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The Bush Adminigtration has an ambitious trade agenda, reflecting the importance President Bush
assignsto trade. Thisis an opportune moment to reassert America s leadership in setting trade policy
and to build a post-Cold War world on the cornerstones of freedom, security, democratic values, open
trade, and free markets.

The Office of the United States Trade Representative (USTR) submits this“ Super 301" report pursuant
to Executive Order 13116 of March 31, 1999. This report setsforth U.S. trade expansion priorities
for 2001. The Adminigtration intends to expand trade on mulltiple fronts, through negotiation of new
agreements and by ensuring that existing agreements are fully implemented by U.S. trading partners. At
the same time, the Adminigtration intends to ensure that Americans are able to regp the benefits of
market-opening agreements by resolving problems that confront U.S. exporters. The USTR prepared
this report in close consultation with U.S. Government agencies on the basis of the 2001 Trade Policy
Agenda, the 2001 NTE Report, public comments submitted to USTR, and information received from
U.S. Embassies abroad.

l. TRADE EXPANSION PRIORITIES FOR 2001

President Bush spoke at the recent Summit of the Americas in Quebec City about the benefits of trade:
“Free and open trade crestes new jobs and new income. It liftsthe lives of al our people, applying the
power of markets to the needs of the poor. It spurs the process of economic and lega reform. And
open trade reinforces the habit of liberty that sustains democracy over the long haul.” Trade policy is
the bridge between the President’ sinternational and domestic agendas. As the former governor of a
major border state, President Bush has seen that the free exchange of goods and services sparks
economic growth, opportunity, dynamism, fresh ideas, and democratic values.

To fulfill the Presdent’ s vison, the Office of the U.S. Trade Representative sets forth the following two
trade expansion priorities for 2001: (1) reestablish a bipartisan consensus on free trade and (2) move
on multiple fronts to expand trade.

A. Reestablishing a Bipartisan Consensuson Free Trade

The United States faces key decisions about the future course of our trade policy. Just asthe World
War |1 generation forged a bipartisan consensus that sustained successful trade expansion throughout
the Cold War, we must build a new consensus to promote open markets for trade in the decades to

come.

There have been some encouraging developments in the area of open trade in the past year. Congress
enhanced the Caribbean Basin Initiative, passed the African Growth and Opportunity Act, and enacted



legidation to grant permanent normd trading relationsto China. More recently, the United States and
the European Union (EU) have reached an agreement to resolve the long-standing dispute over
bananas, and the United States and Chile have pledged to complete negotiations on a free trade
agreement by the end of the year. On April 22, President Bush and the leaders of 33 other nationsin
the Western Hemisphere signed a declaration at the Summit of the Americas in Quebec City pledging
their support for completing the negotiations on a Free Trade Area of the Americas (FTAA) no later
than January 2005. The FTAA will be the world' s largest free trade area, representing 800 million

people.

There has dso been encouraging progress recently on resolving a number of trade disputes through the
World Trade Organization (WTO) and the North American Free Trade Agreement (NAFTA).
Greece has moved to counter the piracy of U.S. films and television programs, Mexico has agreed to
dlow dry beans from the United States to be imported in a more timely and predictable manner, and
India has lifted its redtrictions on U.S. agriculturd, textile, and industrid products.

But there also have been setbacks. When the House of Representatives voted in 1998 to deny the
Presdent trade negotiation authority, it marked the first time the Congress had ever regjected granting
thisauthority. And the failure to launch the globa trade talks in Seettle in December 1999 handed a
high-profile victory to the opponents of free trade, global competition, and economic opportunity.

The history books recount the economic, palitical, and indeed nationd dangers of a breakdown in
America strade policy. For thefirst 150 years of the United States, there were contentious
Congressiond debates over tariff bills, some even leading to movements for Nullification and Secesson.
Then the disastrous experience of setting protectionist tariffs for over 20,000 individud itemsin the
Smoot-Hawley bill of 1930 led the Congress four years later to try a different approach: a partnership
with the Executive to negotiate lower barriers to trade around the world. Launched by strong and
innovative leaders, Franklin D. Roosevet and Cordell Hull, this effort between the Congress and the
Executive became a bipartisan partnership, and eventualy produced prosperity, opportunity, and liberty
beyond the greatest expectations of its supporters.

Federal Reserve Chairman Alan Greengpan has put this success in historica perspective by pointing out
that the growth in trade as a share of the world economy over the past 50 years has findly managed to
reverse the losses from the calamities of the early 20th century, and now gpproximates the degree of
globalization around 1900. So today, just like Americans at the turn of the last century, we face critical
decisions about the future course for our country, trade, and the world.

The Benefits of Trade

There are three principa reasons why further trade liberadization isimportant to the American people.
Firdt, expanded trade — imports as well as exports —improves the well being of Americans. It leadsto



better jobs, with bigger paychecks, in more competitive businesses — as well as to more choices of
goods and inputs, with lower prices, for hard-working families and hard-driving entrepreneurs.

Exports accounted for over one-quarter of U.S. economic growth over the last decade and support an
estimated 12 million jobs. In the American agricultural sector, onein three acres are planted for export
purposes, and last year American farmers sold more than $50 billion worth of agriculturd productsin

foreign markets. Imports helped keep prices down as jobs, compensation, and productivity increased.

Votes for agreements like NAFTA and the Uruguay Round may not have been easy to cast. Y et those
agreements contributed to the longest period of economic growth in U.S. higtory, with levels of full
employment, and without inflationary pressures, beyond the forecasts of any economist. Conservative
edimates of the higher income and lower prices semming from the Uruguay Round and NAFTA
indicate an annua benefit of between $1,260 and $2,040 for an average American family of four.

The expanding globd trade and the expanding economic growth in the United States are not
coincidentd; they are achieved in concert. One strengthens and reinforces the other. Moreover,
restrictions on trade have victims. farmers, school teachers, factory and office workers, smal business
people, and many others who have to pay more for clothing or food or homes or equipment because of
vigble and invigble taxes on trade.

Second, as President Bush has stated, free trade is about freedom: “ Economic freedom creates habits
of liberty. And habits of liberty create expectations of democracy.” During the Summit of the Americas
in Quebec City, Presdent Bush met with Mexico's Presdent Fox, the first president elected from the
opposition since the Mexican revolution. It isnot an accident that after Mexico embraced the opening
of its economic system, as embodied in NAFTA, it was drawn to a democratic opening as well.

Free trade reduces government barriers and encourages vibrant private and civic societies governed by
therule of law. It opens societies to people, to ideas, to debate, to competition, and aso to impartial
trangparent rules. That freedom creates openings for the free press and for NGOs, not just for
businesses and entrepreneurs. And it crestes openings to the outside world through the Internet,

books, and awhole series of new networks.

Third, expanded trade affects our nation’s security. The crises of the first 45 years of the last century —
the economic retrogression referred to by Chairman Greenspan — were inextricably linked with hostile
protectionism and nationd socidism. Communism could not compete with democratic capitaism,
because economic and political freedom creates energy, competition, opportunity, and independent
thinking.

Take an example from today. Colombiaiswaging a battle to defend the rule of law againgt those who

finance their terror through complicity in drug trafficking. President Pastrana has said that one way to
counter thisthreat would be for Congress to renew the Andean Trade Preferences Act (ATPA), which
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expiresin December. Renewad, he says, would stimulate job creation, strengthen the democraticaly
elected government, and diminish the apped of the drug trade. With arenewed and robust ATPA, the
United States and Colombia can broaden our efforts on behalf of freedom —from aid to trade.

Building Public Support for Trade

These benefits of open trade can only be achieved if we build public support for trade a home. To do
30, the Adminigtration must enforce, vigoroudy and with dispatch, our trade laws againgt unfair
practices. Intheworld of globa economics, justice delayed can become justice log.

For the United States to maintain an effective trade policy and an open internationd trading system,
Americans must have confidence that trade is fair and works for their benefit. That means ensuring that
other countries live up to their obligations under the trade agreements they sign.

Change, particularly rapid adjustments, can be very difficult — even frightening — for many hard-working
people. We need to help people adapt and benefit from change — whether prompted by trade,
technology, e-commerce, new business models, or other causes. Therefore, a successful trade policy
over the long term should be accompanied by better schools, worker adjustment assistance, tax
policies that enable people to kegp and save more of their paychecks, and reforms of Socia Security
and Medicare so older Americans have a safer retirement.

In order to build continued support for free trade, the United States, and al nations, will need to be
more adroit in digning trade with our vaues. That means responding to concerns that trade undermines
environmentd protection and labor sandards — while not permitting these issues to be used for
protectionist ends. By tackling these issues today, we can help shape the thinking about how to
address them.

Getting Back in the Trading Game

To srengthen and speed America s trade and economic policy, we will need to reestablish the
bipartisan Congress ond-Executive negotiating partnership that has ddivered so much. In President
Bush's address at the Summit of the Americas, he made clear that achieving U.S. Trade Promation
Authority was one of histop priorities. This authority, as he has pointed out, has been granted to each
of the previous five presdents. The Bush Adminidtration is committed to ataining U.S. Trade
Promoation Authority before the end of the year, and will be working with the Congress to build the
broadest possible support.

In the absence of this authority, other countries have been moving forward with trade agreements while
Americahas gdled. We are in danger of being left behind. There was atime when U.S. involvement
in internationa trade negotiations was a prerequisite for them to succeed. That is no longer true. Other
countries are writing the rules of the internationd trading system as they negotiate without us.
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The EU has free trade or customs agreements with 27 countries, and 20 of these agreements have been
sggned since 1990. The EU isin the process of negotiating 15 more. Last year, the European Union and
Mexico — the second-largest market for American exports — entered into a free trade agreement. The
EU is dso negotiating free-trade agreements with the Mercosur nations and the countries of the Gulf
Cooperation Council. Japan is negotiating a free trade agreement with Singapore, and is exploring free
trade agreements with Mexico, Koreg, and Chile. There are approximately 130 free trade agreements
in force globdly, but the United States has only two agreementsin force: oneiswith Canada and
Mexico (NAFTA), and the other with Isradl.

In the long run, our deadlock hurts American businesses, workers, and farmers. They will find
themsdlves shut out of the many preferentid trade and investment agreements negotiated by our trading
partners. To cite one example, while U.S. exports to Chile face an eight percent tariff, the
Canada-Chile trade agreement will free Canadian imports of this duty. Asaresult, U.S. whesat farmers
arelosing marketsin Chile to Canadian exports. To correct the disparity in tariffs, USTR is pursuing
negotiations with Chile on afree trade agreement.

We cannot afford to stand gtill —or be mired in partisan division —while other nations seize the mantle
of leadership on trade from the United States. This would be a huge missed opportunity, indeed an
higtoric mistake.

B. M oving on M ultiple Frontsto Expand Trade

In the 21 century, the economic and political future of the United States will be incressingly linked to
those of our hemispheric neighbors. U.S. trade and investment with the hemisphere is projected to
exceed that with Europe by the end of this decade. U.S. shipmentsto Latin America have increased by
137% in the past decade, compared to a 96% increase for exports to the rest of the world.

AsLatin Americagrows, the United States benefits. 1n recent years, every one percent expanson in
Latin Americals GDP was associated with an additiond $1.6 billion worth of U.S. exportsto the
region. In the months and years ahead, the Bush Administration will be negotiating the FTAA. A free
trade area linking the Americas will provide incentives and rewards for governments pursuing difficult
economic reforms. A hemispheric free trade agreement would aso send avauable sgna —asgnd of
confidence — to potentia investors that Latin American and Caribbean nations have agreed to abide by
common rules governing trade, to create a truly hemispheric marketplace, and that this mutua effort
offers not just stability, but opportunity. Even aswe negotiate the FTAA, we are open to pursuing
other complementary opportunities to foster free trade with our neighbors, for example, through
bilatera free trade negotiations, such as the current negotiations with Chile.

Of course, America s trade and economic interests extend far beyond this hemisphere. At the core of
the WTO' s agendathis year will be negotiations mandated by the Uruguay Round agreements to
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pursue further agriculturd reform and liberdization in services. We dso want to launch anew round of
globd trade negotiaions in the WTO, emphasizing akey role for agriculture. We will aso seek to
negotiate regiona and bilatera agreements to open markets around the world. There are opportunities
in the Asa Pacific and with APEC. We will start with afree trade agreement with Singapore and will
work with the Congress to pass the basic trade agreement with Vietnam negotiated by the Clinton
Adminigration. We will urge Japan to deregulate, restructure and open its economy, which islong
overdue.

Further reforms in the Middle East and Africa need our encouragement. We are committed to working
with the Congress to enact legidation for afree trade agreement with Jordan, and to implement the
provisons of lawsto help Africa and the Caribbean. Providing technical assstance to African and
Caribbean countries will be akey part of the implementation process.

As Indiareforms its economy and taps its great potentia, we should explore ways to achieve mutud
benefits. To help developing nations appreciate that globalization and open markets can assist their
own efforts to reform and grow, we will need to extend the legidation authorizing the Generdized
System of Preferences program.

Of vita importance, we will seek to work closely with the EU and its candidate membersin Centrad and
Eagtern Europe, both to fulfill the promise of atrans-Atlantic marketplace dready being crested by
business investment and trade, aswell as to reinvigorate, improve, and strengthen the WTO processes.
Thetota amount of two-way investment in the EU and the United States amounts to over $1.1 trillion,
with each partner employing about 3 million people in the other. We would be remissto neglect our
common interests while working to resolve more immediate disputes.

Now that there is afragile peace in the Bakans, we must secure it by pointing people toward economic
hope and regiond integration. Therefore, we would like to work with the Congress to follow through on
the prior adminigtration’s proposa to offer trade preferences to countries in Southeast Europe.

Aswe move on multiple fronts to expand trade, we will continue to emphasize WTO accessons. The
accession processis an apportunity for reforming economies to adopt trade liberaizing policies and
practices within the framework of WTO obligations. It so provides a context for the United States to
expand market access opportunities for its exports of goods and services and to address outstanding
trade issues. WTO accessions are based on full implementation of WTO obligations and the
establishment of commercialy meaningful market access for other Members exports. This strengthens
the internationd trading system.

These principles have formed the basis for the completion of WTO accession negotiations with a
number of countries, including Albania, Georgia, EStonia, Latvia, the Kyrgyz Republic, Jordan, and
Oman. In other ongoing negotiations with countries such as Russia, Ukraine, and Saudi Arabia, U.S.



participation in the accesson process will enhance the rule of law in trade and enhanced market access,
while demondtrating support for the reform agendas of these countries.

The Adminigtration will aso continue efforts to complete China's on to the WTO. Completing
this process will provide substantially greater market access for industrial goods, services, and
agriculturd products. 1t will require Chinato comply with specific rules on import surges, anti-dumping
and subsidies practices, while diminating many of the conditions China requires for the gpprova of
imports and investment. We will aso work to ensure that Taiwan's on to the WTO is approved
at the same sesson of the WTO Generd Council.

The Opportunity Ahead

The United States has an unparaleled opportunity to shape the internationa trading order. But we have
to get back into this game and take the lead. We are certainly in aposition to do so. The United States
is prepared to pursue a number of bilatera and regional free trade agreementsin the years ahead, as
well asthe globd trade negotiations in the WTO. By moving on multiple fronts, we hope we can cregte
acompetition in trade liberdization. The message we are sending to other countriesis that the United
Saesiswilling to negotiate. We are willing to open if they open. But if some countries are dow, we
will move without them.

. MONITORING TRADE AGREEMENTSAND RESOLVING DISPUTES

The Bush Adminigtration will continue to work with Congress and American businesses, farmers,
workers and consumers to ensure effective monitoring of U.S. trade agreements and quick responses
to non-compliance — including through the use of WTO and other dispute settlement procedures, WTO
oversght committees, and U.S. trade laws. At the same time, the Administration will seek to prevent
or reduce problems facing U.S. exporters by working with U.S. trading partners, including through
technica assistance where gppropriate, o that consultation and training will help head off problems
before they arise. Likewise, together with the Departments of Agriculture, Commerce and State, and
other agencies, USTR will continue to work bilaterally with our trading partners to resolve disputes
quickly and expeditioudy before these issues become serious problems.

To ensure the enforcement of WTO agreements, the United States has been one of the world's most
frequent users of WTO digpute settlement procedures. In enforcing the WTO agreements, the United
States has focused in particular on foreign practices that could pose serious problems to the
internationd trading system if they proliferated in many markets. Therefore, USTR amsnot only at
chdlenging exigting barriers but also at preventing the future adoption of smilar barriers around the
world.



A. Ensuring Compliance

Efforts to promote compliance with trade agreements have used three principa tools:

(1) the WTO and NAFTA dispute settlement mechanisms; (2) the various WTO oversight bodies; and
(3) enforcement of U.S. trade law. Vigorous enforcement enhances the ability of the United States to
reap the benefits of trade agreements that USTR negotiates, ensures that we can continue to open
markets, and builds confidence in the trading system.

1. WTO and NAFTA Dispute Settlement Reaults

WTO and NAFTA dispute settlement procedures have enabled the United States to resolve problems
arisng from the falure of trading partners to implement their internationa obligations, and to resolve
disputes over interpretation of various provisonsin the WTO or NAFTA agreements. Our hopein
filing casesis, of course, to secure U.S. benefits rather than to engage in prolonged litigation.
Therefore, whenever possible we have sought to reach favorable settlements that address U.S.
concerns without having to resort to panel proceedings. We have been able to achieve this preferred
result in 14 of the 32 cases concluded so far, and have prevailed through litigation in 15 cases. During
the past year, we have achieved the following results:

< Argentina-Patents In May 1999, the United States requested WTO consultations with
Argentina regarding its failure to provide a sysem of exclusve marketing rights for
pharmaceutical products and other issues relating to Argentina s obligations under the WTO
Agreement on Trade-Related Aspects of Intellectua Property Rights (“TRIPS Agreement”).
The United States expanded its claims last year to address Argentina s failure to fully implement
its remaining TRIPS obligations that came due on January 1, 2000, such as Argentind sfailure
to protect confidentia test data submitted to government regulatory authorities for
pharmaceuticas and agricultural chemicas and its denid of certain exclusiverights for patents.
We are pleased that recent consultations with the Argentina have been congtructive and are
encouraged by the didogue that has developed to possibly resolve certain clamsin the case.
However, there are still some outstanding issues that must be addressed before the dispute
settlement case can be fully concluded.

< Australia-Prohibited Export Subsidies on Leather: On June 21, 2000, the United States
resolved its dispute with Audtralia regarding subsidization of Audtrdias sole exporter of
automotive leather. Under abilaterd settlement agreement, the subsidy recipient agreed to a
partiad repayment of the prohibited export subsidy it received, and the Australian Government
committed thet it will exclude thisindustry from current and future subsidy programs and
provide no other direct or indirect subsidies. This agreement resulted from aWTO case
brought by the United Statesin 1998.



Canada-Patent Protection Term: The United States prevalled in its WTO chalenge of
Canada sfailure to provide patent protection consstent with its obligations under the TRIPS
Agreement. The United States initiated this dispute in its 1999 * Specia 301" review of
intellectual property protection abroad. On September 18, 2000, the WTO Appellate Body
upheld aWTO pand ruling that Canada had not complied with its TRIPS obligation to provide
to al Canadian patentsin existence since January 1, 1996, aterm of protection of at least
twenty years from the date of filing the patent application. Canadaisto comply with thisruling
by August 12, 2001.

Denmark-Enforcement of I ntellectual Property Rights The United States used the
dispute settlement procedures in this case to encourage legidative action by Denmark to
implement its TRIPS obligations, particularly the requirement that WTO members make
available ex parte search and saizure remedies to authorize ex parte searches and seizuresin
civil intellectuad property rights enforcement proceedings. On March 28, 2001, the Danish
Government enacted legidation that provides this provisona remedy.

European Union (EU)-Banana Regime: On April 11, 2001, the United States and the EU
reached an Understanding on away to resolve the bananas dispute, which originated in the
early 1990s. Beginning in 1997, the United States obtained various WTO rulings againgt the
EU’ s bananaregime aswell as theright to impose retdiatory duties on $191.4 million of EU
trade due to the EU’ sfailure to comply with WTO rulings. In 1999, the EU finaly sought to
change its regime in away that would be consstent with WTO provisons and to consult
actively with the United States on ways to construct a WTO-congstent regime. The U.S-EU
Understanding achieves fundamenta U.S. objectives of reducing discrimination againgt U.S.
companies, increasing market access for Latin American bananas, and securing Caribbean
banana exports to the EU.

Greece-Television Piracy: Prior to resolving this dispute, a sgnificant number of televison
gations in Greece regularly broadcasted copyrighted motion pictures and televison programs
without the authorization of the copyright owners, and effective remedies againgt such copyright
infringements were not provided. Following WTO consultations, the Greek government
enacted new legidation to crack down on pirate Sations. In addition, the rate of television
piracy in Greece fdl ggnificantly. On March 22, 2001, in a notification to the WTO regarding
the settlement of this disoute, Greece committed to provide effective deterrence againgt any
increase in the leve of televison piracy, to continue its efforts in enforcing its intellectua
property laws, and to prevent any recurrence of the televison piracy problem.

I ndia-Import Quotas on Agricultural, Textile and Industrial Products On April 1,
2001, India completed its compliance with aWTO ruling obtained by the United States
regarding India simport restrictions on over 2,700 tariff items. The United States and India
agreed that Indiawould implement the WTO rulings and recommendations by April 1, 2000 for
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goproximately 73 percent of the tariff items at issue, and by April 1, 2001 for the remaining
items. In announcing India s new export-import policy on March 31, 2001, Indian Commerce
and Industry Miniger Maran explicitly cited the WTO ruling as the reason for removing these
Quantitative redtrictions.

I reland-Copyright and Neighboring Rights. The United States used WTO dispute
Settlement consultations to encourage Ireland to take further steps to implement its TRIPS
obligations. Asaresult of these consultations, Irdland committed in February 1998 to
accderae itsimplementation of comprehengve copyright reform legidation, and agreed to pass
a separate bill, on an expedited basis, to address certain particularly pressing enforcement
issues. Conggtent with this agreement, Ireland enacted legidation in July 1998 raising crimina
pendties for copyright infringement. On July 10, 2000, Ireland passed its comprehensive
copyright legidation, and implemented this legidation on January 1, 2001. Based onthese
developments, the parties notified the WTO that amutually satisfactory solution had been
reached.

Korea-Beef Imports The United States prevailed through litigation in this dispute, which
chalenged Kored s regulatory scheme that discriminates againgt imported beef by confining
sdes of imported beef to speciaized ores, limiting the manner of its display, and otherwise
congtraining opportunities for the sde of imported beef. Koreaisto comply with the adverse
WTO rulings by September 10, 2001, and the United States will monitor Koreals
implementation to ensure that it is condstent with these WTO rulings.

Mexico-Basic Telecommunications Services. The United States used WTO consultations
to encourage Mexico to ensure competition in its $12 billion telecommunications market. The
United States held two rounds of WTO consultations with Mexico and requested the
establishment of aWTO panel on avariety of issues, including Mexico'sfalureto (1) prevent
Tdmex (Mexico's dominant telecom carrier) from engaging in anti-competitive practices, (2)
ensure that Telmex offersits competitors cogt-oriented interconnection rates, (3) require
Temex to interconnect with competitors at the local level, and (4) permit competitive
internationd traffic arrangements at cost-oriented rates. Thus far, Mexico has taken pogitive
sepsto addressthe first three issues. The Government has issued dominant carrier rulesto
regulate Telmex; encouraged carriers to agree to substantial interconnection rate cuts for 2001;
and ensured that competitors obtain local interconnection from Temex. However, Mexico has
not yet addressed the key issue of internationd traffic or enforced its dominant carrier rules.
Absent progress on these issues by June 1, the United States will determine whether additiona
action is necessary, including moving the pending WTO case forward.

Mexico-Beans. For severa years, Mexico had not permitted U.S. dry beans to enter Mexico

in atimely and predictable manner under the NAFTA duty-free tariff-rate quota (TRQ). On
November 30, 2000, the United States requested NAFTA consultations on this matter. Asa
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result, on April 18, 2001, USTR reached an understanding with Mexico's Secretary of
Economy on Mexico' s dlocation of the TRQ. Mexico will now alocate the NAFTA TRQ for
beans on aregular schedule, with auctions to be held each March and June. In addition,
Mexico has agreed to modify several adminigrative provisions that prevented effective use of
the TRQ. Under the NAFTA, exports of dry beansto Mexico —one of our largest export
markets—will be free of al dutiesin 2008.

Romania-Customs Valuation: Last May, the United States requested WTO consultations
with Romania concerning its customs va uation regime, which established arbitrary minimum and
maximum import prices for products such as mest, eggs, fruits and vegetables, clothing,
footwear, and certain didtilled spirits, as referenced in a database. Romania s customs va uation
regime appeared to violate its obligations under the WTO Customs Vauation Agreement, the
GATT, and the WTO Agreement on Agriculture. After fruitful consultationsin July, Romania
modified its customs vauation procedures o that, in practice, it no longer imposes minimum
reference prices on most U.S. exports. USTR isworking with Romania on the amendments to
its laws and regulations necessary to findly bring its cusoms vauation regime into compliance
with itsWTO obligations.

2. WTO Oversight Bodies

Through WTO oversight bodies, the United States works to secure implementation of WTO
commitments. These oversght bodies monitor implementation of the various WTO agreements, review
WTO Members laws and regulations, identify potential problems, and offer technica assstance or
other expertise when necessary to help ensure compliance and implementation of commitments. The
United States actively assartsits rights and pursues its interests through these mechanisms.

<

The WTO Committee on Agriculture oversees the implementation of the Agreement on
Agriculture and provides aforum for WTO Membersto consult on matters related to
provisons of the Agreement. In many cases, the Committee resolves problems so that
Members do not need to refer them to WTO dispute settlement. For example, U.S. pressure
on Hungary regarding redtrictive import policies for beef products resulted in Hungary's
decision to open a specia quotafor high-quaity North American beef. Questions directed to
Korearegarding its annud rice import requirements led to improvementsin that country’s
adminigration of its tariff rate quota commitments. The Committee dso provided aforum for
the United States to raise questions concerning the agricultura practices in many of our trading
partners, including e ements of Canada s domestic support programs, the export subsidy
amounts associated with the European Communities inward processing arrangements for dairy
products, and the amount of product entered under tariff-rate quotasin Norway. The United
States dso raised extensve questions on the EU’ s support regime for horticultura products.
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The Committee on Customs Valuation has actively consdered issues relating to individua
deadlines of more than 50 devel oping country members to implement the WTO Agreement on
Customs Vduation. Some members have requested additiond time to assume the Agreement’s
obligationsin full. The United States and others, working through the Committee, have
consulted with these members to craft individudized extensgon decisions which provide for
benchmarked work programs toward full implementation, aong with progress reporting
requirements.

The Committee on Technical Barriersto Trade (TBT) has addressed specific technica
regulations which might be perceived as creating unnecessary obstaclesto trade. For example,
in 2000, the United States continued to express concerns with draft EU directives on (1) waste
from eectrica and eectronic equipment, (2) the restriction of the use of certain hazardous
substances in eectrica and dectronic equipment, and (3) batteries and accumulators. In this
Committee, the United States and other countries have a so expressed concern that EU
notifications of draft technica regulations are made too late to alow a meaningful opportunity
for comment as foreseen under the TBT Agreement. Findly, the United States has raised
questions and aerted other WTO members to issues relating to redirictive origin requirementsin
the Protocols to the Europe Agreements on Conformity Assessment under negotiation by
the EU.

In the Committee on Balance of Payments (BOP) Restrictions, the effective use of
consultation procedures resulted in the eimination by the end of 2000 of both Romania's and
the Slovak Republic’simport restrictions based on bal ance-of-payment concerns.
Furthermore, as aresult of consultations, both Pakistan and Bangladesh submitted plansto
eiminate d| of their balance-of-payments redtrictions, which meansthat dl of the few remaining
countries imposing such redtrictions now have liberdization plansin place.

The United States actively uses the Committee of the Parties to the Government
Procurement Agreement (GPA) for monitoring individud Parties implementation of GPA
commitments. In particular, the Agreement establishes a process for reviewing how each Party
has implemented GPA requirementsin its nationd legidation. 1n 2001, the Committee will be
reviewing the implementing legidation of Isragl, Jagpan and Korea.

The United States has used the Council for Trade in Services and its subsidiary bodies,
epecidly the Committee on Trade in Financid Services, to help ensure full implementation of
obligations under the Generd Agreement on Trade in Services (GATS). The United States has
congstently and successfully pressed countries to fulfill their obligations to ratify and implement
their commitments under the Financid Services and Basic Tdecommunications Agreements.
Asareault, in 2000, three more countries — Ghana, Nigeria, and Kenya— brought their GATS
financid services commitments into force under the GATS, and one more country — Dominica—
brought its basic telecom commitmentsinto force under the GATS. In the Council, the United
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States aso promoted an agreement between the WTO and the International
Tdecommunications Union (ITU) to hep ensure that ITU technica assstance assgsin
implementation of countries basic telecom obligations, including those related to regulation.

< The TRIPS Council monitorsimplementation of the TRIPS Agreement, provides aforum in
which WTO Members can consult on intellectua property matters and carries out the specific
respongbilities assgned to the Council in the TRIPS Agreement. During 2000, the TRIPS
Council monitored the Agreement’ s implementation by developing country Members and
newly-acceding Members; provided ass stance to devel oping country Members so they can
fully implement the provisons of TRIPS; and concentrated on inditution-building, both interndly
and with the World Intellectua Property Organization (WIPO). The TRIPS Agreement has
yielded significant benefits for U.S. industries and individuas, from those engaged in the
pharmaceutica, agriculturd chemica, and biotechnology industries to those producing motion
pictures, sound recordings, software, books, magazines and consumer goods.

< Findly, the Trade Policy Review Mechanism has been indrumenta in the identification of
potentialy WTO-inconsistent practicesin members regimes, and provides aforum in which
pressure can be brought to urge reform or eimination of such practices. The trade policy
review of Brazil in November 2000 provided an opportunity for the United States to question
the Brazilian Government about its lack of notification to the WTO of its current import
licenang system and the WTO consgstency of this sysem. The United States was joined by
severd other delegations including the EU, Indiaand Colombiain expressing dissatisfaction
with the licenang sysem. In response to this criticism Brazil promised to review itsimport
licensang system, reduce the products subject to licenaing, and notify the revised system to the
WTO.

3. U.S. Trade Laws

U.S. trade laws are an important means of ensuring enforcement of U.S. rights and interestsin trade. In
the past year, use of Section 301, Section 1377, Super 301, Specia 301, and Title VII has enabled the
United States to chalenge market access barriersto U.S. goods and services, protect U.S. intellectud
property rights, ensure compliance with telecommunications agreements, and address discriminatory
foreilgn government procurement practices. Through its trade preference programs, the United States
a0 seeks to ensure that beneficiary countries meet the statutory conditions, which can include
providing internationaly recognized worker rights and adequeate intellectud property protection.

< Section 301: Section 301 of the Trade Act of 1974 isthe principa U.S. statute for addressing
foreign government practices affecting U.S. exports of goods or services. Section 301 may be
used to enforce U.S. rights under internationa trade agreements and may aso be used to
respond to unreasonable, unjudtifiable, or discriminatory foreign government practices that
burden or restrict U.S. commerce. In response to a petition from the North Dakota Whest
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Commission regarding dlegedly unreasonable trade practices of the Government of Canada
and the Canadian Wheet Board, the USTR initiated an investigation of such practices on
October 23, 2000. Thisinvestigation is currently pending.

Special 301: Section 182 of the Trade Act of 1974 (commonly known as“ Specia 301")
requires USTR to identify annualy those countries that deny adequate and effective intellectud
property (IP) protection or that deny fair and equitable market accessto U.S. IP products.
Implementation of the law involves the placement of countries of concern into three separate
categories— Priority Foreign Country, Priority Watch Ligt, and Watch List. These designations
are determined in terms of the seriousness of 1P problems, with countries having the most
serious | P problems designated as Priority Foreign Countries, which will result in the initiation of
a section 301 investigation within 30 days of designation. On March 13, 2001, the United
States Hf-initiated a section 301 investigation following the identification of Ukraine asa
Priority Foreign Country under Specid 301 for Ukrain€g s persastent failure to take effective
action agang sgnificant levels of optica media piracy and to implement adequate and effective
intellectud property laws.

Super 301: Super 301 (mandated by Executive Order 13116 of March 31, 1999) provides a
mechanism for the USTR annudly to review U.S. trade expangion priorities and focus U.S.
resources on diminating sgnificant trade impedimentsto U.S. exports. In the past year, the
United States made important progress on issues raised in past Super 301 reports, including
productive discussions with Japan concerning deregulation of Japan’s insurance market and
resolution of an outstanding textiles dispute with India concerning the establishment and
natification to the WTO of India stariff bindings on awide range of textile and gpparel
products of importance to U.S. exporters.

Section 1377: Inthe past year, use of Section 1377 of the Omnibus Trade and
Competitiveness Act of 1988 has led to the successful resolution of a number of key
telecommunications trade barriers, including those in Canada, Germany, Japan, Mexico, and
Peru. For instance, high interconnection rates in Japan were a subject of last year’s Section
1377 review. On July 18, 2000, the United States and Japan reached agreement to
subgtantialy lower interconnection rates in Japan, saving competitive telecom carriers more than
$2 billionin two years. In addition, in November 2000, the Canadian telecom regulator
reformed Canada s contribution collection (universal service) regime, which was aso subject to
last year's Section 1377 review. These reforms are expected to save competitive service
providers millions of dollars.

Title VII: TheTitle VII report (mandated by Executive Order 13116 of March 31, 1999)

identifies trading partners engaging in discriminatory government procurement practices. The
annud Title VII report highlights anumber of foreign procurement practices that are of
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ggnificant concern to the United States and that the Adminigtration is pursuing in arange of
internationd fora

< U.S. trade preference programs - including the Generdized System of Preferences (GSP),
the African Growth and Opportunity Act (AGOA), the Caribbean Basin Initiative (CBI), and
the Andean Trade Preferences Act (ATPA) - are designed to stimulate economic growth and
dleviate poverty in developing countries through their integration into the internationd trading
system. To bedigible for these preferences, a beneficiary country must meet certain statutory
requirements. Though the requirements are not identica in the various programs, they include
providing internationaly recognized worker rights, intellectua property rights, market access,
and having other laws and practices that will reinforce the incentives provided. Recently,
Swaziland enacted a new labor law providing internationaly recognized workers rightsin order
to retain GSP benefits and to become dligible for AGOA. Likewise, Bangladesh agreed to
extend nationa labor laws to its export processng zones and establish a trangtion mechanism of
worker dected councils. The Adminigtration is carefully monitoring the Stuation to ensure full
implementation of the commitments undertaken by the Bangladeshi authorities. Deficienciesin
Moldova sintelectua property protection were remedied, and market access improved in
India The Adminigration is continuing to review Guatemaa s continued digibility for
preferences under both the GSP and CBI programs based on serious concerns about |abor
practices in that country.

While promoating free trade abroad, we vigoroudy enforce our trade laws in order to give Americans
the confidence needed to keep markets open. The Adminigtration is committed to aggressvely
enforcing U.S. trade laws to address the adverse impact that unfairly traded steel imports have on U.S.
ged companiesand U.S. jobs. There are currently more than 150 anti-dumping and countervailing
duty actionsin effect or under investigation relating to stedl products. In addition, the sted indudry is
currently recaiving import relief under Section 201 of the Trade Act of 1974 for line pipe and sted wire
rod products. In addition to actively enforcing U.S. trade laws, the Adminigtration will engage key sted
producing countries to address bilaterally and multilaterdly the underlying structura distortions thet
fogter unfair trade in stedl. Despite the trade remedies that are currently in place, the Adminigration is
very concerned about the hedlth of the stedl industry. The Adminigiration is monitoring closdy the
global sted market and stedl trade practices and will take additiona actions as needed.

B. Status of WTO Disputes

In the April 2000 Super 301 Report, USTR announced its intention to resort to WTO dispute
settlement procedures as ameans of resolving concernsin seven ingdances. This section reports on the
status of those disputes.

< Argentina-Patents As discussed above, progress has been made toward resolving this
dispute.
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Brazil-Customs Valuation: U.S. exporters of textile products have reported that Brazil uses
officialy-established minimum reference prices as a requirement to obtain import licenses
and/or as a base requirement for import. In practice, this system works to prohibit the import
of products with declared vaues below the established minimum prices. The Brazilian practice
gppears inconsstent with Brazil’s WTO obligations, including those under the Agreement on
Customs Vduation. The United States and Brazil hdd WTO consultations on this matter in July
2000. The United States is monitoring the operation of the Brazilian regime and consulting with
U.S. exporters on possible next steps.

Brazil-Patent Protection: Although Brazil has alargdy WTO-consstent patent regime, there
remains one provision in Brazil’ s patent law that the United States considers inconsstent with
the TRIPS Agreement. This provision requires al patent owners — regardless of the subject
matter of the patent — to manufacture their productsin Brazil in order to maintain full patent
rights. Having been unable to resolve thisissue for over five years, the United States resorted
to WTO dispute settlement procedures and requested consultations with Brazil in May 2000.
The parties held consultations in June and December 2000, but failed to reach a mutudly
agreed resolution to the dispute. As aresult, the United States requested the establishment of a
WTO pand to resolve thisdispute. This pand was established in February 2001.

Denmark-Enforcement of I ntellectual Property Rights As discussed above, this dispute
has been successfully resolved with the enactment of legidation in 2001 to implement
Denmark’s TRIPS obligations.

I ndia-Measures Affecting Trade and I nvestment in the Motor Vehicle Sector: This
dispute, which challenges the WTO consstency of Indian measures that gpply to investment in
the automotive industry, is currently before aWTO dispute settlement pand. The measures at
issue require manufacturing firms in the motor vehicle sector to achieve specified levels of loca
content, neutrdize foreign exchange by baancing the vaue of certain imports with the value of
exports of cars and components over a stated period, and limit imports to a vaue based on the
previous year' simports. These measures gppear to violate the WTO Agreement on Trade
Reated Investment Measures (TRIMs) and GATT.

Philippines-Measures Affecting Trade and I nvestment in the Motor Vehicles Sector:
On November 17, 2000, aWTO pand was established to examine aU.S. chalenge to certain
measures in the Philippines automotive sector. Among other things, the measures require
producers to incorporate specified amounts of locally produced inputs, precluding the purchase
of U.S. parts. Thereisaso arequirement that imports be balanced in an amount related to a
company’ s foreign exchange earnings. Under the WTO TRIMs Agreement, the Philippines
was required to remove these measures by January 1, 2000, unless the Philippines received an

-16-



extenson. No such extension has been granted and therefore the Philippines appearsto bein
violation of its TRIMs obligations.

Romania-Customs Valuation: As discussed above, considerable progress was made in
consultations, and this dipute is close to resolution.

C. New Reguests for Consultations

In addition to the disputes discussed above, the United States has invoked WTO dispute settlement
procedures in three other disputes since last year's Super 301 report:

<

Mexico-Measures Affecting Tradein Live Swine: On July 10, 2000, the United States
requested consultations with Mexico regarding a Mexican antidumping measure on live swine
from the United States as well as sanitary and other redtrictions imposed by Mexico on imports
of live swine weighing more than 110 kilograms. Consultations were held September 7, 2000.
Following the consultations, Mexico issued a protocol which is designed to dlow aresumption
of U.S. shipments of live swine weighing 110 kilograms or more into Mexico. At about the
sametime, Mexico sf-initiated areview of its threet of injury determination based on
information, including a shortage of daughter hogs, that suggests that market conditions have
changed subgtantidly in Mexico. The United Statesis closdy monitoring this Situation.

Belgium-Rice Imports. Belgian customs authorities have disregarded the actud transaction
values of rice imported from the United States from July 1, 1997 to December 31, 1998, in
computing the applicable customs duties. By not using transaction values to compute customs
duties, Belgium has assessed duties on rice that are higher than the levels provided for inits
WTO commitments. Belgium’s adminigration of its tariff regime for rice, moreover, has
contributed to substantia uncertainty regarding the rate of duty that will be gpplicable to
shipments of imported rice. The United States requested WTO consultations in November
2000 with Belgium on these issues, and on March 12, 2001, aWTO pand was established to
examine the matter.

EU-Import Surcharge on Corn Gluten Feed: Thisdispute involves atariff-rate quota of 5
euros per metric ton impaosed by the EU on the first 2,730,000 metric tons of corn gluten feed
imported into the EU from the United States. The EU imposed thisimport surcharge in
response to the U.S. import safeguard measure imposed on whest gluten imported into the
United States from the EU. The United States considers that the EU failed to satisfy the
requirements of the WTO Safeguard Agreement for such suspension of concessions, and
therefore the United States requested consultations with the EU on January 25, 2001.
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I[Il.  REALIZING THE BENEFITSOF TRADE

The Bush Adminigration is carefully monitoring practices a number of foreign practices, usng dl the
available tools to address the concerns of U.S. exporters. These include measures that occur in many
markets and across many sectors. The barriers discussed below are just some examples of the
practices that the Adminigtration is carefully monitoring.

A. Import Palicies

Redtrictive or burdensome import policies can undermine the ability of U.S. exportersto redlize the full
benefits of market access commitments. Such policies occur in many forms. Provided below are
examples of three types of import policies that currently represent serious barriersto U.S. exports.

Reference Prices: The WTO Cugtoms Vaduation Agreement stipulates that the transaction price isthe
primary basis for customs vauation determinations. However, certain countries gppear to rely on
“reference prices,” which can atificidly inflate the customs value of imported goods. The United States
has actively pursued the issue of reference pricesin the WTO Committee on Customs Vauation and
has engaged in WTO dispute settlement consultations with Romania and Brazil regarding such
practices. As discussed above, WTO consultations with Romania appear to have addressed many
concerns, and the United States remains in WTO consultations with Brazil in an effort to resolve smilar
issues. | ndia continues to maintain aminimum import price system for imports of primary and
secondary stedl products. In early 2000, the Government of India removed primary sted products
from the regime. This action was chdlenged in the Indian courts, which regpplied the regime to primary
gted products. The United States is considering appropriate steps to take, which could include WTO
dispute settlement action.

The continued existence of such practicesin Mexico remains of serious concern. On October 1, 2000,
Mexico sgnificantly increased the costs associated with its reference price system by imposing a
burdensome new cash deposit guarantee requirement for subject goods. Cash deposits based on
reference prices are not returned for at least Sx months, and Mexican banks charge high fees to open
and maintain customs accounts. Bilaterd discussons with Mexico are planned for mid-2001. Based
on these conaultations, the United States will consider what additional steps are necessary, including
WTO dispute settlement action.

Deder Protection Laws. Severa Centrd American and Carribean countries (e.g., Honduras,
Guatemala, Costa Rica, El Salvador, Dominican Republic and Haiti) have in place laws,
regulations and other measures which gppear to have the objective of preventing foreign exporters from
terminating importation and distribution contracts with loca companies except under very stringent
conditions often requiring payments of large indemnities to the local company. To the extent that they
apply only to imports, such laws may be inconsstent with GATT nationa trestment requirements.
Application of these laws can have harmful effects on the economy as awhole and on consumers. U.S.
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exporters report that digtributors profit margins are extremdy high in these countries and that
digtributors often refuse to service certain segments of the local market. Faced with such conditions,
exporters are often prevented from bringing their products to the market most effectively, and
consumers face high costs and limited choice of products. We will address thisissue in avariety of
contexts, notably in bilateral discussonswith our trading partners.

Motor Vehicle Policies: Certain of our trading partners maintain restrictive motor vehicle policies which
limit market accessfor U.S. exporters. For ingtance, lack of foreign access to the motor vehicle market
of Korea remains of sgnificant concern. The United States and K orea concluded a Memorandum of
Understanding (MOU) in October 1998 according to which Korea agreed to undertake a number of
specific actions. Although Korea has taken steps to implement specific provisons of the MOU, foreign
access remains severdy redtricted, as evidenced by the tiny foreign share of the Korean auto market,
which totaled 0.3 percent in 2000. Kored s high tariffs and cascading tax structure on motor vehicles
continue to impair the competitiveness of imported motor vehicles. Moreover, Korean consumers
continue to believe they will face public opprobrium for purchasing aforeign car, the legecy of years of
government-sponsored anti-import campaigns. Although Korea recently acceded to the 1998 Global
Agreement for the harmonization of world automotive standards, it continues to develop overly-
burdensome standards that impede imports and are contrary to the spirit of globa harmonization and
the 1998 MOU. The United States will continue to push Koreato fulfill the objectives of the 1998
MOU and to develop a package of meaningful measures that will result in substantid increasesin
market access for foreign motor vehicles.

U.S. exporters are experiencing related problemsin Japan. The 1995 U.S.-Japan Automotive
Agreement, which sought to eliminate market access barriers and significantly expand sales
opportunitiesin this sector, expired on December 31, 2000. Although some progress was made under
the 1995 agreement, the overall objectives of the 1995 agreement were not met. There are a number
of factors contributing to the disappointing results, one of which has been the weakness of the domestic
Japanese economy over the past three years. However, the effects of the Japanese recession have
been disproportionately felt by foreign firms. In addition, the pace of deregulation has dowed
sgnificantly. Lack of trangparency in both procurement and rule-making persists, and keiretsu ties
continue to impede full and fair competition in this market. Further, while investment opportunitiesin
the vehicle market have increased notably, opportunities for automotive parts makers remain largely
unchanged. This Stuation, coupled with recent trends in bilatera automotive trade, has underscored the
need for further market-opening efforts by Japan. The United States hopes to work closely and
cooperatively with Japan on thisissue in the coming months.

B. Technical Regulations and Rule-M aking

WTO Members have developed disciplines — primarily through the Agreement on Technica Barriersto
Trade (TBT) — to ensure that standards, testing, conformity assessment procedures, and related
measures are developed and gpplied in atransparent and non-discriminatory manner. These disciplines
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have served to prevent trading partners from using such technicd requirements for protectionist
purposes. Nevertheless, U.S. exporters continue to face adverse conditions in severd important
markets. Although there are many other such barriers around the world, we highlight the following two
examples:

Technicd Regulations: Such regulations can impose onerous conditions on U.S. exports. For instance,
in Mexico, certain regulations require the ingpection and gpprova of manufacturing facilitiesin order to
obtain a sanitary license to sdll certain herba and nutritiond productsin Mexico. However, Mexican
authorities refuse to ingpect U.S.-based manufacturing facilities. Denying U.S. exporters the ability to
have their facilities inspected and approved on the same basis as their Mexican counterparts raises
serious concerns about Mexico's adherence to its trade agreement obligations. The United States has
raised these concerns with Mexico. Mexican authorities have advised us that they are looking at ways
to address our concerns consstent with NAFTA and WTO obligations; however, to date, we have
seen no progress. If this problem is not resolved in atimely manner that will dlow U.S. companies
without Mexican-based production facilities to resume exporting their products to Mexico, the United
States will consider whether to request consultations under the NAFTA or the WTO to resolve this
issue.

Transparency in Rule-Making: An important aspect in the development of technical regulationsis
transparency in the regulatory process. Assuring transparency and effective participation in the rule-
making process can be extremdy useful in preventing trade problems associated with such measures.

A growing number of U.S. trade concerns stem from the lack of transparency in the development of the
technica regulations of the EU. EU procedures for the development of EU technica regulations

gppear to undermine multilatera provisonsintended to provide an opportunity for meaningful comment
on draft regulations, because the EU natification to the WTO is only made after the European
Commission has finaized its proposa (and forwarded it to other EU indtitutions for
congderation/approva). Asaresult, the United States and other interested parties are unlikely to have
ameaningful opportunity to have any input or concerns addressed or reflected in adirective' s
provisons. Furthermore, while European regiona standards can be used to meet an EU directive's
“essentid” requirements, EU procedures do not provide ameaningful opportunity to provide comments
on the relationship of these standards to the EU directive s requirements. The lack of trangparency in
EU rulemaking raises serious questions about EU compliance with obligations under the WTO TBT
Agreement. The United States will closdy monitor developments and will consider al optionsto ensure
that these obligations are fully met.

C. Agricultural Practices and SPS M easures

The WTO Agreement on Agriculture and on Sanitary and Phytosanitary (SPS) Measures have been
ingrumenta to the ability of the U.S. agricultural sector to take advantage of its competitiveness and
export its products abroad. The United States continues to be vigilant in its effort to prevent our trading
partners from maintaining trade-distorting practices that disadvantage U.S. agricultura exports. For
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example, as discussed above, in response to a petition filed, the USTR is currently investigating
practices of Canada and the Canadian Wheat Board under Section 301 of U.S. trade laws. We dso
are examining information gathered from U.S. agricultura exportersto assst usin our negotiations on
agriculturein the WTO, the FTAA and bilatera negotiations, including public comments received in
preparation for this year’s Super 301 report.

In addition, the United States has serious concerns that Japan, in an unprecedented manner, istaking
actions affecting accessto its markets for agricultural products. In early April 2001, Japan
implemented a new quarantine ingpection system for fresh vegetables, strawberries and melons, which
limited the number of daily inspections at Japan’' s air and segports. Japan took this action without prior
consultation with trading partners or adequate explanation of a scientific rationae for the new system.
Japan is aso consdering taking, for the firgt time, import safeguard actions on awide range of
agriculturd and other products. It has announced that it will implement safeguard measures on three
agricultura products — fresh shiitake mushrooms, stone legks (i.e., welsh onions) and tatami mat reeds
— beginning April 23, 2001. Among the other products Japan is investigating are lumber, onions, and
tomatoes, which are of commercid interest to the United States. U.S. exports (CY 2000) of these
products totaled over $240 million. The U.S. Government, a senior leves, has raised with the
Japanese Government its serious concerns about these measures affecting imports. The United States
will dosdy monitor Japan’s import measures to ensure they comply with WTO obligations.

The United States also has serious concerns regarding the process of import risk assessment for SPS
measuresin Australia. SPS measures protect againgt risks associated with plant or animal borne
pests and diseases, additives, contaminants, toxins, and disease-causing organisms in foods, beverages,
or feedstuffs. The WTO SPS Agreement establishes rules and procedures to ensure that SPS
messures address legitimate human, animal, and plant hedlth concerns, do not arbitrarily or unjudtifiably
discriminate between Members agricultura or food products, and are not disguised redtrictions on
internationd trade. Transparency is an integra aspect of the development of SPS measures and is often
extremely useful in preventing trade problems associated with SPS measures. Although Audrdia
revised and published itsimport risk assessment procedures in 2000, the processin Audrdiaremans
non-transparent and fraught with delays. Audtrdia s continued ban on the importation of Cdifornia
table grapes illustrates problems encountered, and other countries have comparable complaints. The
United States has been seeking entry into Australia’s market, in some cases for more than a decade, for
Horida citrus, pork, poultry, stone fruit, and applesin addition to Cdifornia table grapes.

D. Government Procur ement

The 2001 “Title VII” report, which USTR releases smultaneoudy with the Super 301 report on April
30 (available on the USTR web site (www.ustr.gov)), addresses a number of discriminatory
government procurement practices, including implementation of the EU “Utilities Directive’ by
government telecommunications utilities, various discriminatory practicesin the public works sector of
Japan, discriminatory practices and procedurd barriersto trade in Taiwan, discriminationin Canada
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agang U.S. suppliersin provincia government procurement procedures, and the potentia
discriminatory effects of “sect filters” in Germany. The“Title VII” report provides background on
these issues and the steps the Adminigtration is taking to address them.

E. Subsidy Practices

Unfair government subsdies distort the free flow of goods and adversdly affect U.S. busnessin the
globa marketplace. Rules covering industria subsidies have evolved and are intended to prohibit or
discourage the most digtortive kinds of subsidies, and to dlow governments to use less digtortive
subsidies in order to achieve the broader socia or economic objectives of interest to them under certain
circumstances. Provided below are representative examples of subsidy practices that the
Adminigration is monitoring closdly.

The United States continues to be concerned about the prospect of further subsidization of the Airbus
consortium by Member State governments of the EU. Since the inception of Airbusin 1967, Airbus
member governments have provided massive subsidies to their respective member companiesto ad in
the development, production and marketing of the Airbus family of large civil arcraft. Airbus partner
governments have borne 75 to 100 percent of the development cogts for al maor lines of Airbus
arcraft and provided other forms of support, including equity infusions, debt forgiveness, debt rollovers
and marketing assstance. Some loans for Airbus programs, repayable from royalties on aircraft sold,
have been effectively forgiven because projected sales did not materidize. The EU aso supports
Airbusindirectly through government funded research targeted at pecific civil aircraft projects.
Government support of Airbus raises serious concerns about EU Member State compliance with their
bilatera and multilatera obligationsin this sector. The United States has urged the Airbus member
governments to ensure that their planned support for the Airbus A380 aircraft programison
commercid terms, reflecting the fact that Airbusis now a highly competitive globa producer of aircreft.
The European Commission recently informed the United States that seven EU Member State
governments have committed to substantia direct support to develop the A380 aircraft. The United
Saesis examining the information that the European Commission provided and plansto seek further
information in future discussions with the EU.

In addition, the Government of Korea, through the Korean Development Bank (KDB), hasinitiated a
program amed at providing direct financid support to severd large companies that are encountering
severe cash flow problems. For example, the KDB purchased $200 million worth of newly issued
Hyunda Electronics Industries (HEI) bonds in January 2001. The KDB made smilar purchases of the
newly issued bonds of five other cash-strapped, debt-burdened Korean companies, three of which are
other Hyundal subsidiaries. The KDB reportedly plans to provide additiond financing in the future to
HEI and other companies to cover $15-20 billion in bonds coming duein 2001. The Korean
Government maintains that only viable companies will benefit from temporary KDB support and that
the KDB support will terminate at the end of 2001. The United States has expressed its concern to
Korea about the negative implications of this type of government-directed lending for Korea's
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restructuring efforts and the Korean economy. The United States also has noted that a Significant share
of the benefits under this program has been provided thus far to companies that are largely export
focused and has raised with Koreaits concerns over the potential inconsistency of this intervention with
the WTO Agreement on Subsidies and Countervailing Measures.

F. Sarvicesand Investment Barriers

Services are what most Americans do for aliving. Service industries account for nearly 80 percent of
both U.S. employment and GDP. U.S. cross-border exports of commercia services (i.e., excluding
military and government) were $255 billion in 1999, supporting over 4 million services and
manufacturing jobsin the United States. U.S. services exports have more than doubled over the last 10
years, increasing from $118 billion in 1989 to $255 hillion last year. Likewise, foreign investment
provides capitd that fuels economic expansion, increases productivity, improves living sandards, and
provides linksto the international marketplace. Accessto overseasinvestment markets alows U.S.
companies to remain competitive in aworld of new and changing opportunities. U.S.-owned
companies with affiliates abroad accounted for 64% of total U.S. goods exportsin 1998.

These gatigtics reved the importance of services and investment in promoting open markets. Continued
liberdization in this area represents a “force multiplier” for structura reforms abroad and for economic
growth domegtically.

Unfortunately, as discussed below, we continue to encounter barriers to the supply of U.S. services and
to investment by U.S. businesses, particularly with respect to telecommunications regulations, trade-
related investment measures (TRIMS) in the automobile sector, and retail store laws. We therefore
make it apriority to intengfy our efforts to promote the dynamism of this sector and reduce trade
barriers.

Tdecommunications Trade Barriers: Since the WTO Basic Telecommunications Agreement came into
force in February 1998, teecommunications markets overseas have rapidly opened to competition.
U.S. companies have invested hillions of dollarsto build globa networks, partner with foreign
companies, and expand their commercid presence in foreign markets. However, as discussed in
USTR'sreview of telecommunications trade agreements under “ Section 1377, released on April 2,
2001 (see www.ustr.gov), practices of certain trading partners raise serious concern about compliance
with their internationd telecommunications obligations.

For ingtance, in Taiwan, telecommunications regulations impose serious limitations on the competitive
offering of telecommunications services and undermine the ability of new entrants to compete in
Tawan's market. These redtrictions aso gppear to be incons stent with the commitments undertaken
by Taiwan as part of its bilateral WTO accession negotiations with the United States to liberdize its
telecommunications market by July 1, 2001. USTR welcomes the ongoing regulatory review of
Tawan's telecom regulations and expects this review to result in the promised liberdization of its
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market. If Taiwan does not gppear to be taking the necessary steps to liberdize its market congstent
with its commitments, USTR will consider appropriate action, including under Section 1374 of the
1988 Trade Act. In addition, as discussed above, the United States remains serioudy concerned that
Mexico has not yet addressed the key issue of ensuring competition in the market for internationa cals
or enforcing certain rules designed to address anti-competitive conduct in telecommunications services.
Absent progress on these issues by June 1, the United States will determine whether additional action is
necessary, including moving the pending WTO case forward.

Auto TRIMS: The WTO Agreement on Trade Related Investment Measures (TRIMS) limits the ability
of foreign governments to devel op programs that favor the purchase or use of goods produced localy.
Such measures often reduce the export of U.S.-manufactured goods and also impede a company that
operates in a market with TRIMs from acting in an economicaly efficient manner. The maintenance of
TRIMs has been a particular problem in the motor vehicle sector. As discussed above, the United
States currently has two pending WTO cases on thisissue, challenging the maintenance by I ndia and
the Philippines of measures affecting trade and investment in the motor vehicle sector.

The United States also has serious concerns about local content requirements imposed by Malaysia on
the production of motor vehicles. Under the TRIMs Agreement, Maaysiawas required to remove
these measures by January 1, 2000 unless additiona time was granted by the WTO. On December
29, 1999, Mdaysa made aforma request for an additiona two years to bring these measures into
compliance with its obligations under the Agreement. The United States has noted its willingness to
agree to an extengon, but is concerned by conflicting satements made by the Government of Mdaysa
with regard to itsintentions.  For this reason, the United States will continue to monitor Maaysa's
compliance with its WTO obligations in the motor vehicle sector.

Retall Store Laws. Retail store laws that discriminate with regard to the country of origin of the goods
that aretaller can sdl harm not only the firms operating in this sector, but dso harm consumers by
limiting access to products that may be more competitive in terms of price and qudity. The
Philippines requires that certain foreign retailers source at least 30 percent of their inventory, by value,
in the Philippines. Additiondly, firms specidizing in luxury goods must source at least 10 percent of
thelr inventory, by vaue, in the Philippines. These requirements gppear to violate the Philippines
commitments under severd WTO agreements. The United States will monitor this issue to determine
what action should be taken to address these concerns.

G. Lack of Intellectual Property Protection

The USTR isreleasing the “ Specid 301" report today (see www.ustr.gov), which identifies those
countries that deny adequate and effective intellectua property protection or that deny fair and
equitable market accessto U.S. intellectud property products. As discussed above, on March 13,
2001, the United States sdif-initiated a section 301 investigation following the identification of Ukraine
as a Priority Foreign Country under Specia 301 for Ukraine s perastent failure to take effective action
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agang dgnificant levels of opticd media piracy and to implement adequate and effective intellectud
property laws. In addition, thisyear’s Specia 301 report addresses a number of key issues, including
(1) fallure of numerous economies, including Brazil and Taiwan, to take effective enforcement action
that provides adequate deterrence against commercid piracy and counterfeiting; (2) failure of the
European Union to provide nationd treatment for the protection of geographica indications for
agriculturd products and foodstuffs; (3) failure by Argentina, Hungary and Israel, among others, to
provide adequate protection for the confidentid test data of pharmaceutical and agriculturd chemica
companies, (4) the insufficient term of protection for patents in trading partners such asthe
Dominican Republic and I ndia; (5) the inadequate protection for pre-existing works in numerous
trading partners, particularly in Armenia, Azerbaijan, Belarus, Kazakhstan, Tajikistan,
Turkmenistan, and Uzbekistan; (6) the fallure of the Philippines to provide adequate enforcement,
induding making available ex parte search remedies; and (7) lax border enforcement againg pirate and
counterfeit goods in many of our trading partners.

H. Barriersto Tradein Electronic Commer ce

Barriers to ectronic commerce can occur a various points in the e-commerce vaue chan, such as
restrictions on basic telecommunications services, Internet access services, and services provided
through the Internet. For example, I sradl is pursuing apolicy that would disadvantage U.S. companies
wishing to offer Internet access services over the cable platform and would favor the state-owned
telecommunications company (Bezeq). Although Isradl has licensed Bezeq to enter the high-speed
Internet access market without any licensing fees, it has introduced legidation that will require cable
televison companies seeking to enter this market to pay licensing fees (above ther cable franchise
fees). The United States is serioudy concerned that regulatory favoritism undermines the investment
environment in Internet servicesin Israd. We will closgly monitor developmentsin Israd aswell asin
other markets.

[ Other barriers

Not al trade obstaclesfit negtly into one category. There are many exporters facing conditionsin
overlapping categories that combine to limit market accessto U.S. goods and services, and unfavorable
trestment of a certain foreign indudtry by any given country often involves amultitude of overlapping
barriers. One illugtration of how numerous trade measures can affect the conditions for access to
overseas markets can be found in the textile and appard industries. U.S. industry has raised a sevies of
concerns regarding a number of measures, often used in combination, that impede access to overseas
markets, including: high tariffs, additiona import taxes and charges, some of which may be forgiven for
goods destined for the export market, excessve and impractica marking and labeling requirements,
reference pricing and non-automatic licensing, burdensome certificates of origin requirements, lack of
intellectua property protection, and pre-shipment ingpection requirements.  Ironicaly, some of the
countries with the most protected interna markets are dso the most sgnificant beneficiaries of the
WTO Agreement on Textiles and Clothing’ s liberdization and eimination provisons, as goplied by the
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United States. The United States will continue its efforts to work within the WTO and with our trading
partners to ensure that al countries meet their WTO obligations to open their market to textile and
apparel products.

The United States has continuing concerns about trestment of foreign, research-based pharmaceuticas
under the rembursement pricing sysemsin placein Korea and Taiwan. These rembursement pricing
systems lack transparency and appear arbitrary, raising questions about whether they are being
implemented in afair and non-discriminatory manner. These systems aso create an uncertain business
environment for pharmaceutica manufacturers. In addition, burdensome and non-science-based
regulatory requirements are gpplied to pharmaceutica products in Korea and Taiwan, including
requirements relating to the acceptance of foreign clinica test data, testing, and approva of new drugs.
Korea and Taiwan need to undertake significant improvements in their systems to make them fair, non-
discriminatory and transparent. Findly, while the Korean Government has been responsive to some
U.S. concernsin the pharmaceutica sector, serious questions remain regarding the lack of IPR
protection for these products. In particular, the lack of coordination between the Korea Food and
Drug Adminigtration and the Korea Intellectua Property Office concerning marketing approva for
pharmaceutica's and inadequate data protection, discourage the introduction of innovative drugs. The
U.S. Government will continue to pursue these issues with the Korean Government to ensure that
foreign pharmaceuticas are provided fair and non-discriminatory trestment in the Korean market.

Finaly, the U.S. flat glass industry continues to experience serious market access problemsin Japan,
owing mainly to the continued domination of the Japanese flat glass market by domedtic flat glass
manufacturers. Over the past year, U.S. industry has strengthened its business and marketing activities
in Japan. However, despite better quality, technology and competitive prices, U.S. flat glass
manufacturers have failed to gain access to the Japanese market commensurate with their level of
accessin the rest of the world. The domination by Japanese flat glass manufacturers of digtributorsisa
key problem for U.S. firms. The leading Japanese flat glass producers exert tight control over flat glass
distribution by mgority ownership, equity and financing ties, employee exchanges, and purchasing
quotas. The U.S. Government remains very concerned about the closed digtribution channelsin the
oligopaligtic flat glass sector.  To address these concerns, the U.S. Government has proposed, under
the bilateral Enhanced Initiative on Deregulation and Competition Policy, that the Japanese Government
take further steps to promote competition in wholesale and retail distribution channels for a range of
products, including flat glass. The U.S. Government will continue to monitor closdy the flat glass
industry and urges the Japanese Government to promote competition and eiminate unheglthy
oligopoligtic behavior in the flat glass sector.
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