of the 24 FTAA countries with
shares of the U.S. import quota produce sugar at a higher cost than U.S. pro-
ducers. The U.S. sugar market is not only the most open in the FTAA, but is
already one of the most open in the world—the United States is consistently
among the world’s top three sugar importers.

¢ An FTAA that includes sugar would expose all Western Hemisphere countries
to being overrun with subsidized exports from sugar-giant Brazil. Under an
FTAA, the other 23 countries would likely lose their previously guaranteed
share of the preferentially priced U.S. market to Brazil.

e There is ample precedent for excluding sugar. Sugar is unique among agricul-
tural commodities, and for this reason has been excluded from most bilateral
and regional trade agreements. The one exception is the U.S.-Mexico portion of
the NAFTA, which is embroiled in controversy over disputed U.S.-Mexico sugar
trade provisions.

¢ A regional trade agreement exposes countries within that area to unfair trade
practices within the region, such as import-quota circumvention sugar-blending
schemes, without addressing trade practices outside the free-trade area.
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e The U.S. sugar market is currently in balance, but could be tipped back into
another disastrous oversupply situation if additional imports are required.

RECOMMENDATION

The ASA urges FTAA, and CAFTA, countries to join together in the WTO negotia-
tions and aggressively attack, on a worldwide basis, those government policies that
have so grossly distorted world trade in sugar. Arrangements to liberalize sugar
trade within the FTAA should be deferred until solid results are achieved in the
WTO that will curb or eliminate such policies—above all, export subsidies and
dumping—and restore health to the world sugar market. Given the widespread and
complex policies affecting the world sugar market, the ASA believes that sector-spe-
cific negotiations, within the framework of WTO agricultural negotiations, are the
only feasible way of accomplishing these goals.

Such a sector-specific approach would involve the following elements:

¢ Timely elimination of export subsidies;

¢ Inclusion of all trade-distorting governmental policies and practices, including
indirect or non-transparent policies, affecting sugar in the negotiations;

* Negotiation of commitments to curb or eliminate such policies and practices, in
particular those that facilitate and encourage dumping onto the world market;

¢ Agreement on a well-coordinated implementation schedule for these commit-
ments, encompassing developing countries (which account for three-quarters of
world sugar production, consumption, and trade), aimed at maximizing the posi-
tive impact on the world market; and

¢ Careful attention to the importance of existing preferential TRQ arrangements
to many of the smaller, economically fragile developing countries, and to the im-
pact of WTO reform on these countries.

The ASA believes that only through such comprehensive, global sector-specific ne-
gotiations can the causes of the gross distortions and pervasive dumping that have
characterized the world sugar market be rooted out and a viable basis for liberaliza-
tion of market access be established.
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FTAA Countries/Regions:
Sugar Production and Exports, 2000/01 - 2002/03 Average, and
Share of U.S. Raw Sugar Import Quota, 2001/02

Country

Mexico

Canada

Caribbean’
Barbados
Dominican Republic
Haiti
Jamaica
St.Kitts & Nevis
Trinidad & Tobago

Central America
Costa Rica
El Salvador
Guatemala
Honduras
Nicaragua

CAFTA Total
Belize
Panama

South America
Argentina
Bolivia
Brazil
Colombia
Ecuador
Guyana
Paraguay
Peru
Uruguay

FTAA Total®

% of U.S. TRQ

1) Excludes Cuba.
2) Excludes United States,

Data Source: USDA/FAS, November 2002

Production  Exports U.S. TRQ Allocation
-Metric Tons-
5,128,000246,000 7,258
94,0005,000 -—
60,00054,000 7371
470,000185,000 185,335
10,0000 7,258
205,000164,000 11,583
22,00017,000 7.258
97,00070,000 7,371
390,000174,000 15,796
479,000261,000 27,379
1,777,0001,270,000 50,546
338,00090,000 10,530
364,000218,000 22,114
3,348,0002,013,000 126,365
120,000100,000 11,583
165,00056,000 30,538
1,563,000151,000 45,281
282,00047,000 8,424
20,083,00010,800,000 152,691
2,277,000985,000 25,273
493,00056,000 11,583
287,000258,000 12,636
109,00021,000 7,258
813,00040,000 43,175
10,00016,000 7.258
35,636,00015,284,000 715,499

64.0%
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Senator COLEMAN. Mr. Boisen.

STATEMENT OF DOUG BOISEN, BOARD MEMBER, NEBRASKA
CORN DEVELOPMENT, UTILIZATION AND MARKETING
BOARD AND CHAIRMAN, NATIONAL CORN GROWERS ASSO-
CIATION TRADE TASK FORCE, MINDEN, NE

Mr. BOISEN. Good afternoon, Chairman Coleman. My name is
Doug Boisen. I am a farmer from Nebraska. I am a member of the
Nebraska Corn Board, and I am Chairman of the National Corn
Growers Association Trade Task Force.

I would like to thank this subcommittee for giving me the oppor-
tunity to testify and to speak today regarding the future of the
United States’ economic relations in the Western Hemisphere. To-
day’s hearing is very timely, and I commend the chairman and the
subcommittee for convening it.

The National Corn Growers Association was founded in 1957 and
represents more than 32,600 dues-paying corn growers from 48
states. The Association also represents the interests of more than
350,000 farmers who contribute to corn checkoff programs in 19
states.

One out of every five rows of corn in the United States is ex-
ported, and exports of value-added corn and co-products add to the
importance of foreign markets for United States corn producers. In
2002, United States corn exports totaled 47 million metric tons
with a value in excess of $4.8 billion. This represents approxi-
mately 20 percent of the total United States production, with the
United States accounting for nearly 57 percent of the worldwide
production last year. Our two closest competitors in the inter-
national marketplace are Argentina and China with 14 and 17 per-
cent of world production respectively.

It is abundantly clear to me and to many of my fellow farmers
that agriculture lives in a more competitive world than ever before.
The importance of free trade agreements have never been more es-
sential to the future success of our industry. NCGA supports trade
agreements that will open markets for United States farmers and
increase market development opportunities throughout the world.
The Central and South American countries represent a large poten-
tial market for United States corn despite Argentina’s presence in
the region.

I would like to spend a few minutes outlining our trade priorities
in ongoing and future trade negotiations in the region. Like many
of the commodities at this table, corn is experiencing problems with
Mexico in terms of its commitments under the North American
Free Trade Agreement. Mexico is our second largest trading part-
ner, importing 5.3 million metric tons of bulk corn last year.

It is essential that Congress and the administration not renego-
tiate NAFTA, and work toward its full implementation. Renegoti-
ation of NAFTA would be unwise and unproductive for both coun-
tries.

At the center of attention of trade negotiations in the Western
Hemisphere is the Free Trade Area of the Americas, FTAA.
Through the FTAA process, corn growers seek the following objec-
tives: One, overall reduction of tariff levels; two, elimination and
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use of export subsidies for trading in the Western Hemisphere; and
three, the phasing out of tariff-rate quotas.

Specifically, the United States feed grain industry would benefit
from the elimination or reduction of the complex system of pref-
erential regional and bilateral trade agreements. This will increase
access to more countries and provide exporters access to markets
comparable to other trading partners.

Another top priority for corn growers is to prevent export sub-
sidies from being used by any member. We seek a commitment
from each country to refuse to accept subsidized exports from third
parties. Export subsidies are the most trade distorting of govern-
ment policies and severely injure efficient producers. Elimination
and prohibition of future subsidies in the FTAA would not only
level the playing field for agricultural commodities, but also in-
crease pressure on the European Union to reform its export sub-
sidies in upcoming WTO negotiations on agriculture.

Regarding a Central American Free Trade Agreement, the do-
mestic feed grain industry looks to gain greater market access
through the elimination of tariffs. In total, the region imports more
than 1.6 million metric tons of corn per year, with the United
States supplying nearly all of that demand. While each of the coun-
tries applies a different rate, tariff rate for corn, immediate tariff
el}i)rlnination should be sought in as many of these countries as pos-
sible.

In addition, we feel the FTAA in Central America should fully
embrace trade in products produced through agricultural bio-
technology. At a minimum, the United States should seek agree-
ment from these countries that products of agricultural bio-
technology be evaluated solely on the basis of sound science.

Free trade agreements and liberalization will help, but it will not
solve all of our competitiveness problems in South America and
around the world. Over the past 50 years, our inland waterway
system has provided a comparative advantage that we have in
moving commodities like corn to markets throughout the world
from Minnesota and other Midwestern states.

Improvements in the United States waterways system are ur-
gently needed. While we continue to study the issue, our competi-
tors have invested in their transportation infrastructure and have
captured market share at our expense. For example, during the
last 9 years Argentina has invested $650 million to improve its in-
land waterway system. As a result, it has lowered its cost of ship-
ping grain to global markets.

Brazil also is making similar progress. To their credit, the Brazil-
ians are overcoming their transportation disadvantages by improv-
ing their inland waterway systems to a point where they are now
the leading exporter of raw soybeans.

Modernizing the outmoded Upper Mississippi and Illinois lock
system is absolutely necessary so agriculture and related industries
can compete in the international marketplace.

In conclusion, our future as agricultural producers is linked to
trade. The U.S. Government and organizations like NCGA need to
promote the benefits of trade liberalization in multi and bilateral
negotiations. We can not retreat from any region of the world, espe-
cially the one in our backyard.
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We look forward to working with the subcommittee on this and
other issues of importance in the future. And I thank you again for
the opportunity to address the subcommittee.

Thank you.

Senator COLEMAN. Thank you very much, Mr. Boisen.

[The prepared statement of Mr. Boisen follows:]

PREPARED STATEMENT OF DOUG BOISEN, BOARD MEMBER, NEBRASKA CORN DEVEL-
OPMENT, UTILIZATION AND MARKETING BOARD AND CHAIRMAN, NATIONAL CORN
GROWERS ASSOCIATION TRADE TASK FORCE

Good afternoon. Chairman Coleman, Ranking Member Dodd and members of the
Committee. My name is Doug Boisen. I am a board member of the Nebraska Corn
Development, Utilization and Marketing Board and Chairman of the National Corn
Growers Association Trade Task Force. I would like to thank the Subcommittee for
giving me the opportunity to testify and speak today regarding the future of United
States economic relations in the Western Hemisphere. Today’s hearing is very time-
ly, and I commend the Chairman and the Committee for convening it.

The National Corn Growers Association (NCGA) was founded in 1957 and rep-
resents more than 32,600 dues-paying corn growers from 48 states. The Association
also represents the interests of more than 350,000 farmers who contribute to corn
checkoff programs in 19 states.

NCGA’s mission is to create and increase opportunities for corn growers in a
changing world and to enhance corn’s profitability and use. Trade is vital to the fu-
ture of corn growers as we search for new markets and provide grain that is more
abundant and of better quality.

One out of every five rows of United States corn is exported, and exports of value-
added corn and co-products add to the importance of foreign markets for United
States corn producers. In 2002, United States corn exports totaled 47 million metric
tonnes with a value of $4.8 billion. This represents approximately 20 percent of total
United States production, with the United States accounting for nearly 57 percent
of worldwide production last year. Our two closest competitors in the international
marketplace are Argentina and China with 14 and 17 percent of world production
respectively. The United States Department of Agriculture (USDA) recently esti-
mated United States corn exports would be down in the 2002/2003 marketing year
at 1,675 million bushels, (42.6 million metric tonnes), the lowest export level since
1997/98. United States production will be at the lowest level of worldwide produc-
tion since 1985 or even the late 1960s. This decrease represents the rising level of
competition we are experiencing in the international market from countries like Ar-
gentina and China and decreased plantings due to weather related problems in the
Western Corn Belt. The bottom line is that United States agriculture lives in a more
competitive world than ever before. The importance of free trade agreements has
never been more essential to the future success of our industry.

NCGA supports trade agreements that will open markets for United States farm-
ers and increase market development opportunities throughout the world. The Cen-
tral and South American countries represent a large potential market for United
States corn despite Argentina’s presence in the region. I would like to spend a few
minutes outlining our trade priorities in ongoing and future trade negotiations in
the region.

MEXICO

Like many of the commodities at this table, corn is experiencing problems with
Mexico in terms of its commitments under the North American Free Trade Agree-
ment (NAFTA). Mexico is our second largest trading partner, importing 5.3 million
metric tonnes of bulk corn last year.

As you already know, on April 28, 2003, Mexican President Vicente Fox signed
a “National Farm Accord” that pledges more domestic support to Mexican farmers
and hints at preliminary steps to initiate safeguard actions on dry beans and white
corn. In addition, the document alludes to the ultimate goal of unilaterally renegoti-
ating the agriculture provisions of NAFTA by suspending the issuance of import
permits (cupos) for white corn except in times of short supply and encourages the
establishment of domestic production contracts to reduce dependence on United
States yellow corn imports.

I do not intend to discuss our problems with Mexico at length. It is essential Con-
gress and the Administration not renegotiate NAFTA and work towards its full im-
plementation. Renegotiation of NAFTA would be unwise and unproductive for both
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countries. NAFTA is a working agreement that provides benefits to Mexico and the
United States.

FREE TRADE AREA OF THE AMERICAS

At the center of attention of trade negotiations in the Western Hemisphere is the
Free Area of the Americas (FTAA). Through the FTAA process, corn growers seek
the following objectives: 1) overall reduction in tariff levels; 2) elimination of the use
of export subsidies for trade in the Western hemisphere; 3) the phasing out of tariff-
rate quotas; 4) fair administration of quotas and import permits; 5) eliminate other
market access restrictions; 6) disciplines on State Trading Enterprises; 7) science-
based regulations pertaining to human, animal and plant health and; 8) an expe-
dited dispute settlement process.

Two of these objectives deserve special note. Specifically, the United States feed
grain industry would benefit from increased access to the complex system of pref-
erential regional and bilateral trade that has emerged in the Hemisphere. Tariff re-
duction, and ultimate elimination, would ensure that United States corn exports
gain or retain access to markets on a basis comparable to that granted to other trad-
ing partners.

For example, duties between Mercosur countries are generally zero whereas mem-
bers apply the common external tariff and statistical tax for imports from the
United States (and other non-member countries). For example, Argentine enjoys a
2 percent tariff for corn exports to Brazil. The comparable rate for U.S. exports is
9.5 percent. While Brazil recently announced a tariff reduction for U.S. exports due
to short supplies, it remains difficult for the United States to compete in that region
for much of the year, despite some seasonal and freight advantages.

Bilateral Economic Complementary Agreements (ECA’s) also work to our dis-
advantage. The ECA between Chile and Mercosur members subjects corn from Ar-
gentina to a lower import duty (1.8 percent in 2003) than the United States (6 per-
cent in 2003).1

Such elimination of feed grain tariffs for our exports similar to those extended
under regional and bilateral agreements would allow United States feed grains to
compete in the Hemisphere under market conditions.

The “price band system” employed by Andean Pact countries continues to protect
domestic agricultural products from imports. Under the Alidean Pact’s common ex-
ternal tariff policies, corn imports from non-member countries are subject to a fixed
tariff and a variable tariff based on import prices. The complex variable tariff com-
ponent keeps internal prices high when world prices are low and declines as world
prices increase, effectively setting a floor on the import price of third-country prod-
ucts. Overall feed grain demand is dampened as domestic markets are insulated at
artificially high price levels, and as a result demand for imported feed grains is di-
minished. The use of price bands is inconsistent with WTO rules and should be
eliminated as part of the FTAA agreement.

Another top priority for corn growers is to prevent export subsidies from being
used by any member. We seek a commitment from each country to refuse to accept
subsidized exports from third parties. Export subsidies are the most trade distorting
of government policies and severely injure efficient producers. Elimination and pro-
hibition of future subsidies in the FTAA will not only level the playing field for agri-
cultural commodities but also will increase pressure on the European Union to re-
form its export subsidies in the WTO negotiations on agriculture.

CENTRAL AMERICA FREE TRADE AGREEMENT

Regarding a Central American Free Trade Agreement (CAFTA), the domestic feed
grain industry looks to gain greater market access through the elimination of tariffs.
In total, the region imports more than 1.6 million metric tonnes of corn per year,
with the United States supplying nearly all of that demand. While each country ap-
plies a different tariff rate for corn, immediate tariff elimination should be sought
in as many of these countries as possible.

In addition to tariff elimination, internal support measures employed by some
Central American countries continue to hinder access for United States feed grains.
El Salvador, Honduras and Nicaragua use commodity absorption agreements, which
require domestic end users and processors to purchase a certain percentage of do-
mestic production at high prices before being issued a license to import commodities.
Typically, domestic production of white corn and sorghum must be purchased before
import licenses are issued to import yellow corn at preferential tariffs. These mecha-

1Under the U.S.-Chile FTA, tariffs on corn exports drop to zero in the third year.
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nisms are clearly illegal under WTO rules, and should be eliminated under an FTA
agreement.

In addition, we feel the FTA with Central America should fully embrace trade in
products produced through agricultural biotechnology. At a minimum, the United
States should seek agreement from those countries that products of agricultural bio-
technology be evaluated solely on the basis of sound science.

TRANSPORTATION MODERNIZATION

Free trade agreements and liberalization will help, but will not solve, our competi-
tiveness problems in South America or around the world. Over the past 50 years,
our inland waterway system has provided the comparative advantage we have in
moving commodities like corn to market throughout the world from Minnesota and
other Midwestern states. However, after five decades, our waterways are showing
their age. Without additional investments in our transportation infrastructure,
United States farmers are at a severe disadvantage as foreign countries increase
their commitment to developing agricultural export markets.

The future financial success of corn growers throughout the nation is tied to the
Mississippi and Illinois Rivers system. For this reason, infrastructure improvements
that include new 1200-foot locks at seven locations are a top priority for our associa-
tion.

Improvements in the United States waterways system are urgently needed. These
aging 600-foot structures no longer can accommodate the volume of traffic or the
current size of the typical 1100-foot tows now employed on the Upper Mississippi
River. This results in long delays at older locks, averaging three to four hours. It
has been estimated that the delay due to outdated, inefficient locks on the Upper
Mississippi River costs approximately $900 per barge. If we are unable to move agri-
cultural products in an efficient manner, the United States will become less and less
competitive in export markets, and we will lose domestic markets as well. Eventu-
ally domestic agriculture will pay the price.

While we continue to study the issue, our competitors have invested in their
transportation infrastructure and have captured market share at our expense. Dur-
ing the last nine years Argentina has invested $650 million to improve its inland
waterway system. As a result, it has lowered the cost of shipping grain to global
markets, it has created a state-of-the-art soybean crushing industry and is now the
largest exporter of soybean meal. This has a direct affect on the ability of domestic
soybean growers to compete in the international marketplace.

We would be lucky if it were only Argentina. Brazil also is making similar
progress. To their credit, the Brazilians are overcoming their transportation dis-
advantages by improving their inland waterways to the point where they are now
the leading exporter of raw soybeans.

Modernizing the outmoded Upper Mississippi/Illinois lock system is absolutely
necessary so agriculture and related industries can compete in the international
marketplace. Our nation wouldn’t tolerate driving on two lane highways and roads
littered with potholes. Nor can we accept an inland waterway system that is incapa-
ble of meeting the transportation needs of the new century. This investment will
be a watershed achievement for agriculture and the nation as a whole over the next
50 years. We have a unique opportunity to make a needed investment in farm coun-
try and in the future well-being of domestic agriculture.

CONCLUSION

No doubt, our future as agricultural producers is linked to trade. The United
States Government and organizations like NCGA need to promote the benefits of
trade liberalization in multi and bilateral negotiations. We cannot retreat from any
region of the world, especially the one in our own backyard.

We look forward to working with the Committee on this and other issues of im-
portance in the future. I thank you again for the opportunity to address the Com-
mittee. I welcome your questions.

Senator COLEMAN. I should note my kind of a very uplifting
sense, in spite of all the challenges that we are talking about today,
this kind of consistent reiteration of, one, understanding that our
future is linked to expanding markets, and a continued focus on
phasing out of tariff rate quotas, elimination of export subsidies,
overall reduction in tariffs, trying to move forward. And I would
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note a responsibility we have to meet the challenge of competition
either through technology or through infrastructure.

And I would hope that my colleagues, when they read the record
catch that, that we have some obligations of things that we have
to do to simply allow Americans to do what they do best, which is
to compete if given the opportunity.

Let me ask a series of questions and just kind of go down the
list here. Mr. Ruth, you talked about or you mentioned in your tes-
timony the issue of weak or nonexistent intellectual property pro-
tection. And you, I think, said the ASA calls upon traders to kind
of cooperate, to kind of raise these issues.

I am interested in what the private sector, what you can do as
an organization. Does the ASA play a role in discussing this with
Monsanto, discuss this trade? What can you do to make sure that
our folks are more attune to these issues and place a proper em-
phasis on them?

Mr. RUTH. I think producers are well aware of the problem with
the Brazilian producers not paying the technology fees. And our
growers have daily interaction with the grain traders as they sell
their product. So it is important that they communicate through
their grain traders that it is a continued problem that we need to
address. Monsanto has presented a solution. While as Carl says, it
is not perfect, it is a step in the right direction, and we need to
make sure that they understand that American farmers support
that.

We are not happy with the fact that Brazilian producers are not
paying technology fees, and this is a step in the right direction to
meike certain that we do have a level playing field as far as tech-
nology.

Senator COLEMAN. Can you talk to me a little bit about some of
the other competitive factors? It is clear that not paying the fee
gives a competitive advantage. Are there other competitive factors
that I need to understand, we need to understand? And then can
you give me a sense of what should be done about them?

Mr. RuTH. Well, there is a whole series of competitive factors. As
you are aware, American Soybean Association took some congres-
sional staffers to Brazil back in February to try to get an under-
standing of what those factors are. Many of those are really dif-
ficult to get your hands around as far as some of the subsidies
whether it is transportation subsidies, direct subsidies, subsidized
financing. It is really hard to get solid sound answers to those
questions. That is why we are calling upon Congress to investigate
some of those further. There are numerous anecdotal evidence that
these things are occurring.

One farm show we attended, we literally saw the signage on ma-
chinery advertising government subsidized loans at 8%2 percent,
and this is taking place in a country where inflation is at 12%2 per-
cent. And commercial loans are available in the 20 percent range.
So those are definitely factors that lead to competitiveness advan-
tages for the Brazilian producers.

Senator COLEMAN. All right. Thank you very much, Mr. Ruth.

Mr. Casale, I appreciate your emphasis on intellectual property
rights must be at the heart of any trade agreements. And I know
that our first panel understands that, and certainly we have been
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part of that discussion. I am interested in trying to—I understand
the impact of the competitiveness issues we talked about here with
Brazilian farmers and not having to have to pay some of these
costs and the difference in price.

I guess the question I ask is: Looking at U.S. farmers, are they
in a position where they are going to have to make up that cost?
Are there any plans to increase the cost of Roundup Ready soy-
beans to U.S. farmers to make up for the difference? How do you
handle that?

Mr. CAsALE. Mr. Chairman, I answer that I guess on two dif-
ferent fronts. The first is Roundup Ready soybeans in the U.S.
market up here and we view it as a total system cost which is the
cost of the seed, the associated Roundup technology, and the
Roundup supplied over the top. That system has been very com-
petitive. It has trended down 3 to 5 percent perhaps this year, is
what our early indication would be on a weighted average stand-
point.

And our view is that over the long term, farmers that would
practice no-till in this country because of the relative components
of those, will continue to become more competitive. Conventional
soybeans that do not utilize as much Roundup and take advantage
of lower priced Roundup because the market has become more com-
petitive over time are not going to benefit to the same extent as
those other farmers.

A point I should make, though, is in terms of competitiveness,
when we think about no-till as a key enabler of efficiency, Latin
America has adopted no-till at a rate that is at about 2X what it
is up here. So we think that that will help drive that up here over
the longer term.

The other piece of this, I would say, is more of a macroeconomic
issue, and it is what happens over the long term. We will continue
to invest in new technology that makes farmers more productive.
We will commercialize that technology in markets that respect,
honor, and enforce intellectual property. That market has func-
tioned very well up here.

Our belief is that over time those benefits are going to incremen-
tally accrue to American farmers. We are working on two very new
exciting pieces of technology in soybeans, for example. Omega three
fatty acid, which, you know, the heart healthy benefits of that are
widely known. We are working on altering the oil profile of soy-
beans to look more like an olive oil or monosaturated fat profile.
It is not inconceivable that those benefits would accrue to farmers
up here because of the way our IP system works.

Senator COLEMAN. And to make sure I understand you, for those
countries that do not respect the property right, the patenting, the
intellectual property rights, then those countries would not be eligi-
ble to participate, to partake of the benefits of the new technology.
Is that correct?

Mr. CASALE. That is correct. It is a company that invests over $1
million a day. I mean, it is just economically rational. You are only
going to take that technology to countries in which you can recover
your investment.

Senator COLEMAN. Outstanding. And I do appreciate your com-
ments about the kind of macro global competitiveness, also quality
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transportation, cost of production, everything else. And I think we
have to take all those to heart. So I appreciate that. Thank you
very much, Mr. Casale.

Mr. CAsALE. Thank you, Mr. Chairman.

Senator COLEMAN. Mr. Greene, you talked about CAFTA and
FTAA may provide U.S. textile industry an opportunity to compete
with imports, and in fact, you said that is essential. Can you help
me understand how the agreements benefit U.S. textile mills, and
cotton farmers? I mean, specifically, where do you see the advan-
tage there, and do your members understand that?

Mr. GREENE. I think they are understanding that. The cotton in-
dustry, for quite a while, has embraced free trade. And NAFTA is
a good example of that, our support of NAFTA. And I think NAFTA
can be used as a model for other agreements in many respects.

We do believe our future is in trade. I mean, we cannot consume
all the cotton that is produced in the United States, with over 60
percent being exported. And we think that the Western Hemi-
sphere is where that future lies. The Asians give us great concern,
and so we think we should focus on the Western Hemisphere.

Senator COLEMAN. And yet I understand that you recently vis-
ited Brazil with the Industry Trade Delegation.

Mr. GREENE. Yes, sir.

Senator COLEMAN. Understanding this great potential in the
Western Hemisphere which is our neighborhood, not our backyard,
but our neighborhood and I think with great opportunity, can you
talk about your impressions of Brazil’s capacity to increase produc-
tion in export and how that kind of fits into the overall vision?

Mr. GREENE. Well, at this point, the Brazilians are not large
trading partners for cotton. Something less than 10 percent of what
we trade with NAFTA is the number that we trade with the Brazil-
ians. They do have just huge potential to expand their acreage.
They have infrastructure issues that they have to cope with, but
if they do deal with those positively, and I suspect they will over
time, they will be a major player in the world cotton market.

Senator COLEMAN. And I am without another question, but a
comment, in fact, I may ask one of the others about it, but I am
just going to raise the issue about limited USTR resources. I mean,
that has got to be a concern.

Where would you focus it, I mean, if you had your druthers? And
maybe some of the others want to address this issue. These are big
issues and big problems. I mean, if you ruled the universe there.

Mr. GREENE. Well, Mr. Chairman, you know, the Chinese—I will
give you an example of where we are concerned about USTR, and
trade with China is the issue. The Chinese agreed to certain con-
cessions, about 3.75 million bales of open access cotton. And they
have only exercised a very small fraction of that number. And we
have addressed that issue with USTR, and they have heard us, and
I understand that has been addressed with the Chinese. But none-
theless, at the same time when they have not allowed open access,
they have flooded the U.S. markets with textiles, very, very low
prices. We are very concerned with that.

Senator COLEMAN. Thank you very, very much, Mr. Greene.

Mr. Roney, you talked about the need for comprehensive multi-
lateral WTO approach. And I have got to—I mean, you raised the
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issues of the impact upon the sugar program, you know, should
FTAA have a disastrous impact. Jobs, produce income, do you have
any figures on that?

Mr. RONEY. It is pretty hard to predict, Senator, what the impact
would be, but from our experience in the late 1990s, 1999/2000, our
market was oversupplied by really only a couple hundred thousand
tons, and we had a drop in producer prices to a 22-year low. There
was about a 30 percent drop in prices. Now that accelerated the
level of bankruptcies that we are seeing in our industry, and so
that we have lost about a third of our mills just over the last 6
years.

What we would anticipate if we were flooded with sugar from
Brazil or other Western Hemisphere countries is that our price
would collapse. It would most likely collapse through the world
dump market price. And under that scenario, it is impossible to see
how any U.S. producers could survive up against the heavily sub-
sidized producers from abroad.

Senator COLEMAN. How do you propose to deal with these issues
in the WTO? How do we do that in an equitable way?

Mr. RONEY. We want to work with the administration on that,
Senator. We have supplied the administration with a study that we
commissioned to help them understand the extent of global sugar
subsidies. What we have noted is that many sugar subsidies fall
outside the three traditional pillars that are normally disciplined
in WTO negotiations—domestic supports import tariffs and export
subsidies. And what we discovered is that there are a large number
of indirect or non-transparent subsidies such as the cross sub-
sidization of sugar that you see from ethanol in Brazil, from import
and export state trading enterprises, from debt relief, from cur-
rency devaluations, from infrastructural programs.

And so, first of all, we are identifying those programs. And then
we intend to try to work with the administration to find the most
comprehensive, effective manner to address all of those. But I
would emphasize again, Senator, that the only forum where we can
do this is the WTO, and the FTAs are just not going to get there
because they are aimed at only a couple of countries. We are not
looking at domestic supports, and we are not looking at a myriad
of ‘%ade distorting practices that we can only really tackle in the
WTO.

Senator COLEMAN. Thank you very much, Mr. Roney.

And finally, Mr. Boisen, I appreciate your vision about the oppor-
tunities that trade presents. I wonder if I could kind of put some
value on that. By increasing access to feed grains like corn in Cen-
tral and South America, what would be the expected boost in sales
to those countries? Is there any way to quantify that?

Mr. BOISEN. In Central America and northern South America,
there would be some immediate advantages to reducing of tariffs
and other trade barriers that are restricting to livestock production
in those areas. As the tariffs came down, the price of the meat of
livestock products came down. The demand would grow. We have
virtually that whole market. And there is no reason to believe that
we would not also continue to fill that market.

In Brazil, that is a little different story. The demand is there, but
without tariff adjustments to Mercosur, we do not stand a chance
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of supplying Brazil any corn. Should those tariffs be adjusted, that
might be a different story. And Brazil uses a fair amount of corn.
In the last few years, they have used anywhere from a half-million
tons up to almost 2 million metric tons.

Senator COLEMAN. Thank you. Our last question, what are the
costs associated with not moving forward with FTAA and CAFTA
negotiations?

Mr. BoIsEN. We immediately lose any chance of a market share
in a very competitive world market. We cannot afford not to move.

Senator COLEMAN. Thank you. Thank you. That is a good answer
to end this panel on. I want to thank the panel very, very much.

And now I would like to invite the third and final panel to the
table. From the great State of Minnesota, Mr. Jim Quackenbush
from Chokio, vice president of National Pork Producers Council, a
special welcome to you; Mr. Gregg Doud from Washington, DC,
chief economist of the National Cattlemen’s Beef Association; Mr.
Andy LaVigne from Lakeland, Florida, executive vice president and
CEO of Florida Citrus Mutual; and another fellow Minnesotan, Mr.
Dave Frederickson, former Minnesota State Senator, and current
president of the National Farmers Union, a special welcome to you,
Mr. Frederickson; and Mr. Tom Suber from Arlington, Virginia,
president of the U.S. Dairy Export Council.

V\ée will start with you, Mr. Quackenbush. Please begin when
ready.

STATEMENT OF JIM QUACKENBUSH, BOARD OF DIRECTORS,
NATIONAL PORK PRODUCERS COUNCIL, CHOKIO, MN

Mr. QUACKENBUSH. Thank you, Senator.

I have farmed for the last 30 years with my father and two
brothers producing pork, corn, soybeans, and wheat. I also serve on
the Board of Directors of the National Pork Producers Council.
However, in deference to my fellow Minnesotan, Don Buhl, who is
the vice president of the National Pork Producers Council, that was
a bit of a misquote. I do serve, however, as chairman of the Market
Enhancement Committee, Competitive Markets Committee. So I
want to clarify that.

I want to say at the start, as a teenager, I once asked my father
why he chose to be a farmer, and he said with great pride and a
considerable amount of emotion, that he realized that his genera-
tion for the first time in the history of the world had the oppor-
tunity to really do something about world hunger. Now we have
heard a great many remarks here today about the business of ex-
porting, the business of agriculture, and we are often told as farm-
ers that we need to make our decisions based on a business deci-
sion and on sound economic principles. And many of my remarks
today will focus on the business of pork production and protecting
or expanding export markets. But to a great many farmers in this
country, it is about much more than exports, and much more than
business.

In 2002, U.S. pork exports set another record. Much of the
growth in U.S. pork exports is directly attributable to new and ex-
panded market access through recent trade agreements. However,
as the benefits from the Uruguay Round and the North American
Free Trade Agreement begin to diminish, the negotiation of new
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trade agreements becomes paramount to the continued growth and
profitability of U.S. pork producers. While the WTO negotiations
clearly offer the single largest opportunity to increase exports, the
bilateral and regional negotiations also offer significant oppor-
tunity.

We support the negotiation of the Free Trade Agreement of the
Americas, and I have provided specifics in my written statement.

While U.S. pork producers and others in U.S. agriculture have
benefited significantly from past trade agreements, we must all re-
main vigilant in protecting the gains made in those past agree-
ments. This is particularly the case when important large markets
are at stake, such as Mexico, where the U.S. agriculture has in-
vested huge amounts of time and money to succeed. Pork producers
and our colleagues in American agriculture simply cannot stomach
having these markets snatched away and still believe that trade
agreements are of any value. It is that simple.

It is imperative that the United States act decisively to protect
the gains made in past trade agreements in order to retain and
shore up support in U.S. agriculture for new trade agreement ini-
tiatives.

In my written statement, I have provided you with comments
about the illegal imposition of an antidumping order on U.S. live
hogs. I want to discuss today Mexico’s most recent actions with re-
spect to U.S. pork which threatens the livelihoods of thousands of
U.S. pork producers.

Senator COLEMAN. And, Mr. Quackenbush, we will enter your en-
tire statement into the record.

Mr. QUACKENBUSH. Thank you. Mexico is principally using two
illegal means to advance its protectionist agenda on pork. First,
Mexico has illegally initiated an antidumping investigation against
U.S. pork exports. Second, Mexico is illegally stopping U.S. pork ex-
ports at the border.

Like the United States and other countries, Mexico has the right
to use its trade laws. However, Mexico does not have license to
flaunt WTO rules and use its trade laws as a tool of protectionism.

The antidumping investigation that Mexico initiated against U.S.
pork exports on January 7 is probably the greatest abuse ever of
WTO antidumping rules. As underscored by the USTR in its dis-
cussions with Mexico, the case is illegally initiated and must be
terminated.

In addition to the illegal initiation of that antidumping case
against U.S. pork, Mexico continues to illegally stop U.S. pork at
the border for alleged sanitary concerns. In December 2002, large
quantities of U.S. pork were rejected at the border for unjustifiable
sulfamethazine concerns, costing the U.S. pork industry millions of
dollars in losses. Earlier this year, Mexico slowed U.S. pork exports
by testing for copper and other metals. Most recently, Mexico has
promulgated new regulations which are clearly intended to restrict
U.S. pork, beef, and poultry exports to Mexico.

The stakes in Mexico are very high for U.S. pork producers. Any
interruption of our pork exports to Mexico, whether through a
trade case or through legislative or regulatory means, would be cat-
astrophic for our industry. Mexico is the second largest export mar-
ket for U.S. pork. In 2002, the U.S. exported to Mexico 217,909
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metric tons of pork, valued at over $252 million. There is no good
time to lose a major export market, but U.S. pork producers are
particularly vulnerable at the present time.

The average U.S. pork producer has endured 18 straight months
of losses. If the Mexicans place dumping duties on U.S. pork or
take other action to restrict U.S. pork exports, U.S. hog prices will
remain low and thousands of producers will potentially be forced
out of business.

That ends my oral statement, and I thank you.

Senator COLEMAN. Thank you very, very much, Mr.
Quackenbush.

[The prepared statement of Mr. Quackenbush follows:]

PREPARED STATEMENT OF JIM QUACKENBUSH, BOARD OF DIRECTORS, NATIONAL PORK
PRODUCERS COUNCIL

I am Jim Quackenbush from Chokio, Minnesota. For the past 30 years I have
farmed in a family operation with my father and two brothers producing pork, corn,
soybeans, and wheat. I recently turned the operation over to my brothers and have
started a consulting business assisting other pork producers in the areas of produc-
tion management and business development. I also serve on the board of directors
of the National Pork Producers Council (NPPC).

Mr. Chairman, I greatly appreciate everything that you and other members of this
Subcommittee have done to advance U.S. agricultural exports. I strongly believe
that the future of the U.S. pork industry, and the future livelihood of my family’s
operation, depend in large part on further trade agreements and continued trade ex-
pansion.

I once asked my father why he chose to be a farmer. He said with great pride
and emotion that he wanted to be a part of ending world hunger. The experts today
tell us to treat our farming operations as businesses and to make our decisions
based on sound economic principles. Most of my remarks today will focus on the
business of pork production and protecting or expanding markets. But to almost all
of the farmers I know its about much more than business.

The National Pork Producers Council is a national association representing pork
producers in 44 affiliated states that annually generate approximately $11 billion
in farm gate sales. The U.S. pork industry supports an estimated 600,000 domestic
jobs and generates more than $64 billion annually in total economic activity. With
10,988,850 litters being fed out annually, U.S. pork producers consume 1.065 billion
bushels of corn valued at $2.558 billion. Feed supplements and additives represent
another $2.522 billion of purchased inputs from U.S. suppliers which help support
U.S. soybean prices, the U.S. soybean processing industry, local elevators and trans-
portation services based in rural areas.

Pork is the world’s meat of choice. Pork represents 47 percent of daily meat pro-
tein intake in the world. (Beef and poultry each represent less than 30 percent of
daily global meat protein intake.) As the world moves from grain based diets to
meat based diets, U.S. exports of safe, high-quality and affordable pork will increase
because economic and environmental factors dictate that pork be produced largely
in grain surplus areas and, for the most part, imported in grain deficit areas. How-
ever, the extent of the increase in global pork trade—and the lower consumer prices
in importing nations and the higher quality products associated with such trade—
will depend substantially on continued agricultural trade liberalization.

PORK PRODUCERS ARE BENEFITING FROM TRADE

In 2002, U.S. pork exports set another export record totaling 726,484 metric tons
(MT) valued at §1.504 billion. Exports to Japan, the largest market for U.S. pork
exports, increased 5 percent to 271,129MT. Exports to Mexico, the second largest
destination for U.S. pork, also continued to grow increasing by 7 percent from 2001
levels to 217,909MT.

Much of the growth in U.S. pork exports is directly attributable to new and ex-
panded market access through recent trade agreements. However, as the benefits
from the Uruguay Round and the North American Free Trade Agreement (NAFTA)
begin to diminish, the negotiation of new trade agreements becomes paramount to
the continued growth and profitability of U.S. pork producers. For this reason,
NPPC led a coalition of more than 80 U.S. agriculture organizations in working to
get Trade Promotion Authority through the U.S. Congress last year. On behalf of
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U.S. pork producers, NPPC is now deeply involved in many trade initiatives, includ-
ing the World Trade Organization (WTO) agriculture negotiations. The potential
payoff to producers from a new WTO agriculture agreement is high. As good as the
past trade agreement have been, global pork tariffs still average a whopping 77 per-
cent.

Even in Japan—America’s largest pork export market—U.S. pork exports are se-
verely limited due to a gate price system and safeguards designed to protect Japa-
nese producers. Moreover, the U.S. pork industry must compete globally with sub-
sidized pork from the European Union and other countries.

In addition, NPPC continues to be active in bilateral and regional trade negotia-
tions. While the WTO negotiations clearly offer the single largest opportunity to in-
crease exports, the bilateral and regional negotiations also offer significant oppor-
tunity. We support the negotiation of the Free Trade Agreement of the Americas
and I will provide additional comments regarding this important initiative later in
my statement.

EXISTING TRADE AGREEMENTS MUST BE ENFORCED

While U.S. pork producers and others in U.S. agriculture have benefited signifi-
cantly from past trade agreements, we must all remain vigilant in protecting the
gains made in past trade agreements. This is particularly the case when important
large markets are at stake, such as Mexico, where U.S. agriculture has invested
huge amounts of time and money to succeed. Pork producers and our colleagues in
American agriculture simply cannot stomach having these markets snatched away
and still believe that trade agreements are of any value. It is that simple. It is im-
perative that the United States act decisively to protect the gains made in past
trade agreements in order to retain and shore up support in U.S. agriculture for
new trade agreement initiatives.

MEXICO IS UNILATERALLY RENEGOTIATING THE NAFTA

The Mexican government is unilaterally withdrawing concessions that it made to
the United States in the NAFTA. Mexico is illegally using legislative and regulatory
means including, the abuse of its antidumping laws and the abuse of its sanitary/
inspection practices at the border, to restrict U.S. agriculture exports. While Mexico
has utilized these illegal practices for a number of years, the illegal activities have
reached a crescendo in recent months. Mexico’s illegal tactics are impacting not only
pork producers but a broad swath of American agriculture that includes apple pro-
ducers, beef producers, corn producers and refiners, dry bean producers, and rice
producers.

Just as the NAFTA envisioned for industries on both sides of the border, Mexico
became the number one or two export market and a critical component of sales for
many sectors of U.S. agriculture. Much of U.S. agriculture is now dependent upon
the NAFTA to provide significant sales and generate revenues. With amazing ag-
gression, the market access in Mexico on which we have become so dependent, has
been, is being, or is now being threatened to be stripped away by actions by the
government of Mexico. As a result, pork producers and many of our colleagues in
U.S. agriculture believe the Mexico situation is the single most important trade and
market access issue for the export-oriented agriculture community. In fact, it is
hurting us more than any other single issue.

MEXICO IS ILLEGALLY BLOCKING THE EXPORT OF LIVE HOGS FROM THE UNITED STATES

On October 21, 1998, the Mexican government initiated an antidumping inves-
tigation of live hogs from the United States. On October 20, 1999, Mexico issued
its final resolution and ruled that U.S. imports were being dumped at a rate
amounting to 15.9 cents per pound (or 48.33 percent ad valorem) and that the U.S.
imports were threatening injury to the Mexican hog industry. These duties have
acted as a de facto embargo on U.S. lightweight hog exports to Mexico.

During the 1990s the U.S. pork industry began producing and processing increas-
ingly heavier hogs. Most of these hogs were (and still are) raised in an “all in, all
out” production system. While most of the hogs produced fall within the weight
range demanded by packers, a small amount are “lightweights” and sell at about
one-half of prevailing U.S. live hog prices. In the late 1990’s pork industry partici-
pants in both the U.S. and Mexico realized the potential for the sale of lightweight
U.S. hogs to Mexico because of the growing disparity in slaughter weights between
the two countries. While in the United States, the average slaughter weight of a
hog is 250 pounds, in Mexico the average slaughter weight is about 200 pounds.

Notwithstanding that Mexico is a hog deficit country and needs to import hogs
in order to meet the demand of its consumers for pork, the Mexican hog producers
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brought an antidumping case against the U.S. hog exports. The law and the facts
weighed strongly toward a finding of “no injury” to the Mexican hog producers but,
the government of Mexico issued an antidumping order that completely halted the
export of lightweight hogs from the U.S. to Mexico.

Mexico’s decision violates the WTO Antidumping Code for a number of material
reasons. First, the volume of U.S. hog exports to Mexico during the period of inves-
tigation was extremely non-injurious at less than one-half percent of total Mexican
domestic consumption. Further, U.S. hog exports could not increase to injurious lev-
els because, before and during the dumping case, the Mexican government main-
tained a ban on imported hogs that weighed greater than 110 kilograms (heavy-
weight hogs), which is substantially below the average weight of U.S.-produced
hogs. Second, Mexico failed to collect and analyze crucial injury-related data for the
Mexican hog industry.

The United States notified the WTO Secretariat that it intended to request a dis-
pute settlement panel to review the legality of the Mexican government’s decision.
In September 2000 the United States and Mexico then engaged in mandatory con-
sultations to determine whether a mutually satisfactory solution could be reached
in lieu of litigation. As a result of these consultations, the Mexican government
agreed to immediately initiate a Changed Circumstances Review of the antidumping
duty order and to conduct the review in an expedited manner. The objective of this
review was to lead to a termination or lowering of the duties. The Mexican govern-
ment also lifted its ban on heavy-weight hogs at that time.

Unfortunately, the preliminary determination in the changed circumstances re-
view was not reached until early summer of 2001. The preliminary determination
left the same level of antidumping duties in place. Mexico told USTR during the
WTO consultations in September 2000 that the changed circumstances review would
be handled on an expedited basis. When USTR confronted Mexico about undue
delay in summer 2001, Mexico promised to have a final determination in the
changed circumstances review completed by November 2001. Since that time USTR
and USDA have repeatedly confronted Mexico about its failure to issue a final deter-
mination in the Changed Circumstances Review and terminate the antidumping
order on U.S. hogs.

As previously remarked, Mexico lifted its ban on the import of heavyweight hogs
as a result of WTO consultations with the U.S. in September 2000. While Mexico
will primarily be a market for the export of lightweight hogs, there is some demand
for U.S. heavyweight hogs and some heavyweight U.S. hogs have been exported to
Mexico since the ban was lifted. However, there have been numerous unfair sani-
tary/veterinary restrictions put in place designed to slow the export of U.S. heavy-
weight hogs such as having a veterinarian accompany each load of hogs from the
border to the final destination.

MEXICO’S RECENT ACTIONS AGAINST U.S. PORK JEOPARDIZE THE LIVELIHOODS OF
THOUSANDS OF U.S. PORK PRODUCERS

Mexico’s most recent actions with respect to U.S. pork imperil the livelihoods of
thousands of U.S. pork producers.

Mexico is principally using two illegal means to advance its protectionist agenda
on pork. First, Mexico has illegally initiated an antidumping investigation against
g.S. pork exports. Second, Mexico is illegally stopping U.S. pork exports at the bor-

er.

Mexico has been phasing-in its market access commitments on pork since the in-
ception of the NAFTA. In January 2003 the implementation period for pork was
scheduled to be completed. However, Mexican pork industry representatives have
had success in lobbying the Mexican government for protection from U.S. pork ex-
ports. This is somewhat surprising given that there are only 4,475 commercial pork
producers in Mexico.

As is widely known, beginning in the latter part of 2002, many of Mexico’s agri-
cultural organizations started to demand the renegotiation of the agricultural as-
pects of the NAFTA. At first, the Mexican government staunchly defended the
NAFTA. However, the farm organizations threatened to hold massive demonstra-
tions intended to close numerous border crossings and otherwise disrupt Mexican
commerce. With the pressure in Mexico mounting, Mexico’s Secretary of the Econ-
omy announced at a January 5 conference organized by Mexico’s National Farm
Workers Federation that aspects of the NAFTA that “need to be corrected, will be
corrected.” On January 7 Mexico then initiated an AD case against U.S. pork.

While Mexico has resisted a comprehensive renegotiation of the agriculture chap-
ter of the NAFTA, Mexican officials have made it clear that they will “armor-plate”
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Mexican agriculture by pro-actively using Mexico’s trade laws and border practices
to restrict pork and other U.S. agriculture exports to Mexico.

Like the U.S. and other countries, Mexico has a right to use its trade laws. How-
ever, Mexico does not have license to flaunt WTO rules and use its trade laws as
a tool of protectionism. The antidumping investigation that Mexico initiated against
U.S. pork exports on January 7 is probably the greatest abuse ever of WTO anti-
dumping rules. As underscored by USTR in its discussions with Mexico, the case is
illegally initiated and must be terminated. A preliminary determination in the case
is expected on or before July 16 at which time provisional duties on U.S. pork ex-
ports could be put into place.

A number of points with respect to the illegality of the pork antidumping case.
First, the Mexican association that requested the investigation, the CMP, does not
represent the Mexican pork industry, and therefore, did not have any legal right to
make the request. The producers of pork in Mexico, the slaughterhouses and the
packers, have stated that they do not want the investigation to proceed and have
asked that it be terminated. We understand that the U.S. government has refused
to begin antidumping investigations of Mexican products under similar cir-
cumstances, and we do not understand why the U.S. pork industry is not being
given reciprocal treatment here. Second, the CMP created the appearance that U.S.
exporters are dumping pork in Mexico by comparing apples and oranges. The CMP
compared prices for our sales to Mexico of fresh hams to prices for our sales to
Japan of pork loins. Although any consumer knows that fresh hams have a lower
price than tenderloins, the CMP nevertheless concluded that this comparison was
proof that we were dumping pork in Mexico. Third, the CMP claimed that it was
threatened with harm by imports of pork from the United States, but did not pro-
vide any proof about the financial condition of Mexican producers. The World Trade
Organization already has found in other cases that each of these errors, taken alone,
is sufficient to negate the entire case.

In addition to the fatal flaws I just mentioned, the dumping case is not based on
present material injury but on a threat of future injury to the Mexican industry.
This is extremely speculative. In fact, an injurious increase in exports of U.S. pork
to Mexico is highly unlikely. The duty on U.S. pork last year was only 2%. The duty
has steadily phased down over the past ten years and any future increase is ex-
pected to be incremental as in past years.

Moreover, the dumping case does not include Canada and Chile. In recent years
these countries have increased their share of the Mexican pork market faster than
the United States. Any restriction on U.S. pork exports will be offset by increased
exports from Canada and Chile at the expense of Mexican producers.

In addition to the illegal initiation of an antidumping case against U.S. pork,
Mexico continues to illegally stop U.S. pork at the border for alleged sanitary con-
cerns. In December 2002, large quantities of U.S. pork were rejected at the border
for unjustifiable sulfamethazine concerns costing the U.S. pork industry millions of
dollars in losses. Earlier this year Mexico slowed U.S. pork exports by testing for
copper and other metals. Most recently, Mexico has promulgated new regulations
(NOM 6) which are clearly intended to restrict U.S. pork, beef, and poultry exports
to Mexico.

The stakes in Mexico are very high for U.S. pork producers. Any interruption of
our pork exports to Mexico, whether through a trade case or through legislative or
regulatory means, would be catastrophic for the industry. Mexico is the second larg-
est export market for the U.S. pork industry—in 2002 the U.S. exported to Mexico
217,909 metric tons of pork valued at $252 million. There is no good time to lose
a major export market but U.S. pork producers are particularly vulnerable at the
present time. The average U.S. pork producer has endured 18 straight months of
losses. If the Mexicans place dumping duties on U.S. pork or take other action to re-
strict U.S. pork exports, U.S. hog prices will remain low and thousands of producers
will be forced out of business.

The great irony here is that while the average U.S. pork producer has been losing
money, the average Mexican pork producer has been very profitable. While pork
production in the U.S. has been flat, pork production in Mexico has increased.

As detailed in the following chart, Mexican pork producers have captured about
half of the increase in pork consumption in Mexico.
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Indeed, Mexican Pork Exports Have Doubled in Recent Years. While Mexican
pork producers demand protection from free and open trade, they are a major bene-
ficiary of such trade. As shown in the preceding chart, exports from Mexico of pork
products have grown 1,100% since 1994. In response to pressure by the Mexican
pork industry, the Fox Administration has made pork exports a centerpiece in the
negotiation of a free trade agreement with Japan.

U.S. pork producers urge the U.S. Government to use all available means to get
Mexico to refrain from its illegal actions against U.S. pork and to keep the Mexican
market open to U.S. pork exports.

CHILE IS THE TEMPLATE FOR PORK IN THE FTAA

Negotiations for the United States-Chile Free Trade Agreement were recently
completed. U.S. pork producers appreciate the outstanding results negotiated by
U.S. trade officials on pork and pork products. Chilean tariffs on virtually all pork
and pork product HS codes will be reduced immediately to zero upon entry into
force of the agreement. Moreover, parallel discussions on sanitary issues were con-
ducted with Chile in order to ensure that the U.S. pork industry receives real and
meaningful access. Chile has published an equivalence rule which, if implemented,
will authorize the importation of pork into Chile from all USDA-approved pork fa-
cilities. We understand that the comment period for the rule will soon expire. We
hope that the rule will quickly be implemented.

VENEZUELA’S RESTRICTIVE IMPORT POLICIES MUST STOP

Pork producers applaud the Administration for initiating WTO consultations with
Venezuela. Venezuela’s failure to issue import permits to U.S. exporters of pork has
been a major barrier to trade. Venezuela’s SASA issues licenses sporadically, if at
all, for pork. We understand that Venezuelan authorities go so far as to consult do-
mestic pork producers prior to issuing these licenses. If WT'O consultations are not
successful in persuading the Venezuelans to drop their restrictive import practices.
the Administration should seek the establishment of a WT'O dispute settlement panel.
It is important that this issue be resolved once and for all. Therefore, it might be
useful to seek a dispute settlement panel even If Venezuela suddenly begins issuing
these permits again. U.S. pork exporters, like all businesses, need a certain degree
of predictability. The looming threat of import permit rejections could be enough to
discourage U.S. pork exporters from conducting business.

Another WTO-inconsistent practice in Venezuela that has negatively affected U.S.
pork producers is the implementation of the Andean Community’s price band for
“sensitive” agricultural commodities such as pork. Although this concern would be-
come irrelevant if all tariffs on pork are eliminated, the importance of allowing ex-
porters to anticipate any tariffs that might remain should be emphasized. This is
simply not possible with the current system in Venezuela, under which tariffs
change frequently and are based on reference prices that are often artificially high.
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Chile recently lost a price band case at the WTO. The practice limits trade and must
be halted.

The speedy resolution of these issues in Venezuela is a top priority for U.S. pork
producers because of the great value of this market. Venezuelan processors are often
undersupplied with pork products and would happily import the affordable quality
pork that the U.S. can provide if only their government would make this feasible.
This market easily could be worth tens of millions of dollars in U.S. pork exports.

COLOMBIA UNFAIRLY RESTRICTS PORK IMPORTS

Problems in Colombia are similar to those in Venezuela as detailed above. When-
ever Colombia’s Ministry of Agriculture determines that imports might hurt domes-
tic producers, imports are prohibited for an indefinite period of time. Like Ven-
ezuela, the price band system causes severe problems in Colombia as well, with tar-
iffs on pork sometimes spiking as high as 60%. These variations in tariffs prevent
all but the largest of Colombian importers from being able to withstand the risk of
importing substantial quantities of pork. The use of excessively high reference prices
has been a significant problem for U.S. pork exporters as well.

Another prominent trade barrier in Colombia has been its use of disguised export
subsidies for pork. Colombia has admitted to the WTO that a number of its domestic
support programs actually constitute illegal export subsidies, but the Colombians
have not yet confirmed that these subsidies have been eliminated.

THE COUNTRIES OF CENTRAL AMERICA MUST RECOGNIZE THE U.S. MEAT INSPECTION
SYSTEM AND ELIMINATE TARIFFS

Unlike virtually all the countries to which the U.S. exports pork, some of the Cen-
tral American countries do not accept pork from all USDA-approved facilities. Rath-
er, like the European Union, these countries insist on sending their own inspectors
to U.S. pork plants. This practice is completely unacceptable. It operates as a non-
tariff barrier to trade.

The United States has the most comprehensive and effective system of food safety
management in the world. The wholesomeness of the U.S. food supply is second to
none in the world. An integral part of the U.S. food safety system is USDA’s inspec-
tion and certification of U.S. meat producing facilities. Each of the Central American
nations must agree to accept pork from any USDA-approved facility.

At one point not long ago, China was reluctant to accept pork from all USDA-
approved facilities. USTR and USDA persuaded China to change its position, which
is memorialized in the Agreement on U.S.-China Agricultural Cooperation. The Cen-
tral American countries must also be persuaded to accept pork from all USDA facili-
ties.

COSTA RICA

There are two major barriers in Costa Rica that thwart U.S. pork exports. First,
early in 2002 Costa Rica began to require individual inspections of U.S. pork plants
in order to certify them for export to Costa Rica. This requirement had an imme-
diate adverse impact on a market that was already extremely protected by the sec-
ond major barrier; exorbitant tariffs on pork which range from 45 to 50 percent. The
paltry stream of U.S. pork exports to Costa Rica came to a virtual halt upon imple-
mentation of the plant inspection requirement. U.S. pork exports to Costa Rica in
2001 were modest at 173 MT. These then decreased almost 50% in comparing the
January-November period of 2002 to the same period of 2001. The de facto ban on
imports has created hardships for Costa Rica’s domestic meat processing industry.
Costa Rican processors can not get enough pork for their processing operations.

EL SALVADOR

Like Costa Rica, El Salvador also appears to be erecting barriers to U.S. pork ex-
ports in preparation for FTA negotiations with the United States. El Salvador has
told USDA that it intends to require individual inspections of U.S. pork facilities.
In addition, the tariff on pork was recently raised from 15% to 40%. To add insult
to injury, El Salvador engages in blatant protection of its domestic pork industry
by only granting import permits after domestic production is purchased at inflated
prices, then trying to continue control of the sector by only granting permits for the
precise amount of product needed domestically. This creates extreme unpredict-
ability for potential exporters. All three of these restrictions are entirely unaccept-
able and must be resolved. If tariffs are not immediately lowered to zero they should
begin to phase down from the previously applied rate of 15%.
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GUATEMALA

Guatemala has a tariff rate quota (TRQ) that captures red meat imports. The in-
quota duty of 15% on increases to a 30% out of quota duty once the red meat import
quota of 1,595 MT is reached. It is especially difficult for one quota to be tied to
all red meat, making it very hard for exporters to estimate when the quota might
be filled. The tariff rate quota should be abolished and tariffs should be reduced to
Zero.

HONDURAS

Honduras also has stated its intention to require inspections of individual U.S.
pork plants. Despite an 18% tariff and frequently changing sanitary regulations
without WTO notification, 67% of Honduran pork imports were from the United
States in 2001. Some Honduran producers have become upset at the rapid increase
in the amount of U.S. product in their market, but it is obvious that the quality
and affordability of U.S. product is what Honduran importers desire. Even with lu-
dicrous recent accusations in the press from Honduran producers that U.S. pork is
possibly contaminated due merely to the amount of time it is frozen, this market
continues to grow.

NICARAGUA

Like some of its Central American neighbors, Nicaragua also recently increased
its barriers to U.S. pork exports as FTA negotiations approach. Nicaragua raised its
tariff on pork from 10 to 15%.

PANAMA

Panama’s imports had been increasing significantly following WTO accession, but
most of the advances in trade liberalization have since been reversed the past few
years. Barriers that U.S. exporters of pork face now are myriad. Panama recently
joined with many of its neighbors in requiring individual inspections of U.S. plants.
This practice is utterly unacceptable. Moreover, tariffs on some pork products are
as high as 81%, with the average tariff rate on pork is a staggering 43.3%. In addi-
tion, some U.S. exporters have been hampered by Panama failing to implement its
stated policies. Panama has an official policy that a sanitary permit is presumed
granted if it is not processed within 30 days. Yet in recent years this policy has
often been ignored. This unpredictability costs exporters much time and money.
Panama, along with other Central American countries, should eliminate pork tariffs
and their plant inspection requirements, and also make import requirements precise
and clear.

THE CARIBBEAN NATIONS MUST REMOVE ILLEGITIMATE BARRIERS

The nations of the Caribbean should be a huge market for U.S. pork producers
given the geographical proximity of these nations and the prohibitive expense of
producing pork domestically (since nearly all feed grains must be imported). How-
ever, very little of this potential has materialized due to blatant protectionism.
There are both prohibitive tariffs and technical/sanitary barriers in both the
CARICOM countries as well as in other nations in the region. Two of the most sig-
nificant potential markets in this region are Jamaica and the Dominican Republic.
1Somg Epfciﬁc examples of the many barriers to U.S. pork exports in the region are
isted below.

JAMAICA

Jamaica maintains an outright ban on imports of fresh pork from the U.S. This
is due to non-science-based concerns about Pseudorabies Virus (PRV), which is also
know as Aujeszky’s disease. The U.S. is on the precipice of eradicating PRV. Regard-
less of the U.S. eradication program, there is no valid scientific reason for restricting
pork exported from countries which have not yet eradicated PRV. The OIE Code
chapter on Aujeszky’s disease does not include pork in the list of commodities to be
considered a risk. Virtually the whole world accepts U.S. pork without restriction.

There is also a 40% tariff on pork in Jamaica. This exorbitant tariff must be elimi-
nated or reduced to single digit levels.

DOMINICAN REPUBLIC

Over the course of the past few years the level of protection afforded the domestic
meat industry in the Dominican Republic has increased significantly. Specifically,
a huge tariff of 25% on pork was implemented. But, more troubling, a de facto ban
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on pork imported from the U.S. was instituted by virtue of the government’s failure
to issue import licenses. These restrictive measures were supposedly short-term
fixes intended to be eliminated within a year. However, more than two years later
these barriers remain in place. U.S. pork exporters continue to have their applica-
‘ci(()inf1 for import permits rejected, with no clear explanation for the rejection pro-
vided.

THE MERCOSUR COUNTRIES MUST GIVE U.S. PORK EQUAL MARKET ACCESS

The members of the Common Market of South America (MERCOSUR) extend
preferential tariff treatment to each other. This situation severely limits the inroads
that the U.S. pork industry can make in this region. The FTAA agreement should
level the playing field and provide U.S. pork exporters with the same trade benefits
that these nations provide to each other.

ARGENTINA

U.S. pork exports to Argentina no longer are banned due to a recent sanitary
agreement. The current economic climate in Argentina has not been conducive to
pork exports from the U.S. under the new sanitary protocol. However, Argentina’s
pork processing sector is reliant on imports. (Most pork in Argentina is consumed
in processed form, not as chilled/frozen table meat.) Brazil, a key global competitor
to the U.S. pork industry, supplies the vast majority of Argentina’s pork imports.
Brazil benefits from significant MERCOSUR tariff advantages on pork. The U.S.
should obtain the same access as Brazil as part of a FTAA agreement.

BRAZIL

Brazil does not currently recognize the U.S. plant inspection system, instead in-
sisting on approving U.S. plants individually to be eligible to export to Brazil. This
is unacceptable. As for Brazil’s pork industry, in recent years both pork production
and exports have increased dramatically. Brazil’s pork exports increased more than
600% in the 5-year period from 1997-2002. The surge in exports has been aided by
the depreciation of the real. About 80% of Brazilian pork exports are to Russia.
Many in the international meat community question whether the currency devalu-
ation and normal market conditions account for the increase in Brazilian pork ex-
ports. Brazil utilizes a number of localized subsidy programs for pork. It is difficult
to determine the exact impact of these programs. However, the extremely low prices
at which Brazil is selling pork to Russia suggest that subsidies may be impacting
the market. In the process of FTAA negotiations this matter should be thoroughly
investigated to ensure Brazil is meeting its WTO commitments.

Additionally, fresh and processed U.S. pork products are subject to duties of 11.5%
and 7.5% respectively in Brazil. This is in contrast to MERCOSUR members who
are able to ship pork duty free. Brazil’s production and productivity indexes are
comparable to those achieved in other pork exporting nations. The Brazilian pork
industry is advanced, export-focused, and should not be shielded from competition
in any way in the FTAA agreement.

PARAGUAY

Paraguay currently has a tariff of 13% on pork from the U.S. while there is no
tariff for their MERCOSUR neighbors. Brazil has certain advantages in shipping to
this market given the geographical proximity. However, on a level playing field U.S.
pork producers will be able to make export sales.

URUGUAY

The situation for U.S. pork producers in Uruguay is almost identical to that in
Paraguay. There is no tariff for MERCOSUR members and the tariff is 13% for the
Us

Mr. Chairman, I thank you for the opportunity to present this statement.

Senator COLEMAN. Mr. Doud.

STATEMENT OF GREGG DOUD, CHIEF ECONOMIST, NATIONAL
CATTLEMEN’S BEEF ASSOCIATION, WASHINGTON, DC

Mr. Doup. Mr. Chairman, The NCBA appreciates the oppor-
tunity to present our views on the future relations in the Western
Hemisphere. We are the association of America’s cattle farmers and
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ranchers and the marketing organization for the largest segment of
the Nation’s food and fiber industry. I am Gregg Doud, our chief
economist here in Washington.

NCBA supports trade initiatives that reduce barriers to access
for U.S. beef. Trade liberalization has been a key to economic
growth for centuries. Nonetheless, there is a concern that past ne-
gotiations have given more access than we have received. We are
the world’s largest beef importer and second-largest exporter. Last
year, we imported about $2.8 billion worth of beef and variety
meats, and exported $3.2 billion.

NCBA is closely following FTA negotiations, and has not yet op-
posed any FTA nor the FTAA, as it makes no sense to ignore the
more than 500 million consumers that inhabit the Americas outside
of the United States. However, our position is that we will only
support initiatives that are conducted on a parallel track with mul-
tilateral WTO negotiations and result in a net increase in U.S. beef
exports.

Current Western Hemisphere economic issues are almost entirely
centered around two categories: existing and future trade agree-
ments. Of course, when we speak of existing agreements, this
means the NAFTA. And for the U.S. beef industry, NAFTA has
been a tremendous success story.

Mexico’s 103 million citizens have experienced a 33 percent in-
crease in per capita income over the last 5 years. And this increase
in disposable income has led directly to increases in Mexican beef
consumption. While Mexico’s domestic beef production has strug-
gled to expand and meet this demand in recent years due to
drought, U.S. beef and variety meat exports to Mexico have grown.
From an inconsistent market of about 100,000 tons and $200 mil-
lion prior to NAFTA, Mexico today is our most significant market
in terms of tonnage, and about 350,000 tons in 2002 and an $854
million market.

The tariff on all North American beef trade has been zero since
1994. This is a mutually beneficial trading relationship as the
United States also imports around 1 million head of Mexican feeder
cattle at about $400 million. In fact, today’s integrated North
American cattle market now looks very much like what was envi-
sioned a decade ago by NAFTA proponents with consumer-driven
economic drivers dictating the future direction of the industry.

The frustration has grown this year as we have received news
that the Mexican cattle industry filed a petition with its govern-
ment asking for a safeguard due to a surge in imports. Details are
unclear, but upon hearing the news, we formed a coalition to co-
ordinate a legal strategy with the U.S. Meat Export Federation and
AMI. We expect a decision from the Mexican Government soon on
whether or not this petition will be accepted.

The Chilean FTA will likely serve as a model for the FTAA and
a Central American agreement. A critical element of this agree-
ment is Chile’s recent acceptance of the U.S. meat grading system
as equivalent to Chilean “norms.” NCBA also strongly supports the
agreement’s system-wide approval of each country’s inspection sys-
tems. We recommend that meaningful oversight be continued by
our ggvernment to ensure that equivalency is achieved and main-
tained.
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In CAFTA, two or three countries currently import beef from the
United States, and only about—this only accounts to about 35 per-
cent of the quota allocated in recent years.

As far as animal health, in spite of questionable and ever-chang-
ing status of herd health in South America, many of the major beef
producing and potential exporting countries there continue to press
for increased access to U.S. beef market. Before this can occur,
though, NCBA strongly believes that these countries should first
conduct a hemispheric initiative to eradicate FMD throughout
South America.

The United States must hold its trading partners to commit-
ments agreed to in previous trading agreements and aggressively
negotiate for access for U.S. agricultural commodities or risk losing
public support for trade in international marketing. NCBA firmly
believes that any expansion of access to the U.S. beef market must
be part of an overall package that gains us access in emerging and
current markets around the world.

NCBA will oppose any agreement that allows a net increase in
access to the U.S. beef market. A strong, clear and irrevocable mes-
sage must be sent to Cairns Group and Mercosur beef exporting
countries that no increased access to the U.S. beef market will be
forthcoming until meaningful access and tariff reduction is
achieved in other major beef importing countries.

A recent analysis by FAB of future trends shows that U.S. beef
production will grow by 14 percent by 2012 with a subsequent 28
percent increase in beef exports. That is about $900 million worth.
NCBA believes that future growth in our industry is dependent
upon trade, and the economics of agriculture in the Western Hemi-
sphere are a critical component of this future.

Our trade expansion goal also means that we cannot let existing
trading relationships slip or be taken for granted. A firm commit-
ment to existing agreements by industry stakeholders and the U.S.
Government must be maintained. This includes a constant fos-
tering of relationships with our trading partners and constant vigi-
lance with respect to maintaining compliance.

Implementation of this strategy also means that our government
needs to be adequately staffed. That means we need more full-time
equivalents in our government devoted to trade agreement mainte-
nance of both USDA and USTR. A letter we recently submitted re-
questing these FTEs is attached to this testimony.

Our future success depends upon our ability to properly manage
both new and existing trade agreements.

Thank you for the opportunity to present this information before
your committee.

Senator COLEMAN. Thanks very, very much, Mr. Doud.

[The prepared statement of Mr. Doud follows:]

PREPARED STATEMENT OF GREGG DouUD, CHIEF ECONOMIST, NATIONAL CATTLEMEN’S
BEEF ASSOCIATION

Producer-directed and consumer-focused, the National Cattlemen’s Beef Associa-
tion is the trade association of America’s cattle farmers and ranchers, and the mar-
keting organization for the largest segment of the nation’s food and fiber industry.

Chairman Coleman and members of the subcommittee; the National Cattlemen’s
Beef Association (NCBA) appreciates the opportunity to present our views on the
future of economic relations in the Western Hemisphere. I am Gregg Doud, NCBA’s
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Chief Economist here in Washington DC, and today I would like to focus on trade
policy as it relates to our trading partners in the Western Hemisphere.

NCBA supports trade initiatives that reduce barriers to access for U.S. beef.
NCBA and many other U.S. agricultural organizations worked tirelessly for Trade
Promotion Authority (TPA) and support the Administration’s pro-trade agenda. We
support this agenda because it is the right thing to do for U.S. agriculture and for
the country. Trade liberalization has been a key to economic growth for centuries.
Nonetheless, there is concern that past negotiations have given more access than
we have received. Future trade agreements must provide favorable access for U.S.
agricultural products. We need a big pro-trade win for U.S. agriculture at the nego-
tiating table that provides opportunity for U.S. producers. NCBA will not support
any agreement that delivers less.

The U.S. is the world’s largest beef importer and the second largest beef exporter.
In 2002, the U.S. imported approximately $2.8 billion of beef and variety meats
($887 million from Australia) and exported $3.2 billion. Due to the unique position
of our industry as importer and exporter, NCBA must consider balance, equity, and
fairness of proposed trade initiatives to assure that any agreement provides net ac-
cess for U.S. beef. Perceptions in some parts of the industry are that this has not
always been the case. Indeed the U.S. is the most open, least restricted major beef
market in the world. At the same time the U.S. beef industry has witnessed first-
hand the value of market opening trade agreements.

In a world of unlimited trade issues and limited negotiating resources, NCBA
strongly prefers focusing on the World Trade Organization (WTO) multilateral ini-
tiative. NCBA will not support increased access to the U.S. beef market until mean-
ingful access and tariff reduction is achieved in other major beef importing coun-
tries. Because several South American countries are major beef exporters and many
major beef importers are in Asia and Europe, this balanced objective can only be
achieved through comprehensive multi-lateral WTO negotiations.

NCBA is closely following FTA negotiations and has not yet opposed any FTA nor
the FTAA as it makes no sense to ignore the more than 500 million consumers that
inhabit the Americas outside the United States. However, our position is that we
will only support initiatives that are conducted on a parallel track with multilateral
WTO negotiations and result in a net increase in U.S. beef exports. We note that
both the Doha development agenda and the FTAA are slated to be concluded by
2005, meaning that at this time both negotiations are proceeding on a parallel track.

NAFTA

Current Western Hemisphere agricultural economic issues are almost entirely
centered around two categories: existing trade agreements and future agreements.
Of course when we speak of existing agreements, this means the NAFTA. For the
U.S. beef industry, NAFTA has been a tremendous success story.

Since NAFTA, Mexico’s 103 million citizens have experienced a 33 percent in-
crease in per capita income over the last five years. This increase in disposable in-
come has led directly to increased Mexican beef consumption. While Mexico’s domes-
tic beef production has struggled to expand and meet this demand in recent years
due to drought, U.S. beef and variety meat exports to Mexico have grown. From an
inconsistent market of about 100,000 mt and 5200 million prior to NAFTA, Mexico
is our most significant market in terms of tonnage in 2002 of 350,000 mt and $854
million. Japan remains our best market with 2002 beef and variety meat exports
totaling $1.028 billion.

This is a mutually beneficial trading relationship as the U.S. also imports around
one million head of Mexican feeder cattle each year that have an approximate aver-
age value of around $400 million. In fact, today’s integrated North American cattle
market now looks very much like what was envisioned a decade ago by NAFTA pro-
po(Illents with consumer-driven economic drivers dictating the future direction of this
industry.

Although the tariff on all North American beef trade has been zero since January
1, 1994, Mexico alleged in mid-1997 that beef, beef variety meats, and cattle enter-
ing Mexico were being sold below the cost of production. On April 28, 2000, Mexico’s
Secretariat of Commerce and Industrial Development (SECOFI) issued its final deci-
sion on the antidumping case against exporters of U.S. beef and beef variety meats
by imposing a complex set of specific duties on most beef carcasses and cuts. These
duties are still in place today, which serve to lock some U.S. export interests out
of the Mexican market even though they may not have even existed at the time
these trade restrictions were put in place.

Frustration has grown over the last three months as we received news that the
Mexican cattle industry filed a petition with its government asking for a safeguard
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due to a “surge” in beef imports. Details are unclear because neither the Mexican
government nor the Mexican beef industry has officially released anything regarding
this issue. Upon hearing that a safeguard petition had been filed, the National
Cattlemen’s Beef Association (NCBA), U.S. Meat Export Federation (USMEF), and
the American Meat Institute (AMI) formed a coalition to coordinate a legal strategy,
should the Mexican government decide to accept this petition. A decision by the
Mexican government on whether or not this petition will be accepted is anticipated
within the next few weeks.

CHILE

The Chilean FTA will likely serve as a model for the FTAA and a Central Amer-
ican agreement. A critical element of this agreement is Chile’s recent acceptance of
the U.S. meat grading system as equivalent to Chilean “Norms.” NCBA also strong-
ly supports the agreement’s system-wide approval of each country’s inspection sys-
tems. We recommend that meaningful oversight be continued by our government to
ensure that equivalency is achieved and maintained.

CAFTA

Increasing trade relationships with Central American countries will contribute to
economic growth, political stability, bolster front-line defenses against the introduc-
tion of foreign animal diseases into North America and have the potential to mod-
erately increase U.S. exports of high quality beef. NCBA stands ready to lend our
support in any way necessary to achieve that end.

The U.S. and Central America have an established track record in jointly eradi-
cating animal diseases and pests such as FMD and the screwworm from Central
and North American livestock populations. Central America serves as the buffer
zone between North American and South America, where these diseases and pests
are still prevalent. The Darien Gap in Panama is where this front line of defense
against reintroduction exists today.

Two or three countries in Central America currently export beef to the U.S. under
the 64.81 thousand metric ton “Other Countries” TRQ. However, only 35 percent of
this quota has been utilized in recent years. There is also potential to export mod-
erate quantities of high quality U.S. beef for Central American restaurants and
tourism.

ANIMAL HEALTH

The U.S. cattle industry has a long history of cooperation with Mexican cattle pro-
ducers on a wide variety of issues including animal health and phytosanitary con-
cerns. NCBA and the U.S. beef industry have witnessed the huge economic and so-
cial costs that FMD and BSE have created in Europe. We are determined that the
North American industry will not suffer the same fate. Any negotiated agreements
must buttress our animal health infrastructure and not jeopardize our system.

Several South American countries have experienced outbreaks of Foot-and-Mouth
Disease (FMD) since March 2001 and are in the process of recertifying their FMD-
free status and eligibility to export fresh and frozen beef to the U.S.

NCBA recently returned from a fact finding trip to Uruguay, which is seeking to
export fresh beef to the U.S. under an FMD free with vaccination protocol. Uruguay
has demonstrated its full compliance with all international animal health reporting
requirements. They took prompt action when FMD was identified in Uruguay to
protect the U.S. beef industry. We have confidence they will continue to uphold their
responsibilities as well as work with us to open markets for beef worldwide.

In spite of the questionable and ever-changing status of herd health in South
America, many other major beef producing and potential exporting countries there
continue to press for increased access to the U.S. beef market. Before this can occur,
however, NCBA strongly believes these countries should first conduct a hemispheric
initiative to eradicate FMD throughout South America. Secondly, we need to work
together at the WTO to negotiate reduced subsidization and increased market access
in beef markets around the world.

MARKET ACCESS

The U.S. must hold its trading partners to commitments agreed to in previous
trade agreements and aggressively negotiate access for U.S. agricultural commod-
ities or risk losing public support for trade and international marketing. NCBA
firmly believes that any expansion of access to the U.S. beef market must be part
of an overall package that gains access for U.S. beef exports in Europe (EU as well
as aspiring EU members), Japan, Korea and other existing and emerging inter-
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national beef markets. NCBA will oppose any agreement that allows a net increase
in access to the U.S. beef market. A strong, clear and irrevocable message must be
sent to Cairns Group and Mercosur beef exporting counties—major U.S. beef sup-
pliers—that no increased access to the U.S. beef market will be forthcoming until
meaningful access and tariff reduction is achieved in other major beef importing
countries.

SUMMARY

NCBA appreciates the initiatives that have been undertaken to gain access to
international markets and to resolve lingering issues that restrict the ability of the
U.S. beef industry to offer its products to international consumers. We look forward
to working with all of our trading partners in the Western Hemisphere to address
industry concerns about current global disparities in market access, export subsidies
and domestic support as well as maintaining the disease-free status of the U.S.
herd.

A recent analysis of future trends shows U.S. beef production growing 14 percent
by 2012 and a subsequent 28 percent (or roughly $900 million) increase in U.S. beef
exports. NCBA believes future growth in our industry is dependent upon trade, and
the economics of agriculture in the Western Hemisphere is a critical component of
this future.

The National Cattlemen’s Beef Association is focused on meeting our trade objec-
tives by participating in the process of evaluating critical trade issues within the
beef industry. NCBA looks forward to providing additional input as the U.S. ad-
vances its proposals at the WTO, negotiates bi-lateral and regional agreements and
resolves a growing list of SPS issues with the European Union, Russia and other
trading partners.

Our trade expansion goals also mean that we cannot let existing trading relation-
ships slip or be taken for granted. A firm commitment to existing agreements by
industry stakeholders and the U.S. government must be maintained. This includes
a constant fostering of relationships with our trading partners and constant vigi-
lance with respect to maintaining compliance. Implementation of this strategy also
means that our government needs to be adequately staffed. That means we need
more FTEs devoted to trade agreement maintenance at both USDA and USTR. A
letter we recently submitted requesting these FTEs is attached to this testimony.
Our future success depends upon our ability to properly manage both new and exist-
ing trade agreements. Thank you for the opportunity to present this information be-
fore the committee.

APPENDIX

Animal Health: NCBA recently returned from a fact finding trip to Uruguay, who
is seeking to export fresh beef to the U.S. under an FMD free with vaccination pro-
tocol. Such an option is supported by the International Office of Epizootics (OIE)
which has stringent requirements regarding beef trade where FMD is present. Since
the last case of FMD was identified in August of 2001, Uruguay will not qualify for
this status until August of 2003.

We are confident that if APHIS determines they are indeed free of FMD with vac-
cination and the mitigating measures are met and verified that the importation of
beef from Uruguay represents virtually no risk to the health of the U.S. cattle herd.

We encourage APHIS to routinely verify that the serology studies in Uruguay con-
tinue to illustrate they are free of circulating FMD virus and compliance with the
mitigating measures is fully documented both in Uruguay and upon arrival of prod-
uct in the U.S. The NCBA may make additional site visits to Uruguay to verify com-
pliance as well.

The NCBA remains committed to taking the necessary science and risk analysis
based steps to prevent the introduction, amplification, or spread of all foreign ani-
mal diseases in the United States. We will also work closely with other beef pro-
ducing countries around the world to take the steps necessary to eradicate diseases
such as FMD. We stand by our commitment to work with countries in South Amer-
ica to eradicate FMD from the Western hemisphere and we hope APHIS will work
with us to achieve these objectives.

Export Subsidies: The U.S. beef industry does not use export subsidies and NCBA
strongly supports the Administration’s proposal to phase out all export subsidies
within five years. Since the EU and other countries seem to be obsessed with U.S.
export credits, the U.S. beef industry is willing to go zero U.S. beef export credits
for zero EU beef export subsidies. The EU is by far the largest user of export sub-
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sidies, however at least two export subsidies must also be addressed within the con-
text of an FTAA.

¢ Argentina provides an export credit to beef and other products through a tax
rebate scheme allowing exporters to receive a refund of between 2.5 and 8 per-
cent of taxes paid depending on the product category.

¢ Brazil offers tax and tariff incentives to promote exports through exemptions of
withholding taxes and other tax exemptions.

Domestic Support: The U.S. beef industry is among the least supported U.S. agri-
cultural commodities and among the least subsidized international beef industries.
NCBA is willing to work closely with the administration on strategies to reduce
overall domestic support. We strongly support the Administration’s comments that
the U.S. intends to live up to its WI'O commitments and that circuit breakers in
the 2002 Farm Bill will be triggered if the U.S. exceeds our commitments and the
proposal to reduce domestic supports to a level five percent of the value of agricul-
tural production. NCBA is especially interested in seeing that domestic supports in
the global beef industry (primarily EU and aspiring EU members) are minimized
and will consider a zero for zero proposal or proposals for substantial reduction of
domestic supports in the meat sector. At least one export subsidy must also be ad-
dressed in the context of an FTAA.

* Argentina pays 25 percent of the interest rate charged for credit used for cattle
production.

Access Issues: The U.S. is currently the least restricted and largest beef import
market in the world. The United States is also the world’s second largest beef ex-
porter. Beef markets in other developed countries remain virtually closed to U.S.
beef (EU) or protected by relatively high tariffs (Japan at 38.5 percent and Korea
at 41.4 percent). At the same time the U.S. has granted other countries 696,420
metric tons of TRQ at zero duty with a 26.4 percent tariff becoming effective in the
rare instances when countries fill their allocated share of the TRQ. Of the total U.S.
beef TRQ, Australia has 54 percent (378,210 metric tons) and New Zealand another
31 percent (213,400 metric tons) for a total of 85 percent. The remaining 15 percent
is allocated to countries that would be likely to participate in an FTAA—Argentina
(20,000 metric tons), Uruguay (20,000 metric tons), and “Other” primarily Central
American countries and Brazil (64.81 metric tons), on the condition that they main-
tain their animal health status.

NCBA will support continued movement towards reduced tariffs and expanded
TRQs, but only as part of a comprehensive package that addresses export subsidies,
production subsidies and a continuing and growing list of SPS and Technical Bar-
riers to Trade (TBT) issues. Specifically, NCBA will support tariff reduction and
modest expansion of U.S. TRQs as part of an overall aggressive trade package that
gains additional access for U.S. beef in international markets.

The WTO accession agreement with China establishes an aggressive target for
beef tariffs by reducing most beef tariffs in China from 45 percent to 12 percent by
2004. NCBA believes that 12 percent is a worthy target and should be the objective
for global beef tariffs at the conclusion of the next scheduled tariff reduction. If
China can reduce tariffs on beef from 45 percent to 12 percent, NCBA believes that
the EU (current tariff at 57 percent with a 20 percent in-quota tariff), Japan (cur-
rent tariff at 38.5 percent) and Korea (current tariff at 41.4 percent) should also be
able to reduce their tariffs to 12 percent. The U.S. beef industry (current tariff at
26.4 percent above a 696,420 metric ton TRQ, which is not subject to any tariff) will
accept tariff reduction equivalent to reductions in other countries.

NCBA will not accept any reduction in U.S. beef tariffs unless the disparities in
access for U.S. beef in the other major developed countries is addressed. NCBA
would support discussion about modifications in trade law in exchange for support
from Brazil in opening other markets and meaningful tariff reduction in Japan, the
EU and other trading partners. NCBA will work to ensure that the U.S. beef indus-
try is protected from surges in imports and predatory pricing activities, especially
when unfair trade business practices are contributing factors. NCBA supports
changing WTO rules to develop alternative definitions for “dumping” more con-
sistent with the practical realities of a cyclical, perishable, agricultural commodity.

Brazil currently has a beef tariff of 13 percent and Chile has a tariff of 11 percent,
so there should be strong support from most FTAA countries to target reduction in
this tariff. The EU has retained a 20 percent in-quota tariff within its (insultingly
small) 11,500 metric ton tariff rate quota, and tariffs begin with the first pound of
product shipped to Japan and Korea where there is no TRQ at zero duty.

As indicated earlier, only 15 percent of the current U.S. beef TRQ is allocated to
FTAA countries. Given NCBA’s support for negotiating an FTAA on a parallel track
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with WTO negotiations, we believe that any movement to expand existing U.S. tariff
rate quotas should be made with the objective of rebalancing access to the U.S. beef
market in the favor of FTAA trading partners. Alternatively, some type of inverse
Swiss formula should be developed to give those countries with the smallest TRQs
the largest increases. If the existing U.S. beef TRQ is expanded as proposed in the
U.S. negotiating proposal, NCBA recommends that a majority (if not all of) the in-
crease be distributed among Central and South American countries that participate
in the FTAA. The condition that these countries maintain their animal health sta-
tus, including a Foot-and-Mouth Disease free (FMD-free) status, before shipping any
fresh or frozen product to the U.S. is non-negotiable.

There are several valid economic and political reasons for rebalancing U.S. beef
TRQs in the context of an FTAA in parallel with multilateral WTO negotiations:

1. Several of the FTAA countries are currently suffering varying degrees of
economic stress and political unrest. Expanding trade through an FTAA will
help bring economic growth and political stability to the hemisphere.

2. Australia and New Zealand are developed countries with adequate re-
sources to develop alternative beef markets. The U.S. market is the path of
least resistance and these countries will always prefer to expand access to the
U.S. beef market rather than work to expand or develop alternative markets.
If U.S. access is not increased, they will work to develop alternative markets
(as was recently the case when Australia was denied increased access to the
U.S. market and decided to join the U.S. in committing resources to rebuild the
beef market in Japan).

3. South America has a population of 370 million and Central America has
a population of 38.4 million, compared to Australia with 19.4 million and New
Zealand with 3.9 million. Expanded trade increases economic growth and con-
sumers’ disposable income in developing countries. Beef demand increases as
disposable incomes increase (witness Mexico, Korea and China). As economic
growth in South America recovers in response to an FTAA, an increasing num-
ber of middle-class consumers will be able to purchase beef, either from beef
producing countries in South America or from the U.S. Expanding access to the
U.S. beef market for FTAA countries has a much greater potential pay-off in
terms of expanded beef demand than expanding access to the U.S. beef market
for Australia and New Zealand.

4. FTAA countries will be much more likely to support the U.S. negotiating
position for opening Europe and expanding access in Japan if the prospect of
increased access to the U.S. beef market is part of the FTAA package.

Access issues to be considered as an FTAA is negotiated:

¢ Brazil imposes licensing and other bureaucratic requirements, including import
financing rules, to importers that limit import volumes.

e The U.S. industry will accept tariff reduction equivalent to reductions in all
other countries, including the other primary beef importing countries.

¢ Brazil has a current tariff rate for beef of 13 percent.

¢ Uruguay’s tariff rate structure includes an 11.5 percent tariff for bone-in beef
and a 13.5 percent tariff for deboned meat.

¢ Cattlemen in Colombia are supporting variable import duties for beef through
the Andean Price Band system to restrict beef imports.

NATIONAL CATTLEMEN’S BEEF ASSOCIATION
Washington, DC, April 15, 2003

The Honorable KiT BOND
274 Russell Senate Office Building
Washington, DC 20515

SENATOR BOND,

The National Cattlemen’s Beef Association appreciates the effort that you have
put forth in support of the beef industry. We would like to call your attention to
a trade-related issue that is of increasing concern.

Over the years, NCBA has supported efforts that liberalize trade and allow for
increased export opportunities for U.S. beef producers. Our industry has seen tre-
mendous increases in exports to many countries. For example, Japan, Mexico, Can-
ada and South Korea have become very important markets for our product.
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The Administration continues efforts to open markets and liberalize trade. Using
its authority under Trade Promotion Authority, the Administration is working to ne-
gotiate a series of bi-lateral and multilateral trade agreements. While NCBA sup-
ports trade liberalization generally, we are concerned the continuing negotiations of
additional trade agreements are tying up federal staff resources that would other-
wise be ensuring the proper implementation of current agreements and maintaining
vigilance over existing disputes.

The beef industry has been embroiled in a long-standing dispute with the Euro-
pean Union over access of U.S. beef. Recently, additional beef-related disputes have
occurred with Mexico and Japan. Trade of agricultural products with Russia con-
tinues to be problematic. Resources that could be used to manage these disputes are
now focused on negotiating additional agreements. For example, the USTR Aus-
tralia Free Trade Agreement team now numbers 40 staff persons.

While NCBA understands the necessity of assigning personnel to negotiate addi-
tional agreements, we must not do so at the expense of implementation and compli-
ance with existing agreements. Given a shortage of staff personnel at USTR and
USDA-FAS, NCBA requests additional funding for personnel at both USTR and
FAS to focus on current problematic trade issues. We recommend 10 additional per-
sonnel (6 FTEs at USTR and 4 FTEs at USDA) to focus on these issues.

We look forward to working with you to make these additional resources possible.
If we can help you in any way, please contact us at 202-347-0228.

Sincerely,
Eric Davis,
NCBA President.

Senator COLEMAN. Mr. Frederickson.

STATEMENT OF DAVID J. FREDERICKSON, PRESIDENT,
NATIONAL FARMERS UNION, WASHINGTON, DC

Mr. FREDERICKSON. Mr. Chairman, thank you very much. And
before I go into the testimony, I would like to compliment you on
a remarkable piece of work, and that is to offer Jeff Harrison gain-
ful employment.

Let me also say that I would like to offer the Minnesotan en-
dorsement for that, and steal from Stuart Smalley and from Satur-
day Night Live and say that Jeff is good enough, smart enough,
and dog-gone-it, people like him.

Senator COLEMAN. Thank you, Mr. Frederickson.

Mr. FREDERICKSON. Mr. Chairman, members, it is indeed an
honor to appear before you today as president of the National
Farmers Union. While I understand the committee must consider
certainly a broad range of topics affecting the U.S. relationship
with other nations of the Western Hemisphere, I will focus my
comments on our agricultural prospects.

By way of background, I believe the committee should be aware
that farmers and ranchers view the overall U.S. agricultural trade
agenda with great suspicion across the Nation. This is not occur-
ring because the support for trade by agricultural produces is wan-
ing, but due to the real and perceived failure of our trade agree-
ments to improve the fairness of agricultural trade and to provide
tangible economic benefits to producers. It is hardly surprising that
farmers are a little bit cynical about trade when the free trade
rhetoric continues the decades-old suggestion that agricultural
prosperity based on expanding markets is always just around the
corner, a destination at which producers never seem to arrive.

The exaggerated claims about our dependence upon trade agree-
ments as a means to expand export markets and improve produc-
tion and agriculture’s economic well-being is beginning to wear just
a little bit thin. The only real, sustained agricultural market
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growth we have experienced in nearly three decades has occurred
in our own domestic market. Unfortunately, our trade policy and
approach to trade agreements increasingly open our markets to our
competitors, whether the competition is fair or not, while failing to
deliver the level of export market opportunity that results in en-
hanced economic returns to our producers.

My organization, the National Farmers Union, is keenly aware
that the United States must identify and address some very signifi-
cant challenges in the context of our trade relations with other na-
tions of the Western Hemisphere if real, broadly dispersed, eco-
nomic benefits are to accrue to our country and other nations of the
region.

No other economic segment in the United States may be as di-
rectly impacted by the trade developments in the Americas than
those involved in agricultural production. The long-term effect of
these trade discussions will largely determine the economic liveli-
hood and the future viability of many individual farm and rancher
families.

I believe farmers are rightly concerned that more trade agree-
ments in the region, particularly if patterned after the North
American Free Trade Agreement model, will only serve to increase
the level of import competition while providing, at best, only mod-
est export market opportunities.

Agricultural trade among the nations of the Western Hemisphere
can, and indeed, should incorporate the following objectives to pro-
vide the foundation for a more rational, equitable, and beneficial
global trading regime: Ensuring consumer access to an adequate,
safe, and certainly affordable food supply would be one; creating
the opportunity for agricultural producers to generate reasonable
rates of return on their labor, their investment, and on their risk-
taking would be another; addressing all forms of agricultural trade
and production distorting policies, actions, and interventions in a
comprehensive and equitable fashion, including the traditional
market access and subsidy issues as well as monetary, labor, and
environmental policies that can be utilized to convey competitive
trade advantages to producers or other agricultural sectors; allow-
ing flexibility for individual nations to provide economic safety net
programs and address unforeseen production, market, and trade
circumstances; encourage a balance of increased and transparent
market competition by coordinating efforts to enforce limits on the
concentration of market power; promote the economic and resource
sustainability, as well as the efficiency of food production and dis-
tribution systems; and to create an effective, timely, and trans-
parent implementation, compliance, and dispute resolution process.

The social, political, economic and even moral significance of ag-
riculture in both developed and developing nations suggests that
while trade rules and disciplines are needed, the commercial trade
considerations that are applied to other sectors may not provide the
appropriate model for agriculture.

Mr. Chairman, I want to thank you for the opportunity to share
these views concerning agricultural trade opportunities and chal-
lenges that we must confront and resolve in the Western Hemi-
sphere, and am pleased to stand for any questions, Senator.



106

Senator COLEMAN. Thank you very, very much, Mr.
Frederickson.
[The prepared statement of Mr. Frederickson follows:]

PREPARED STATEMENT OF DAVID J. FREDERICKSON, PRESIDENT, NATIONAL FARMERS
UNION

Mr.Chairman, members of the Subcommittee, it is an honor to appear before you
today as president of the National Farmers Union. While I understand the Com-
mittee must consider a broad range of topics affecting the U.S. relationship with the
other nations of the Western Hemisphere, I will focus my comments on our agricul-
tural trade prospects.

By way of background, I believe the Committee should be aware that farmers and
ranchers view the overall U.S. agricultural trade agenda with great suspicion across
the nation. This is not occurring because the support for trade by agricultural pro-
ducers is waning, but due to the real and perceived failure of our trade agreements
to improve the fairness of agricultural trade and to provide tangible economic bene-
fits to producers. It is hardly surprising that farmers are a bit cynical about trade
when the free trade rhetoric continues the decades-old suggestion that agricultural
prosperity based on expanding exports is always just around the corner, a destina-
tion at which producers never seem to arrive. The exaggerated claims about our de-
pendence upon trade agreements as a means to expand export markets and improve
production agriculture’s economic well-being is beginning to wear thin. The only
real, sustained agricultural market growth we have experienced in nearly three dec-
ades has occurred in our own domestic market. Unfortunately, our trade policy and
approach to trade agreements increasingly open our markets to our competitors,
whether the competition is fair or not, while failing to deliver the level of export
market opportunity that results in enhanced economic returns to our producers.

My organization is keenly aware that the U.S. must identify and address some
very significant challenges in the context of our trade relations with the other na-
tions of the Western Hemisphere if real, broadly dispersed economic benefits are to
accrue to our country and the other nations of the region. No other economic seg-
ment in the U.S. may be as directly impacted by the trade developments in the
Americas than those involved in agricultural production. The long-term effect of
these trade discussions will largely determine the economic livelihood and future vi-
ability of many individual farm and rancher families.

As part of our overall agricultural trade, there is no question that the Western
Hemisphere is important both to the U.S. as well as our trading partners in the
region. In 2002, more than 38 percent of our total agricultural exports were sold
in the “Americas”, and more than 55 percent of U.S. competitive agricultural im-
ports, those which compete directly with commodities produced in the U.S., came
from this region. (Charts 1 and 2) However, as we consider these trading relation-
ships, we must remember the region includes many of our current agricultural trade
competitors for markets both within and outside the hemisphere. It also represents
a substantial agricultural production growth area for a broad range of products from
basic commodities such as oilseeds, corn and cattle to specialty crops.

I believe farmers are rightly concerned that more trade agreements in the region,
particularly if patterned after the NAFTA model, will only serve to increase the
level of import competition while providing, at best, only modest export market op-
portunities.

We are not opposed to trade agreements as an important mechanism to provide
discipline and enhance the fairness of international trade. However, I believe we
must consider undertaking a broader agricultural trade agenda that seeks to ad-
dress the causes of and needs for the many types of distorting practices that charac-
terize agricultural trade. These must include the recognition of need to achieve do-
mestic food safety and security and the prevalence of a supply/demand imbalance
the results in inadequate economic returns to producers and concentrated market
power among a limited number of agricultural market participants. Such an agenda
should explore new prospects for greater harmonization and cooperation among the
nations of the region that extend beyond the traditional trade considerations of tar-
iff levels, border measures, domestic and export subsidies and special and differen-
tial treatment for developing countries.

In order to achieve such an outcome, we should focus less on the rhetoric of free
trade, which creates expectations that generally cannot be delivered, and more on
agricultural trade as a “means” to improving individual standards of living, fos-
tering economic development and enhancing producer returns.
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Agricultural trade among the nations of the Western Hemisphere can and should
incorporate the following objectives to provide the foundation for a more rational,
equitable and beneficial global trading regime.

¢ Ensure consumer access to an adequate, safe and affordable food supply.

e Create the opportunity for agricultural producers to generate reasonable rates
of return on their labor, investment and risk-taking by coordinating efforts to
reduce dumping, balance supply and demand, share responsibility to guarantee
food security and maximize the opportunity for individual and cooperative par-
ticipation in all segments of agriculture.

¢ Address all forms of agricultural trade and production distorting policies, ac-
tions and interventions in a comprehensive and equitable fashion, including the
traditional market access and subsidy issues as well as monetary, labor and en-
vironmental policies that can be utilized to convey competitive trade advantages
to producers or other agricultural sectors.

« Allow flexibility for individual nations to provide economic safety net programs
and address unforeseen production, market and trade circumstances.

* Encourage a balance of increased and transparent market competition by co-
ordinating efforts to enforce limits on the concentration of market power.

¢ Promote the economic and resource sustainability as well as the efficiency of
food production and distribution systems.

¢ Create an effective, timely and transparent implementation, compliance and
dispute resolution process.

The social, political, economic and even moral significance of agriculture in both
developed and developing nations suggests that while trade rules and disciplines are
needed, the commercial trade considerations that are applied to other sectors may
not provide the appropriate model for agriculture.

We have a unique opportunity in the Western Hemisphere to supplant a variety
of existing and proposed bilateral and regional trade agreements with a new, more
comprehensive agricultural trading system. A commitment to creating an agricul-
tural trade environment that addresses the objectives I have outlined today can re-
sult in the distribution of both the benefits and challenges of trade more broadly
and equitably among producers and consumers. At the same time, those of us in
the Western Hemisphere will be able to establish a new model for global agricul-
tural cooperation and competition.

Thank you for the opportunity to share my views concerning agricultural trade
opportunities and challenges that we must confront and resolve in the Western
Hemisphere.
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Senator COLEMAN. Mr. LaVigne, I suspect you already know, but
the Senator from Florida would like to hear your full testimony.
And with that, you may proceed.

STATEMENT OF ANDREW W. LaVIGNE, EXECUTIVE VICE PRESI-
DENT AND CEO, FLORIDA CITRUS MUTUAL, LAKELAND, FL

Mr. LAVIGNE. Thank you, Mr. Chairman, and it is something
that Senator Nelson is more than aware of, given as many years
of representing the industry and especially in one of the key citrus
producing areas of the state on the coast. So we appreciate the op-
portunity to be here today.

I am Andy LaVigne, executive vice president and CEO of Florida
Citrus Mutual, and I am pleased to present testimony today on the
future economic relations in trade in this hemisphere, which is
truly nothing less than the future of the U.S./Florida citrus indus-
try, as well as the world’s citrus markets.

With your permission, I will summarize my statement and ask
that this whole testimony be accepted into the record.

Senator COLEMAN. Without objection.

Mr. LAVIGNE. Florida Citrus Mutual is a voluntary, cooperative
association whose active membership consists of more than 11,000
Florida growers of citrus for processing and fresh consumption.
Mutual’s membership accounts for more than 90 percent of Flor-
ida’s citrus growers, and as much as 80 percent of all oranges
grown in the United States for processing into juice and other cit-
rus products.

The current focus of economic discourse in this hemisphere is on
trade agreements, including the Free Trade Area of the Americas,
the Central American Free Trade Agreement, the U.S./Chile Free
Trade Agreement, and various unilateral trade benefits such as the
Andean Trade Preferences Act and the CBI program.

The Florida citrus industry does not object to the improvement
of the U.S. ties in this hemisphere through stronger trading rela-
tionships. And, in fact, we have supported such programs over the
years such as CBI and the Chile agreement.

Our industry, in the global citrus market, are highly unique and
import sensitive; not because of any lack of competitiveness, but be-
cause of the dynamics in history of this sector. The Florida proc-
essed orange industry is the most efficient in the world in produc-
tion yield per acre. But the simple fact is that any reduction in the
current U.S. tariff of orange juice will be both economically dam-
aging and anti-competitive for the world marketplace.

The global orange juice industry is dominated by five large pro-
ducers in Brazil. The U.S. tariff does not ensure survival, as many
of our bankrupt Florida growers can attest, but it counteracts some
of the extreme pricing pressure inflicted by frequent devaluations
of Brazil’s currency, the predatory pricing behavior of the Brazilian
orange juice oligopoly, and the sheer market power of a highly con-
centrated industry selling globally a dollar-denominated commodity
made with progressively devalued local inputs. Further, the tariff
gives Florida growers a fighting chance to make a living in a coun-
try that properly places tremendous value on worker rights and en-
vironmental integrity.
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The global orange juice industry is, as I said, highly unique.
World orange juice consumption is concentrated chiefly among two
regions. The United States and the European Union account for
roughly 85 percent of world consumption.

Global orange juice production is also concentrated chiefly be-
tween two regions. Brazil and the United States account for 85 per-
cent, or roughly 85 percent of world production. Brazil’s five large
processors control roughly 80 percent of Brazil’s orange juice con-
centrate production, and controls nearly all of Brazil’s orange juice
exports. Brazil itself exports 99 percent of its orange juice, and con-
sumes less than 1 percent.

The large Brazilian processors benefit from advantages brought
by mass subsidization and dumping, lower environmental and
labor standards, and frequent national currency devaluation, and
oligopoly price manipulation.

Florida orange growers are not the only U.S. agricultural indus-
try pitted against the unfair advantages of Brazil’s agricultural ex-
ports as you have heard today, Mr. Chairman. However, they are
one of the few industries that the U.S. FTAA proposals threatens
with their demise. While domestic support programs are used to
help level the playing field for agricultural industries whose top
markets are abroad, tariffs are used to level the field for industries,
like orange juice, whose top markets are in the United States.

The U.S. industry that grows oranges for processing is unique
among U.S. agricultural industries in that it does not receive any
production or trade distorting domestic subsidies. Its only offsetting
tools are the tariff and the enforcement of unfair trade laws.

The administration’s FTAA proposal on agriculture is lopsided to
the extent that it puts all U.S. agricultural tariffs on the table,
while leaving all domestic subsidies off the table. Not only is this
an unsound approach to the policy of trade negotiations, it is also
guaranteed not to meet any of the stated objectives of trade liberal-
ization by the administration which are increased competition,
lower cost to consumers, and increasing living standards.

Any reduction in the U.S. orange juice tariff applying to Brazil
would devastate the U.S. industry that grows oranges for proc-
essing. Furthermore, any tariff reduction would critically damage
the entire citrus industry which has an economic impact on the
State of Florida of $9.13 billion in industry output, $4.18 billion in
value-added activity, roughly 90,000 jobs, and risks the environ-
mental viability of over 800,000 acres of planted citrus in our state.

The growth closures would jeopardize the existence of all U.S.
juice extractors and processors, as well as the upstream of sup-
pliers of U.S. orange juice industry. Since the land in which proc-
essing oranges are grown is ideal for producing citrus, there is—
the land also has little agricultural value outside of that citrus pro-
duction, and the volume of all other fruit juices extracted in the
U.S. combined pales in comparison to that of orange juice. The up-
stream industries could not exist if orange juice production were no
longer viable.

In addition, because the production of about 75 percent of all
processing oranges is concentrated in central and south Florida, en-
tire counties in these regions would be ravaged and their real es-
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tate values would tumble as thousands of groves would be aban-
doned with no practical alternative land utilization.

Perhaps even most damaging to the U.S. economy is the fact that
since this Florida industry is Brazil’s only competitor of global sig-
nificance, its demise would not bring cheaper orange juice to the
U.S. breakfast table, but would eventually permit the Brazilian oli-
gopoly to raise U.S. orange prices.

For all of these reasons, Florida Citrus Mutual strongly opposes
any reduction in U.S. orange juice tariffs under the FTAA or any
trade agreement to which Brazil is a party.

I will be pleased to answer any questions, Mr. Chairman.

Senator COLEMAN. Thank you very, very much, Mr. LaVigne.

[The prepared statement of Mr. LaVigne follows:]

PREPARED STATEMENT OF ANDREW W. LAVIGNE, EXECUTIVE VICE PRESIDENT AND
CEO, FLORIDA CITRUS MUTUAL

Mr. Chairman and members of the Committee, I am Andy LaVigne, Executive
Vice President and CEO of Florida Citrus Mutual. I am pleased to present testi-
mony today on the very critical issue of the future of economic relations in this
hemisphere, especially as it relates to the citrus industry and markets. FCM is a
voluntary cooperative association whose active membership consists of more than
11,000 Florida growers of citrus for processing and fresh consumption. FCM’s mem-
bership accounts for more than 90 percent of Florida’s citrus growers and as much
as 80 percent of all oranges grown in the United States for processing into juice and
other citrus products.

The current focus of economic discourse in the hemisphere is on trade relations
and more specifically, trade agreements, including the Free Trade Area of the Amer-
icas, the Central America Free Trade Agreement, the U.S.-Chile Free Trade Agree-
ment, various unilateral trade benefits such as the Andean Trade Preferences and
the CBI program. The Florida citrus industry does not object to the improvement
of U.S. ties in the hemisphere through stronger trading relationships, and in fact
we have supported many such programs over the years, such as the CBI. However,
our industry and global market are highly unique and import sensitive—not because
of any lack of competitiveness, but because of the dynamics and history of this sec-
tor. The Florida processed orange industry is the most efficient in the world in pro-
duction yield per acre But the simple fact is that any reduction in the current tariff
of orange juice will be both economically damaging and anti-competitive.

The U.S. orange juice tariff offers the most efficient Florida orange growers the
opportunity to exist as the sole large volume competitor in a global industry domi-
nated by five huge producers in Brazil. The tariff does not ensure survival, as many
bankrupt Florida growers can attest, but it counteracts some of the extreme pricing
pressure inflicted by frequent devaluations of Brazil’s currency, the predatory pric-
ing behavior of the Brazilian orange-juice oligopoly, and the sheer market power of
a highly concentrated industry selling globally a dollar denominated commodity
made with progressively devalued local inputs. Furthermore, the tariff gives Florida
growers a fighting chance to make a living in a country that properly places tremen-
dous value on costly worker rights and environmental integrity, in the face of com-
petition from a country that does not.

The global orange juice industry is highly unique. World orange juice consumption
is concentrated chiefly among only 2 regions: the United States and the European
Union. Aside from the United States and, to a lesser extent, Canada,! there are no
other significant orange juice consuming countries in the Western Hemisphere.
Thus, the U.S. orange juice industry is not in a position to benefit from FTAA trade
liberalization.

Global orange juice production is also concentrated chiefly among only 2 countries:
Brazil and the United States. Brazil’s production is controlled by 5 very large proc-
essors,2 which control roughly 80 percent of Brazil’s FCOJ production. Given that
they also operate and control Brazil’s tank ship distribution system, these compa-
nies indirectly control nearly all of Brazil’s FCOJ exports. The large Brazilian proc-
essors benefit from advantages brought by past subsidization and dumping, lax en-

1The United States already enjoys duty-free access to the Canadian orange juice market.
2These dominant Brazilian processors are Cargill Citrus Ltda., Citrosuco Paulista S.A.,
Citrovita Agro Industrial Ltda., LouisDreyfus Citrus S.A., and Sucocitrico Cutrale Ltda.
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vironmental protection, weak and largely unenforced labor laws, frequent national
currency devaluation (which reduces the relative cost of production inputs and pro-
vides false incentives to overproduce), and oligopoly price manipulation.

Florida orange growers are not the only U.S. agricultural industry pitted against
the unfair advantages of Brazil’s agricultural exports; however, they are one of the
few industries that the U.S. FTAA proposal threatens with demise. U.S. soybean
farmers claim that on account of Brazil’s currency devaluation, they were receiving
40 percent less for their soybeans in 2002 than in 1997, while Brazilian farmers
were receiving over 36 percent more.3 Brazil is the world’s second largest soybean
producer after the United States, so this is very significant. However, soybeans are
consumed throughout world and new export markets are highly sought after by the
U.S. industry. So, it makes sense that the U.S. soybean industry contends with the
unfair advantages of Brazil’s devaluation chiefly via domestic subsidies. While sub-
sidies are used to help level the playing field for agricultural industries whose top
markets are abroad, tariffs are used to level the field for industries, like orange
juice, whose top markets are in the United States. The U.S. industry that grows or-
anges for processing is unique among U.S. agricultural industries in that it does not
receive any production or trade distorting (WTO-designated “amber box”) domestic
subsidies. Its only offsetting tools are the tariff and enforcement of the unfair trade
laws.

FCM believes that the Administration’s FTAA proposal on agriculture is lopsided
to the extent that it puts all U.S. agricultural tariffs on the table, while leaving all
domestic subsidies off the table. In so doing, the Administration’s proposal effec-
tively, if unwittingly, singles out agricultural industries for demise based exclusively
on the location of their markets, without consideration of the effect on the U.S. econ-
omy. Not only is an unsound approach to the policy of trade negotiations, it is also
guaranteed not to meet any of the stated objectives of trade liberalization: foreign
industrial growth, lower prices to consumers, and increasing living standards.

FCM asserts that any reduction in the U.S. orange juice tariff applying to Brazil
would devastate the U.S. industry that grows oranges for processing. Furthermore,
any tariff reduction would critically damage the entire Florida citrus industry, the
economic impact of which has recently been estimated at $9.13 billion in industry
output, $4.18 billion in value-added activity, and 89,700 jobs.# Perhaps even most
damaging to the U.S. economy is the fact that, since this Florida industry is Brazil’s
only competitor of global significance, its demise would not bring cheaper orange
juice to the U.S. breakfast table, but would eventually unleash the Brazilian oligop-
oly to raise U.S. orange juice prices. For all of these reasons, FCM strongly opposes
any reduction in U.S. orange juice tariffs under the FTAA or any trade agreement
to which Brazil is a party.

U.S. orange juice markets, particularly those throughout the EU, have also been
increasingly plagued with Brazilian orange juice prices that appear to be well below
their cost of production. During September 2000 through April 2001, the price of
bulk Brazilian FCOJ in the EU was often less than $700 per metric ton (including
ocean freight). The long-term annual average trend in the price of Brazilian orange
juice exports has been downward during the past decade and a half. Such constant
downward price pressure in foreign markets makes the exporting of U.S. orange
juice nearly impossible. Current levels of U.S. orange juice exports are more a func-
tion of the export incentives provided by the import duty drawback program, than
of the ability of U.S. producers to earn a fair price in export markets. Even if there
existed lucrative orange juice markets in the Western Hemisphere outside of U.S.
and Canadian borders, and even if orange juice tariffs were liberalized in these mar-
kets, the U.S. orange juice industry would stand little chance of competing with
Brazil at these extremely low price levels.

Differences in labor, environmental and health and safety laws are, however, not
the only reason why Brazil is able to sell its orange juice at such low prices. The
University of Florida recently calculated comparative cost of production estimates
for processed oranges in Florida and Sao Paulo, Brazil. They estimate that in crop
year 2000/01 labor costs (including wages, salaries and social taxes) were 450/box

3“ASA Emphasizes Importance of Maintaining $5.26 Soybean Loan Rate to Help Offset Ef-
fects of Currency Devaluations in Argentina & Brazil,” American Soybean Association, January
7, 2002 (http://www.soygrowers.com/newsroom/releases/2002%20releases/rO10702.htm).

4 Alan Hodges. et al, “Economic Impact of Florida’s Citrus Industry, 1999-2000,” Economic In-
formation Report, EIR 01-2, University of Florida, Institute of Food and Agricultural Sciences,
Food and Resource Economics Department, July 2001, p. 3.
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in Florida and only 170/box in S&o Paulo.5 A substantial portion of this wide dis-
crepancy is due to the many currency devaluations Brazil has experienced during
the last few decades.

Brazil’s orange juice export sales to all markets are denominated in U.S. dollars.
When the Real is devalued, the cost of labor and other domestic production inputs,
which are denominated in Real, become cheaper relative to the price paid for the
orange juice. The cost of grove labor as a percentage of the export price of Brazilian
orange juice shrinks each time the Brazilian Real loses value against the U.S. dol-
lar, thus, increasing the profit margin obtained by the Brazilian processor. The in-
crease in profits then sends false market signals throughout the Brazilian citrus in-
dustry causing it to overplant and overproduce. The overproduction gives way to
lowered international orange juice prices, which reduce the value of Florida’s proc-
essing oranges and diminish growers’ profits. However, further devaluation prevents
the Brazilian industry from feeling the squeeze of lower international prices, and
the cycle continues. This is just one more way the developed Brazilian orange juice
oligopoly is able to benefit from residing in a country with an underdeveloped and
inflationary economy.

In an ideal free market world economy where basic and equivalent labor, environ-
mental, and health/safety laws exist and are enforced, where world production and
prices are not controlled by a single oligopolistic industry, and where currency de-
valuations do not tip the scales dramatically in favor of the foreign exporters, the
law of natural advantages might outweigh arguments for tariff protection. However,
Brazil’s advantages are not “natural” and the playing field is grossly skewed. The
tariff is the only offset on which this unsubsidized U.S. industry can rely to counter
these “unnatural” advantages.

If U.S. orange juice tariffs are reduced or eliminated, the price of U.S. imports
of bulk FCOJ from Brazil, as well as the futures contract prices of FCOJ and the
U.S. wholesale price of orange juice, would fall rapidly. At the same time, the vol-
ume of U.S. FCOJ imports from Brazil would increase significantly. The supply of
U.S. juice oranges and orange juice, however, would remain constant in the short
term, as they are not responsive to price.

It is important to understand that the U.S. supply of juice oranges is highly in-
elastic, because they are a natural, perishable product whose supplies are primarily
dictated by the number of productive citrus trees in the United States, air tempera-
ture, amount of rainfall, and citrus tree diseases. Capacity utilization in citrus
groves is always near 100 percent, because all wholesome citrus fruit is picked.
Since it takes at least 4-5 years for an orange tree to begin bearing fruit and 25
years for it to stop bearing fruit, supplies cannot be manipulated in the short-run
in response to price. Thus, given the inability of orange supplies to respond to juice
prices, the U.S. on-tree price of juice oranges would immediately plummet and, in
turn, cause grower rates of return to fall well below the break-even point, resulting
in widespread grove closures.

The grove closures would leave unemployed over 42,000 citrus grove workers in
Florida alone, and jeopardize the existence of all U.S. juice extractors and processors
that depend on domestic citrus. It would also have grave consequences for the fol-
lowing upstream suppliers of the U.S. juice orange industry:

* nurseries that supply replacement trees to citrus groves,
« suppliers of fertilizer, fungicide, herbicide and insecticide to citrus groves,

« suppliers of irrigation and spraying systems, mechanical harvesters and farm
implements,

« financial institutions, especially merchant banks that have citrus exposure,
¢ insurance companies that serve the citrus industry, and
 freight companies that haul citrus to processing plants.

Since the land on which processing oranges are grown consists of very sandy soil
with little agricultural value outside of citrus production, and the volume of all
other fruit juices extracted in the United States combined pales in comparison to
orange juice, the above upstream industries could not exist if orange juice produc-
tion were no longer viable. In addition, because the production of about 75 percent
of all processing oranges is concentrated in Central and South Florida, entire coun-
ties in these regions would be ravaged and their real estate values would tumble

5%“Cost for Processed Oranges: A Comparison of Florida and Sao Paulo,” Ronald P. Muraro
and Thomas H. Spreen, IFAS, The University of Florida, presented at the Florida Citrus Indus-
try Economics Meeting, July 8-9, 2002.
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as thousands of groves would be abandoned, with no practical alternative land utili-
zation.

ECONOMIC EFFECTS ON THE CONSUMER

Aside from the impact of unrestrained orange juice imports on the U.S. orange
growing industry, the most highly touted benefit of free trade agreements—lower
prices to consumers—would not be realized in the case of orange juice. Increasingly,
the price of retail orange juice has not tracked the declines in processing orange
prices nor the declines in wholesale and futures prices of FCOJ. On the contrary,
retail prices have skyrocketed while processing orange and FCOJ prices have col-
lapsed. What has happened is that orange juice retailers are charging the final con-
sumer what the market will bear, which is apparently higher and higher each year,
while the processors, reprocessors, and blenders, who buy their raw materials
(FCOJ from Brazil or processing oranges from Florida growers) at plunging prices,
all share in pocketing the significant juice mark-up. This pricing situation benefits
the oligopolistic Brazilian processors twofold because 1) they now own some of the
processors in the United States that are benefiting from the mark-up, and 2) their
low-priced FCOJ exports to the United States depress the prices received by U.S.
growers thus forcing many of them out of business and expanding the Brazilian
processors’ control over world orange juice supplies and prices.

Should U.S. tariffs on orange juice from Brazil be reduced or eliminated, this situ-
ation would be exacerbated, as the U.S. processors, reprocessors and blenders—the
first consumers of imported orange juice—would reap the benefits of tariff reduction,
while Florida growers of processing oranges would take a heavy hit. The final con-
sumers of the imported orange juice would never see the price break supposedly de-
rived from the tariff reduction. However, as the Brazilian processors amass greater
and greater global market power, U.S. final consumers would eventually suffer the
consequences of unrestrained orange juice prices.

In order to get a glimpse of the likely impact of tariff reductions in the market,
one need only look at the record of bulk juice prices, returns to growers, and prices
to consumers over the past ten years. As the U.S. tariff decline of 15% was forced
on the market under the Uruguay Round Agreements, the global bulk juice price
and average return to Florida growers declined steadily over that time, while the
price of the finished product to consumers rose, seemingly disconnected from those
underlying factors. The reason is that a dramatically concentrated global industry
with almost limitless cheap resources will take full advantage of any declining con-
straint on its power represented by tariff cuts, to minimize its competition and
maximize its profits, at the expense of consumers.

It must be understood that the U.S. citrus tariff is the only form of “assistance”
U.S. orange growers receive, and it costs U.S. taxpayers nothing. Furthermore, be-
cause most duties paid on U.S. orange juice imports from Brazil are subject to duty
drawback, the Brazilian processors effectively pay only about $1.5 million, or 2.3
percent ad valorem, in orange juice duties.® At the same time, non-citrus U.S. agri-
culture is now receiving over $20 billion annually in direct government payments.”

It is by no means true that the United States has the highest agricultural tariffs
in the hemisphere. According the FTAA Hemispheric Database, the following figures
represent the percentages of tariff lines in each country’s tariff schedule that have
duties equivalent to 10 percent ad valorem or above: 8

Brazil 68%
Argentina 67%
Venezuela 66%
Colombia 63%

6 Estimated by FCM based on the assumption that duties are drawn back on an amount of
FCOJ imports from Brazil equal to 90 percent of U.S. FCOJ exports. In 2002, U.S. domestic
exports of bulk FCOJ (2009.11.0060) were 441,664,083 liters. If we assume that 90 percent of
these exports resulted in drawback, then import duties were drawn back on 397,497,675 liters
of imports. In 2002, the import duty was 7.85 cents/liter. Since 99 percent of import duties are
drawn back, the amount of duties drawn back on 397,497,675 liters of imports would have been
$30,891,532. In 2002, 411,577,471 liters (valued at $61,658,753) of bulk FCOJ were imported
from Brazil, and $32,308,827 in duties were collected on these imports. So, post-drawback, U.S.
Customs netted only about $1,417,295 ($32,308,827-$30,891,532) in duties on Brazilian bulk
FCOJ during 2002. This means that the tariff really only cost U.S. importers .34 cent/liter
($1,417,295/411,577,471 liters), which equals only 2.3% ad valorem ($1,417,295/$61,658,753) in
2002.

7“Farm Income and Costs,” Direct Government Payments, ERS, USDA (http:/
www.ers.usda.gov/briefing/farmincome/data/GP—T7.htm).
8 FTAA Hemispheric Database online at http://198.186.239.122/chooser.asp?Idioma=Ing.
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United States 11%
CONCLUSION

The U.S. market is by far the most significant market we have. Unlike dairy and
crop commodities, which are consumed throughout the world, orange juice is con-
sumed primarily in the highly developed market economies of the United States and
Europe. With Brazilian juice firmly entrenched in Europe at rock bottom prices, it
only makes sense to concentrate on sales at home. Our growth in exports of spe-
cialty products, such as NFC, must necessarily be incremental and secondary to the
domestic market for FCOJ. While the Florida industry will continue to seek out new
export markets, both for fresh and processed products, it is myopic to think that we
are likely to be as large a factor in foreign markets as Brazil. We simply do not
have the domestic subsidies we would need to compete with the Brazilians and Eu-
ropeans in Europe. Furthermore, we cannot be there to develop those new foreign
markets slowly over the many years it will take them to achieve higher disposable
incomes, if the Florida industry is forced out of existence by the elimination of the
tariff. We want to serve the U.S. market and we can do so without the huge govern-
ment payments that other agricultural sectors receive. However, the U.S. orange
juice tariff is necessary to offset the unfair or artificial advantages that lower the
price of Brazilian juice.

Florida Citrus Mutual understands that free trade in many industries, including
many agricultural industries, leads to increased competition, eventual price benefits
to consumers, and overall global economic growth. Unfortunately, free trade cannot
deliver these rewards to such a concentrated and polarized global industry, espe-
cially one in which the developing country’s industry is, in fact, already the most
highly developed in the world. Florida Citrus Mutual appreciates the opportunity
to explain to the subcommittee the unique global structure of the orange juice indus-
try and the negative economic effects that would occur as a result of U.S. tariff re-
duction or elimination.

I will be pleased to answer any questions.

Senator COLEMAN. Mr. Suber.

STATEMENT OF TOM SUBER, PRESIDENT, U.S. DAIRY EXPORT
COUNCIL, ARLINGTON, VA

Mr. SUBER. Mr. Chairman, I am Tom Suber, president of the
U.S. Dairy Export Council. My testimony today will provide the
dairy industry’s perspective on your topic of the future U.S. eco-
nomic relations in the Western Hemisphere: challenge and opportu-
nities for American agriculture.

U.S. DEC represents the export interests of U.S. milk producers,
dairy cooperatives, proprietary processors, and trading companies.
America’s dairy industry is the country’s second largest agricul-
tural sector and provides a livelihood for 80,000 dairy farmers in
every state of the union. Dairy’s impact on the economy is com-
pounded by our processors who turn milk into cheese, ice cream,
butter, and milk powder.

Last year, the United States exported over $1 billion in dairy
products; the third consecutive year, the industry exceeded that
significant benchmark. That number could be even larger if not for
the price depressing export subsidies and high market access bar-
riers of our competitors.

Our dairy industry supports all U.S. trade initiatives currently
underway within the hemisphere. We base this on the substantial
benefits obtained from NAFTA, despite Canada’s exclusion of its
dairy industry from that agreement. Increased access to Mexico
dairy market, even though full access to that milk powder market
will not happen until 2008, has increased our market share and
Voéumes that we can sell commercially without government sub-
sidies.
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The dairy industry also supports the recent introduction of Sen-
ate bill 403 which would remove existing trading and traveling im-
pediments to Cuba.

I will focus my comments on the FTAA as an indicator of the op-
portunities and threats increased regional trade presents. Despite
the greater competition we would face, the U.S. dairy industry
would gain from a balanced and comprehensive FTAA. We base
that assessment on a substantial net imports of dairy products
within the hemisphere and the strong role dairy products play in
regional diets. We believe long-term growth and consumption will
come from the per capita income growth that more open trade
brings over time. U.S. dairy products have already enjoyed some
success in penetrating Caribbean and Latin American markets in
the face of massive European export subsidies and often predatory
pricing of imports from Oceania. More open market access will only
accelerate this trend.

The Council supports the U.S. goal for facilitating hemispheric
integration through trade. The challenge will be to negotiate an
agreement that removes barriers within the hemisphere but does
not, as a consequence, leave the U.S. dairy industry vulnerable to
the inequities that would remain in world dairy trade.

Of particular importance are the issues of rules of origin, third
party export subsidies, and the full inclusion of Canada. It is fun-
damental in a regional trade agreement that economic benefits ac-
crue exclusively to its participants. As a result, our firm objective
is to assure that FTAA establishes strict rules of origin. The United
States is one of the most attractive dairy markets in the world due
to its high consumption and relatively high domestic price. Without
strict rules of origin, we can be sure non-party countries will try
to ship their dairy products through a participating country.

NAFTA rules of origin appear to have effectively restricted
transhipments through Mexico, and we believe that similar rules of
origin were adopted for the FTA with Chile, and must be included
in the FTAA.

FTAA negotiations must also address the issue of export sub-
sidies. The U.S. dairy industry is prepared to cede its export sub-
sidies only if we can ensure that our trading parties do not accept
subsidized product from others. If Brazil, for example, accepts sub-
sidized products from Europe while we have traded away the abil-
ity to use our DEIP program, the U.S. would be at a serious com-
petitive disadvantage.

Finally, and most importantly, the Canadian dairy industry must
participate fully in any hemispheric trade integration. The U.S.
dairy industry is united in agreement that failing to bring Canada
fully on board would substantially nullify any perspective net gains
for America’s dairy industry. In the U.S./Canada FTA, in NAFTA,
and in its recent trade agreements with Chile and Costa Rica, Can-
ada has successfully kept dairy off the bargaining table. In fact, in
1998, an analysis of the FTAA by our own USDA’s economic re-
search service, used an economic model that inexplicably assumed
that Canada would again successfully exempt its dairy industry
from that agreement.

Therefore, the real challenge for our negotiators will be finding
a way to bring Canada and Canada’s dairy industry into the agree-
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ment. If Canada succeeds in excluding its dairy sector, U.S. dairy
industry will find little reason to support the FTAA.

In conclusion, we support all U.S. Western Hemispheric trade ex-
pansion initiatives currently underway. The NAFTA agreement
with Mexico has substantially benefited the U.S. dairy industry,
and further benefits would accrue from wider agreements such as
the FTAA. But a flawed FTAA could severely damage our industry.
Therefore, to achieve dairy industry support, the FTAA must incor-
porate strict rules of origin, surrender the use of U.S. export sub-
sidies within the region only if our regional partners refuse to ac-
cept subsidized products from the outside, and finally, ensure that
the Canadian dairy industry is fully obligated to participate in all
trade integration moves.

Thank you for your invitation, Mr. Chairman, to present the
dairy industry’s views.

Senator COLEMAN. Thank you very much, Mr. Suber.

[The prepared statement of Mr. Suber follows:]

PREPARED STATEMENT OF THOMAS M. SUBER, PRESIDENT, U.S. DAIRY EXPORT
COUNCIL

Mr. Chairman and members of the Subcommittee, I am Tom Suber, president of
the U.S. Dairy Export Council (USDEC). I am pleased to appear before you today
to testify on the topic of “The Future of U.S. Economic Relations in the Western
Hemisphere: Challenges and Opportunities for American Agriculture.”

The U.S. Dairy Export Council is a non-profit, independent membership organiza-
tion that represents the export trade interests of U.S. milk producers, dairy coopera-
tives, proprietary processors, export traders and their allied industry suppliers. Its
sole mission is to increase the volume and value of U.S. dairy product exports.
USDEC maintains representative offices in Mexico City, Sao Paulo, Tokyo, Seoul,
Hong Kong, Shanghai, Bangkok, Taipei, London and Lebanon to assist U.S. export-
ers and their customers. The Council receives the majority of its funds from Dairy
Management, Inc., the organization responsible for managing the national farmer-
funded dairy promotional assessment known as the dairy check-off. The export mar-
ket promotion programs of USDA’s Foreign Agricultural Service provide the Coun-
f)il’s second highest source of revenue, followed by the annual dues of our 60 mem-

ers.

America’s dairy industry is the second largest agricultural commodity sector in
the United States, measured by farm cash receipts. The 80,000 U.S. dairy farmers
live in every state of the Union, from Minnesota to Louisiana, and Vermont to Cali-
fornia. Dairy is one of the top three agricultural sectors in fully half the states, and
almost two-thirds of the members of the House hail from a “dairy” state.

Impressive as those numbers are, they represent only the milk producer side of
the industry. Dairy processors, the companies that process milk into yogurt, cheese,
ice cream and milk powder, add additional strength and nationwide employment to
the industry’s impact as a whole on the country’s economy. In addition, our ability
to increase milk production is limited only by demand, both domestic and inter-
national. Our ability to access and develop new markets is critical to the industry
and to the overall rural economy.

Internationally, the U.S. is the world’s largest single country producer of cow’s
milk. In 2002 the U.S. exported over $1 billion in assorted dairy products, the third
consecutive year the industry exceeded that significant export benchmark. While
that’s an impressive number, it could be even larger if not for the price depressing
export subsidies and high market access barriers of our competitors.

THE U.S. RELATIONS WITHIN THE WESTERN HEMISPHERE—WHAT ARE OUR
OPPORTUNITIES?

The U.S. dairy industry supports all trade initiatives currently underway within
the Hemisphere. Our members—processors, producers, and trading companies—are
especially interested in the Free Trade Area of the Americas (FTAA) and the Cen-
tral America Free Trade Agreement (CAFTA). The dairy industry also supports the
recent introduction of S403, which would remove existing trading and travel impedi-
ments to Cuba. For the sake of simplicity, I will focus my comments on the FTAA
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as an indicator of the opportunities and threats that increased regional trade pre-
sents.

The Council believes that such trade initiatives within the Hemisphere are long
overdue, as history shows we have lost ground to our trade competitors who aggres-
sively pursued and continue to pursue such activities. For years, the United States
has failed to profit from the potential economic benefits that would arise from great-
er trade links with the Western Hemisphere countries.

Although growing, U.S. dairy exports to Latin America—excluding Mexico—are
relatively small. In 2002, we shipped $92 million of product into the region, or 9%
of our total exports. This compares with the $309 million, or 30.3%, that goes to
Mexico and Japan. In fact, despite our advantageous geographic proximity, EU
dairy shipments into the region (again, excluding Mexico) amount to just under
$400 million, more than four times those of the U.S. This extreme imbalance stems
from two sources. One is the EU’s use of massive export subsidies to buy control
of the market. The other is the use of special trading relationships that have built
up over time. In addition to the EU’s overpowering presence, dairy shipments to this
region from Australia and New Zealand amounting to about another $400 million
also present an opportunity to tap existing demand by creating closer trading rela-
tionships.

The potential for export growth is enormous. Every Latin American country ex-
cept Argentina, Uruguay, Costa Rica and Nicaragua is a net importer of dairy prod-
ucts. Of these exceptions, only the first two generate significant exportable sur-
pluses. The region as a whole imports three-and-a-half times as much dairy prod-
ucts as it exports. And the United States produces more milk, cheese, milk powder,
whey and lactose than the other combined 34 countries in the hemisphere.

Latin America imports in excess of $2.2 billion worth of dairy products every year.
The eleven largest countries import the milk equivalent of more than 13 billion
pounds of milk annually—more milk than is produced in the states of Indiana and
Minnesota in a year.

Total cheese imports for Latin America approach a quarter of a billion pounds a
year, more than a month’s output from Wisconsin, the largest U.S. cheese producing
state. Latin America imports more than a billion pounds of milk powder annually,
and buys more than 150 million pounds a year of whey proteins. These are signifi-
cant numbers.

The middle and upper-middle classes are growing throughout Latin America—in
Brazil, Peru and Chile in particular. Consumers with more disposable income are
brand-conscious. They are interested in quality dairy products—a trait they strongly
associate with the U.S., especially cheese and ice cream.

For example, despite being a sizeable milk-producing country, Brazilian con-
sumers have a particular appetite for high-quality American products such as moz-
zarella and cream cheese. Meanwhile, in Peru, Colombia and Venezuela, food manu-
facturers use large amounts of U.S. dairy ingredients, including whey and milk pow-
ders. Additionally, the Caribbean islands, with their close proximity and high de-
pendence on tourism, are attractive markets for high-value U.S. cheeses.

More importantly, Canada, our largest trading partner, with whom the United
States has concluded trade agreements in the recent past, will be a significant mar-
ket should an FTAA eliminate their tariffs on U.S. cheese (245 percent), butter (300
percent) and tight quotas on other U.S. dairy products.

Existing measures of per-capita consumption illustrate the potential demand for
U.S. dairy products in a more open hemispheric trade environment. Annual dairy
consumption in South America (excluding the large production bases in Argentina
and Uruguay) averages 229 pounds per year. In Central America and the Carib-
bean, the average is 192 pounds. It is unrealistic to expect these countries to quickly
achieve the levels of consumption in the United States and Canada, both around
585 pounds per year. However, it is realistic to see continuing growth as per capita
incomes rise and begin to drive consumption to the levels that exist in Turkey, Paki-
stan or Russia (respectively, 321, 403 and 520 pounds per year). After all, Latin
Americans use dairy products widely in their local diets and cuisine. Unlike Asian
countries, where dairy products are rapidly building familiarity among non-tradi-
tional consumers, increased dairy demand by Latin American consumers is much
;nore a matter of increased income and wealth, both factors that increased trade will

oster.

We know we can improve our market position with respect to exports to the
Hemisphere. The current trade imbalance with the EU and Oceania results from
their heavy subsidies and product dumping, respectively, as well as on preferential
treatment and long term relationships. We know we can change that, given the
right tools. As an example, look at the development of U.S. dairy exports resulting
from the initiation of NAFTA. Since 1995, when the NAFTA tariff advantage began
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its phase-in, exports of unsubsidized U.S. dairy products have jumped sharply. U.S.
cheese exports have grown at an average annual rate of almost 6%, to the point
where Mexico is now the largest destination for all U.S. cheese exports. Exports of
whey products to Mexico have grown annually by 6.6%, ice cream by 1.1%, and lac-
tose by 3%.

WHAT ARE THE CHALLENGES?—CRITICAL ISSUES FOR THE U.S. DAIRY INDUSTRY

The Council supports the U.S. goal of facilitating the process of ongoing hemi-
spheric integration through trade. Furthermore, we support elimination of most, if
not all, tariff and non-tariff barriers from the Arctic Circle to Tierra del Fuego, just
as the North American Free Trade Agreement (NAFTA) has sought to do with the
United States, Canada and Mexico.

The challenge will rest on negotiating an agreement that removes barriers within
the hemisphere, but doesn’t, as a consequence, leave the U.S. dairy industry vulner-
able to the trade inequities that will remain in world dairy trade. Of particular im-
portance to a balanced dairy sector agreement are the issues of rules of origin, third
party export subsidies and the full inclusion of Canada.

RULES OF ORIGIN

A fundamental concept of a regional trade agreement dictates that economic bene-
fits accrue exclusively to the countries within the region. Consequently, the domestic
industry’s first and foremost objective is establishment of specific rules of origin that
ensure dairy trade benefits only the signatory countries. The United States is one
of the most attractive dairy markets in the world, due to its high consumption, in-
terest in top quality, innovative products and high domestic price. Consequently,
dairy suppliers from around the world continually explore ways to expand their
shipments to the U.S.

Milk’s versatility creates the opportunity for that expansion by its great variety
of tradable products—almost 400 individual tariff lines of the HTSUS include sig-
nificant proportions of milk and dairy components. In the absence of appropriate
rules of origin, it will no doubt be tempting for non-party countries to attempt to
transship their dairy products through participating countries.

It is therefore extremely important to ensure that economic integration via the
FTAA is restricted to dairy products produced from milk and dairy ingredients that
originate solely from countries in the Hemisphere. The North American Free Trade
Agreement (NAFTA) contains rules of origin for dairy products that effectively re-
strict transshipments through Mexico. In effect, NAFTA dictates that the milk or
dairy product must come from a Mexican or American cow to gain NAFTA treat-
ment. Products imported from outside the region must undergo a specific and sub-
stantial processing transformation to qualify for duty-free movement. Similar rules
of origin were adopted for the FTA with Chile and must be included in the FTAA.

THIRD PARTY EXPORT SUBSIDIES

FTAA negotiations must address another key issue, that of export subsidies. The
United States dairy industry is prepared to dismantle its export subsidies directed
to markets in the Western Hemisphere only if we can ensure that our trading part-
ners do not accept subsidized product from outside the hemisphere. If Brazil, for ex-
ample, accepts subsidized product from the EU, while we trade away the ability to
use our own Dairy Export Incentive Program (DEIP) to meet that subsidized com-
petition, it will put us at a serious competitive disadvantage.

Over the past four years, the European Union provided an average of $1.44 billion
dollars a year in dairy export subsidies, compared with an annual average of $91
million for the United States. In its most recent report to the WTO, the EU reported
spending more than 100 times what the United States spent—$955 million versus
$9 million. Further, in recent years subsidized dairy exports from Europe to all des-
tinations totaled more than three times the total volume of butter imported by all
Latin American nations, and approximately twice the total volume of all Latin
American imports of cheese, skim milk powder and whole milk powder.

It is critical, therefore, that nations in the Americas agree not to accept subsidized
dairy imports from outside the hemisphere if the United States is required not to
subsidize products to compete in markets within the Hemisphere. In the absence of
such provisions, a U.S. agreement not to subsidize into regional markets will effec-
tively deny the United States substantial gains from closer trade relations.
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CANADA AS A TRUE PARTNER WITHIN AN INTEGRATED WESTERN HEMISPHERE

Finally, but most importantly, for the U.S. dairy industry the true economic value
of Western Hemisphere trade cooperation is the inclusion of the Canadian dairy in-
dustry in any form of economic or trade integration. The U.S. dairy industry is
united in agreement that a failure to bring Canada on board would substantially
nullify any prospective net gains to closer regional integration.

In the U.S.-Canada FTA, in NAFTA and in its recent trade agreements with Chile
and Costa Rica, Canada successfully kept dairy off the bargaining table in order to
preserve its supply-management regime. The real challenge for FTAA negotiators
will be to find a way to bring the Canadian dairy industry into the agreement. If
Canada succeeds in excluding its dairy sector, the U.S. dairy industry would find
little reason to support an FTAA.

ECONOMIC IMPACTS OF A POTENTIAL FREE TRADE OF THE AMERICAS

We believe that the overall, economic net benefits to the U.S. dairy industry from
an FTAA agreement that adequately addresses the issues discussed above would be
positive. However, if negotiations do not properly address any one of these issues,
then the net benefits to the industry would be at best negligible and at worst would
have a seriously negative impact.

In a 1998 analysis, USDA’s Economic Research Service (ERS) used an economic
model to examine the impacts of a FTAA on individual U.S. agricultural commodity
sectors. For dairy, the ERS analysis inexplicably assumed that Canada would suc-
cessfully exempt its dairy industry from the agreement, commenting only, “Barring
changes in the conditions agreed to in the CFTA/NAFTA and the Uruguay Round,
U.S. access to Canadian dairy markets will remain limited.”

Using this assumption, and assuming as well that non-parties would not exploit
or benefit from weak rules of origin and that third-party export subsidies were not
an issue, the analysis concluded that, “dairy trade is unlikely to be significantly af-
fected by an FTAA.”

On the positive side, the report concluded that U.S. dairy exports could displace
some Argentine exports to Brazil, if the United States received the same free access
to the Brazilian market that Argentina already has under the MERCOSUR agree-
ment. In addition, the report noted, some expansion in markets in Central America
is possible, if tariffs were eliminated. On the negative side, U.S. imports from Ar-
gentina could expand. Trade with our largest hemispheric trading partner, Mexico,
will not likely be affected because U.S.-Mexico bilateral trade will already be free
under the NAFTA, and most dairy exporting nations in South and Central America
will have concluded bilateral free trade agreements with Mexico.

If the assumptions outlined in the report are part of the final FTAA, we agree
with this scenario and analysis. Partly, it shows that while we may see some rise
in imports, our export potential could far exceed the prospective imports. More im-
portantly, it illustrates the tremendous importance for our industry of addressing
the issues we have raised.

Lax FTAA rules of origin that permit transshipment of externally-produced dairy
components into the U.S. market via FTAA partners would have a significant nega-
tive impact. The National Milk Producers Federation estimates that the quantity of
these additional imports—above and beyond those that truly originate from FTAA
members—could equal as much as 4 billion pounds per year, on a milk equivalent
basis, following full FTAA implementation. This approximates the increase in total
U.S. dairy imports resulting from the Uruguay Round agreement market access con-
cessions, but without the roughly equivalent, and offsetting, growth in U.S. dairy
exports the multilateral trade agreement also provided.

The abuse of rules of origin could lower milk prices received by U.S. producers
by an average $.60 per hundredweight. Gross dairy farm revenues would drop by
as much as $1.2 billion per year. Domestic dairy processors would also encounter
substantial increased competition from imported dairy products such as cheese,
evaporated milk, milk powder and butter, competition that would negatively affect
employment and capital investment.

Similarly, if the FTAA provisions permit third parties to continue to use export
subsidies to supply artificially cheap dairy products to FTAA members, then the po-
tential growth in U.S. dairy exports to Brazil and Central America would likely not
materialize. This would remove one of the counterweights to a probable increase of
U.S. dairy imports from Argentina and Uruguay.

Today, Canada prohibits the importation of raw milk and commercial shipments
of processed fluid milk products. It permits packaged fluid milk imports only as
cross-border purchases by consumers for personal use only, and subject to a tariff-
rate quota. Canada also imposes tariff-rate quotas on cream, concentrated milk, yo-
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gurt, buttermilk, whey powder, butter, cheese, ice cream, dairy ingredients and food
preparations containing dairy components.

Including Canada’s dairy industry in the FTAA would remove the prohibition on
importation of raw milk and commercial packaged fluid milk. Among FTAA mem-
bers, the United States would be the sole beneficiary of this liberalized access to
the Canadian market. The United States would also probably be the major bene-
ficiary of eliminating Canada’s TRQs on dairy products. At the same time, the U.S.
market would likely bear the biggest burden of any expanded dairy exports from
Canada after regional market access barriers are removed.

Following full implementation of the FTAA, we estimate that the United States
would gain net dairy trade into Canada amounting to about 5 percent of Canada’s
commercial dairy market, equivalent to about 1 billion pounds of milk. This would
boost milk prices received by U.S. producers by about $.15 per hundredweight and
would increase gross revenues received by U.S. dairy farmers by over $300 million
per year.

CONCLUSION

In conclusion, the USDA/ERS analysis, combined with other industry estimates,
indicates that the economic outcomes for the U.S. dairy industry from the FTAA
could vary widely. Results could range from a loss for U.S. dairy producers of well
over one billion dollars annually from a badly flawed agreement to a gain of over
300 million dollars per year from an agreement that fully addresses the issues and
concerns we have raised in this testimony. The devil is truly in the details, and the
support—or opposition—of our industry depends on the specifics of the agreement
negotiated. We look forward to working with U.S. negotiators to achieve a good
agreement for the FTAA and for the U.S. dairy industry, one that we would enthu-
siastically support.

Thank you for your invitation to present the dairy industry’s views.

Senator COLEMAN. I have heard it said that if—well, I have seen
by experience that if you gather five farmers together, I typically
get six opinions. We have got five various farm groups and perspec-
tives here, and I appreciate the diversity and perspective.

I am going to turn to my distinguished colleague, the Senator
from Florida for his round of questioning. Senator Nelson.

Senator NELSON. Thank you, Mr. Chairman.

I do not know if all of you know that three of you represent
major industries in our state. Certainly, citrus, that everybody is
familiar with, also dairy. We have a major dairy industry in our
state. And you might be surprised to know, beef. Florida, I do not
know the ranking, but it is exceptionally high among all the 50
states in beef production. And you are looking at a fellow who grew
up on a beef ranch. Santa Gertrudis beef cattle was what I raised
as my 4-H Club project.

Let me nail down for the record if I may, Mr. Chairman, some
of the testimony of Mr. LaVigne so that as we approach this FTAA,
it will just crystallize and underscore some of the things that he
has testified to. I am given to believe that your testimony said that
85 percent of the entire world production of concentrated orange
juice comes from Brazil and Florida.

Mr. LAVIGNE. That is correct, Senator.

Senator NELSON. And about—so 15 percent of the rest of the en-
tire world production, of concentrate—is that frozen concentrate?
That is what we typically think of as concentrate.

Mr. LAVIGNE. Yes. It is orange juice. Typically, most of that will
go to concentrate. Some will be for the not from concentrate.

Senator NELSON. Now of that 85 percent, is it approximately 50
percent of the world production comes from Brazil?

Mr. LAVIGNE. Brazil has a little higher percent of that. They
have about 45 percent of the 80, and the U.S., depending on crop
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size—obviously it is like any other commodity, we are back and
forth between 35 percent, but it gets up to the 85 percent every
year. And the rest is made up by the Caribbean countries which
currently under CBI have no tariff, Mexico, whose tariff will go
away in 2008, and then other producing regions of the world who
produce for the fresh market place, but they are fresh product that
cannot be marketed because of appearance, or over maturity, or
under maturity, goes into processing as eliminations.

Senator NELSON. So, your testimony is that 45 percent of the
world production of concentrated orange juice comes from Brazil.

Mr. LAVIGNE. That is correct.

Senator NELSON. Now the remaining 35 or 40 percent of the
world production, that is primarily the domestic U.S. consumption,
is that correct?

Mr. LAVIGNE. Primarily, Senator, again depending on the pro-
duction in Florida each year, it will bring in a little bit more, a lit-
tleubit less from Brazil. But principally, almost all used domesti-
cally.

Senator NELSON. And most of that domestic consumption of con-
centrated orange juice, most of that is produced in Florida.

Mr. LAVIGNE. That is correct.

Senator NELSON. So here we have two major world producers,
namely Florida and Brazil, and Florida’s production goes to the
U.S. market and Brazil is coming into the U.S. market as well, as
well as the rest of the world.

Mr. LAVIGNE. Yes.

Senator NELSON. Now, Mr. Chairman, the advantages of free
trade are that we can produce goods, commodities, foodstuffs most
efficiently in the economic system by getting competition and get-
ting where products are produced most efficiently and, therefore,
most cheaply for the consumer.

The difference with frozen concentrated orange juice is that
whereas the parity is now in balance with a tariff that protects
Florida’s and United States’ growers, if that goes away, Brazil is
going to become a monopoly, not a competitor. And that is exactly
the opposite with what we want to achieve with free trade. It
would become a monopoly—you tell me if this is right—because as
you testified, there are about five growers that produce most of the
production of Brazil.

Mr. LAVIGNE. Yes.

Senator NELSON. And virtually 99 percent of all Brazil’s produc-
tion is exported.

Mr. LAVIGNE. That is correct.

Senator NELSON. And so you have not a competition, but you
have a series of cartels in production that certainly are going to
have less growers’ costs. And if there’s not a differential with the
tariff, what, in your opinion and state it for the record, is going to
occur to the domestic U.S. production?

Mr. LAVIGNE. We believe that the domestic U.S. production
would experience a 20 percent—as the University of Florida Insti-
tute of Food and Agricultural Sciences has said, a 20 percent reduc-
tion in return to growers. That essentially brings you down either
5 to 10 cents a pound solid below the cost of production in the
State of Florida. So immediately, whether we do a phase tariff re-



124

duction or long-term reduction of the tariff, or elimination of the
tariff, what you do is you start to devalue real-estate for groves.
You start to lose tax income to counties, and growers start to look
for other alternatives. And in Florida, other alternatives are either
abandoning your land or trying to find development rights.

Senator NELSON. OK. Now what does it do to the consumer?

Mr. LAVIGNE. Well, for the consumer, it is like any cartel that
we experience in this country or in the world, it is at the whim of
whoever controls the supply. So immediately, we know that that
supply is at the control of the people who deliver the product to the
consumer. And we think that does not benefit the consumer, and
prices will likely increase to the consumer on this commodity.

Senator NELSON. So if there is not a parity held by a tariff,
Brazil has a lower price; it drives the Florida and U.S. producers
out of business; Brazil then takes over virtually the entire market.
And once it has the monopoly, then what monopolists can do is
they can start jacking up their price.

Mr. LAVIGNE. That is true. And you see in the oligopolistic situa-
tions where they put such pressure on the marketplace that you
put the growers out of business, and rock bottom prices for farm
lands as we have seen across this land, people pick them up. And
where the Brazilians already control 50 percent of the processing
in Florida, they will control 50 percent of the production because
they will buy growers’ lands at huge losses to growers, or back
from the banks or the insurance companies, or other people who
have to take them because those growers will be out of business
and it will no longer be a U.S. industry.

Senator NELSON. Is there much orange juice concentrate pro-
duced in Texas?

Mr. LAVIGNE. Again, theirs is elimination, Senator. Whenever
they produce fresh product for the marketplace, it does not meet
the grade for the market. It goes to the processing plant, but it is
not produced for that purpose.

Senator NELSON. So maybe that is why The White House does
not understand the fact of what in wanting free trade and the ad-
vantages for consumers of free trade, that they do not understand
that this is exactly the reverse. This is going to create a monopoly.

Mr. LAVIGNE. That is correct. In our discussions with the admin-
istration, we do not feel that reducing or eliminating the tariff will
reach their goals of free trade at all.

Senator NELSON. Tell me, do you see any changes in the adminis-
tration’s attitude since they would not even hear of the amendment
that Senator Graham and I were trying to put on the trade bill last
year? Has there been any change in their attitude?

Mr. LAVIGNE. Senator, they have been—I would say they have
been open in listening to our discussion and listening to our con-
cerns. I think as we have heard today from Ambassador Johnson,
everything is on the table. If they begin to take anything off the
table, that begins to landslide.

They are well aware of where we are coming from, and the con-
cerns, and the unique nature of our industry in the State of Florida
and the unique nature of the State of Florida in the overall big pic-
ture. So I think they have been receptive in various meetings that
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we have been sitting in on, but it is a long process that we have
to looking to forward to.

Senator NELSON. And how many years down the road do we ex-
pect the first attempts at reducing the tariffs?

Mr. LAVIGNE. Well, if it follows the schedule, it would be—the
agreement would be signed sometime in 2005 or early 2006. And
depending on—if it is under FTAA, we are in the fourth basket.
You are looking at, you know, a phaseout of some portion over 12
years or more depending on whether we look at Chile or not. So
you are looking at probably the beginning of the reduction some-
time after 2006.

Senator NELSON. Mr. Chairman, you have been very generous
and you are very kind so that I could go on to my next meeting.
And I am grateful to you.

I will submit a bunch of other things for the record, and just con-
clude by saying that I am a free trader and I vote that way. And
I articulate that I think it is in the interest of—generally, it is in
the interest of consumers, free trade, because of the more quality
products at a lower price. But I think here is an aberration to that
principle because it would cause a monopoly. It is not just that I
want to protect my industry, which I certainly do. I mean, Florida
and oranges and citrus are synonymous. We even have a picture
of an orange on our license tags, on all of our vehicles. The orange
blossom is the state flower. So it is synonymous with Florida.

But beyond that, if we are looking out for the interests of the
consumers of America, it would be going exactly in the opposite di-
rection to let Brazil achieve a monopoly. And thank you very much.

Senator COLEMAN. Thank you very much, Senator Nelson, for
¥01ur participation. I greatly appreciate it and it is very, very help-
ul.

I will do my questioning in reverse order, and I will pass on you,
Mr. LaVigne. I think Senator Nelson has done a very good job of
dealing with your testimony.

Mr. Suber, I appreciate the U.S. dairy industry’s support of, as
you noted, most, if not all, of tariff and non-tariff barriers in the
Western Hemisphere. You made a particular point in talking about
the Canadian situation. What do we do to bring Canada to the
table? What advice do you have for USTR? What tools would you
use to make that happen?

Mr. SUBER. I thank you for asking that particular question be-
cause that is the same focus that Ambassador Johnson talked
about in his discussion and Senator Nelson just had with the citrus
industry, which in this case is to make sure that Canada does not
take things off the table. I understand the discussion on citrus, but
in the area of dairy, Canada has been able to do that in every sin-
gle one of its agreements and we must simply be clear that Canada
is obliged to include this industry. As it wants to push its beef, and
its grains, and its lumber exports within an FTAA, they must be
willing to take reciprocal trade in dairy products, and we must just
insist that it is included.

Senator COLEMAN. I thank you very, very much, Mr. Suber.

Mr. Frederickson, though you have indicated in your testimony,
you said the NFO would not be opposed to trade agreements, but
then laying out a very serious series of conditions and qualifica-
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tions. I just ask very, very candidly: Do you realistically see a pros-
pect of NFO—of these conditions being met? Where do we go with
the trade issue from your perspective in a realistic sense?

Mr. FREDERICKSON. I do not know about the NFO, but let me
speak from NFU, National Farmers Union, perspective.

Senator COLEMAN. Oh, yes. I am sorry.

Mr. FREDERICKSON. NFU has historically supported bilateral
agreements as long as they meet the criteria that we have estab-
lished. Farmers do not trade. Somebody else trades. And so our po-
sition has always clearly been: Show us the benefit to American ag-
riculture. Show us that this is a reciprocal agreement, that we all
benefit from it. And if we can clearly see that, I think from a pro-
ducer perspective, Senator, we would be happy to support it.

Senator COLEMAN. I am trying to get a sense of kind of the real-
istic and practical side. Do you see it happening?

Mr. FREDERICKSON. Well, I traveled last week from South Africa
and spent the better part of a week there with my colleagues at
the International Federation of Agricultural Producers. There were
81 countries gathered around the table, and they are all quite in-
terested in trading. However, they also have their own private
agenda, and they want to move product into the country.

I had a very spirited discussion with colleagues from Australia.
And when asked point blank if they felt that there was an oppor-
tunity for American producers to participate positively in that
agreement, they felt probably not, probably not. So they see it as
a one-way street. And so if you are asking if we can support it, I
think absolutely we can support it if we can clearly get out of
USTR the benefits that we could certainly apply to American pro-
ducers. That is who we represent. We represent producers.

Senator Nelson indicated it is in the benefit or interest of the
consumer. I am here to represent the interest of the farmer. Trad-
ing is one thing, but trading for a profit is another. And so we con-
stantly are concerned about the race to the bottom, of being the
lowest cost producer in the world. That does not do anything for
those small communities that you and I represent across the State
of Minnesota and across the country.

Senator COLEMAN. Thank you very, very much, Mr.
Frederickson.

Mr. Doud, you talked about NAFTA being a tremendous success
story for the U.S. beef industry. Do you expect or do we expect
Mexico to export beef to the United States? Do you see that hap-
pening?

Mr. Doup. There is nothing currently that prohibits them from
doing so, is the answer to that. I think there is a certain unwilling-
ness for them to do that at this point. I am not sure that there is
a whole lot of Mexican beef exported to the United States at this
point, but discussions I have had with them I find very curious.

In recent discussions and going back there to have subsequent
conversations is the fact that they do not see the marketplace as
their salvation and the way for them to, you know, drive profit-
ability. They only see protection in a form of a tariff as their mech-
anism for maintaining their livelihood. And I think that is a very
different philosophy than U.S. ranchers have.
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Senator COLEMAN. A question about NAFTA: I am interested in
what is it—other than perhaps per capita income increase which
you talked about, specifically, is there something else about
NAFTA that has created these export opportunities for the United
States?

Mr. Doubp. Well, I think what is interesting is the strategy that
we have used to drive that situation, and Mexico has used the food,
or the hotel and restaurant industry to drive innovation down
there. And what is interesting today is they have Costco, and Sam’s
Club, and Wal-Mart in Mexico City just like we have in Wash-
ington, DC or in Minneapolis. And those industries are at the retail
level driving innovation and change in that market just as they are
in this market. And consumers are rewarding that.

And so we see innovation at the restaurant level which is driving
consumer demand, and we are striving very hard to meet the de-
mand of the consumer in Mexico.

Senator COLEMAN. Thank you very much.

Mr. Quackenbush, may I ask you a personal question, if I can?
Do you have kids?

Mr. QUACKENBUSH. Yes, I have four.

Senator COLEMAN. Because you started your testimony talking
about your dad, why he chose to be a farmer. Do your kids want
to farm or are they in farming?

Mr. QUACKENBUSH. My oldest son is working in the pork indus-
try in southern Nebraska. He is actually managing a stud

Senator COLEMAN. Is he—are you optimistic about your kid’s fu-
ture in the pork industry?

Mr. QUACKENBUSH. Yes, I guess, as a farmer, I am an eternal op-
timist.

Most of us have to be. But I think there is opportunity for young
people, especially in the pork industry. It is one of those industries
that offers a great opportunity for people to enter agriculture.

Senator COLEMAN. All right. Your testimony is very clear about
the vulnerability now. I have seen that certainly in Minnesota. I
have seen that vulnerability over time. I am not going to ask you
any questions at this point in time. Clearly, I have great concern
about the actions of Mexico. I have great concern about the anti-
dumping case, about the possibility of antidumping duties on U.S.
pork exports, and others within this body share that concern. So
I just want you to know that the issues you raised are—we are
looking at those. We are raising the concerns. We are voicing those.
And hopefully, those concerns will be addressed.

So I am optimistic also. I was an urban mayor. My favorite quote
is David Ben-Gurion, first Prime Minister of Israel who once said,
“Anybody that does not believe in miracles is not a realist.” I am
always uplifted by the optimism of our producers and growers in
spite of the great challenges.

And I think what we have seen today is a vision of opportunity
if things are done the right way. And the right way may be dif-
ferent for citrus than it is for pork, and than it is for beef, and
across the board.

I want to thank all for being here. Thank you for appearing be-
fore the subcommittee.
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And now without objection, the record of today’s hearing will re-
main open for 14 days to receive additional material and supple-
mentary written responses from witnesses to any questions posed
by a member.

This hearing of the Senate Subcommittee on Western Hemi-
sphere, Peace Corps and Narcotics Affairs is now adjourned.

[Whereupon, at 5:45 p.m., the subcommittee adjourned, to recon-
vene subject to the call of the Chair.]

RESPONSES TO ADDITIONAL QUESTIONS FOR THE RECORD

RESPONSES OF U.S. DEPARTMENT OF AGRICULTURE, COORDINATED WITH THE OFFICE
OF UNITED STATES TRADE REPRESENTATIVE, TO ADDITIONAL QUESTIONS FOR THE
RECORD SUBMITTED BY SENATOR BILL NELSON

Question. Florida growers do not receive subsidies, and rely solely on the orange
juice tariff to offset the history of unfair advantages enjoyed by a small number of
foreign producers, all located in Brazil. What is the administration doing to address
these unique trade situations that do not fit the typical “free trade” agenda of reduc-
ing or eliminating tariffs that will increase trade and competition, while decreasing
costs to the consumer? Is this being addressed in the FTAA negotiations and in the
Doha round?

Unlike most sectors, the elimination of the tariff on Brazilian orange juice is more
likely to have exactly the opposite effect intended—cause monopolization of the glob-
al citrus industry, and higher consumer prices, rather than increasing U.S. exports
or lowering consumer prices. This is because so few Brazilian producers dominate
world production, with the vast bulk of consumption centered in the United States
and European Union. Don’t these unique economic factors support maintenance of
the current tariff in this sector? What has been the Brazilian government’s response
when approached on these issues? How do you expect the situation to be resolved?
Doef1 9this matter have the personal attention of Ambassador Zoellick and President
Bush?

Answer:
CLOSE CONSULTATION WITH FLORIDA CITRUS PRODUCERS

The Administration recognizes the extreme sensitivity of Florida citrus producers
to imports of Brazilian orange juice. USTR and USDA officials have discussed this
issue frequently with representatives of the Florida citrus industry. For example,
Ambassador Zoellick and USTR negotiators have met recently with representatives
of the Florida citrus producers to discuss our approach to the Free Trade of Area
of the Americas (FTAA) and other FTA market access negotiations. And, Secretary
Veneman met recently with the Florida Agricultural Trade Task Force (FATTF) to
discuss their concerns regarding trade liberalization. To ensure that we continue to
coordinate closely with Florida producers as the negotiations progress, USTR and
USDA will continue this dialogue with Florida producers, including those rep-
resented on the Agricultural Technical Advisory Committee (ATAC) on Fruits and
Vegetables, the Agricultural Policy Advisory Committee, and the FATTF.

We have tabled comprehensive market access offers on agricultural and industrial
products in the FTAA and the CAFTA—i.e., all tariffs are subject to negotiation. We
have made it clear that we expect our trading partners to do the same. If we were
to ask for product exclusions, the market access negotiations would quickly unravel,
as other countries would exclude their import sensitive sectors, including those of
interest to U.S. agricultural exporters. This is not in the interest of U.S. agriculture
(one in three U.S. farm acres is planted for export; 25 percent of all U.S. cash re-
ceipts for agriculture come from export markets), nor is it in the interest of Florida
agriculture.

BENEFITS OF TRADE LIBERALIZATION (INCLUDING IN THE WTO) FOR FLORIDA’S
AGRICULTURAL EXPORTS

Florida agriculture has an interest in improved access to foreign markets. Florida
exports over $525 million in fresh and processed fruits, including grapefruits and
grapefruit juice; nearly $150 million in fresh and processed vegetables; over $100
million in meat, live animals, and poultry.
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Tariff liberalization in bilateral and regional FTAs is aimed at advancing progress
on tariff liberalization in the WTO. At a minimum, providing more open markets
globally for Brazil and others could diminish the attractiveness of the U.S. market.

The U.S. tariff on grapefruit is 14.5 percent and on grapefruit juice 24 percent,
while the world average is 60 percent on grapefruit and 56 percent on juice. Under
the Swiss 25 formula, which the United States has proposed in the WTO, the U.S.
grapefruit tariff would fall to 8 percent, and the juice tariff would go to 10 percent,
while world grapefruit tariff on both grapefruit and juice would fall to 15 percent.
Our WTO market access proposal would bring the 51 percent WT'O average tariff
on orange juice down to 14 percent.

MULTIPLE TOOLS FOR ADDRESSING IMPORT SENSITIVITIES IN FTA NEGOTIATIONS

In comprehensive market access negotiations, we have multiple tools for dealing
with our most sensitive products, including long tariff phase-out periods. In the
FTAA, the CAFTA, and the U.S.-Morocco FTA, the phase-out periods range from im-
mediate to more than ten years. In our FTA with Chile, most of the orange juice
lines, including frozen concentrated orange juice (FCOJ), are subject to 12-year
phase-outs—the longest phase-out period provided under the Agreement. Long-term
phase out periods is one of the options in our “tool box” for our current negotiations.

In the Chile FTA, FCOJ was subject to non-linear, or “backloaded,” tariff cuts.
This is another approach in our “tool box” to ensure that our producers have time
to adjust to new market conditions.

In addition, we included in the U.S.-Chile FTA, and are proposing in our current
negotiations (FTAA, CAFTA, and Morocco), a special agricultural safeguard. This
safeguard provides for a temporary increase (“snap-back”) in tariffs to protect
against unusually low import prices during the period when tariffs are being re-
duced. The safeguard is price-based and automatic, thereby providing immediate re-
lief for import sensitive products subject to the safeguard. Although we have not yet
identified our list of products eligible for this safeguard in these negotiations, FCOJ
would be a logical candidate.

In our agreement with Chile, we also used a tight rule of origin on orange juice
(“out of the tree/into the juice”) to ensure that Brazil could not benefit from the tar-
iff reductions agreed with Chile. This was the rule of origin used for orange juice
in the NAFTA, and we plan to use this rule in all our FTAs.

Finally, in all our negotiations, we will reserve the ability of the United States
to rigorously enforce its antidumping and countervailing duty laws. This means that
antidumping and countervailing duties will not be affected by any market access
commitments that occur as a result of an ETA, the ETAA, or WT'O negotiations. In
past years, Brazilian exports of FCOJ were subject to both a countervailing duty
order and antidumping duties. The countervailing duty order on Brazilian FCOJ
was revoked, effective January 1, 2000. The antidumping order, first issued in 1985,
is still in place.

We have had discussions with Florida citrus producers on the structure of the
Brazilian industry and possible changes in that structure with tariff liberalization.
We will continue to explore these matters, including with the Brazilian Government.
As stated above, Ambassador Zoellick and Secretary Veneman have met personally
with representatives of the Florida citrus industry.

Question. Many countries have excluded sensitive products entirely from tariff re-
ductions under free trade agreements that comply with WTO rules. Isn’t it incon-
sistent for the administration to accept other countries’ product exclusions from Free
Trade Agreements, but also insist on all U.S. imports being covered by FTA tariff
elimination—even those that affect efficient and highly import sensitive industries?

Answer. The United States’ approach to ETA market access negotiations has been
and is a comprehensive one, i.e., all tariffs are subject to negotiation. If we were
to agree to allow product exclusions due to our import sensitivity, our negotiating
partners would request their own exclusions, thereby taking off the table tariff liber-
alization that will benefit U.S. agricultural exports. We have a variety of tools with-
in the context of comprehensive ETA negotiations for dealing with import sensitivi-
ties. For example, we have and will continue to make use of the longest tariff phase-
out schedule for our most sensitive products—more than ten years for the ETAA,
CAFTA, and U.S.-Morocco ETA negotiations. In our ETA with Chile, our most sen-
sitive products are subject to a 12-year phase-out—the longest provided for under
the Agreement. We also can use other tools such as non-linear tariff cuts, an agri-
cultural safeguard, tight rules of origin, and rigorous enforcement of our unfair
trade laws. These tools are aimed at: (1) helping our most import sensitive pro-
ducers adjust over time to changes in market conditions, including by safeguarding
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them against low-priced imports; (2) preventing non-ETA countries from benefiting
from preferences afforded our ETA partners; and (3) ensuring that our most import
sensitive agricultural (and other) products are traded fairly.

Question. While the administration delays its decision for the location of the per-
manent Secretariat of the FTAA, other countries like Panama, Mexico and even
Brazil are jockeying for it. Though Miami would be a natural selection, the adminis-
tration still has not selected its preferred site. This has already cost the United
States valuable time in trying to bring this trade headquarters here, a place that
would be very friendly to negotiations. Why? When will the administration come to
a decision on the location of the Secretariat?

Answer. Successful completion of this Agreement will benefit American businesses
and workers by providing access to the markets of the Hemisphere. The obligations
of the Agreement are still under negotiation, and an institutional structure required
to facilitate implementation of those obligations has not yet been proposed. While
the Administration supports the idea of having the permanent secretariat located
in the United States, the FTAA Ministers have not even begun to discuss the proc-
ess for selecting the site, nor identified the parameters for the institutional struc-
ture. It therefore is premature for the U.S. to designate one city as the U.S. can-
didate for the home of the permanent secretariat. We do not anticipate our making
such a choice until after the Ministerial meeting in Miami in November.

In the interim, various cities, including two in the United States, have taken op-
portunities to make their arguments for their candidacies as the host of the Secre-
tariat to various senior officials in the ETAA governments.

Question. What is the administration doing to protect intellectual property rights
in a pos%ible FTAA and CAFTA? What commodities view this issue as a most sa-
lient one?

Answer. The intellectual property rights (IPR) provisions in the ETAs strive to
build upon existing international standards such as the WI'O Agreement on Trade-
Related Aspects of Intellectual Property (TRIPs Agreement) to ensure that effective
IPR protection, including patent, copyright, trademark, and trade secret protection
is available for U.S. products in overseas markets.

Of particular significance to agricultural interests are U.S. proposals that have
been developed to ensure fairness in the treatment of geographical indications (GIs)
and trademarks. A systematic, IPR-based approach to GIs will ensure that the
rights of both trademark and GI owners are respected and preserved.

Question. When will the President send the U.S.-Chile trade agreement to the
Congress for approval? The perception of the international community is that the
administration is playing politics with this agreement, in effect punishing Chile, an
important member of the U.N. Security Council, for its past position on the Iraq
war. Would you comment on that?

Answer. Ambassador Zoellick and Chilean Foreign Minister Soledad Alvear signed
the U.S.-Chile ETA in Miami on June 6, 2003. The President is required to send
Congress a list of changes to existing laws that are necessary to comply with the
ETA within sixty days from the date of signature. On June 10, Deputy USTR Peter
Allgeier testified before the Ways and Means Committee regarding the approval and
implementation of the Agreement and on June 17, he also participated in a hearing
on the U.S.-Chile and U.S.-Singapore FTAS before the Senate Finance Committee.
We are consulting with the Congress on implementation of these Agreements and
our plans for submitting the implementing bills and supporting documentation for
these agreements with the objective of obtaining expeditious consideration and ap-
proval of the bills.

Question. What unresolved issues exist with respect to U.S.-Mexico sugar and to-
mato situations?

Answer. Mexico and the United States disagree over the formula that determines
Mexico’s access under the NAFTA to the U.S. sugar market. Mexico has also im-
posed a tax on the use of high fructose corn syrup which severely restricts U.S. ex-
ports and raises serious questions regarding its consistency with Mexico’s WTO and
NAFTA obligations. The two governments remain engaged on these related issues.
USTR has consulted closely with U.S. sugar producers throughout this process.
While differences remain, all U.S. sweeteners producers agree the issues should be
resolved through negotiation. We hope to continue discussing these issues with Mex-
ico after its Congressional elections in July.

There are no outstanding issues on tomatoes. A new suspension agreement went
into effect on November 8, 2002.
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Question. We learned from NAFTA that side agreements, like those on tomatoes,
are not binding. What can be done to prevent future situations with citrus in the
FTAA and CAFTA?

Answer. In the case of NAFTA, we did not conclude a “side agreement” with the
government of Mexico on tomatoes. Rather, USTR sent letters to Florida tomato pro-
ducers making U.S. Government commitments on a number of matters. USTR be-
lieves that those commitments have been fulfilled. Perhaps more importantly, Flor-
ida growers are satisfied with a suspension agreement with Mexican importers that
imposes minimum price requirements on imports of most Mexican tomatoes.

Mexico’s share of fresh and chilled tomatoes imported by the United States fell
from 93 percent in 1993, the year before the NAFTA was implemented, to 69 per-
cent in 2002.

With respect to other agreements that the Administration might conclude and
seek to implement through TPA procedures, the Trade Act (section 2105(a)(4)) re-
quires disclosure of any agreement or understanding with a foreign government if
that agreement or understanding is to be considered part of the agreement that
Congress approves in any implementing legislation.

RESPONSES OF ANDREW W. LAVIGNE, EXECUTIVE VICE PRESIDENT AND CEO, FLOR-
IDA CITRUS MUTUAL, TO ADDITIONAL QUESTIONS FOR THE RECORD SUBMITTED BY
SENATOR BILL NELSON

Question 1. Please explain the economic impact the Florida Citrus industry has
on the domestic economy.

Answer. The economic impact of the Florida citrus industry during crop year
1999-00 was estimated by economists at the University of Florida at $9.13 billion
in industry output, $4.18 billion in value-added activity, and 89,778 jobs.! The total
value-added figure includes wages earned by industry employees, income to business
owners, and business taxes paid. The value-added figure of over $4 billion, thus,
represents the net economic contribution by the Florida citrus industry to the U.S.
economy.

These citrus figures represent approximately 15 percent of the output, 14 percent
of the value-added, and 14 percent of the employment of all Florida agricultural and
natural resource industries.2 Recognizing that Florida is a large agricultural pro-
ducer with abundant natural resources, these percentages are remarkable. Further-
more, in some Central and South Florida counties, where the citrus industry is con-
centrated, citrus output, value-added and employment represent nearly all of the
overall agricultural and natural resource output, value-added and employment.
Grove closures in these counties would prove particularly devastating.

The economic impact of the Florida citrus industry is felt well outside of the
groves. When orange groves fail, the following upstream and downstream suppliers
to the citrus industry suffer grave consequences:

* nurseries that supply replacement trees to citrus groves,

¢ suppliers of fertilizer, fungicide, herbicide and insecticide to citrus groves,

« suppliers of irrigation and spraying systems, mechanical harvesters, farm im-
plements, and grove clothing,

financial institutions, especially merchant banks that have citrus exposure,
insurance companies that serve the citrus industry,

freight companies that haul citrus to processing plants and packing houses,
extraction, canning and concentrate plants that process juice from Florida or-
anges, and

 citrus packinghouses.

Since the land on which processing oranges are grown consists of very sandy soil
with little agricultural value outside of citrus production, and since the volume of
all other fruit juices extracted in the United States combined pales in comparison
to orange juice, the above industries could not exist if orange juice production were
no longer viable.

1 Alan W. Hodges, et al, “Economic Impact of Florida’s Citrus Industry, 1999-2000,” Economic
Information Report, EIR 01-2, University of Florida, Institute of Food and Agricultural Sciences,
Food and Resource Economics Department, July 2001, p. 13.

3 Alan W. Hodges and W. David Mulkey, “Regional Economic Impacts of Florida’s Agricultural
and Natural Resource Industries,” University of Florida, Food and Resource Economics Depart-
ment, revised April 1, 2003.
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The fact that Florida’s citrus land has no practical alternative land utilization is
demonstrated by the current divergence between the value of Florida citrus land
and land for other uses. Between 2000 and 2002, the value of citrus land planted
with mature orange trees fell by 20 percent in South Florida and by 21 percent in
Central Florida.? At the same time, the value of irrigated cropland increased by 14
percent in South Florida and by 16 percent in Central Florida, and the value of im-
proved pastureland increased by 23 percent in South Florida and by 22 percent in
Central Florida. While some of this lost real estate value may have been caused by
the prevalence of citrus canker, especially in South Florida, a good portion of the
lost value can be attributed to the continual pricing pressure caused by the presence
of Brazilian juice on the global market, as well as the ongoing threat of catastrophic
tariff reductions under the FTAA.

Question 2. Many U.S. agricultural commodity sectors are seeking greater foreign
market access in either FTAs or multilateral trade negotiations. What makes the
citrus industry and market unique with respect to trade and market access policies?

Answer. The global orange juice industry is highly unique. World consumption of
commercially processed orange juice is concentrated chiefly among only 2 regions:
the United States and the European Union. This pattern is dictated by both con-
sumer preferences and disposable income levels. In lower income countries, orange
juice is often fresh-squeezed in the household, not purchased. While processors of
Florida oranges are enthusiastic about the potential for growth in export markets,
foreign tariff reduction is not a “silver bullet.” The reduction of foreign orange juice
tariffs will not necessarily open the gates for U.S. juice exports to liberalizing coun-
tries if they have historically low demand for commercially processed juice.

The second unique characteristic of the global orange juice industry, which influ-
ences our ability to export orange juice, is the concentration of orange juice produc-
tion among only 2 countries: Brazil and the United States. Brazil’s production is
controlled by 5 very large processors,* which control roughly 80 percent of Brazil’s
FCOJ production. Given that they also operate and control Brazil’s tank ship dis-
tribution system, these companies indirectly control nearly all of Brazil’s FCOJ ex-
ports, which represent approximately 75 percent of world FCOJ exports. The large
Brazilian processors benefit from advantages brought by past subsidization and
dumping, lax environmental protection, weak and largely unenforced labor laws, fre-
quent national currency devaluation (which reduces the relative cost of production
inputs and provides false incentives to overproduce), and oligopoly price manipula-
tion. The long-term annual average trend in the price of Brazilian orange juice ex-
ports has been downward during the past decade and a half. Such constant down-
ward price pressure in foreign markets makes the exporting of U.S. orange juice
nearly impossible.

The Brazilian oligopoly dominates the EU orange juice market, oftentimes selling
at prices that appear to be well below their cost of production. The only juice proc-
essors in the United States that can afford to export to the EU are those receiving
U.S. import drawback incentives to do so. Typically, these U.S. processors, blenders
and reprocessors are Brazilian-owned and operated and, therefore, able to utilize
Brazil’s tanker distribution network to transport the juice from the United States
to the EU. Since the liberalization of EU tariffs within a multilateral agreement
would benefit the Brazilians as well, there is little utility in such liberalization. Any
reciprocal tariff reduction agreement, even one that includes the EU, will always be
very limited in value from a U.S. orange juice exporter’s perspective. In addition,
any reciprocal tariff reduction agreement that includes Brazil will always be dev-
astating from a U.S. orange grower’s perspective.

Question 3. Would tariff reductions in a multilateral or regional context create
more exporting opportunities for Florida orange juice, and create more demand by
lowering prices to the consumer?

Answer. In response to the first part of this question, theoretically, the reduction
of the EU orange juice tariff is of more value than the reduction of Latin American
orange juice tariffs, because there is far greater demand for commercially processed
orange juice in the EU than in Latin America. However, as explained above, to the

3John R. Reynolds, “Citrus Land Values Decline as Other Land Values Increase: 2001 Survey
Results,” No. 147, July-August 2001, and “Agricultural Land Values Increase as Citrus Land
Values Decrease: 2002 Survey Results,” No. 150, July-August 2002, Cooperative Extension Serv-
ice, Institute of Food and Agricultural Sciences, Florida Food and Resource Economics, Univer-
sity of Florida.

4These dominant Brazilian processors are Cargill Citrus Ltda., Citrosuco Paulista S.A.,
Citrovita Agro Industrial Ltda., LouisDreyfus Citrus S.A., and Sucocitrico Cutrale Ltda.
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extent that foreign tariff reductions apply to Brazilian juice as well as Florida juice,
they will probably not create significantly more exporting opportunities for Florida
orange juice. Of utmost importance, if the U.S. tariff on Brazilian juice is reduced
in the process of obtaining any foreign tariff concessions on orange juice, then the
Florida citrus industry will not survive long enough to reap any of the benefits of
the foreign tariff concessions.

In response to the second part of this question, since the mid-1990s, U.S. whole-
sale orange juice prices and U.S. import unit values of orange juice have not been
linked to consumer orange juice prices. In fact, they actually appear to be moving
in opposite directions. As U.S. orange juice tariffs declined 15 percent between 1994
and 2000 under the Uruguay Round Agreements, the global bulk wholesale juice
price (represented by the price of the nearby FCOJ futures contract) fell by 21%5
and the U.S. landed, duty-paid import unit value of Brazilian bulk FCOJ fell by 22
percent.® During this same period, the price of the finished product to consumers
rose by 19% for frozen orange juice and by 24% for chilled, reconstituted juice.” The
reason for this complete disconnect between retail prices and underlying juice costs
is that a highly concentrated global industry dominated by a single country with al-
most limitless cheap resources will take full advantage of any declining constraint
on its power, represented by tariff cuts, to minimize its competition and maximize
its profits at the expense of consumers. This is classic monopolistic behavior. Since
Brazil dominates the entire world orange juice market, we do not expect retail con-
sumers of orange juice in the EU, the United States, Japan or anywhere else to ben-
efit from tariff reductions. On the contrary, any reduction in the U.S. tariff on Bra-
zilian orange juice would eliminate the Brazilian oligopoly’s last competitor, the
Florida citrus industry. As Brazilian processors amass greater and greater global
market power, final consumers worldwide would eventually suffer the consequences
of unrestrained orange juice prices.

Question 4. How does the Florida citrus industry compare to other agricultural
seé:torrf in the way it is treated under the Farm Bill? Does the industry receive sub-
sidies?

Answer. The U.S. industry that grows oranges for processing does not receive any
WTO-designated “amber box” trade-distorting domestic subsidies. The most recent
WTO notification that the United States made on domestic agricultural subsidies
showed that, in marketing year 1999 the United States provided $16.9 billion in
production and/or trade-distorting “amber box” subsidies to 29 non-citrus U.S. agri-
cultural industries.® According to the Economic Research Service of USDA, under
the current Farm Bill, non-citrus U.S. agriculture is now receiving over $20 billion
annually in direct government payments, while the citrus industry does not receive
any direct government payments.® The subsidies that U.S. non-citrus agricultural
industries receive have ranged above 40 percent of their net farm income for several
years.10 Under the Farm Bill, U.S. citrus qualifies only for certain types of “disaster
assistance,” which is considered a non-trade-distorting “green box” subsidy within
the WTO. In the absence of trade-distorting subsidies, the tariff is our industry’s
only means of maintaining prices at a level that permits growers’ survival. Aside
from the tariff and enforcement of the unfair trade laws, there is no safety net.

FCM does not take issue with U.S. agriculture’s receipt of subsidies. We know
only too well the difficulties involved in competing against heavily subsidized EU
commodities (e.g., Spanish clementines) and unfairly traded Brazilian commodities.
However, we believe it is unfair to suggest that taxpayer-funded support payments
are a more acceptable or less distorting means of government support than a non-
taxpayer funded, pro-competitive tariff. FCM believes that the U.S. tariff on orange
juice 1s an “agricultural offset,” parallel in some ways to those that U.S. taxpayers
fund directly for other farm commodities, but tailored for an industry whose chief
market is in the United States. The beauty of this “tariff program” for orange juice
is that it does not tap taxpayer dollars. It places a limited burden on the unfair or

5FCOJ annual average nearby futures settlement prices, New York Board of Trade, compiled
by FDOC-EMRD.

6 Official trade data from the U.S. Department of Commerce.

7ACNielsen retail OJ sales in grocery stores with annual sales over 2 million dollars.

8“Notification concerning domestic support commitments for marketing year 1999,” received
from the delegation of the United States on December 23, 2002, WT'O Committee on Agriculture,
G/AG/N/USA/43.

9“Farm Income and Costs, Direct Government Payments,” ERS, USDA (http:/
www.ers.usda.gov/briefing/farmincome/data/GP—T7.htm).

10“Farm Income Forecast,” ERS, USDA. Source: “Farm Income Forecast,” ERS, USDA (http:/
/www.ers.usda.gov/Data/FarmIncome/finfidmu.htm).
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oligopolistic market players, Brazilian processors, which is where the burden be-
longs; and has a net positive impact on the federal budget.

Florida orange growers are not the only U.S. agricultural industry pitted against
the unfair advantages of Brazil’s agricultural exports; however, because of their de-
pendence on tariffs as opposed to subsidies, they are one of the few industries that
the U.S. FTAA proposal threatens with demise. U.S. soybean farmers claim that on
account of Brazil’s currency devaluation, they were receiving 40 percent less for
their soybeans in 2002 than in 1997, while Brazilian farmers were receiving over
36 percent more.!! Brazil is the world’s second largest soybean producer after the
United States, so this is very significant. However, soybeans are consumed through-
out world and new export markets are highly sought after by the U.S. industry. So,
it makes sense that the U.S. soybean industry contends with the unfair advantages
of Brazil’s devaluation chiefly via domestic subsidies. While subsidies are used to
help level the playing field for agricultural industries whose top markets are abroad,
tariffs are used to level the field for industries, like orange juice, whose top markets
are in the United States.

FCM believes that the Administration’s FTAA proposal on agriculture is lop-sided
to the extent that it puts all U.S. agricultural tariffs on the table, while leaving all
domestic subsidies off the table. In so doing, the Administration’s proposal effec-
tively, if unwittingly, singles out agricultural industries for demise based exclusively
on the location of their markets, without consideration of the effect on the U.S. econ-
omy.

Question 5. Please explain to the committee the differences in labor and environ-
mental aspect of the citrus trade between the United States and Brazil? Do these
differences affect the prices at which Brazil is able to sell juice?

Answer. There are many differences in labor and environmental practices between
the United States and Brazil, and these differences allow Brazil to sell its juice at
rock-bottom prices throughout the world. Brazil’s orange juice processing oligopoly
is a highly industrialized, state-of-the-art industry that resides in a developing coun-
try where it can exploit the underdeveloped economic, political, and social conditions
that persist there.

It is a well-documented fact that the Brazilian citrus industry is not subject to
enforcement of the same child labor laws and other labor standards that are en-
forced in the United States. In its 1998 report to Congress,12 the U.S. Department
of Labor reported,

The harvesting of oranges also presents its own unique dangers. Accord-
ing to Brazilian welfare groups and unions, close to 150,000 children are
employed during the country’s six-month orange harvesting season. They
pick oranges in severe heat for as long as 12 hours a day. The children’s
hands are dyed green and their fingertips are sometimes eroded by citric
acid from the oranges and toxic pesticides sprayed even while children are
in the orange groves. In some cases, damage to their fingertips is so severe
that children are later refused identification cards due to a lack of finger-
prints.[FN]

The U.S. Department of State reports in its 1999 Country Report on Human
Rights Practices in Brazil:13

A report published by the Sergipe state government in 1997 stated that
10,000 children and adolescents between the ages of 6 and 18 were part of
the labor force in the orange-growing region, with 54 percent between the
ages of 7 and 14.

Without competition-equalizing tariffs, U.S. orange growers cannot and should not
be made to compete with an exploitative foreign industry.

Brazil ratified International Labor Organization (ILO) Convention No. 138 on the
Minimum Age for Employment on June 28, 2001, and ILO Convention No. 182 on
the Worst Forms of Child Labor on February 2, 2000. In addition, Brazil’s Ministry
of Welfare and Social Assistance (MPAS) has listed the harvesting of oranges among

11“ASA Emphasizes Importance of Maintaining $5.26 Soybean Loan Rate to Help Offset Ef-
fects of Currency Devaluations in Argentina & Brazil,” American Soybean Association, January
7, 2002 (http://www.soygrowers.com/newsroom/releases/2002%20releases/r010702.htm).

12By the Sweat & Toil of Children, Volume V: Efforts to Eliminate Child Labor, U.S. Depart-
ment of Labor, 1998 (http://www.dol.gov/dol/ilab/public/media/reports/iclp/sweat5/).

13 Released by the Bureau of Democracy, Human Rights, and Labor, U.S. Department of State,
February 25, 2000.
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the “worst forms of child labor” in Brazil.1¢ However, as of March 2003, legislation
that would fully implement these Conventions has still not been made law in Brazil.

There are a few rather weak anti-child labor laws on the books in Brazil. For in-
stance, under the Brazilian Federal Constitution, employing children under the age
of eighteen to work at night or in “any dangerous or unhealthy job”, and employing
children under sixteen, unless they are apprentices, is punishable by a $320 fine.15
However, the practice of child labor remains rampant in Brazil’s citrus industry, ei-
ther because the fines are too low to be a deterrent or the laws are simply not being
enforced. Even if Brazil eventually strengthens its anti-child labor laws, lack of en-
forcement will render the laws powerless.

The Western Hemisphere’s heads of state agreed at the Third Summit of the
Americas to “promote compliance with internationally recognized core labor stand-
ards.” 16 The Inter-American Conference of Ministers of Labor (IACML), which was
set up to implement the labor-related mandates of that Summit, produced the “Dec-
laration and Plan of Action of Ottawa” during their October 2001 meeting. This Dec-
laration says, “We will work to bring all national laws, regulations and policies into
conformity with this convention [No. 182] and will take immediate action to elimi-
nate the worst forms of child labor.” 1717

In addition, the U.S. Department of Labor’s International Child Labor Program
has contributed $112 million, since 1995, towards the International Labor Organiza-
tion’s International Program on the Elimination of Child Labor.'® Rewarding Bra-
zil’'s exploitative orange juice industry with a reduction in U.S. orange juice tariffs
would not only contradict a decade of effort by the U.S. Department of Labor, it
would contradict the current Administration’s own trade agenda, while punishing
U.S. orange growers who obey the stringent labor laws of the United States.

The Florida Division of Agriculture and Consumer Services (as required by the
U.S. Department of Labor) conducted 2,700 Worker Protection Standard (WPS) in-
spections in the State of Florida during 2000. Approximately half of these inspec-
tions were to ensure the protection of workers in citrus groves.!® The labor stand-
ards in Florida orange groves are high and heavily regulated by State and Federal
agencies. Minimum age and wage regulations are rigorously enforced. Field workers
and harvesters are subject to a schedule of routine training to ensure safe operation
of mowing, pruning and harvesting equipment. They are also trained to ensure safe
use and mixing of field chemicals such as pesticides and fungicides, etc. They are
required to wear appropriate protective gear in the groves and to observe strict
rules for re-entering the groves after chemical applications. Grove owners are also
required to meet stringent housing standards for their field and harvesting workers
who require housing, such as migrant workers from abroad employed under the
H2A program. We are not aware of any such regulations being enforced in Sao
Paulo, Sergipe or other citrus growing regions in Brazil.

In addition, Florida orange growers are held liable for any degradation to the
land, water or air that may result from their operations. They are required to use
field chemicals in compliance with the environmental regulations and warnings on
their labels. They are also responsible for protecting surrounding land and water
from fertilizers and chemical run-off. Pursuant to the run-off regulations, many
growers in South Florida must dedicate on average 20 percent of their acreage to
retention ponds and ditches that prevent run-off and allow for the safe treatment
of grove water. Brazil’s environmental standards for citrus groves are considerably
more lax, if existent at all.

Florida orange growers are also prevented from using a number of generic-brand
field chemicals that are readily available in Brazil. In the United States, the process
of getting generic field chemicals registered is much more lengthy and expensive
than in Brazil, because EPA has more stringent requirements and the chemicals
must undergo more rigorous testing to ensure their safety than in Brazil. In Brazil,
the average cost of registering a generic field chemical is about $45,000 to $100,000.
Whereas in the United States, such registration costs are in excess of $5,000,000.
The end result is that U.S. grove owners are forced to use the more expensive brand

147U.S. Embassy-Brazil, unclassified telegram no. 001439, September 18, 2000. Reported by

{:)he [lJ}? Department of Labor at http:/www.dol.gov/ILAB/media/reports/iclp/Advancing1/html/
razil.htm.

15“Child Labor Law Changes in Brazil,” Global March Against Child Labor, Jan. 25, 1999,
http://www.globalmarch.org/cl-around-the-world/child-labor-law-changes-in-brazil.html.

16 Statement of The Honorable Robert B. Zoellick, United States Trade Representative, Testi-
mony Before the Full Committee of the House Committee on Ways and Means, Feb. 26, 2003.

17“Declaration and Plan of Action of Ottawa,” XII Inter-American Conference of Ministers of
Labor, OEA/Ser.1/XI1.12.1, COTPAL/doc.3/01, Oct. 19, 2001.

18 Http://www.dol.gov/ILAB/programs/iclp/about—iclp.htm.

19 Estimate by economists at Florida Citrus Mutual.
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name chemicals which have already been registered with EPA, while Brazilian
grove owners are able to cut costs substantially by using generic chemicals that
have not yet been proven safe in the United States.

Lax, unenforced and nonexistent labor, environmental and health and safety laws
are, however, not the only reason why Brazil is able to sell its orange juice at such
low prices. Ronald Muraro and Thomas Spreen at The University of Florida recently
calculated comparative cost of production estimates for processed oranges in Florida
and Sao Paulo, Brazil. They estimate that in crop year 2000/01 labor costs (includ-
ing wages, salaries and social taxes) were 45 cents/box in Florida and only 17 cents/
box in Sao Paulo.20 A substantial portion of this wide discrepancy is due to the
many currency devaluations Brazil has experienced during the last few decades.

Brazil’s orange juice export sales to all markets are denominated in U.S. dollars.
When the Real is devalued, the cost of labor and other domestic production inputs,
which are denominated in Real, become cheaper relative to the price paid for the
orange juice. For instance, in marketing year 1996/97, the currency conversion was
$1.04 Real = $1 U.S. As of July 1, 2002, the conversion was $2.84 Real = $1 U.S.21
Thus, a unit of labor that cost $1 Real or 96 cents U.S. in MY 1996/97, would only
cost 35 cents U.S. on July 1, 2002. So the cost of grove labor as a percentage of
the export price of Brazilian orange juice shrinks each time the Brazilian Real loses
value against the U.S. dollar, thus, increasing the profit margin obtained by the
Brazilian processor. The increase in profits then sends false market signals through-
out the Brazilian citrus industry causing it to overplant and overproduce. The over-
production gives way to lowered international orange juice prices, which reduce the
value of Florida’s processing oranges and diminish growers’ profits. However, fur-
ther devaluation prevents the Brazilian industry from feeling the squeeze of lower
international prices, and the cycle continues. This is just one more way the Bra-
zilian orange juice oligopoly is able to benefit from residing in a country with an
underdeveloped and inflationary economy.

In an ideal free market world economy where basic and equivalent labor, environ-
mental, and health/safety laws exist and are enforced, where world production and
prices are not controlled by a single oligopolistic industry, and where currency de-
valuations do not tip the scales dramatically in favor of the foreign exporters, the
law of natural advantages might outweigh arguments for tariff protection. But the
Florida agriculture sector in general, and citrus in particular, cannot defer to that
logic, because Brazil’s advantages are not “natural” and the playing field is grossly
skewed. The tariff is the only offset on which this unsubsidized U.S. industry can
rely to counter these “unnatural” advantages.

Question 6. As you know, Florida has had a country-of-origin labeling program in
place since 1979 in your opinion has the citrus industry benefited from the program?
Why do you and Florida Citrus Mutual support implementing a nation-wide coun-
try-of-origin labeling system?

Answer. We believe the citrus industry does benefit from the origin identification
of fresh fruit at the point of purchase. Florida has a reputation for quality which
is enhanced when the consumer is able to identify the product’s origin. Of course,
any such origin identification requirement should not create unnecessary burdens
to handlers and retailers, which might increase the cost to consumers. Therefore,
we support a reasonable national origin labeling requirement which does not press
significant administrative burdens and handling costs on distributors and retailers.
Processed citrus juice is likewise identified as to country of origin under U.S. Cus-
toms regulations. Foreign origin juice must be identified on the consumer container,
and blended juice must identify the origins of all the ingredients on the label. This
not only permits consumers to educate themselves as to the source of their food pur-
chases, but also enhances the commercial value of “Florida” juice versus juice origi-
nating elsewhere.

O

20“Cost for Processed Oranges: A Comparison of Florida and S@o Paulo,” Ronald P. Muraro
and Thomas H. Spreen, IFAS, The University of Florida, presented at the Florida Citrus Indus-
try Economics Meeting, July 8-9, 2002.

21 International Financial Statistics, International Monetary Fund.
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