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- ' REMARKS | OF THE |
HONORABLE CHARLENE BARSHEFSKY
DEPUTY U.S. TRADE REPRESENTATIVE
BEFORE THE K
NATIONAL .COMMITTEE ON UNITED STATES;CHINA RELATIONS
’ ! l
‘January[26 1995 i
I am very pleased to have thls opportunlty to address thlS
meeting of the Committee on U.S.i-China Relatlons on current U.S.
China economic and trade relatlons The topic is timely, given
the growing size of our trade and of our trade deflClt with
China. ; I
In light of the grow1ng agenda of 1mportant issues and the
decision points that we are fac1ng with China during 1995, it is
useful to first review the context for that trade, and pollcy
that guides both our bilateral and our multllateral trade
agenda’s with. Chlna . , , ;
\ -
TRADE WITH CHENA IN THE BROADER:CONTEXT {

The United States has both’an economlc and polltlcal stake
in developing productive, healthy, and stable trade relationships
with all countries in Asia, including Chmna At the APEC meeting
in Jakarta last November, President Clinton reiterated the United
States’ commitment to the development of 'a new Pacific community,
one in which we share respon51b111ty for solid, steady growth,
the development of and improvement in economlc and legal
institutions and regional stablllty ,

The U.S. market has long been an engine.of growth for East
Asian economies, much as it is:for the Chinese economy today.
Today, with the expansion of the Amerlcan market through the
NAFTA,. the further reduction of trade barrlers through the WTO
-and the process of trade liberalization and business facilitation

through the APEC, trade ties with ChlnaAshould expand

substantially. : i
The United States has kept its markets open even when some

tradlng partners have followed: much more restrictive practices.

This is because we believe it is in our economic interest and

also‘in‘the greater economic interest oﬁ the region to do so.

We recognize the economlc achlevements that China’s reform
policies have brought. China is now the fastest growing major
economy in the world, with growth in 1994 reachlng roughly 12
percent. Up and down China’s east coast economic development is
.proceeding &t a breathtaking pace In my three visits to China
over the pasit year and a half, I have been overwhelmed by the
. magnitude of the Change that has taken place in Beljlng alone,
much less in Guangdong and the booming prov1nces in central and
south China. ! : .

i



As a trading regime, China has also uﬂdergone a remarkable
transformation. China is now the 11th largest trader in the
world, with twc-way trade last year approaching $200 billion.
China's trade with the United States has experlenced a 81m11arly‘
rapid growth. Beginning from a minuscule base. in the late 1970s,
U.S.-China tracde grew to $40 billion in 1923 and could reach $50
bllllon by the end of the year. 'It is clear that China’s export
growth hasg benefitted from the market access opportunltles
provided through the years in GATT negotlatlons

$

Our market has remained opeﬁed ‘It is for this reason we
expect that China will open its own market| to U.S. goods,

' services, and investment. We also expect Chlna to acknowledge
the benefits it has recelved from the multllateral trading system
-all these years in undertaking its own liberalization commitments
in the WTO accession process. This is what we have worked for,
both bllateralLy and multxlaterally, and it is what we have
-sought in our wommerc1al dlalogue with Chlna in recent years.

A 81ngle @ollcy, consistent! with our broader objectives in -
the Asia Pacific region underlies our bilateral and multilateral
~trade relations with China-—grow‘the trade through mutual
reduction of barriers, and increase its stability and
product1v1ty through mutually agreed rules and agreements.

! & :
U.S. INTERESTS - 3
V . , | .

In late May last year, the Pre81dent‘made a fundamental
" decision to put the annual debate over MFN behind us. In making
that decision, the Administration took a major step to create a
~more solid foundation for our overall bllateral relationship, but
especially for our trade and commercial relationship. At the
same time, the President stressed that the United States would
vigorously pursue its interests:in each of the various aspects. of
the bilateral relationship -- 1chud1ng trade. If the
. President’s decision is to have a p081t1ve, 1ong term effect on
our trade relationship, however; China must ‘take steps in trade .
to open its markets further and protect U.S. intellectual ,
property. China’'s membershlp 1n the WTO would of course, hasten
this reform. : f

Right now, both our bllateral and multllateral trade.
relationships are at a cross- roads China must work with the
United States to improve the bilateral trade relationship. At
the same time, China should acknowledge its debt to the |
1nternatlonal tradlng system, and make the changes necessary to
join the WTO. It should not expect that 'the WIO will change to
"join China. ) ; : ' :

China still has not made the fundamental dec181on to ]Oln
the mainstream of world tradlng nations. 5 China appears to want
to set the rules of trade with ;its trading partners, as opposed

. L2 SRR



- BILATERAL INITIATIVES

to following international norms. Recent developments have only
strengthened our view in that regard. China only selectlvely
upholds its trade agreements 'with the United States, and it is
reluctant to accept fundamental obligations in other areas,
including accepting 1nternatlonal ‘arbitration judgments, or
accepting responsibility to honor contract. China continues to

.resist creation of a fair and equitable investmént climate,

discriminates against foreign companies in| its pricing of goods
and services, and maintains a myrlad of overlapplng barriers to
the entrance of exports. i
: ; I
Our trade relationship is badly out o& balance. China
exports vast quantities of goods to the United States, but still
buys relatively little from us. We have a prOJected trade
deficit of roughly $28 billion in 1994. No other major  trading
partner has a deficit of goods of that s1ze with China -- and no-

other major tradlng partner s markets are las open to Chinese

"'goods and services as is the Unlted States i

l

As for services, the Unlted States 1s the largest exporter
of services in the world. U.S. companies in banking, insurance,
financial services, travel, advertlslng and other services are
the best or egual to the best 1n the world In the
communications and information serv1ces sectors U.S. Companies
are leadlng a global information revolutlon and transforming the
way that 'business is conducted around the,globe Nonetheless,
China’s market for services is Stlll largely closed and must
open. If China is to reform and modernlze its economy, -it cannot
do so without the creation of. a sophisticated services sector.

. | . |

And, clearly, it cannot demelop an ‘articulated services
industry without openlng its services market. We are pursing
this objective both in bllateral negotlatlons rand as part of
China’s accession to the WTO. ; o ’ ‘

i |

In pursuing our bilateral trade 1n1t1at1ves to improve the
U.S.-China trade relationship, the Clinton Administration places
a heavy emphasis on adherence to 1nternatlonal norms and

‘disciplines. Our bilateral trade talks are founded on the

principles of the GATT, now the WTO, and'other international
agreements. The Administration’s wants to establish a solid
foundation for its trade relationship Wlth China -- and. hopefully
avert more serious problems later on. [

| .

The Admlnlstratlon has worked hard, lthrough restoration and
revitalization of the Joint Economlc Comm1s51on and Joint
Commission on Commerce and Trade, to engage China in a dlalogue -
on the entire range of economic, .trade, and commercial issues. A
year ago last January, former Treasury Secretary Bentsen and
Chinese. leaders discussed our mutual 1nterest 1n seeing China’s
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finance and investment regimes improve, and in the furtherance of

China’'s economic reforms. . . . i

In August, Secretary Brown had wider ranglng exchanges with
China’s Trade Minister Wu Y1 and her colleagues on a number of
business and commercial development issues, including U.S.
participation in infrastructure projects in China. The
Administration will move now to set Spec1f1c agendas in
transportation, information technologies and other commercial

areas. ! _ :

On trade policy issues, we are currently engaged in
negotiations and consultations on market access for goods, based
on the 1992 Market Access Agreement market access for services,
and intellectual property rights' protection. Successful
conclusions of these negotiations, or faithful implementation of
the existing agreements, will help the United States and China .
bllaterally, but will also 1mprove prospects for China’s own
economic reforms. ‘ !

IPR o S

The inadequate protection dfforded by China to intellectual
property rights (IPR) is an area of majorlconcern for the United
States. It is a two-edged problem, since;failure to protect IPR
- harms China’s legitimate research and bu81ness 1nterests as it
does those of other countrles j X

H
[

In principle, the Chinese governmenti recognizes that
protection of intellectual property is important. While the
legal regime attests to this recognition,| in practice there is
virtually no effective enforcement of IPR‘ln China. Piracy has
escalated in recent years and reached CrlSlS proportions over the
past year. Theft of copyrlghted products is omnlpresent with
90-100 percent piracy rates in computer software, motion
pictures, videzos, sound recordings, and books and perlodlcals
29 CD factories, with at least 15 in Guangdong province alone,
have a production capacity of 75-million |CDs, laser disks and CD-
ROMs, and are now exporting them throughout southeast Asia and
North America. Markets in Hong Kong and |Southeast Asia that have
been clean for years are now awash with’?hinese pirated products.
. : . | - -

Piracy now constitutes a significant market barrier to
computer software producers -and others who would like to invest
and trade with China but dare not do so now And, piracy thwarts
the development of China’s own ' 'domestic 1ndustry China will
never be a major center for the development of software, for
example, if Jt cannot protect the 1nvent10ns of its most creative
people. \ L ;f ‘

The Clinton Administration has acteb decisively to protect
the intellectual property of U.S. compaqies. - Ambassador Kantor
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initiated a special 301 investigation into China’'s IPR
enforcement practices on June 30.' When months of negotiations
did not persuadp China to take effective steps to curb piracy,
the USTR published a proposed 'retaliation list’  of $2.8 billion
in Chinese imports into the United States against which it will
- impose 100 percent tariffs if an agreement cannot be reached by
February 4. a | :

l
i

This week, a team of U.S. Negotiators is in 'Beijing to hold
further negotiations on IPR enforcement. If the special 301
investigation is to be resolved in a posit#ve manner, China must
take concrete steps to shut down major infringers and prosecute
criminal violators of copyrights or trademarks. . And, China must

reach a good agreement that will permit long-term enforcement of

IPR laws. We understand that effective enforcement is a long- -
term process, and we are prepared to be flexible. But we are not
prepared to sacrlflce the 1nterests of our 'industries. And we
will not. : o ‘
MARKET ACCESS ' . |
: , ; o

In October 1992, the United .States and China signed a Market
Access Agreement that committed China to make sweeping changes in
its import regime. To date, China’'s implementation of some parts
of the 1992 Market Access Agreement has beén commendable,
although some important exceptiorns remain., In the Agreement
itself, China committed.over a five year perlod to a major reform
of ‘its import regime. That includes elimination of 90 percent of
all non-tariff barriers -- such as import licensing requirements
and quotas, increased transparency, elimination of the use of
import substitution as a policy or practice, and an end to the:
use of .sanitary and phytosanltary standards as barriers to
agricultural imports. L o

China has taken important strides toward making its trade
regime more transparent. ~China has publlshed a large number of
trade rules and regulations in the past year, so many that it has
become difficult to keep track of them alll. China nonetheless
has a long way to go before its trade regime, and its trade
institutions, are truly transparent. We are particularly
concerned that China’s provinces apply Be1]1ng s trade laws and
regulations uniformly and that the prov1nces ‘trade regimes are

transparent ’

'

China has not fully 1mplemented the Agreement It has yet
to live up to its obligations to)publish quotas, uniformly apply
its laws and regulations, or fully eliminate import substitution
as a practice. While China has eliminated many barriers, China
has not yet eliminated quantltatlve restrlctlons for many.
products by December 31, 1994 -- as it commltted to do in the
agreement. That means that barrlers to computers .textiles,
heavy machlnery and other key U.S. products remain, harming our
;
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‘prospects in Chlna s market whlle its exports into the Unlted
States .continue to accelerate. We are now‘dlscuss1ng these
issues with the Chinese government. If we cannot resolve them,
the Administration will not Stand idly by whlle 1ts industries
are harmed.

In addition, China has not yet resolved our concerns about
the use of sanitary and phytosanltary standards as barriers to
imports of agricultural and live animal products. China
continues to use unscientific standards toiblock exports of
citrus fruit, stone fruit, wheat, apples, and leaf tobacco --
products that the United States exports to. Japan and other
nations throughout East Asia. We expect Chinsa’ to move
expeditiously to resolve these 1ssues, in accord with the
Agreement. S 3

Market access for serv1ces 1s another “integral, part of the
U.S. bilateral trade agenda with China, as well as a major
component of the GATT/WIO accession agenda. China’'s services
markets today are still largely closed. While limited
experiments are underway, and a variety of' extra-legal services
ventures have started, legitimate access for U.S. companies in
most instances is not available.: :

We have asked that China commit to substantial
liberalization of its insurance, distribution, advertising,
travel, communications, audiovisual and other services. BAs I
. noted earlier, these liberalizations are in China’s own interest,
and could form a useful basis for its GATT/WTO entry-fee in this
area. 1

We are seeking Chinese agreement to license more foreign
insurance companies to operate in China on a national treatment_
basis, to open its enhanced telecommunications sector and its
distribution system to U.S. companles, and' to liberalize access
to its audiovisual markets. As many of you in Hong Kong already
know, foreign companies have much to contribute to China’s
economic development and prosperity. It is very clear that China
cannot make the leap from a labor intensive economy to one with a
higher technology base without considerable participation by
foreign firms in its services sectors. 3 -

A vital component of our services agenda with China is
improvement of its domestic business climate. Consistent with
the obligations that China will assume under the GATT/WTO, we ask
that China create a non- dlscrlmlnatory environment within which
both foreign and Chinese firms compete on an equal footing.
Adherence to basic investment principles, such as the right of
establishment and national treatment along: with rights to conduct
associated activities in a 51m11ar manner, would go a long way
toward that end. ‘

o i
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Similarly, China dlscrlmlnates against. forelgn traders in
its pricing practices, often- charglng foreigners prices that are
several times those charged Chinese businessmen. China has '
indicated that it may take steps to eliminate this
discrimination, and we await concrete actlons to make these
intentions reallty
CHINA’S WTO ACCESSION f
L |
There has been a great deal 'of comment on the ‘current status:
of China’s bid to ]01n the GATT, inow the WTO Some have stated
that China’'s accession negotlatlons faltered in December because
the United States and other GATT .contractihg parties "lacked the .
political will" to complete the process. That is nonsense. I
want to clarlf} any confusion that may ex1st as to the U.S.
position in this matter--The United States!believes that China
should be a member of the WTO. I want to repeat The United
States supports Chlna S membershlp in the WTO

This policy, frrst artlculated in 1986, has not changed. The
commitment was renewed in the 1992 Market Access Agreement with
- China, when the United States committed to! staunchly support
China’s accession to the GATT, now the WTO~ on the basis of
acceptable terms. China’s accession to the WTO on acceptable
terms remains important and benef1c1al to all tradlng nations.
It will guide the structure of China’s economic reforms and the
overall direction of China’s reforms, and it will help to cement
them in place. A good protocol package for China will lead to
substantial, additional market openlng and 'a much 1mproved trade
and investment regime.

Despite all our efforts, the negotiations faltered
principally as a result of China’s unw1111ngness to address the
concerns and requests for market access commitments tabled by its
major trading partners. For nearly three weeks in December, U.S.
and other CPs attempted to negotlate with China. Much of the
U.S. position is based on our previous productlve bilateral
initiatives with China. Much of what we seek in Chinese
" commitments 1n the WTO context Chlna has~ already agreed to
bllaterally | S

China was not, however, able to commlt unreservedly to allgn
its trade regime to GATT/WTO norms, nor to.establish in the
GATT/WTO framework a constructive trade 11bera11z1ng response to.
specific requests from its trading partners for expanded market
access opportunities for goods or services: China is a major
beneficiary of the security, stability; and market access
opportunities provided by the GATT/WTO tradlng system. As a
result, this lack of flex1blllty undermlned the ablllty of GATT
CPs to complete the accessmon negotlatlons.

] ) i ' :
Precisely because its forelgn trade regime 'ig so strong --

7 L



averaging 25 percent growth a year over the past five years - -
China and the United States, .as well as other WTO members, have a
responsibility to ensure that China’s membershlp in the _
organlzatlon that regulates international trade is based on solid
economic commitments. . : ;

Membership in the WTO is not just aypolitical gesture, it is
first and foremost an economic agreement. : Basic GATT principles
to which all Contracting Parties adhere -—;the foundation of the
multilateral system -- must be met at the outset. This is no
more than is expected of any, GATT/WTO applicant. China can’t
expect to be different. It is in the interest of no country to
set special ruLes for one at the.;expense of all, of the others.

I

Over the past eight months, the Unlted States -- as well as
other GATT members -- have clearly outllned the areas where China
must take commitments to basic GATT and WTO obllgatlons .and to
secure transpa:ent market access opportunltles '

. . ; o l
These basic areas 1nclude: : ;
’ i

o) full transparency of laws and regulatlons,
o uniform appllcatlon -of these laws andlregulatlons in the
provinces; |
! ' R .
o _national treatment for imported goods' and the firms and

traders that have developed' China’'s ekport prowess;
o} ellmlnatlon of nontariff measures as requlred by the GATT
and the WTO; ' '

o ‘ . : ‘ , _
o granting foreign firms trading rights‘and expanding the
right to trade generally; and ‘ ‘ ' '
t
e assuring that its forelgn exchange reglme is not used as a
‘ trade barrier.

In addition, China should-also acknowledge}a willingness to
~undertake WTO obligations in:areas where it is capable of doing
so from the date of accession and where it has already made
extensive bilateral. . commltments, e.g in the protection of
intellectual property. : ;

China should not hide behind:self—eleCtion as a developing
economy to avoid appropriate contributions to the trading system
that has served its interests so, well. By'the same token,
China’'s negotiating partners in the accession process have
clearly signaled a- w1lllngness to address. spec1f1c areas of
concern to China without regard to labels.

[
China must make commltmentsgto open 1ts-market to seryices,
8
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submit a reasonable schedule on agriculture supports and
subsidies, and provide secure and ampllfled opportunltles for
market access in goods. : ; : ‘

. On.agrlculture, many trading. partners --- particularly among:
the Cairns group -- have raised serious concerns about China’s
‘practices such as u81ng sanltary and phytosanltary standards,
secret guidance and pricing practices to hinder competition with
China in world agrlcultural markets and in China’s own market.
These are among the issues that have to be;addressed in the
accession negotiatiorn. i

In December, the Chalrman of China’s GATT accession Working
'Party tabled draft frameworks' for protocol-commltments, and
members of the Working Party, 1nclud1ng China, agreed to use this
framework as the basis for negotlatlon The U.S. and other
current GATT members have tabled market access requests and seek
an opportunlty, denied by China durlng the December talks, to
engage in actual negotlatlons to reach accord in thlS part of the
process. , , i :

At this point, we don’'t- know Chlna s intentions for further
work on its accession application. We undeérstand that the issue.
is under review. Our commitment to China to work constructively
with the other WTO members to bring China into the organization
has not diminished, and we remain ready to iresume negotiations.

| :

I would leave you with three p01nts for reflectlon as we’

walt for thelr decision. '

First, the United States retains a strong interest in seeing
China accede to the WTO and therefore is neither blocking the
“.accession nor raising unreasonable barrlers. Second, the United
States -and other WTO members are prepared to work with China
where to address its concerns and unique transitional trade
situation in the protocol package but only in the context of an
active negotlatlon where our critical concerns. and interests are
also addressed. - And third, it is very 1mportant for the
credibility and the v1ab111ty of the tradlng system, as well as
to China’s future, that we get China’'s protocol package right.

- CONCLUSION :
We have entered a difficult perlod in ‘our bllateral trade
relatlons with China, when past promises must be redeemed and
hard choices must be made to keep Chlna on 1ts tran81tlonal path
to a more market- orlented economy .
i
Despite all of the challenges that we iface, I am hopeful
about the future of our trade relationship with China. I belleve
that, with hard work and good will, the United States and China
can achieve our global and bilateral objectives:. The Chinese
_ . - (. | o o
9 |
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government appears to realize that, in so doing, China’s own
prosperity will increase. We would hope that by resolving our
concerns on key trade issues.and increasing access for U.S.
industries that .we can create a better and more sound trade
relationship. If we-cannot, we will not hesitate to take steps
that protect U.S. industries. ’ j '

Progress will require real commltment on,'China’s part to
changes that challenge accustomed ways of operatlon The decisions
~ cannot be avoided, however, if our trade relatlons are to develop
-in a more balanced fashion. : .

: t

The . United States is commltted to a policy of -active
engagement with China in trade to secure our interests, to
strengthen multilateral institutions that ensure the rule of law in
“trade, and to encourage China’s own goals of sound economic growth
and fuller integration in the international trading system.
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I am pleased to be here today to testlfy before these
Subcommittees on the Admlnlstratlon s trade policy in the
Asma/PaCLilc region. :

o

“t

ADMINISTRATION’S OBJECTIVES

I want to start by touching on the Clinton Administration’s
overall economic policy objectives because they help explain the
importance we are placing on Asia and' the Pacific. This
‘President has a deep understanding and interest in the effect on
the U.S. -economy of the global economy. The two are inseparable
and our economic futures are ultimately one and the -same. The
process of global economic transformation is not a distant topic
of discussion. ‘It holds both promise and péril. Our objectlve
is to seize the promlse and pursue global hence, U S. economic
growth. ‘

Expanding exports and the jobs linked to exports is an integral
component of our overall economic ‘strategy. Promoting free trade
and open markets around the world is central to our trade policy,
and essential to our economic well-being. At present,
approximately 25 percent of our gross‘domestlc product is reliant
on trade, and this percentage is expected to increase.

The Administration believes. that global economic 1nterdependence
and trade expansion offer tahgible routes to a new prosperity.
Export related manufacturing jobs pay better than other
manufacturing jobs by as much as 17 percent. The opportunities
for the U.S. are enormous in a broad range of capital goods,
telecommunications, computer related and digital electronics,
creative intellectual property reliant industries, not to mention
manufacturing and service sectors. Untapped marketsvexist for



those prepared to pursue them and we intend to do all we can to
help U.S. firms capture them.

ADMINISTRATION ACCOMPLISHMENTS

In just two years, the Clinton Administration has achieved
unparalleled success by reaching 72 agreements to open markets or
otherw;se address serious trade issues governing U.S. products
and services. The Administration has negotiated: the largest
free trade zone in the world; the largest multilateral trade
agreement in history; 38 bilateral textile agreements; 14
agreements with Japan; an agreement covering 80% of global
shipbuilding; the largest procurement agreement in history with
the European Union; a multilateral aluminum  agreement; agreements
on wheat and softwood lumber with Canada; 12 bilateral investment
treaties; three intellectual property rights agreements; an
agreement with the nations of the Asia-Pacific region to
eliminate barriers to trade in that area, the fastest growing
economic region on earth; and an agreement among our own
hemisphere to open markets within the next decade.

ASIA AND THE PACIFIC

~The Administration’s trade objectives -- and its accomplishments
-- are particularly relevant to the Asia Pacific region, which by
any measure, is booming and growing in importance:

- the Asia-Pacific reglon is the fastest growing economlc
region in the world;

--  over the past three decades; Asia’s share of the
world’s GDP has grown from 8% to more than 25%;

-~ the dynamic Asian economies continue to grow at three
times the rate of the established industrial countries;

--  projections show that by the year 2000 the East Asian
economies will form the -largest market in the world,.
- surpassing Western Europe- and North America;

--  The broader Asia/Pacific region includes the four
largest populations in the world: China, India, the
United States, and Indonesia.
It is also of growing importance to the United States:
-  our trade across the Pacific is more than 50% greater
than across the Atlantic; U.S. merchandise exports to
Asia have grown nearly 60% over the last five years;

--  our exports to Asia account for 2.5 million jobs in the
United States; increasing our market share in Asia by 1
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percentage point would add 300 OOO export related. jObS
to the American economy;

-- in 1993, APEC members took almost 60% of U.S.
: merchandlse exports and accounted for two-thirds of our
1mports :

-~ our projection shows that Asia, excluding Japan, will
be our largest export market by the year 2010, to the
tune of $248 billion, if we maintain our current market
share; | ‘ '

-- but this is not just a question of economics; our
historic and cultural ties across the Pacific are broad
and deep; there are over 7 mllllon American citizens of
A81an descent; ’

It's vital to our economic future that we remain a partner in the
future growth of this region and that we work to eliminate
remaining barriers to trade and investment.

In summary fashion, let me review some of the key trade and
investment issues and challenges that face the United States,
with particular emphasis on China, Japan and other key markets in
the Asia Pacific region. e ’ g

' TRADE WITH CHINA IN THE BROADER CONTEXT

The United States has both an economic' and political stake in
developing productive, healthy, and stable trade relationships
with all countries in Asia, including China. At the APEC meeting
in Jakarta last November, President Clinton reiterated the United
States’ commitment to the development of a new Pacific community,
one in which we share responsibility for solid, steady growth;

for the development of and improvement in economic. and legal

institutions; and for regional stablllty

The U S. market has long been an engine of growth for East Asian
economies, much as it is today for the Chinese economy. Today,

with the expansion of the American market through the NAFTA, the .

further recduction of trade barriers through the WTO and the

process of trade liberalization and business facilitation through

the APEC process, trade ties with China should expand
substantially. o : ,

We recognize the economic achievements that China’s reform.
policies have brought. China is now the fastest growing major
economy in the world, with growth in 1994 reachlng roughly 12

percent. Up and down China’s east coast, economic development is

proceeding at a breathtaking pace. . In my own visits to China

over the past two years, I have been overwhelmed by the magnltude

of the change that has taken place 1n Beijing alone, much less in
‘ _
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Guangdong and the booming provinces in central and south China.

As a trading regime, China has also undergone a remarkable
transformation. China is now the 11th largest trader in the
world, with two-way trade last year approaching $200 billion.
China’s trade with the United States has experienced a similarly
rapid growth. Beginning from a minuscule base in the late 1970s,
U.S.-China trade grew to $40 billion 1n 1993 '‘and could reach $50
billion by the end of 1994. !

U.S. Interests

The United States wants to see a strong, prosperous, stable
China. In trade and economic terms, that means continuation of
steady growth, the development of institutions -- like a sound
banking system -- that can help sustain. that growth, and
adherence to international norms and the rule of law. It also
‘means greater integration of China into the fabric of the world
trade regime, and maintenance of responSible and transparent
trade practices.

On a bilateral basis, the Clinton Administration would like to
see the development of a more healthy, more reciprocal trade
relationship. 1In late May last year, the President made a
fundamental decision to put the annual debate over MFN behind us.
In making that decision, the Administration took a major . step to
create a more solid foundation for our overall bilateral
relationship, but especially for our trade and commercial
relationship. At the same time, the President stressed that the
United States would v1gorously pursue its 1nterests in each of
the various aspects of the bilateral relationship -- including
trade. If the President’s decision is to have a positive, long-
‘term effect on-our trade relationship, China must take steps in
trade to open its markets further and protect U.S. intellectual
property. '

Our trade relationship is badly out of balance. China exports
vast quantities of goods to the United States, but still buys
relatively little from us. We have a projected trade deficit of
roughly $28 billion in 1994. No other major trading partner has:
a deficit in goods of that size with China -- and no other major
trading partner’s markets are as open to Chinese goods and
services as is the United States. ‘ ‘

our bilateral trade relationship is at a'cross-roads. China has
the option of either. jOlnlng the world community and working with
the United States to improve the bilateral trade relationship, or
remain outside of the world mainstream -- and maintaining a trade
regime that fails to reflect the great 1mprovements in its
domestic economy . .

i

In that context, I find it disturbing that China still has not -

i
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‘made the fundamental decision to join .the mainstream of world _
trading nations. China appears to want to set the rules of trade
with its trading partners, as opposed to following international
norms. Recent developments have only strengthened our view in
that regard. China only selectively upholds its trade agreements
with the United States, and it is reluctant to accept its
obligations in other areas, including accepting international
arbitration judgments, or accepting responsibility to honor
contracts. China continues to resist creation of a fair and
equitable investment climate, discriminates against foreign
companies in its pricing of goods and 'services, and maintains a
myriad system of overlapping barriers to the entrance of imports:
As for services, the United States is the largest exporter of
services in the world. U.S. companies in banking, insurance,
financial services, travel, advertising and other services are
the best or equal to the best in the world. In the
communications and information services sectors, U.S. companies
are leading a global information revolution and transforming the
way that business is conducted around the globe. Nonetheless,
China’s market for services is still largely closed and must '
-open. If China is to reform and modernize its economy, it cannot
do so without the creation of a sophisticated services sector.
And, clearLy, it canndt develop an artlculated services industry
w1thout opening its services market. :

For its part, it is in China’s interest to take these steps. As
much as -the United States and other trading partners will gain,
the benefits for China in further trade liberalization and market
opening are much, much greatér. Therefore, we expect that China
will take those necessary and serious steps. '

Trade Initiatives

The United States has global and bllateral objectlves that it
wishes to pursue with China and we belleve that we can do so in a
mutually advantageous manner. We have a global interest in
seeing China better integrated into the world trading system,
continue to reform its system, and grow its economy. We have a
bilateral interest in creating a more reciprocal trade
relationship that brings substantially greater benefits to the
United States. These interests are intertwined. We are working
with China'to establish a trade framework that is based on the
rule of law. We are therefore pursuing a number of trade
initiatives in multllateral and bllateral contexts.

Bilateral Initiatives

while the primary focus of our.bilateral trade initiatives is to
improve the U.S.-China trade relationship, here too the Clinton
Administration places a heavy emphasis on adherence to

international norms and disciplines. Thus, all of our bilateral
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trade talks are founded on the pr1n01ples of the GATT/WTO and
other international agreements. The Administration’s aim is to
establish a solid foundation for its trade relationship with
China -- and hopefully avert more serious problems later on.

The Administration has worked hard through restoration and
revitalization of the Joint Economic Commission and Joint
Commission on Commerce and Trade, to engage China in a dialogue
on the entire range of economic, trade, and commercial issues. A
year ago last January, former Treasury Secretary Bentsen and
Chinese leaders discussed our mutual interest in seeing China’s
finance and investment regimes improve, and in the furtherance of
China’s economic reforms. o :

In August, Secretary Brown led a highly successful Presidential
trade mission to China which netted some $6 billion in contracts
for U.8. firms. During his visit, he had wide ranging exchanges
with China’'s Trade Minister Wu Yi and her colleagues on. a number
‘of business and commercial development issues, including U.S. ,
participation in infrastructure projects in China, worth perhaps .
$250 billion or more in inputs for energy, transportation, and
telecommunications. The Administration will move now to set
specific agendas in transportation, information technologies and
other commercial areas. o -
On trade policy issues, we are currently engaged in negotiations
and consultations on intellectual property rights protection,
market access for goods (based on the 1992 market access
agreement), and market access for services. Successful

conclusion of these negotlatlons, and the faithful 1mplementatlon
of existing Agreements is vital, not only to enhance the ‘
bilateral relatlonshlp, but also in improving prospects for
China‘s own economic reforms.

IPR _ ~ . ,

Protection of intellectual property rights (IPR) is an area of
major concern for the United States. Failure to protect IPR

harms China‘’s legitimate research and busrness interests, as it
- does those of foreign countrles » :

In principle, the Chlnese government recognizes that protection
of intellectual property is important While the legal regime
attests to this recognition, in practlce, there is virtually no
effective enforcement of IPR’'in China. Piracy has escalated in
recent years and reached crisis proportions over the past year.
Theft of. copyrighted products is omnipresent, with 90-100 percent
piracy rates in computer software, motion plctures, videos, sound
recordings, books and periodicals. Twenty-nine CD factories,
with at least 15 in Guangdong province alone, have a production
capacity of 75 million CDs, laser disks and CD-ROMs, and are now
exporting them throughout Southeast Asia and North America.

6


http:le':l.st
http:commE:rci.al

‘Markets in Hong Kong and Southeast Asia that ‘have been clean for
years are now awash with Chinese pirated products.

Piracy now constitutes a significant market barrier to computer
software producers and others who would like to invest and trade
with China but dare not do so now. And, piracy thwarts the
development of China’s own domestic industries. China will never
be a major center for the development of software, for example, ‘
- if it cannot protect the inventions of its most creative people.

~The Clinton Administration has acted decisively to protect the
intellectual property of U.S. companies. USTR initiated a
Special 301 investigation into China’'s IPR enforcement practices
on June 30. When months of negotiations did not persuade China
to take effective,steps to curb piracy, the USTR published a
proposed import ’‘retaliation list’ agalnst which 100 percent
tariffs can be imposed if an- agreement is not reached by February
4. ; »

Last week, a team of U.S. negotiators were in Beijing for another
in a series of negotiations on IPR enforcement. If the Special
301 investigation is to be resolved in a positive manner, China "
must take concrete steps to shut down major’ infringers and
prosecute criminal violators of copyrights and trademarks. And,
China must reach an agreement that will permit long-term
enforcement of its IPR laws and market access for our companies.
Whether an agreement can be reached lS largely up to China :

4

Market Access

In October 1992, the United States and China signed a market
access agreement that committed China to make sweeping changes in
~its import regime. To date, China’s implementation of the 1992
market access agreement has been positive, although some
important exceptions remain. In the Agreement itself, China -
committed over a five year period to a major reform of its import
regime. That includes elimination of 90 percent of all non-
tariff barriers -- such as import. licensing requirements and
quotas, increased transparency, elimination of the use of 1mport
substitution as a policy or practice, and an end to the use of
scientifically unjustified sanitary and phytosanitary standards
as barriers to agricultural imports.

China has taken important strides toward making its trade regime
more transparent. China has.published a large number of trade
rules and regulations in the past year. Nonetheless, China has a
long way to go before its trade regime, and its trade .
institutions, are truly transparent. We are particularly
~concerned that China’s provinces apply Beijing’s trade laws and
regulations uniformly and that the prov1nces' trade regimes are
transparent. :



China has made a major commitment to eliminate non-tariff
barriers, and since the end of 1993, has reduced to 400 from the
several thousand that existed the number of GATT-inconsistent -
barriers. That is a major achievement and China should get
credit for it. By reducing these barriers, China will open
markets for computers, medical equipment, heavy machinery,
textiles, steel products, chemicals, pharmaceuticals, and other
products. However, we still do not have schedules for
elimination of the 400 remalnlng non-tariff barrlers, and this
must be accomplished.

Despite China’'s positive progress on market access, it has not

- fully implemented the agreement. It has yet to live up to its
obligations to publish quotas,; uniformly apply its laws and
regulations, or fully eliminate import substitution as a
practice. While China has eliminated many barriers, China has
not yet eliminated quantitative restrictions for many products by
December 31, 1994 -- as it committed to do in the Agreement.
That means that barriers to computers, textiles, heavy machinery
-and other key U.S. products remain, harming our prospects in
China’s market while its exports into the United States continue
to accelerate. We are now discussing these issues with the
Chinese government, but they must be resolved.

In addition, China has not yet addressed our concerns about the
use of sanitary and phytosanitary standards as barriers to
imports of agricultural and live animal products. China ,
continues to use unscientific standards to block U.S. exports of
citrus fruit, stone fruit, wheat (from the Pacific Northwest),
apples, and leaf tobacco -- products that the United States
exports to Japan and other nations throughout East Asia. We
expect China to move expeditiously to resolve these issues, in
accord with the Agreement.

Market access for services is another, integral, part of the U.S.
bilateral trade agenda with China. China’s services markets
today are still largely closed. While limited experiments are
underway, and a variety of extra-legal services ventures have
started, legitimate access for U.S. companies in most instances
is not avallable ’ )

We have asked that China commit to substantial liberalization of
its insurance, distribution, advertising, travel, communications,
audiovisual and other services. These liberalizations are in
China’s own interest. We expect, for example; that China will
license mcre foreign insurance companies to operate in China on a
national treatment basis, will open its enhanced :
telecommunications sector and its distribution system to U.s.
companies, and will liberalize access to its audiovisual markets.
China cannot make the leap to a” hlgher technology base without
considerable part1c1patlon by forelgn firms in its services
sectors. ;



A vital component of our services agenda with China is
improvement in its domestic business climate. Consistent with
the WTO, we ask that China create a non-discriminatory
environment within which both foreign:and Chinese firms compete
on an equal footing. Adherence to basic investment principles,
such as the right of establishment and national treatment, along
with rights to conduct associated activities, would go a long way
toward that end. .

Slmllarly, Chlna discriminates against foreign traders in its
pricing practices, often charging foreigners prices that are
several times those charged Chinese businessmen. China has
indicated that it may take steps to eliminate this
discrimination, and we await concrete actions to- make these
intentions reality. ' :

China‘’s WT0 Accession

It is in the interests of the United States that China become a
member of the WTO, but only on a commercially acceptable basis.
This policy, first articulated in 1986, was most recently
restated in the 1992 Market Access Agreement with China, when the
United States committed to staunchly support China’s accession to
the GATT, now the WTO, on the basis of commerc1ally accegtable
terms. Chlna s accession to the WTO on acceptable terms remains
important and beneficial to 'all trading nations. It will guide
the structure of China’s economic reforms and the overall
direction of China’s reforms, and it will help to cement them in
place. A good protocol of accession for China will lead to
substantial, additional market openlng and a much 1mproved trade
‘and ‘investment regime.

China’s most recent bid to accede to the WTO failed last year
principally as a result of China’s unwillingness to address the
concerns and requests for market access commitments tabled by its
major trading partners. After months of intensive negotiations,
the United States and the contracting parties spent nearly three
weeks in December in non-stop talks. Much of the U.S. position
was based on our previous productlve bllateral initiatives with
China. Much of what we sought in Chinese commitments in the WTO
context China has already agreed to bilaterally.

- China was not, however, able to commit to align its trade regime
to GATT and WTO norms, nor to establish in the GATT and WTO
framework a.constructive trade liberalizing response’ to specific
requests from its trading partners for expanded market access for
goods and services. China is a major beneficiary of the .
security, stability, and market access opportunities provided by
the global trading system. As a result, this lack of flexibility
undermined the ability of GATT contractlng parties to complete
the acceStlon negotlatlons




Precisely because its foreign trade regime is so strong --
averaging 25 percent growth a year over the past five years --
China and the United States, as well as other WTO members, have a
responsibility to ensure that China’s membership in the
organlzatlon that regulates 1nternat10nal trade is based on solid
economic commitments. :

Membership in the WTO is not a political gesture, it is first and
foremost an economic agreement. Basic principles to which all
GATT Contracting Parties and WTO members adhere -- the foundation
of the multilateral system -- must be met at the outset. This is
no more than is expected of any applicant to the GATT or the WTO.
China cannot expect to be different. It is in the interest of no
country to set special rules for one at the expense of all of the
others, especially with other large accession applicants, such as
Russia, carefully observing the outcome. ‘

Over these past many months, the United States -- as well as
other GATT members -- have clearly outlined the areas where China
must take commitments to basic GATT and WTO obligations and to
secure transparent market access opportunities. These basic
areas include: uniform application of national laws and
.regulations in the provinces; national treatment for imported
goods, firms and traders; elimination of nontariff measures as
required by the GATT and the WTO; granting foreign firms trading
rights and expanding the right to trade generally; and assuring
that its foreign exchange regime is not used as a trade barrier.
China must make commitments to open its market to services,
submit a reasonable schedule on agriculture supports and
subsidies, and provide secure and amplified opportunities for
market access in goods commensurate with its status as a world-
class exporting country. - '
On agriculture, many trading partners -- particularly among the
Cairns group -- have raised serious concerns about China’s
practices such as using sanitary and phytosanitary standards,
secret ‘guidance and pricing practices to hinder competition with
China in world agricultural markets and in China’s own market.
These are among the issues that have to be addressed in the
accession negotiation.
Some actions that China is contemplatlng in the near future --
such as the industrial policy strategies China has recently .
announced -- are cause for ¢oncern. These policies appear to
include many measures that are not compatible with either GATT or
WTO rules and disciplines. As in other cases, China must be
prepared to adjust its p011c1es to make them cons1stent with the
WTO.

In addition, China should'alSo.écknowledge a willingness to
undertake WTO obligations in areas where it is capable of doing
so from the date of accession and where it has already made
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‘extensive bilateral commitments, e.g., in the protection of
intellectual property.

If China accedes to the WTO on anything less than solid
commercial terms, or without firm commitments to take further
reform measures, not only the United States but all major trading
partners will be hurt over time. Nor will our goal of seeing
China better integrated into the world trading system be
achieved.

In December, the Chairman of China’s GATT accession Working Party
tabled a draft framework for commitments, and members of the
Working Party, including China, agreed to use this framework as
the basis for negotiation. The U.S. and other current GATT
members have tabled market access requests and seek an
opportunity, denied by China during the December talks, to engage
in actual negotiations to reach accord in this part of the
process. ‘ :

At this point, we do not know China’s intentions for further work
on its accession appllcatlon We understand that the issue is
under review. Our commitment to work constructively with China
and with the other WTO members to bring China into the
organization has not diminished, and we remain ready to resume
negotiations.: ' : :

I would leave you with three points for reflection. First, the
United States retains a strong interest in seeing China accede to
the WTO but only on commercially acceptable terms. Second, the
United States and other WTO members are prepared to work with
China to address its transitional trade situation, but only in.
the context of an active negotiation where our critical concerns
and interests are also addressed. And third, it is very
important for the credibility and the viability of the trading
system, as well as to China’s future, that we get China’s
accession right. : '

Despite all of the challenges that we face. I believe that the
United States can achieve its global and bilateral objectives
with China. The Chinese government appears to realize that
China’s own prosperity will increase as it adopts market
principles and trade liberalization. By resolving our concerns
on key trade issues and increasing access for U.S. industries
that we believe can create a better and more sound ‘trade
relationship. If we cannot, we will not hesitate to take steps
that protect U.S. interests.

JAPAN

The Administration has made significant progress in advancing its
trade agenda with Japan. Over the past 20 months, we have
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reached eight market-opening agreements under the US-Japan
Framework Agreement. These agreements embody the results-
oriented trade policy this Administration has consistently
pursued toward Japan. They are distinguished from agreements
reached under previous administrations in two important ways.

-- First, each agreement commits Japan to the Framework
goal of substantial increases in market access and
sales of foreign competltlve products and services into
Japan. ; ' :

-- Second, the agreeménts include quantitative and
qualitative criteria, which will allow us to evaluate
clearly whether or not they are achlev1ng their
intended results.

Let me review some of the specifics of these agreements.

In government procurement, we concluded two telecommunications

agreements -- one in public procurement by Japanese government
agencies and one covering Nippon Telephone and Telegraph
Corporation (NTT), the largest telephone company in Japan -- and

a medical technology agreement. The government procurement
agreements, concluded on October 1, 1994, call for the Framework
goal of a "substantial" increase in. market access and sales of
foreign competitive products and services. In accordance with
the Framework agreement, these agreements include a set of five
quantitative and five qualitative criteria to assess
implementation. These agreements also include specific measures
the Japanese government must take to improve and ~open its
procurement process to forelgn suppllers

In insurance, we reached a landmark agreement to open Japan'’s
$320 billion insurance market -- the world’s second largest --
which has been closed by a secretive and arbitrary regulatory
system and.exclu81onary purcha81ng practices among interconnected
firms. Under the insurance agreement, the Government of Japan
committed, among other things, to-enhance the transparency of its
regulatory system, provide important procedural protection,
introduce specific liberalization measures, and strengthen its
antitrust policy. The agreement enables non-Japanese insurance
companies already active in Japan to build on the progress made
to date, as well as allow current players and newcomers to take
advantage of new business opportunities created by the agreement.
In order to measure results,: the agreement sets out specific
quantitative and qualitative crlterla, including the changes in
market share of foreign firms.

In flat glass, the Government of Japan agreed to increase market
access and sales for competitive foreign glass, regardless of
capital affiliation. In an unprecedented development the
‘agreement calls Japan’s flat glass distributors to issue a
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statement announcing their intention to diversify their supply
sources and avoid discrimination based on capital affiliation, an
important first step in breaking up keiretsu relationships in
this sectcr. In addition, the agreement calls for Japan’s three
flat glass manufacturers to issue a statement reaffirming that
distributcrs are free to purchase from any supplier, including

" foreign glass manufacturers. The agreement also includes
provisions for the expanded use of safety and insulating glass
windows, areas where American firms have a clear competitive
advantage; significant import promotion measures by the Japanese
“Government; and a Japanese Government commltment to end
discrimination in public sector procurement of flat glass. The
agreement provides for consultations to assess implementation of
the Measures, based on concrete qualitative and quantitative
criteria.

Two bilateral agreements were concluded under the Framework
working group on intellectual property rights. These agreements
ensure American investors faster processing of their patent
applications and provides for overall improved protection for
owners of U.S. intellectual property rights. The first
agreement, signed on January 20, 1994, provides for specific
measures that the Japanese Patent Office will undertake to
facilitate the filing of patent applications by foreign
nationals. The second agreement, signed August 16, 1994,
provides specific measures to revise the Japanese patent
“OppOSltlon" system.

Conclu51on of a financial services agreement was announced on
January 10, 1995. This agreement opens the $1 trillion Japanese
pension market to effective participation by foreign fund
managers. It creates greater opportunities for foreign financial
firms to participate in the $500 billion Japanese corporate
securities market by permitting greater scope for the
introduction of new financial instruments. It also will promote
the further integration of Japan’s capital market with global
capital markets, creating significant opportunities for
competitive foreign financial institutions. The agreement makes
clear Japan’s commitment to improving access to its financial
services markets through changes in Japan’s regulation of asset
management, corporate securities, cross border financial
services, and transparency and procedural protection. It also
includes a comprehensive set of qualitative and quantitative
criteria by which to assess. progress under the agreement.

Other'Agreements

In addition to these agreements reached under the Framework, the
U.S. and Japan have reached agreement in several other areas in
the past year. - These include agreements opening Japan's huge
public. works construction sector to foreign firms, improving
access to Japan’s cellular telephone market, and streamlining and
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improving Japan’s intellectual property procedures. In addition,
‘as you know, we achieved a number of market access commitments
from Japan'in the Uruguay Round and Japanese consumers are now
enjoying the fruits of our agreement ellmlnatlng Japanese
barriers to apple imports.

Next Steps

Despite these noteworthy achievements our trade agenda with
Japan is full. A number of important sectoral and structural
issues remain undexr dlscuss1on '

Autos and Auto Parts

Key among these is the automotive sector, where our negotiations
are led by the Department of Commerce. This is an extremely
serious issue, on which only very limited progress has been made.
‘We will continue to push for a resolution focusing on three key
areas:

-~ Better access for our vehlcle manufacturers into the
' Japanese market.

- Indications'that Japanese firms are going to continue
expanded purchases of non-Japanese auto parts in both
Japan and by its transplant companies in the U.S.

-- Reducing Japanese Government. regulations limiting.
foreign access to Japan’s market for replacement auto
parts.

Auto experts will go to Tokyo in mid-February to continue the
effort to resolve this issue. In the meantime, we remain
committed to vigorously pursuing the Section 301 investigation of
discriminatory practices in Japan’s market for auto replacement

" parts begun last October. -

Deregulation

As part of our multi-faceted Japan trade policy--which
encompasses sectoral, structural, and macroeconomic issues--we
are focusing on deregulatlon. Last November, in response to the
invitation of the Japanese Government, the U.S. presented
specific recommendations regarding deregulatlon and
administrative reform, which:we hope will be included in Japan’s
- five-year deregulation plan to be published on April 1. We met
with the Japanese last week to discuss these proposals and to get
an update on their progress in preparing the plan.

While the meeting gave us the opportunity to press the Japanese
on these issues, overall, we were dlsapp01nted with the results
of the talks. ,
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- In particular, we are concerned with the continuing
lack of transparency of the process, which will make it
difficult for us to keep apprised on the details and to
comment on Japan’s. five-year deregulation plan that is
to be published on April 1. The lack of transparency
significantly limits the ability of interested parties
inside and outside Japan to ensure that the plan
includes detailed proposals on sectors of most interest
to them.

-~ For example, the interim plan, which the Japanese

' presented to us at. the talks last week, includes only
116 of the reportedly more than 500 deregulatlon
measures that are to be included in the final plan and
evén these are extremely vague.

-- ' We also remain concerned that the opposition of many
Japanese politicians and bureaucrats and some
businessmen--who are strongly resisting deregulation
‘measures that could hurt their interests--will make
this deregulation plan as weak as those that have
preceded it.

We will be working aggressively over the next two months in an
effort to persuade the Japanese Government to deliver a
substantive, detailed five-year deregulation plan.

-- We plan to forcefully deliver our message to the
Japanese during two working level meetings in Tokyo
that will be held before the end of March.

--  We will also continue to work through the U.S. Embassy
in Tokyo to present our case and lend support to the
deregulation effort.

-~ In addition, we will continue to work with the European
Union to coordinate our views and substantive requests
" on deregulation with theirs.

Implementation of Agreements.

Another aresa we will be focusing on during the coming year will
be ensuring the prompt and full implementation of all of the
agreements we have reached under the Framework as well as those
reached by previous Administrations. We intend to closely
monitor progress to ensure that all these agreements are
successful and achieve tangible results in the marketplace.

Of particular concern to us is whether these agreements are
achieving the intended results--substantial increases in access
and sales for foreign competitive products and services. In
monitoring these agreements, we will use the quantitative and
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qualitative criteria included in them as a basis for assessing
progress. We will continue working closely with the Commerce
Department and other agencies, our Embassy in Tokyo, and U.S.
industry to help us in the effort. ‘

In closely monitoring progress in implementation of all
agreements, two sectors that will receive particular attention
over the next couple of months are wood and paper. As you know,
on October 1, 1994, both of these sectors were watch-listed under
Super 301 Dbecause of discrimination agalnst foreign products or
limit market access. : :

THE DYNAMIC OTHER ASTIA

Despite the importance of Japan and Chlna in our bilateral trade
and to global trade, we cannot lose sight of the importance of
the other countries in the region. Trade policy toward the Asia-
Pacific region cannot be a "Japan" policy or a "China" policy.
The region is far too economically diverse and culturally rich to
permit such a simplistic approach. The other countries of Asia
are equally significant and present varying challenges.

From a trade policy perspective, the Clinton Administration has
turned the corner on resolving many of the larger trade issues
with a number of the other countries in Asia. The highly
contentious intellectual property rights (IPR) issues that in
years past characterized our trade relations with Korea, Taiwan,
Thailand, and the Philippines are in varying stages of being
resolved. Even on the controversial worker rights issues,
progress has been achieved in Thailand and in Indonesia. These"
accomplishments have permitted this Administration to establish
other -- more constructive -- approaches to addressing remaining
trade concerns. In Korea, we set. up the Dlalogue for Economic
‘Cooperation which has examined trade issues in terms of President
Kim’s Five-Year Program of investment and regulatory reform. In
Taiwan, we have entered into a Trade and Investment Framework
Agreement. Under this agreement, we will look at trade issues in
a broader context rather than solely through a trade action-
looking-glass. :

The major reason why trade conflicts do not dominate our trade
agenda with most other Asia Pacific trading partners is that, for
the most part, these countries are unilaterally opening their
markets. As a result, we have seen many of the previously
growing trade deficits being'reduced and stabilized. And in
those countries where the deficit is growing, both exports and
imports are growing at double - digit rates with ‘significant flows
of investment complementlng the trade flows.

'ASEAN
The six countries of ASEAN are'particularly good. examples of the
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trend toward unilateral trade liberalization and the benefits
that accrue from such policies. By 2003, ASEAN will have fully
implemented a preferential trade area, where the highest tariff
will be 5 percent. Once this arrangement is fully implemented,
U.S. companies will be able to market products on a wider scale
than has thus far been the case. This economic region will be
‘the fourth largest region 'in terms of population, creating
enormous potential for U.S. companies, export and job creation.
Recognizing this development, this Administration has established
~ the Alliance for Mutual Growth (AMG) with the ASEAN countries, an
approach dedicated to integrating our trade promotion and policy
objectives in this dynamic region. The AMG has deveIOped a
number of specific programs including:

o . "Matchmaker" missions that bring large and small countries

to the region in key sectors where U.S. industry is highly

" competitive. The first mission was in the auto parts sector
and additional missions will include telecommunications,
medical equipment, infrastructure, and trading companies.
Each of these missions is followed by policy dialogues that
aim at implementing policies that are conducive to expanded
commercial ties in these key sectors.

o - The "Destination ASEAN" program was launched by the
. Department of Commerce in June of last year to better
acqualnt companles to the market potentlal of the ASEAN
reglon

o . In the area of standards, we are working with U.S. standards
- bodies, such as Underwriters Laboratories and the FCC, to
~better educate the region on U.S. standards and standards

setting procedures. ‘ : ' :

With or without U.S. business, ASEAN is committed to further
trade liberalization. For example, the Philippines, Thailand,
and Indonesia are implementing unilateral market opening
measures. In the case of the Philippines, by the year 2003, the
highest tariff will be five percent, applied on an MFN basis.

The key challenge for the United States is working with these
countries to encourage liberalization in areas where U.S.
companies are highly efficient and competitive so that both the
United States and ASEAN economies will continue to expand.

KOREA

While formal barriers to imports have fallen, Korea has raised
new, more subtle barriers that effectively prevent the
liberalization envisioned under the major trade policy :
initiatives of the late 1980s. Korea’s non-tariff trade barrlers
are often compared to those of Japan s ten years ago.
Consequently, bilateral problems are on the rise, partlcularly
with respect to standards, licensing, certification, rule-making
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and customs clearance. Trade relations are further strained by
Korea’s generally poor track record of living-up to existing
bilateral agreements. «

The sectlon 301 investigation on meat products, for example,
result from the application of restrictive shelf life conditions
" by Korea’'s Ministry of Health and Welfare for certain meat
products. Most of the countries in the world, including the
European Union and APEC countries, use manufacturer’s "use-by"
dates to control food quality. Korea, by contrast, uses specific
dates ranging from seven to 90 days, depending on the type of
meat product. The domestic industry estimates the current trade
damage at over $200 million per year and growing.

The proliferation of sanitary and phytbsanitary restrictions are
also of serious concern. Medical devices, medical products,
chocolate products and even pet food have all been the subject of
disputes with Korea’s Ministry of Health and Welfare. The
inappropriate application of sanitary and phytosanitary
restrictions, especially those not based on sound scientific
evidence, has restricted trade in a number of products, that if
not resolved soon, could escalate into a broader and more serious
trade dispute. '

INDIA -

The recent market opening measures in India present some
significant opportunities for U.S. business and U.S. exports.
India has reduced tariffs, relaxed investment restrictions and,
for the first time, agreed to open its textile market. These
steps are not only welcome but essential for the Indian economy
if it is to compete with the. dynamic economies of the Asia
Pacific region.

In an effort to support further liberalization measures of the -
Rao government, this Administration will reengage an earlier
dialogue with India -- the Economic Subcommission -- that will
cover a wide range of economic issues including bilateral trade .
issues. Our goal is to establish bilateral trade patterns more
akin to certain other Asian nations where openlng markets have
stimulated both exports and imports.

The economic transformatlon for India will not be easy. Even
after the recent liberalization measures, India still maintains
some of the highest trade barriers in the world and it. is only
now beginning to open markets that have been closed to the
private sector, such as insurance and telecommunications.

With respect to liberalization of the insurance sector, we have
begun consultations with India ‘as part of the ongoing WTO
negotiations under the GATS.. These negotiations must be
completed by June 1995 and our goal is that India’s current
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review of its government owned insurance industry will lead to
liberalization in ways that will open the market to international
service providers, where U.S. companies are highly competltlve
India alsc is opening its enhanced telecommunications services as
. part of its Uruguay Round commitments. In addition, we are
actively negotiating with India as part of the on-going WTO.
negotiations on basic telecommunications services. Those
negotiations are expected to conclude in 1996. :

Even on the controversial intellectual property rights issues,
India has made some progress. In 1994, following the conclusion
of the Uruguay Round TRIPS agreement, the Administration dropped
India to the priority watch list because of reforms in copyright
and trademark protection. S8ince then, we have held consultations
with India on a number of difficult issues including patent
protection. Durlng this time, India has implemented the
"mailbox" provisions of the TRIPS Agreement which prov1des some
protection for new patents.

Despite these liberalization steps, India has not kept pace with
the liberalization programs of many of its smaller competitors in
Asia. Without further liberalization, India will continue to
loose competitive position to its more dynamic neighbors. This
-year, the WTO will review India’s use of balance of payments
trade restrictions. Already, the trade reforms that the Rao
government has implemented has resulted in dramatic increases in
India’s foreign exchange reserves to more than $17 billion. This
turnaround testifies to the effect of market opening measures and
to the need for India to continue opening ltS market to worldw1de
competition.

 APEC

Our efforts toward the elimination of barriers to trade and
investment have also continued at the regional level with the
Asia Pacific Economic Cooperation forum -- or APEC -- as the
centerpiece. - The pace of development of APEC’s trade and
investment agenda has surpassed that of even the most optimistic
observers. A year ago, APEC was cautiously beginning its
consideration of a trade and investment policy agenda, which had-
just been agreed in Seattle.: From that modest start, less than
twelve months later, APEC Leaders at their summit in Bogor,
Indonesia, issued a Declaration setting the goal of free and open
trade and investment for all APEC members by the year 2020.

In addition to the goal of free and open trade by 2020 -- with

the industrialized APEC members to reach that goal by 2010 --

APEC leaders in the Bogor Declaration agreed to:

* fully implement, acceleérate and broaden Uruguay Round
disciplines: : :
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* continue unilateral liberalization programs;

* expand and accelerate APEC trade and investment facilitation
and development cooperation projects; :

* undertake a best efforts standstill; and,

* examine the possibility of creating an APEC voluntary
consultative dispute mediation service.

The Bogor Declaratlon is a major mllestone in. the region'’s
development. It is a tribute to the process set in motion by
President Clinton in his hosting of the first., summit on Blake
Island. It is also a result of the outstanding leadership of
Indonesian President Soeharto in building a consensus for
carrying the Blake Island vision one step further. We support
the full range of goals contained in the Declaration -- which
include trade facilitation efforts to cut red tape and simplify
procedures; trade liberalization; and economic cooperation.

Though the Bogor Declaration sets clear goals, the devil, as we
all know, is in the details. Much work remains to be done to
establish a consensus in APEC on the scope, pace, and other
aspects of efforts to achieve the goals of the Declaration. APEC
Leaders asked Ministers for a plan -- to be developed over the
next 10 months and reviewed by Leaders. in Osaka in November 1995
-- for reachlng the Bogor goals. That process will begin at
meetings in Japan this month. We believe the plan should address
all barriers to the free flow of goods, services and capital. We '
will work closely with the business community and the Congress as
the discussions proceed. In addition, we want to insure that
APEC’s efforts are structured so that members receive benefits
which are commensurate with the commitments they make.

As I have noted, in addition to the longer-term effort to create
free and open trade, we are working in APEC on shorter-term
efforts to increase transparency, cut red tape, harmonize
procedures, and lower transaction costs. Examples of efforts
already underway include an APEC program of workshops to promote
a smooth, harmonized implementation of the UR agreements, at the
highest level of discipline possible; simplification and
harmonization of Customs procedures; and mutual recognition
agreements to eliminate redundant testing requlrements for
products sold in the reglon ‘

The commitment by APEC’s top leaders to free and open trade and
investment is an important part of our efforts to promote jobs
and create economic growth in this country by increasing access
for U.S. companies in regional markets. It complements, but does
not replace, efforts to these same ends at the bilateral and
multilateral levels. 1In addition, we see the Declaration, and
our participation in APEC across the board, as consistent with.
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our efforts to insure continued, active U.S. participation in
economic and broader aspects of this key region. We will work
closely with our APEC partners to achieve all these goals.

CONCLUSION g

The Administration’s trade accomplishments in the Asia Pacific
region are substantial. The challenges are equally substantial,
particularly if the United States is to continue to play a
leadership role in the Asia Pacific region. Whether through
bilateral, regional, or multilateral mechanisms, a continued and
growing U.S. trade and investment presence in the region is
important not only to the economic stability of the region but,

- most particularly, to our economic prosperity at home.
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ADMINISTRATION STATEMENT
BY AMBASSADOR CHARLENE BARSHEFSKY ON H.R. 553
THE CARIBBEAN BASIN TRADE SECURITY ACT
BEFORE THE TRADE SUBCOMMITTEE
FEBRUARY 10, 1985

INTRODUCTION

Mr. Chairman, thank you for the opportunity to submit the
Administration’'s comments on H. R 553, the "Caribbean Basin Trade
Security Act of 19%95."

The bipartisan support Congress has given to the Caribbean
Basin Initiative (CBI) since its inception has greatly assisted
U.S. efforts to promote economic development and democracy in the
region. The 2dministration appreciates that the sponsors of H.R:
553 are contirnuing this bipartisan tradition.

With almost all countries in the Carlbbean*Basin embracing
open markets and free elections, the United States has a unique
chance to help these countries achieve long-term prosperity.

H.R. 553 can be a very constructive catalyst to this process.
This bill recognizes that access to the U.S. market is a powerful
stimulant to broadly based economic development.

Before I outllne the Administration's p031tlon on H.R. 553,
let me review briefly the status of the CBI. While you, Chairman
Crane, Congressman Gibbons, Congressman Rangel and some of the

other Members on this Subcommittee are well acquainted with the

CBI, my summary might be particularly useful for new members.
Also, we hope this presentation will put into perspective the

"Administration's subsequent comments on H.R. 553.

STATUS OF CBI LEGISLATION
CBI I and CBI ITI -

The 1984 CBI provided the President the authority to
proclaim duty-free treatment for all products except
textiles/apparel subject to agreements, footwear, petroleum,
categories of flat goods and gloves, leather apparel, canned tuna
and a minor category of watches. Countries must meet the
conditions, which are sufficiently flexible to provide the
President considerable leverage to encourage reforms without
forcing specific action. .Only one country has ever been
suspended from the CBI program, for failure to cooperate on \
narcotics matters. CBI benefits are now granted to 24 nations.

The Executive Branch in 1986 created the "Guaranteed Access

Level"™ (GALs) quota program for CBI apparel exports. Under the

GALs program, a Caribbean Basin country may ship "guaranteed"
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levels -- virtually unlimited quantities -- of apparel and other
textile products to the United States made from U.S. cut and

formed fabrlc.

The previous Administrdtion, working very closely with this
Subcommittee, in 1989 sought legislation providing duty-free '
treatment for the excluded products. After nearly two vears of
effort, all of the products that were excluded from duty-free

- treatment in CBI I continued to be excluded in "CBI II. The

1990 CBI II was made a permanent program, which greatly improved
the inducement to invest in the region.

The CBI has benefitted the Caribbean Basin and the United
States. U.S. exports to the region jumped from $5.8 billion in
1983 to $12.2 billion in 1993. This increase of 112 percent
represents a rate that is three times the growth of U.S. global
exports during this period. A U.S. trade deficit with the region
of $2.6 billion in 1984 turned 1nto a- surplus of about

T 82 bllllon last year.

Countries in the Caribbean Basin are very good customers of
U.S. products. About half of their imports come from the United
States, and some countries purchase over 70 percent of thelr
goods from the United States

The CBI has, of course, also benefitted the Caribbean Basin.
U.s. 1mports of products entering under the CBI's provisions have
Jumped by more than 100 percent during the past five years, which
is twlce the rate of growth of total imports from the region.

Textiles and apparel trade between the United States and
the CBI region has shown tremendous growth rates. In 1994, we
exported $2.5 billion of fabric and apparel to the CBI countries
(annualized data). U.S. imports of apparel from the region have
grown by an average of 20 percent per year since 1986.

These summary ‘data 1llustrate why -- just in. trade terms --
it is in the U.S. interest to enhance our relationship with
countries in the Caribbean Basin. The United States also wants
to promote economic prosperity and stable democracies in the
region. And, this Administration has tried to do just that.

lusﬂ_m__’l‘nadww

Followrng the conclusion of the NAFTA, CBI countries became
increasingly concerned that their trade benefits would be
substantially eroded and that investment would be diverted out of
their nations. Also, U.S. firms that had invested in the g
Caribbean Basin expressed their concern about thelr ‘financial

ability to remain in the region.
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After analyzing closely the potential effects of NAFTA on
the CBI, the Administration developed some proposals to address
the region's legitimate concerns. Due to circumstances at the
time, these proposals could not be presented as part of NAFTA
implementing legislation.

These proposals, refined further to become the Interim Trade
Program (ITP) in 1994, were prepared for submission in the
Administration's Uruguay Round bill in Congress. 1In the end,
however, on the basis of discussions with this Subcommittee and
~other Members of Congress, the ITP was not included in the
Uruguay Round bill. . -

Key ITP provisions were inspired by. Congressman Gibbons'
1993 proposals in H.R. 1403. The ITP would have included
reciprocal commitments from beneficiaries within a specified
period of tlme :

The ITP would have provided CBI countries the same tariff
~and quota treatment Mexico enjoys under the NAFTA for textiles
and apparel products meeting the NAFTA's rules of origin. We
focussed on textiles and apparel because our analysis showed this
to be the sector most vulnerable to competition from the NAFTA
and by far the largest, accounting for about $4 billion of U.S.
imports from the region. Furthermore, U.S. manufacturers, which
operate partnershlp productlon arrangements, have substantial
investment in the region.

In addition, we wanted to fashion a blll that would pass
quickly without controversy and .that enjoyed mndustry suppcrt
We belleve the ITP was such a bill. ‘

The next largest imported product after textiles/apparel is
petroleum, accounting for about $1 billion of U.S. imports from.
the region. With an average ad valorem duty of about 0.5 percent
-- essentially duty-free -- and a+<long NAFTA phase-out period, we
‘did not want possible opposition to CBI preferences for this
product to impede passage of the ITP.

The other excluded products have a history of political
sensitivity in Congress. Footwear, in particular, has generated
considerable debate, including attempts to repeal an existing
provision of the CBI. None of the excluded products, other than
textiles/apparel and petroleum, has been a significant Caribbean
Basin export to the U.S. market. If textiles/apparel and
petroleum were excluded from the calculation, about 99 percent of
the value of the remaining CBI products have entered duty-free.

The ITP would have given the President authority to proclaim
new trade preferences. The President would have used this grant
of authority to push for addltlonal economlc reforms in Carlbbean
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Basin countries. Before granting ITP benefits; the President
would have required CBI countries to provide enhanced market
access for U.s. textlles and apparel.

The ITP also would have required each country interested in
receiving new benefits to agree in a letter to the U.S. Trade
Representative to make future reforms. Any country not
interested in making reforms would have retained CBI benefits.

The reforms the ITP would have encouraged were intended to
improve the investment climate in the CBI countries. Within one
‘year, we would have expected to resolve problems involving
existing CBI criteria. We also would have sought improvements in
the countries' investment and intellectual property rights (IPR)
regimes -- including specific standards within one year and
investment and IPR agreements within about three and a half years
-- using as leverage the prospect of withdrawing benefits from
countries which failed to make substantial progress on these
reforms. The ITP also would have encouraged countries to join
the GATT/WTO and would have explicitly extended worker rights
criteria to the new program.

We sele ted the ITP's conditions to serve a dual function.
They were supposed to help the CBI nations help themselves
attract investment -- exactly what these countries wanted. They
were also designed to enhance protection for U.S. investors and
U.s. manufacturers of IPR-related products. '

‘ . We believe the ITP would have been an excellent. approach for
both the United States and the Caribbean Basin. In exchange for

accepting two chapters of the 22 chapter NAFTA within a little

over three years and for providing some market access for U.S.

goods, CBI beneficiaries would have recelved NAFTA beneflts or

- better for almost all products. :

We labeled this approach.tOMbe an "interim" program because
we viewed the ITP as a step toward an eventual free trade
agreement (FTA). We knew that many countries in the region
wanted in the future to advance their commercial relationship
with us beyond the ITP. . But,. we also recognized that neither the
United States nor most other countries were ready for FTA
negotiations. The ITP would have been a "building block" in that
process. : : : .

Mr. Chairman, as you are aware, the ITP was discharged
favorably by the Ways and Means Committee last year.
Unfortunately, it had to be withdrawn from the final Uruguay
Round implementing bill. Desplte these setbacks, the President,
Vice President and Ambassador Kantor continued to endorse rapid
.Congressional action on ITP-type legislation in the new Congress.



COMMENTS ON H.R. 553

Objectives

Thanks to this Subcommittee, we now have the opportunity to

try to pass legislation addressing the legltlmate concerns of the
Caribbean Basin.

I am very pleased to say that the Administration supports
the ultimate goal of H.R. 553, which is to bring CBI nations into
NAFTA-type trade agreements. This is the goal that hemisphere's
leaders at the Summit of the Americas in December adopted for
completing the negotiations of the "Free Trade Area of the
Americas" by the year 2005. . We welcome Congress' support for
this outcome of the Summit, which several of you on this
Subcommittee attended along with other Congressional colleagues.

The Administration also recognizes that achieving this
objective will take time and will not be easy. We realize that
during this process, investment in.some sectors in the Caribbean
Basin could be affected by the NAFTA. Add16351ng the potentlal
impact of the NAFTA on the Caribbean Basin remains our focus in
any new legislation pxov1d1ng trade preferences

Product Coverace

Textlles/apparel

As I previously stated, the ITP would have covered all
textiles/apparel products that meet the NAFTA rules of origin.
Of the products still excluded from the CBI, the textile/apparel’
sector is the one most likely to be affected by the NAFTA.

with some technical changes to ensure that the bill
correctly covers originating products and that tariffs are not
inadvertently increased, we can support the provisions of Section
101 of H.R. 553 that provide NAFTA-equivalent treatment for such
products. '

The ITP would not have addressed textlles/apparel products
that failed to conform to the NAFTA rules of origin. Mexico
negotiated tariff preference levels (TPLs), which allow duty-free
and quota-free access for goods that do not otherwise meet the
rules of origin (i.e., typically goods made with foreign fabric).

" There is little economic¢ rationale for TPLs for the CBI-
countries. Mexico negotiated TPLs to grandfather certain of
their established trade in non-originating products. To date,
Mexico has exported almost nothing under its TPLs. The ITP did
not include TPLs because there was no demonstrated need for them.
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However, we can accept the provisions in H.R. 553, " (B)
NAFTA transition period treatment of non-originating textile and
apparel articles," giving the Administration authority to
negotiate TPLs. Under such authority, we would conclude TPLs
where a need exists and in conformity with the consultation
requirements of that blll We would like' to offer some technical
changes. i »

We believe the textiles and apparel provisions in this bill
would initially cover around three-quarters of the $4 billion of
CBI exports to us. And, as our experience under the NAFTA shows,
there is considerable incentive for these countries to shift
production from non- orlglnatlng goods to products that qualify
under the NAFTA rules of origin. Enacting such treatment would
provide very generous benefits to the Caribbean Basin and address
their legitimate concern about the potential impact of the NAFTA.

Other Excluded Products‘

The ITP also would not have included NAFTA treatment for the
other products currently excluded from the CBI. Our assessment
when we developed the ITP was that the NAFTA would not adversely
impact the Caribbean Basin's competitive ablllty to export these’
products to !he United States.

Also, as I indicated previously, we saw very little in the
way of potential economic benefits to be gained by attempting to
provide NAFTA benefits for these products. In addition to the'.
_relatively small value of U.S. imports from the Caribbean Basin,
the duty phase-out under the NAFTA is relatively long -- 15 years
for most rubber footwear, 15 years on leather products, 15 years
on canned tuna, 10 years on non-rubber footwear, 10 years on
petroleum, and 10 years on leather products. . :

For these reasons, we would not want debate over including
these sensitive products to delay  or, worse, to sidetrack NAFTA- -
equivalent treatment for textiles and apparel. Obtaining NAFTA
benefits .in this sector alone would be viewed by the region as a

major achievement.

While we can understand the rationale for covering all
products, we believe that deleting subsection' “(3), NAFTA
transition period treatment of certain other articles originating .
in beneficiary nations," from H.R. 553 would expedite enactment
of this bill. : ‘ : : , ,

Means of Achieving Objgc;iﬁesy

Mr. Chairman, let me now turn to the means of providing
these enhanced trade preferences for the. Caribbean Basin,
comparing the ITP to H.R. 553. :
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The ITP would give the President the authority to proclaim
benefits. The President would then provide benefits to countries
“that are prepared to meet NAFTA- type: conditions in a few areas.
In principle, as long as a country is making progress toward
meeting the conditions within a specified period of time, the
‘country would retaln its beneflts during the tran81tlon period.

H.R. 553 would automatically provide beneflts, not by
proclamation but by law. While the President would have the
authority to suspend benefits on the basis of current CBI
criteria, no new conditions would be imposed. Benefits would
expire in six years or when-'a country has concluded an FTA with .
the United States, whlchever comes first.

‘Preference for ITP

Mr. Chairman, let me explaln the reasons the Administration
strongly pref@rs the ITP approach.

First, proclamation authority would allow the President to
resolve outstanding trade difficulties by holdlng out a carrot --
new trade benefits -- instead of jabbing with a stick --
withdrawing new trade benefits. While the effect may be the
same, the perception is guite different.

And, there are problems that need to be addressed., Indeed,
some of these issues have generated Congressional interest.
While most of these difficulties are not so substantial that we
would want to withdraw CBI benefits, we believe they should be
resolved before we provide new benefits. ,

Second, we believe the ITP would provide security for
investors. While the ITP would requlre CBI nations to ‘
undertake NAFTA-type obligations in a few areas and in stages, no
country would be compelled to enter a full FTA. Negotiations
would occur on an FTA when the United States and the other nation
were ready. :

This security would particularly help the smaller CBI
nations attract investment. ‘For example, what investor would .
gamble that a small Caribbean nation would be prepared for. FTA
negotiations compared to a larger Central American country? We
might witness investment flowing exclusively to a few CBI nations
that appear to be closest to being ready for FTA negotiations,
possibly distorting investment flows. The ITP's obligations
would be achievable by even the smaller natlons, thus offering
similar opportunities. . :

Third, the Administration believes strongly that we should
negotiate FTAs only with "ready" countries -- those willing and
able to undertake the serious obligations of an FTA.- Enhancing
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the credibility of U.S. trade pOllCY and maintaining the
confidence of the American people in the value of cpeén trade
depend on well-conceived and properly executed trade agreements.
International trade is in the U.S. economic interest; the
American people deserve to see a proven track record of success
- from our trade agreements.

The Administration is developing criteria to assess when
other nations might be "ready" to negotiate and to implement such
a complex and comprehensive‘undertaking as a NAFTA-type
agreement. The provisions in section 202 of H.R. 553, "factors
in assessing ability to implement NAFTA," are very useful
, gu1de11nes for the Admlnlstratlon S process.

These provisions also clearly indicate that Congress wants
the Administration to negotiate FTAs only with countries that
could effectively implement the terms of the Agreement. While a
number of countries have been making great strides at opening
their markets and reforming their economies, it is not clear that
‘any CBI nation is now "ready" for a comprehen51ve FTA. :

Mr ..Chalrman, the NAFTA implementing law prov1des additional
guidance concerning Congressional goals for FTAs. Recognizing
_the considerable U.S. resources needed to negotiate and implement
an FTA, Congress -indicated that it wanted the President to
consider those markets which would provide, "the greatest
potential to increase United States exports." Congress with good
reason is dltectlng us to take into account U.S. commercial ‘
interests in settlng our FTA priorities.

Fourth, with a six year grace périod in H.R. 553, there may
be a temptation to delay reforms in some CBI nations. For
example, a current government may see this as something for their
successor government to implement -- thus allowing them to take
the glory of gaining the NAFTA benefits but postponing the NAFTA _
obligations for hls/her successor to handle.

This prospect could lead us to a situation in which benefits
are perpetuated with no little or no reforms in the CBI nations,
which is not the direction we want to take U.S. trade policy.

U.s. firms that invest in the region as a result of duty-free
entry into the United States will argue strongly that such

preferences must be continued. And, of course, the countries
themselves will want to maintain these new trade preferences.

This six-year grace period would also establish an
unfortunate precedent for any future FTA negotiations. Other
countries would come to expect to receive full NAFTA beneflts
before beglmnlng to assume NAFTA obligations.

- ikt
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CBI nations can- adjust to ITP- type requlrements with just
‘the prospect of the ITP last year, the Administration was making
progress in negotiating bilateral investment treaties and IPR
agreements in the Caribbean Basin. Jamaica and Trinidad and
Tobago, for example, already concluded both of these agreements.
Our investment negotiations were well underway in several other
CBI countries.

But, when the ITP was deleted from the Uruguay Round bill,
our negotiations stalled. And one country informed us that it
was dropping provisions implementing the IPR reforms called for
in the ITP from its own Uruguay Round legislation as a result.

Finally, we do not know. what the U.S. Congress' attitude .
will be toward implementing new FTAs in the future. For example,
H.R. 553 does not include new "fast-track" negotlatlng authority.

, Given this uncertalnty, we belleve the ITP would be a
preferable route.

ADM'INISTRATION POSITION

‘The ITP Approach

' Mr. Chairman, the Administration wants to work with you and
the other members of this Subcommittee in as constructive a

manner as possible.  We share the same goals. Let's see how we

can achieve them. ' ‘

- If you would like to work on the basis of the ITP -- i.e.,
providing the President proclamation authority -- we are prepared
to submit quickly revisions to H R. 553, We do not want to delay
a bill going forward. ' : :

, The basic approach of a revised bill would be that in order
to receive benefits, CBI nations would demonstrate their interest
in the ITP by committing to future actions. CBI nations would be
‘required to implement and to enforce their commitments within
specific periods after receiving benefits.

Additional Comments

I would also like to provide this Subcommittee the ‘
Administration's views on other sections of H.R. 553. That 1is,

in addition to the change in the implementation process -- from .
the automatic approach in H.R. 553 to the proclamation procedure’

in the ITP -- we would like to see the following changes.
Section 2: Findings and Policy

We suggest amending'somé of the "Findings and Policy" to
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make them con‘rstent with the approach we are suggesting. For
example, in subparagraph (3), the trade benefits being offered-.
would be in the textlle/apparel<sector. A similar change should
be made in subsection (b) on "Policy." '

Also, As I have indicated, the Administration supports the
goal of creating the "Free Trade of the Americas" by the year
2005. While our preference is for this goal to be achieved by
accession to the NAFTA, we would like to leave negotiating
flexibility on the approach we ultimately use. For this reason,
~we suggest inserting the phrase included in Title II of H.R. 553,
"or to enter into mutually advantageous free trade agreements,®
whenever the phrase "accession to the NAFTA," is used.

Title I

Regardlng *Title I,"* I have already addressed the
Administration's views on product coverage and providing beneflts
“through proclamatlon authority. We would like to see these
changes reflected in this bill. ' ‘

The one other section in Title I we propose changing is
subsection (4) (D), dealing with the transition period. We agree
that the "transitional" trade benefits would end whenever ‘the
United States and anothér country enters a free trade agreement.

. What needs to be worked out is the date the beneflts would
end even if a FTA is not achieved. H.R. 553 proposes that this
be “the date that is the 6th anniversary of such date of
_enactment." The Administration's view is benefits should last at
. least until the year 2000 -- a date by which the Summit leaders

" agreed that significant progress would be achieved toward the
objective of concluding the "Free Trade Area of the Americas."

-
.

We are concerned about the possible implications of the
sugar provisions in section 102, which directs the President to
take action if the NAFTA is adversely affecting Caribbean Basin
countries. Within the constraints of the existing domestic sugar
program and cur obligations under the NAFTA and the World Trade
Organization (WTO), the President has very little discretion to
increase sugar access levels or reallocate market shares. Our -
WTO obligations prevent the United States from discriminating
among. countries in allocatlng overall reductions in access to the
U.S. market. We ask that thrs provision be reviewed 'in llght of
U.S. commitments. .

Likewise, we ask that section 103, "duty-free treatment for
certain beverages made with Caribbean rum," be reviewed to ensure
that it does not create a precedent for the treatment of other
products in the future.
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We have no comments on the rest of Title I, Wlth the
exception of some technical corrections.

Title II

Our comments concerning Title II are intended to bring H.R.
553 into conformity with the Administration's overall trade
policy. We are also asking Congress to recognize the resource
limitations existing 1n the Executive Branch

We view section 201 as belng unnecessary We already have
meetings with countries in the region. For example, we have
established Trade and Investment Councils with every hation in
the hemisphere, except Cuba and Haiti. Under these fora, the
U.S. Trade Representative and other agencies have held 40
meetings with signatory nations since mid-1990. We, of course,
"have periodic meetings with ministers outside these fora.

Furthermore, as a result of the Summit of the Americas, we
have plans to hold meetings with countries in the hemisphere
between now and June. And, in June, we will hold a ministerial
'session to assess progress toward the goal of constructing the
“Free Trade Area of the Americas. This process will résume
- after the June meeting, leading up to a March 1996 ministerial.

We oppose Section 202 as it is currently proposed for three
reasons. First, we question the need for more reports on the
Caribbean Basin region. In accordance with the Caribbean
Basin Economic Recovery Expansion Act, the Executive Branch is
already required to submit four periodic reports on this region.
In addition, the Trade Representative includes Caribbean Basin
countries in our annual National Trade Estimates Report and in
-our Annual Repcrt on the U.S. Trade Policy Agenda. The State
Department is required by law to prepare annual economic trends
reports on each of the Caribbean -Basin countrles

These reports consume considerable rnteragency effort to
produce,” yet seem to generate little Congressional interest. The
Administration is prepared to give any of you these reports,
‘which we believe tells you almost, "Everything you ever wanted to
know...," and I know none of you is afraid to ask.

Second, while we understand Congressional interest in
obtaining an assessment of "readiness," the outcome might be
counterproductive. We know this 1s not your intention, Mr.
Chairman, so please allow.me ta.explain.

Our recent experience hlghllghts the difficulties of making
public the Administration's views on countries' "readiness" for
FTAs. Under the NAFTA law, the Administration was required to
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submit two reports, one in May 1994 and the other in July 1994,
These requirements for reports were similar to the section 202. of
‘'H.R. 553, except not quite as specific and on a global basis.

Mr. Chairman, I cannot adequately describe the intense
anxiety these reports generated in Latin America and the
Caribbean and, as a result, throughout the Administration.

_ Ambassador Kantor received numerous letters from, and held a
number of meetings with, other trade ministers, whose sole
objective was to be listed favorably in these reports. We were
told that political relations and investment flows depended on
how these reports were worded.

We do not want to goithrough this experience again for a
report which would be very difficult to adequately ‘do. '

This brings me to our third objection. H.R. 553 asks the
Administration to include in the report a "discussion of possible
timetables and procedures to which beneficiary countries can
complete the economic reforms necessary..." to become ready for
an FTA. For the reasons I have already presented in my statement
-- mainly the considerable uncertainty existing in the process of
1n1t1at1ng FTA negotlat;ons'-~ this section cannot be done with
- any prec151on ‘ - '

. In addition to those reasons, the economic conditions in
countries can change, often quite dramatlcally For example, two
‘respected economists, Gary Hufbauer and Jeffrey Schott, recently
published a book listing countries' readiness for FTAs based on a
- range of economic criteria. At least one country highly rated in
the book would have been stricken from the list had the book been
published only a few months later.

However; we récOgnize Congress' interest in ensuring .
- progress -is made toward meeting the objectives of H.R. 553. With.
this in mlnd we offer an alternative proposal :

We propcse providing the Congress a report in five years on.
U.S. progress in bringing CBI beneficiary countries into the
"Free Trade Area of the Americas," including Caribbean Basin
countries' willingness to undertake "readiness" criteria. This
report would serve as "mid-term review" of the Summit of the
Americas trade agenda with respect to the Caribbean Basin. Since
the President is already required to report on the CBI in 1999
he would combine the two mandates into one report.

CONCLUSIONS o

In conclusion, Mr. Chairman, I would like to compliment you
and the other members of this Trade Subcommittee on moving so
quickly in this new Congress to propose legislation for the
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Caribbean Bgsin. © By dding so, ybu-clearlyvdemoﬁstrate the
priority this Subcommittee assigns to strengthening further the
U.S. relationship with the natlons 0f the Carlbbean Basin.

This Admlnlstratlon shares that commltment . We will work -
closely with you in crafting a bill that achieves our mutually
held objectives. We want to construct a bill that helps the
Caxlbbean Basin and is in the best interest of the United States.
I hope the ideas presented today will assist in that effort.

Thank you, Mr. Chairman.
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become 1nﬂrea51ngly dependent: on trade as
the engine of growth. Most important,
increased growth will continue to depend on
trade. Expanded trade stimulates exports
of American’s most productive industries.

~ It ensures higher rates of investment and

stronger growth. For average Americans
this means more higher-paying jobs,
increased family purchasing power, and
increased living standards. Policies to
"reduce trade barriers are among the
‘principal tools available to Government to
achieve those broad domestlc economlc Jp
objectlves

e ettt

/

In just two years, this administration has
achieved unparalleled success in trade
agreements, negotiating 73 agreements to
open up world markets to U.S. goods,
services, and agriculture. These successes
include: -

-- the largest free trade zone in the
orld
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the largest multilateral trade
agreement in history, -

38 bilateral textile agreements,
14 agreements with Japan,

an agreement covering 80 percent of
- global shipbuilding,

the largest procurement agreement in
history with the EuropeanﬂUnion;‘

a multilateral aluminum agreement

agreements on wheat and softwood
1umber with Canada,

12 bilateral investment treaties,

o
thregﬂlntellectual property rights

agreementsg ¢ 3aﬁ%w

an agreement with the nations of the
Asia/Pacific region to eliminate
barriers to trade in that area by

- the year 2020,

an agreement among the Nations of
our own hemisphere to create a free
trade area of the Amerlcans by the
‘year 2005, '

A



-- And finally, last weekend, an
historic agreement on intellectual«
property rights with Chlna

The administration’s trade objectives and
the aggressiveness with which it has
pursued those objectives are particularly
relevant to the Asia/Pacific and Latin

"Amerlcan region.

)

Latin America.

-- Projections shows that by the year
- 2000 the East Asian economies will
form the largest market in the
world, surpassing Western European
and North Amerlca

- - Projections show that our exports to
Latin America will surpass the
combined export to the European ﬂww
Union and Japan by the year 2010¢( N‘%f

S
- - These two regions are the most |
dynamic regions of the world with
the highest projected growth rates
for the world. ,

With these projections in mind, let me

review with you our trade policy first

toward Asia, with particular reference to
China, Japan, and APEC and second toward
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CHINA

With respect to China, I would like to
~address three areas: intellectual property
rlghts, market access, and Chlna s bid to
join the GATT WTO. First, 1ntellectual
property rights. | - ; .

Last weekend, we reached an historic
agreement with China on enforcement of
intellectual property rights and market
access for our sound recording, film and
computer software industries. |

Intellectual property rights is an area of
deep concern to the United States because

U.S. industries which rely on intellectual
property are among the fastest growing and
most competltlve industries in the United

States -- ones in which we frequently have
a trade surplus. o '

Rampant violations of 1ntellectual property
rights has accelerated in China, not
because China does not have laws to protect
intellectual property rights -- but because
they did not enforce those laws.

The agreement reached:last Sunday is the
single most detailed and comprehensive |
- arrangement that the United States has ever
negotiated on IPR enforcement. It

comprehensively addresses those ‘tough

4



enforcement  issues that are so critical to
protecting intellectual property rights.

Let me highlight what I consider to be some
of the most significant elements of that
agreement. |

0]

As short term measures,'China will take

immediate steps to eliminate piracy by
setting up a 6-month intensified
enforcement effort and devoteée increased
resources to clean up large scale
infringement, by taking immediate action
against factories that are currently
producing pirated CDs, LDs and CD-ROMs |,
and by prohibiting exports of pirated
and counterfeit products.

A comprehensive enforcement structure
will be created including working groups
at the central and sub-central level
through out the country. These task
forces will have the collective
authority to investigate infringing
activity, search for and preserve
evidence, order infringers to stop their
actions a case is pending, and when
infringement is found--impose fines,
seize and destroy infringing goods, and
machinery and implements directly and
predomlnantly used to produce those
goods. ‘

The Chinese government will ensure that
public an private enterprises use only

5



authorized, legitimate computer software
and will provide the resources to |
acquire legitimate software, will create
an effective Customs copyright and
trademark recordation system (modeled on
the U. system) and will set up a
copyrlght verification system to help
- prevent plracy ‘ ,
o In addition, Chlna'will ensure that
right holders have access to effective
administrative and judicial relief ‘and
will enhance training of judges,
lawyers, students, government officials
and businesspersons about the importance
of IPR protectlon

o China will also provide U.S.'

- rightholders with enhanced access to the
Chinese market by prohibiting gquotas on
imports, import licensing requirement:
and other restrictions on imports of
audio visual products (sound recordings,
film products), allow U.S. record
companies to market their entire catalog
of works in China, enter into revenue
sharing agreements, and allow U.S.
companies to enter into joint ventures
to produce and reproduce their products
and enter into contracts with Chinese
companies to dlstrlbute and sell their
products in China.

Second, on market access, in October of



1992 the United States and Chlna 51gned a
market access agreement that committed
China to make sweeping changes in its
import regime. China has made much
positive progress on market access,
including removal of many nontariff
“measures and sharp tariff reductions on a

- variety of products of interest to the
United States. It has also embarked on the
publication of various laws and regulations
that previously had been secret.

But China has not fully implemented its
market access commitments. It is yet to
- live up to its obligations to publish
quotas, to uniformly apply its trade laws
"and regulations, or to fully eliminate :
import substitution as a policy, nor has it
yet eliminated quantltatlve restrictions on
many products.

In addition, China has not yet addressed
our concerns about the use of sanitary and
phyosanitary standards as barriers to
imports of agricultural and live animal
“products. China continues to use
unscientific standards to block U.S.
exports of citrus fruits, stone fruit,
wheat from the Pacific Northwest, apples
‘and leaf tobacco. We are now re- engaglng
these 1ssues with the Chlnese |

Market access for services is another
integral part of the U.S.-China agenda, as
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is improvement in the overall business
climate in China. Negotiations are going
on in these areas, and we are making ‘some
progress. =

Finally, let me turn to China’s bid to join
the GATT WTO. We believe it is in the |
interests of the United States that China
become a member of the GATT WTO, but only
on a commerc1ally acceptable basis.

China’s accession would guide the structure
of China’s reforms, and it will cement
reforms that are currently-in place. A
good protocol of accession for China will
lead also to substantial additional market
opening and a much ilmproved trade and |
investment regime. -

But China’s most recent bid to accede to
the GATT failed last year principally as a
result of China’s unw1111ngness to. commlt
to align its trade regime with
international norms or satisfactorily to
increase market access in goods, services
and agriculture. Over these past months,

- the United States as well as other GATT
~members have clearly outlined the areas
where China must make commitments to
~undertake basic GATT and WTO obligations
and to secure transparent and meaningful
market access opportunities. We have
outlined these areas in detail to the
Chinese in the goods area, in the services
area, and on agriculture. ~

g



If China accedes to the WTO on anything
less than solid commercial terms or without
~commitments to take further reform

- measures, not only the United States but
all major trading partners will be hurt
over time. Nor will we achieve our goal of
seeing China -- and indeed other nonmarket
economies whose accessions are also pending
-- better integrated into the world trading
system. We look forward to a resumptions
of talks with China on these important
‘issues in 1995.

JAPAN

" Let me turn now to Japan. We have made
significant progress with Japan on the

- trade front during the past year and a
half. On October 1, 1994, we reached
market-opening agreements with the Japanese
Government under the Framework in
insurance, government procurement of
medical technology, and procurement of
telecommunications goods and services,
including by Nippon Telegraph and Telephone
Corporation (NTT) -- Japan’s major phone
company, which is two-thirds government
owned. In addition, we concluded Framework
agreements on opening Japan’s glass market,
financial services, and intellectual
property rights. Outside the formal
Framework process, we have also reached
market-access agreements on construction,
cellular phones and equipment and apples.

| : 9



However no agreement has yet been reached.
in the critical autos and auto parts
sector, which constitutes approximately
fifty-five percent of the U.S. bilateral
deficit with Japan.

Autos and Auto Parts

We have been negotiating with the Japanese
on automotive issues for 18 months without
visible progress. In an effort to bring
the talks to some conclusion, we initiated
a Section 301 trade action against Japan on
October 1, 1994 on one aspect of the
automotive igsue -- the virtually closed
market for replacement auto parts in Japan.

Auto,talks with the Japanese resumed on
January 26, 1995. Discussions have focused
on three major areas: R

o Access to Japan’s motor vehicle market ;

o U.S. auto parts exports to Japan and
purchases of U.S. made auto parts in the
United States by Japanese motor vehicle
transplant producers; '

o Deregulation of the Japanese auto parts
aftermarket, the replacement market for
auto parts. |

We have been disappointed by the Japanese
Government’s response to date. No progress

10



was made in recent negotlatlons with the
Japanese which were held in Tokyo February
15-17. We will continue to press
aggressively the Japanese for resolution of
these issues. -

Derégulation i

'The U.S. is seeking bold Japanese
Government action to free up over-regulated
sectors of the Japanese economy, which
constrain the country’s economic growth,

- hurt Japanese consumers and impede foreign

access to the Japanese market.

Japan is currently in the process of
putting together its Five-Year Action plan
on deregulation, Wthh is expected to be
announced on April 1, 1995. ~

| Deregulatlon and competition policy are
part of the framework. At the invitation
~of the Japanese government, both the U.S.
and EU submitted detailed proposals |
regarding deregulation and administrative
‘reform. The U.S. proposal was provided to
- the Japanese government on November 15,

1994 and a number of consultative se881ons'
have been held since that time.

We were disappointed with the interim
deregulation report announced by the
Japanese Government in January 1995. 1In
particular, we are concerned by the

11



continuing lack of transparency of the
process and a continuing lack of resolve to
address in meaningful fashion the specifics
of deregulatory action on a sectoral basis,
including the mode of follow through.

As numerous Japanese Government studies
have shown, the more detailed, substantive
‘and comprehensive the deregulation plan,
the more the Japanese economy -- and U.S.
-and other foreign firms -- will benefit.
We await such meaningful action.

Implementation of Agreements

The consultation and review process for the
Framework agreements on government
procurement, insurance and glass will begln
later this sprlng v

Of partlcular concern to us will be whether
these agreements are achieving the intended -
results -- substantial increases in market
access and sales for U.S. and’ other forelgn
products and serv1ces in Japan.

We w1ll be using the quantltatlve and
qualitative criteria in these agreements as
a basis for asse881ng progress.

In addition, we will contlnue to monitor
closely Japanese 1mplementatlon of ex1st1ng
bilateral agreements in such sectors as
computers, wood, and paper. Foreign firms

12



continue to be denied full access to the
Japanese paper and wood products markets,
for example, despite prior agreements in
both of these sectors. This is why these
sectors were watchlisted under Super 301 on
October 3, 1994. |

OTHER ASTIA

Let me just touch for a minute or two on
some of the other countries in Asia of
substantial interests. First, the ASEAN
region. The countries of the ASEAN
represent collectively our fourth largest.
trading partner. They are also the fourth
largest, fastest growing population region
in the world, and this of course creates
substantial opportunltles for U.S.
business. There is enormous potential for
U.S. companles, for export and job
creation, in our relationship with ASEAN.
Recognizing this, this Administration
‘embarked on something called the Alliance
for Mutual Growth which for the first time
combines our commercial policy and our
trade policy sector by sector, structural
issue by structural issue, to ensure that
market access that is achieved on policy
terms will be complemented by an aggre551ve,
»commerc1al strategy

13



KOREA

While formal barriers to imports have
fallen, Korea has raised new, more subtle
barriers that sharply hinder the
liberalization envisioned under the major'
trade policy initiatives of the late
1980’s. Korea’s nontariff trade barriers
are often compared to those of Japan 10
years ago. As a result, bilateral problems
tend to be on the rise. We are pursuing
negotiated solutions to a variety of areas,
‘but we are also pursuing the use of our
trade laws, particularly with respect to
meat import practices. We are now looking
at the possibility of a WTO case on the
overall use by Korea of sanitary and
'phytosanitary barriers to block our imports
of agricultural goods.

We believe the Korean trade relationship
‘holds great promise for the United States,
and of course the overall U.S.-Korean
relationship is very strong. But market
‘access barriers and discriminatory
treatment of U.S. firms must be stopped.

INDIA

Recent market openings in India present
significant opportunities for the United
States. For the first time, India has
agreed to open its textile markets, an

14



agreement which was just concluded several
weeks ago. In addition, India has reduced
some tariffs and relaxed investment
restrictions. It must do this if it is to
compete effectively with other dynamic
economies of the Asia/Pacific region.

"Economic transformation in India will not
"be easy even with these liberalization
measures. India still maintains some of
the highest trade barriers in the world,
and it is only now beginning to open its
markets in areas previously closed. We are
in the process of negotiating a variety of
issues in India, 1nclud1ng the
liberalization of its insurance market and
telecommunications markets and intellectual
property rights protection. We are making
some progress, albiet slow. |

APEC

Before I turn to Latin America, let me
mention. briefly APEC, the Asia-Pacific
Economic Cooperation Forum, which is the
regional centerpiece of our efforts to open
markets, xpand trade and ensure the future
of our economic cooperation with. the Asia
Pacific region.

The APEC community of nations is comprised
of 18 economies (including the U.S.) which
border the Pacific. Six years ago, when
APEC was established it was generally
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viewed as a forum for consultation and
cooperation on economic issues. Now,
because of President Clinton’s leadership
in Seattle in November 1993, and President
Soeharto’s leadership in Bogor, Indonesia
last November, we have focused APEC’s
central objectives on one common goal: the
achievement of free and open trade and |
investment in the Asia Pacific region by no
later than 2020, 2010 for Industrialized
countries. This goal will involve
promotion of business facilitation steps,
economic cooperation and technical
assistance as well as traditional
liberalization which builds upon, broadens
~and deepens Uruguay Round outcomes within
the reglon

The first post Summlt meetlng of APEC
- senior officials was held several weeks ago
in Fukuoka, Japan, 1n1t1at1ng the APEC
process under this year’s chairmanship by
Japan. Although much work remains to be.
done, we believe the APEC process is off to

~a good start this year in developing a

concrete, credible and comprehensive action
‘plan to implement the Bogor mandate. This
‘plan must be completed for approval by
heads of state at their next meeting to be
- held in Osaka this coming November. In
addition, officials are working on some
shorter term results, such as |
simplification of customs and standards
processes and improvements in '

16



telecommunications and transportation
infrastructure, which will add momentum to
the APEC process and be of immediate
benefit to businesses.

The jury is still out on how the APEC
process will unfold this year. Regardless
of the approaches employed, a plan must be
developed which will lay out a specific
path and steps toward free and open trade
in the Asia Pacific region by 2020. A lot
of hard work and serious decisions need to
be taken within APEC economies and within
APEC as a whole in order to live up to the
‘very bold challenge our Leaders have
presented to us. We think APEC is up to
that challenge and intend to be an active
participant in this endeavor.

LATIN AMERICA

Let me last turn to the second fastest
growing region of the world -- Latln
America.

Last December, President Clinton convened
the historic Summit of the Americas where
34 nations met and agreed to construct the
"Free Trade Area of the Americas" (FTAA) by
the year 2005, with concrete progress by
the turn of this century. A milestone in
the process will be the first in a series
of trade ministerials. which W1ll be held in
Denver on June 30 '

17



Chile’s accession to the NAFTA will be a
- first step in expanding the NAFTA as part
of the U.S. effort in creating the FTAA.
This is a strategically important step
demonstrating concrete progress on the U.S.
trade agenda and toward the FTAA. A
separate Trade Ministerial with the NAFTA
.partners and Chile will launch accession
negotiation no later than May 31.

Mov1ng beyond Chlle to embrace other
nations in the hemisphere in NAFTA-type
agreements will benefit the Unlted States.
One study estimated that U.S. exports to
"Latin America and the Carlbbean would be 50
percent higher under the FTAA.

The countries in Latin America and the
,Carlbbean are not waiting for the United
States. Nearly every country in the region
~1s part of at least one major subregional
‘trade agreement. There are five regional
trading arrangements in Latin America and
the Caribbean, including the NAFTA. All
are different in nature and scope, but they
share a goal of reducing trade barrlers and
openlng markets |

The United States will want to encourage -
economic integration to occur on terms that
are in the U.S. best interest and that
expand trade. The United States must
strive for a common set of trading rules in
the hemisphere, based on high standards of-

18



openness. The United States must work to |
avoid a maze of agreements that impede open
commercial relationships.

We will use the existing Trade and |
Investment Framework Agreements (TIFA) as
the most efficient consultative mechanism
~to help us prepare for the June 30 Denver
Trade Ministerial and beyond. ® Our
objective for June will be to adopt a short
" list of specific recommendations for action
to begin now as we move toward the longer
term FTAA goal.
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.. TESTIMONY BEFORE THE
COMMITTEE ON INTERNATIONAL RELATIONS
SUBCOMMITTEE ON ASIA AND THE PACIFIC
SUBCCMMITTEE ON INTERNATIONAL ECONOMIC POLICY AND 'TRADE
AMBASSADOR CHARLENE BARSHEFSKY
DEPUTY U.S. TRADE REPRESENTATIVE
MARCH 2, 1995

Chairman Bereuter, Chairman Roth, it is a pleasure to appear
before your subcommittees again today to bring you up to date on
our recent . agreement with China which will provide for strong
enforcement of copyrights, trademarks, patents, trade secrets and
other intellectual property rights in China. Our computer
software, motion picture, sound recording, and publishing
industries will also benefit'!from new, improved access to the

This agreement benefits U.S.'industries that are consistent
export earners from the flagrant piracy of their products, and
provides increased markets for the products of U.S. workers in
these industries. :Through full implementation ¢f this agreement,
China will demonstrate that- it can play by international rules on
a matter of importance to its own development and economic
interests as well as its trading partners. China will also have
access to high quality products from the United States and
assistance in the lmplementatlon of this agreement.

Let me +iust begin by expressing my appreciation for the support
that the Administration has received from the members of this’
committee as we have negotiated with China. It was critical to
our success in reaching this' agreement that the Chinese
government understand that there was strong support from both the
Congress and the business community for remaining resoclute in the
face of the Chinese government's tolerance for piracy-.of U.S.
intellectual property.

President Clinton has led this country on a historic effort to
open markets and expand trade. He believes that increased trade
is critical to our efforts to create jobs and raise standards of
living in this country. Thel importance of trade to our eceonomy
and the rest of the world demands that the global trading system
be based. in a set of rights and responsibilities that all
countries must accept. The Clinton Administration, with
blpartlsan support in Congress,, has pursued this goal of an open

- and fair trading system through multilateral agreements like the

Uruguay Round, regional initiatives like NAFTA,‘and bilateral
negotiations like our current agreement with Chlna. All of these
initiatives share a common purpose of opening markets, expanding
trade, creating 3obs and strengthening the U.8. economy.

Messrs. Chairmeén, 1ast Sunday, February 26, we took the latest
step in that effort, when the Administration announced that the
.United States and China had reached an agreement that will
provide for both immediate and longer term improvements in
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enforcement of intellectual property rights (IPR) owned by U.S.
individuals and companies and market access for industries that
rely on IPRS to protect their products. As President Clinton

said,

"This is a strong agreement for American companies and

American workers...we have used every tool at our disposal to
fight forzign barriers against competitive U.S. exporis.®

I.

o

II.

Major Industries Benefitting

. 1 .
Computer software producers, including producers of CD-ROMs
and video games, will benefit from increased action against
manufacturers and retailers to- eradicate piracy in China,
including a ban on infringing exports and improved market
access.
Motion picture and video producers will benefit from
enforcement of their copyrights, in particular against
producers of pirated Laser Dis¢s (LDs) and tapes,
elimination of guotas, import licensing reguirements and
more transparent rules on censorship and ﬁaster
lmplemencatlon of censorship rules.

'Sound recording producers of compact discs (CDs) and tapes

will immediately benefit by enforcement actions against CD
pirate factories and enforcement against exports to third
countries, the right to exploit a companies entire catalogue
and other market access provisions.

U.8. trademark owners in all cacegories of goods and
services that must enforce rights in China and, especially
companles that have well-known marks, like Del Monte, 3M,
and Kellogy, will benefit from expedited and improved
procedures to permit enforcemen:t of trademarks. Protection
against unfair competition, threough copying of trade dress
and other actions that coculd mislead or confuse consumers
will also provide benefits for a wide range of U.S.
industries that trade with Chlna.

' J
Immediate Benefits--Enforcemeént

Export and import of pirated CDs, LDs, CD-ROMs and
counterfeit trademark goods will be prohibited and
infringements strictly punished, through:

-~ intensified inspections and commitments to detain
suspected goods for investigation, and authority to
seize, forfeit and destroy infringing goods.

-- Establishment of a copyright and trademark recordaticn
. 5 .
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system modeled on the U.S. Customs system.

N

[} Creation of & comprehensive enforcement mechanism that is
empowered to investigate, prosecute and punish 1nfr1nglng
activities throughout Chxna

This will be accomplished through:

-~ A State Council working conference on intellectual

property rights (IPRs} that will issue directions and
coordinate 'IPR pollcxes

- Establlshment of sub—central {provincial, regional and
local} intellectual property working conferences in ar
least 22 provinces, regions and major cities and
special enforcement task forces.

B Cross-jurisdictional enforcement efforts will be .
specifically authorized, coordinated and carrled out by
enforcement task forces.

-- Enforcement task forces in which all relevant
departments, including the police and customs, will
participate so that the task force has authority to
search premises, preserve evidence of infringement and
take action to shut down production of infringing
goods, impose fines and revoke operating permits and
business licenses.

-- An intensified enforcement effort over the next six
months with possible extensions of this time period for
specific. areas depénding on success in eradicating
infringement. .

-- . BEstablishment of al copyright verification system and’

; ~ -use of unigue identifiers on CDs, LDs and CD-ROMs that
will help identify. infringers and ensure that only
firms with permission ffom the copyright holder will be
authorized to reproduce, import or export these
products. Associations of right owners will be
permitted to establish representative offices in China
to assist in this verification process and engage in

“other activities that represeqtative offices are
permxtted to undertake in Chxna.

- Technical a551stance from the United States to ensure

8 effective implementation of these programs and
mechanisms. ,
H

Short term efforts by the Enﬁorcement Task Foxrces will focus on:
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Cbs. 1bs and CD- ROMS This will be done through:

- investigation of all factorles producing CDs, LDs and
. *© CD-ROMs to determine whether they are producing ,
. authorized will be completed by July 1, 1995.

-- investigation of firms engaged in distribution, leasing
or public performance of audio-visual products (CDs,
LDs, video tapes, motion pictures, audioc tapes, video
games) during the spec%al enforcement period.

-— establishment of an'inQentory check system at the
retail level to- ensure. that only authorized product is
being sold.

|
-~ revocation of operating permits belonging to those who
infringe more than one time and revocation of business
licenses for serious repeat offenders with a commitment
. .. not to grant a business license in the same field of
. R activity for a period of three years.

Combuter Softwa (=

-~ investigation of all entities, including public
{government), private and not-for-profit entities that
‘engage in commercial reproduction, wholesale, retail or
rental of computer software. ’

- establlshment of an 1nvent0ry check system for software
under which any product' that is not distributed by a
licensed firm will be seized and destroyed. Businessg
licenses for dealing with computer software will be
_required and those firms found to ‘deal in infringing or

: ‘unauthorized product repeatedly will lose their
business license for three years. Normal :
administrative and judicial remedies will also be
‘available. )

-~ "All entities  (including public entities) must provide
resources sufficient to purchase legitimate software.

; f
Books ang other Published Material
T

i H . -
- intensified investigation of publishing houses and
- revocation of business-licenses of those engaged in
plracy

- verlflcatlon that prlnters have authorlzatlon from the
right holder to print the book or other material.
' Printing houses operating wlthout a license will be
shut down. :

§
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.11 be done through: : » ‘ "

9 Trademark

. factories producing CDs, LDs and , . . ! } , '
: whether they are producing . -- Pursuit of "model" cases to provide a deterrent effect
:ompleted by July 1, 19385. ’ : on other counterfeirers-
‘ms engaged in distribution, leasing ) - Immediate access to all trademark agents apefating in
e of audio-visual products (CDs, : ’Chlna, and for the purposes of enforcement, joint-
stion pictures, audio tapes, video ) ventures, wholly owned subsidiaries, and licensees in
yecial enforcement period. o China will be permitted to act on behalf of the U.S.

. owner of a trademark.
‘inventory check system at the , o ‘ )
re thatrgnly authgrlzed product is To date, the Chinese have raided and closed seven factories,
including the most notorious of the pirating factories, the
Shenfei Laser Optical Systems Company outside of Hong Xong. Over

ing permlts belonging to those who ’ 2 million CDs and LDs have been seized and destroyed in recent
sne time and revocation of business weeks. As I outlined the Chinese government will take further

; repeat offenders with a commitment steps necessary to discover any other infringing factories and
1ess license in the same field of move against -them within the next three months, seize and destroy
»d of three years. : ) infringing products and seize and destroy any machinery directly

and predominantly used to produce infringing products.
.t

) 1iI. Other Enforcement and Adﬁinistrétive Actions
. entities, including public : .

‘e and not-for-profit entities that : [ Improved access to-effecﬁive administrative and judicial
reproduction, wholesale, retall or relief, including expeditious handling of intellectual
;oftware¢ property cases involving foreigners, the right to
' investigate alleged infringement and present -evidence, and
inventory check system for software . . to request preservation of evidence of infringement while,
juct that is not distributed by a ) the case is pending. .
e seized and destroyed. Business . ) Lo . )
j with computer softgare will be ' C .0 Establishment and publication of standards to govern the
‘irms found to deal in infringing or . registration and renewal of trademarks in China, including
: repeatedly will lose their ‘ standards on the key issues of détermining likelihood of
- three years. Normal . confusion, descriptiveness, rules for cancellation and
udlc1al remedies will also be opposition procedures. 5
: - ' o] Enhanced protection against unfair competition, 1nc1uding
iing public entities) must provide ’ abuse of trade dress, trade names and other actions that
. to purchase legitimate software. ' mislead the public as co‘%he relevant goods and serxvices.
srial : . [} Exchange of information and statistics on Chinese
[ . enforcement efforts and régular consultations to discuss the
jation of publishing houses and . adequacy of enforcement efforts. The United States will
;55 licenses of those engaged in : - also provide information on intellectual property
. enforcement actions in this country.
sinters have aufhorization from the o} £nhanced training for Chinese judges, lawyers, students,
it the book or other material. | government officials, and businesspersons on the nature of
;ating without a license will be ~ intellectual property and the importance of its protection.
N i N
4 .




Enhanced Access to the Chinese Market

o Confirmation that China will not put in place quotas, import
licensing requirements or other (non-censorship]-
requirements on the importation of U.S5. audio visual
products, 1nclud1ng sound recordzngs, motion pictures and

. videos.

(s} U.S. record companies will be permitted to market their
entire catalog of works in China, subject to censorship
rules. : )

] U.S. film product companies are permitted to enter into

revenue sharing agreements with Chinese companies.

.0 U.S. companies in the audio-visual industries will be

permitted to enter into joint venture arrangements for the
production and reproducticn of their products in China.
These joint' ventures will also be able to enter into
contractual arrangements immediately with Chinese publishing
enterprises for the nationwide distribution, sale, display
and performance of their products in China. They will now
be able to establish operations in Shanghai and Guangzhou
‘and other major cities, with the number of cmtles to grow to
thirteen by the year 2000. - e

[} U.s. computer software companles w1ll also be permitted to
establish joint ventures in that settor and produce and
sell computer software and computer software products in

"China. . .

A_Review of the Problem anmd a History cf*U.s. Efforts to Resolve

From 1984 through 1994, U.8. yearly exports to China rose from §3-
billion to $8.8 billion. In the same period, however, Chinese
exports to the U.S. rose from $3.1 billion to almost $38 billion.
Some of the fastest growing and most competitive industries dn

the United States -- and ones in which wé fregquently have a trade
syrplus -- have been adversely affected by China‘'s failure to
enforce intellectual property rights, including computer

software, audiovisual products, books and periodicals and
trademarked goods and services.

While China did make significant improvements in its IPR legal
regime as a result of the 1992 U.S8.-China Memorandum of
Understanding on Intellectual Property Protection, piracy of
copyrighted works and trademarks continued to be rampant because
China did not live up to its obligation under the Agreement to
enforce its laws and regulations. Until recently, enforcement of
intellectual property rights has been virtually absent, with

6
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piracy rates scaring in all major urban centers along China’s-
1ncrea51ngly prosperous east coast:

Piracy of computer sof:ware -~ one jof the most competitive
industries of the United States -- has been running as high as 94
percent, according to U.S. software industries. Chinese piracy
of U.§. CDs, laser discs, cassette tapes, videos and movies has
been close to 100% in many parts of China.

In the past two years, Chinese companies have begun to export
pirated products in large volume -- despoiling markets in
southeast Asia and even reaching Latin America, Canada, and the
United States. This trend is exemplified by the fact that 2% CD
and LD factories in China have had ‘a production capacity of 75
million CDs for a domestic market . that can absorb only 5 wmillion
CDs annually. In addition, some of these factories began to
produce and export CD-ROMS, which can hold dozens of computer
software programs and other copyrighted works on a single disk.
The administrative apparatus in China for policing copyright
piracy has been extremely weak. Piracy of trademarks has also
been rampant, especially in south China. Enforcement, while
effective in some locales, has bee? sporadic at best.

On February 4, 1995, the Administration announced that, although
the United States stood ready to continue to engage in serious
negotiations, it had ordered the automatic imposition of 100%

-tariffs on over $1 billion of imports of Chinese products

beginning February 26 if an acceptable agreement could not be
reached by that date.

!

Ambassador Kantor’'s February 4 anfouncement .was the result of an

eight month investigation under the Special 301 provision of the
Trade Act of 1974 into China's intéllectual property rights
enforcement practices. On December 31, USTR Kantor had issued a
proposed determination that China‘s IPR enforcement practices
were unreasonable and burdened or restricted U.S. commerce and
denied fair and equitable market access to U.S. IPR owners. USTR

" published a proposed retaliation list of $2.8 billion and held

hearings on the proposed increase on tariffs on these products.
At the same time, Ambassador Kantor extended the investigation
until February 4 to allow negotlators time to pursue an
acceptable settlement.

Conclusion’

Messrs. Chairmen, this is a good agreement for the U.S. workers
and firms. It will bolster our efforts to create more high-wage
jobs in some of our most competitive industries. Our legitimate,
high-quality products will not be requlred to compete against
Chinese pirated and counterfeit goods in third countries and in

China. OQur exports to China and third countries should increase.




It means American businesses can gain the confidence they will be
fairly treated as they enter the Chinese| market, one which
presents immense potential for U.S. businesses.

T T : . !

It is also a good agreement for the Chinese. It will provide
evidence that China is willing to play by the international rules
and enforce them.. It will also improve the investment climate
and encourage access to the hlgh quallty, technologically
advanced U.S. goods and services. The agreement contains key
features ensuring transparency in the Chinese system, which
bolsters efforts to have a more open and democratic society.

Messrs. Chairmen, .it is critical that we‘do not rest on this
Agreement alone. Equally important, we must ensure that the
agreement is fully implemented and enforced. We will be worklng

aggresslvely to make sure that it'is. E

Agdin, let me say that I appreciate the support and cooperation -
we have received from the .members of these subcommittees. I look
forward to working with you in the weeks'and months to come as we
implement and enforce this historic agreement. Thank you.
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STATEMENT OF AMBASSADOR CHARLENE BARSHEFSKY
BEFORE THE SENATE FOREIGN' RELATIONS COMMITTEE
SUBCOMMITTEE ON EAST ASIAN AND PACIFIC AFFAIRS

(1 Q/MF@U\S MARCH .8, 1995

Chairman Thqmas,Alt is a pleasure to appear

+1 J
before you today by %mmM;,&M& on our

Jy’y\}g
Q( w&”nt agreement with Chlna Wh%ﬁhﬁﬁ%%ﬁﬁﬁkﬁ%qkﬂ?

aﬁaeaagweaéar@ememt-oiwgms«meaEe%%eetﬁa%ﬁpreperty
- xrights_in China. Our computer software, motion
picture, sound recordlng, publlshlng and: other

industries which will benefit from étrict
‘enforcement of their rights in Chlna will also

benefit from new and expanded market acces{i}n

China.

Let me begin Mr. Chalrman by expre881ng my
appre01atlon for the support that the
Administration has received from members of this
committee and the Congress @%%%m%arge‘as we
negotiated with China. It was critﬂcal to our
success in reaching this agreement that the
Chinese government understood thatfthere was
unwavering support from both the Cengresé and
the U.S. private sector f0r~remaining resolute
in the face of the Chinesevgovernment7s

i

tolerance of piracy.
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I would like now to review briéfly'the key.
elements of the agreemeht. \QXA;WAmxg' ww%

P L

i/; -~ ‘{"ﬁ}z‘g §;%€X/ ,!/2,/

Enforcement Agreement J

China has agreed to establish a comprehensive

M,_,_/
enforcement structure that will permlt effectlve‘

actlon against plracy throughout the country

i S s

‘Thls structure includes 1nteiiectual property
working conferences at the central and sub-
central levels and enforcement task;forces,
All agencies charged with enforcement
responsibilities, including the'police and
customs, will participate in raids and other

enforcement activities.

‘Although the enforcement task forceé will be in

plaée over the longer term, China will intensify

efforts over the next SlX months. to eradlcate,'

R R

piracy and counterfeltlng This. w111 be done in

the context of a special enforcement period of

the type used so successfully in Italy and
Korea. This period will be marked by
'significant, sustained raids at the 'retail,

oot

distribution and producer level. - |
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The export of infringing goods is banned, and
both customs and the enforcement task forces
have the authority to geize-and destroy

UALL ¢ :lj/f;'y'\
1nfr1ng1ng products and the materlals and
1mplements used to manufacture these 1nfr1ng1ng

products.

The enforcement task forces will also

collectlvely have the authorlty to 1nvest1gate

e AP R
< ampeisi e

infringement, preserve evidence for 11t1gatlon

order 1nfr1ogers to stop their act1v1ty before

'11t1gatlon and\after 1nfr1ngement 15 found to

levy flnes, put in place permanent 1njunctlons,

requlre payment of Compen?atlon requlre X@x/
}’\Rih}ﬂn &

AR I
forfelture and destr@y the 1nfr1ng1ng goods, “«4&9?&%%%%

materlals and 1mplements used to manufacture

them. | : ‘j. ]

Customs will establish a copyright and trademark
recordatlon system based on the:U.S. customs

system to monitor exports and. 1mports of

roduc s from Chlna v ﬁ O s g

producy CRNEEA, oo o
| £X“J

China w111 also implement special

audlo v1sual sector (including so¢und recordings

iy, Rt ped

and motion pictures), computer sqftware, and
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book publishing sectors, as well as devote more.

resources to the enforcement of trademark

‘ g
| B

rights.
i

In the audio visual sector, for ‘example, China

is now implementing~a detailed §YStem of permits.
and business licenses that will ensure that
Chinese companies have the perm1551on of rlght%
holders to engage in reproductlon distribution,
or other act1v1ty in China. Under thlS system,
permits and business licenses Wlll be revoked
unless permission has been recelved from the
"right holder China will permlt a55001atlons
like the Motion Plcture A85001atlon and the
Software Publishers Assoc1atlon to establlsh
representative offices, and these offlces will
work with Chinese officials to verlfy copyrlght

| | ¥
By Julyrl, all factories‘producing'Cbs, LDs and
CD-ROMs will be'investigated to ensure that each
factory has copyright authorizariontto reproduce
sound recordings, motion pictures of computer |
software. - Each firm will use a unlque
‘1dent1f1catlon number so that customs and other
enforcement authorities. will know where |
vpartlcular CDs, LDs or CD-ROMS are produced.

4



The special plan_ for computer software requires

dretall outlets of computer software to maintain

an 1nventory 1nc1ud1ng 1nformatlon on the type,

quantlty, origin and product locatlon of any

|
software that it commer01ally reproduces,
distributes or rents. Thls 1nformatlon w1ll be

verified and retallers acting w1thout an

appropriate business 1lcense or deallng w1th'
unauthorized products w1ll~have,that;product
seized and destroyed. Repeat offenders will -
lose their business licenses and will not be
issued another license in the same,ffeldvfor a

i

period of three years. B

“In addition, customs will'prevent import and

export of . plrated software and audlo visual

RNV YN
products through the uge Sf:%erlflcatlon and &

recordatlon system based on the . S. sys&an.wwif

| :
3

China has already taken some actlon to 1mprove

enforcement even CD factorles have

been 1nspectedf\closed and over . 2 mllllon
infringing CDségmétroyed ThlS is ‘a: good
beginning, but meP more is requlred under the
Agreement - The Unlgﬁgmétates w1ll consult

closely W1th Chlna on 1mp1ementatlon of thlS

t
i
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agreement and will provide technicalfassistance

'in its implementation. Lo I

Market Access

U.S. sound recording, motion picturegand
computer software 1ndustr1es will beneflt from
51gn1flcant]y improved market accessﬁgjm“h
Legitimate product will now be able to be
imported or manufactured to replacetthe pirated

product.

China will not impose quotas, 1mport 1lcen51ng
requirement or other non- censorshlp restrlctlons
on the importation of audio-visual and publlshed

products, whether formal or 1nforma14

) }
In the audio-visual secter, China will permit
- U.S. firms to establish joint ventures with

Chinese firms in Chlna for productlon and

reproductlon of product Thesei301nt ventures
will be permitted to enter into contracts with
‘Chinese publishing enterprises to, on a

nationwide basis, distribute, sell, dlsplay and

ﬂﬂﬂﬂﬂﬂ iR g

perform. China will 1mmed1ate1y permlt

establishment of these joint ventures ‘in

6 ?“
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. Shanghai, Guangzhou and other major*citiee,'and'
will then expand the number of these,cities to
thlrteen by the year 2000. ‘

U'S sound recordlng flrms will also be

wwwww

arrangements with Chinese publlshlngshouses to
exploit their entire catalogues and to decide
what to release from that catalogue f U.S. firms

will also be able to enter 1nto,revenue sharlng

Aarrangement with Chlnese flrms, 1nc1ud1ng

licensing azrangements under whlch a U.S. entity
receives a negotlated,percentage of revenues

generated by film products.

Joint ventures w111 also be permltted in the

P— i e b Y

computer software sector These jOlnt ventures

. P R

will be permltted to produce and sell their

computer software products 1n Chlna s

Censorship requlrements will publlshed and

" decisions on whether requlrements are met W111nﬁwﬁ&§
AN p
sbe—made—quitkTy. Regulations will be open, pii
trans bli S . | Wﬁ\w
parent and published. : | \J

A



Finally, China has invited U.S. ?CQmpenies‘to
begin dlscu881ons on settlng up operatlons in

Gy f@:xﬁ,,_,,ﬁ_ifif:g

China as soon as p0581b1e

Conclusion

Mr. Chairman, this is a good Agfeemeht for

U.S. workers and U.S. firms. ItEWilifbolster‘our
efforts to create more high-wage jobs in some of
our most competitive industries. ,'Ouis |
legltlmate, high-quality products w111 not be
-ferced to compete against Chinese: rlp offs in
the Asia-Pacific region. Thus, our exports to.
China andgthird countries should increase. It
means Ame{ican businesses can gain Eﬁ@'
confidence they Wlll be falrly treated as they

enter the Chinese marggg, one whlch_holds
') B A v :

immense potential for
\\'\% W\\
It is also a good Agreement for the ChlneseW Egﬁﬁﬁ )
A el AT
Full 1mplenentat10ﬂ will prov1de ev1dence that %f( !
China is willing to play by international rul s‘g%%$&;

. - ‘ : - {
and enforce the commitments it makeS’ The |

agreement cogﬁ 1ns ey features: ensurlng ﬁ
AL BN
transparencyA e rufe of law, 1nclud1ng 2

judicial 1n@rovements, which bolsters efforts;to%‘
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have a more open and 1nternatlonally compatlble

regime. | ‘ Afﬂﬁgw““xm

~?%§@%j%%@MH®WW®%@t

Mﬁewhememaehéeved this Agreementj. Itfis
absolutely essential that the agreeme be full
RANE WA WY

implemented and“enforee& by the' Chlnese\ You
can rest assured that we will be ‘watching |
‘closely to make sure that it is: 1mp1emented and
we will provide technlcal assistance to the
Ch;nese to help them get»thevjob done; U;§;

vigilance fnd'Chinese_politicalvwil%;are key.

e

1

‘f\‘fg‘i “\”\t AT '
aAgaln,klet me say that I apprec1ate the support-

and cooperation we have recelved from the . éﬂfqﬁﬁ
s Y\“!

%!d the members. of the, Commlttee T

look forward to worklng w1th you in the ‘weeks
and months to come as we 1mplement and ensure
the enforcement of this hlstorlc Agreement

Thank you. o . SR
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- AMBASSADOR CHARLENE BARSHEFSKY

COUNCIL OF THE AMERICAS e
WASHINGTON, D.C.
March 22, 1995

"MAINTAINING THE MDMENTUM FOR THE FTAA"

INTRODUCTION L

o ‘ Thanks David (Ivey)1 for that kind<introductien.

o) I would also like to acknowledge Dav1d
Rockefeller, the Honorary Chalrman of the Counc1l
of Americas, Chairman John Avery, Ambassador
Briggs and Bob Mossbacher.

0 It is honor to be here speaklng at the Council of
~the Americas. This organlzatlon,and its
distinguished members have played a leadershlp‘
role in shaplng U. S. trade pollcy : :

) ! Member of Council Of the Americas and President of the
Assoc. of Amerlcan Chambers of Commerce Bt

1
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‘the end of the Century

_2_.
I am confident that Secretary Chfistopher and
others who preceded me have made . a strong ‘
political and economic case for forging a closer

trading relationship with the natlons of Latin
America and the Caribbean.

i
‘I

Let me provide the USTR perspectlve on the need to
"maintain the momentum coming, out of Miami to forge

the "Free Trade Area of the Amerleas" (FTAA) .

FTAA 2005 o |

At the Summit of the Amerlcas in Mlaml, the
leaders adopted the goal of constructlng the FTAA
by the year 2005 and maklng concrete progress by
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o This commitment reflected the convergence of the
leaders' shared vision of the road to mutual '
‘growth and prosperity in the' Hemisphere. But, the
leaders recognlzed that the road would not be
smooth. mi

o We have recehtly'experiencedia few of the.
obstacles we will face on this journey. The peso
crisis in Mexico has caused some Qundits to
question whether it is realistic now to expand the
NAFTA and to continue with the FTAA.

WHAT ABOUT THE PESO CRISIS? - g

o) Not only is it reallstlc to press ahead put it is
essential that we do so. -

,The-underlylng loglc Qf eiiminati@g the remaining‘

trade barriers in the Hemisphere is as valid now

as before. L



The economic eff1c1ency of our economies and
our prospects for growth still depend on
exposing our economies to outside
competition, attracting foreign capital and
technology, and opening new markets for the
goods and services. . g
. t AR o

Also, unlike the "lost decade" that followed the

1982 crisis, there are reports --.less than six

months after the December 1994 currency crisis --

that Mexico may be recovering, and there appears
to be renewed Confidencé~in Latin 'America.

-- For example, a . Wall Street Journal article on
May 12 described some of the ways this
recovery is taking place. -

: ' ]
|

i
}



ECONOMIC CASE FOR THE ETAA -

O

-- As another example, during the first
quarter of 1995, U.S. direct investments
in Latin America, totaled $1. 9 bllllon,

up 46 percent from the prevrous ‘year.

Furthermore, by moving ahead on the FTAA and NAFTA
expansion, we are sendlng an’ 1mportant signal to
the region that we are encouraged by how most.
Latin American governments have reacted to the

_events of 1994. -~ o o

-- Latin America and the Caribbean have
largely stuck to pro- llberallzatlon
policies that will lead to long-term and
sustainable growth : i

-- We should not, and cahno@, reﬂreat from such
a demonStrably sucCessful couhse.

By mOVLng ahead on expandlng trade wrth the
region, the Administration and the private sector
in the United States are sendlng a clear and
important signal, a vote of confldence, in the

future of the Amerlcas

The reasons for pre851ng ahead W1th the FTAA are,
- of course, much more than symbolic. We need the

FTAA in order to grow and prosper '

I am sure you are familiar wrth the statlstlcs
Latin America and the. Caribbean is:one of the
fastest growing regions in ‘the world. We cannot -
afford to miss the'opportunities being created by

.



that growth and more open economiés.

The dynamic growth of the region is expected to
continue over the next decade, not withstanding
some of the usual swings that. occur in economic
development.

{ !
The United States can ‘best p031tlon itself to
benefit.from the growth expected in Latin America
and the Caribbean economies by negotlatlng
mutually beneflclal free trade agreements with
Latin America. o
Despite recent economic liberalizétion, barriers
to U.S. exports in the region are.still higher .
than those faced by 1n our market by Latin
Amerlcans |

. , .
An FTAA would erase that disparity and instill
high levels of discipline in !other areas, such as
protection of . intellectual property rights and
investment, and access for services.

The huge U.S. market‘provides the incentive for
our partners in the hemisphere to integrate with
us. But, we are not the only nation interested in
expandLng trade ties with countrles in this
dynam1< region. ,

There is a.veritable explosion of integration
activities within sub-regions: the Southern Cone
Market (MERCOSUR): the Andean Pact! (Bolivia, -
Colombia, Ecuador, Peru, Venezuela); the. Central
American Common Market (CACM); the Group of Three
(Mexico, Colombia, Venezuela); the Caribbean
Community and Common Market (CARICOM).

AR o |

' 1 - b ‘ '
These existing sub-regional integration schemes

6 Co



DENVER MINISTERIAL Y

O
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are in the process of affiliating with each other.
Both we and they would benefit 1f the United

States were participated in this process.

i

- There also is great interest on tbe part of the

European Union and Japan in Latin America and the
Caribbean. It would be 1ron1c and indefensible
for the EU and Japan to have better access to
Latin America- than we do. \ *
The case for forglng ahead on FTAA NAFTA and
other trade initiatives for the Americas 1is
clearly compelling. : .
The Summit of the Americas provided the initial
push. We need to keep that process going.

' ' ‘ |

And, the Admlnlstratlon has been worklng hard to
do just that. ~

. . L . ,'k .
- On June 30 Ambassador Kantor 'will host the first

Summit of the Americas-mandated tfade ministerial
in Denver; .this will be a crltlcal step the post-
Summit trade process L
The goal of this Ministerial is to establish the’
analytical base for substantive wogk on each area
specified in the Summit of the. America's Plan of
Action. These areas include market access,
government procurement, sanitary ahd phytosanitary
measures, services, intellectual property,
investment, etc. ; A

On May 10-11 I chaired a‘meefing of senior trade
officials from all Western Hemisphere countries in

. 7



preparation for the Denver ministerial.
Based on that meeting and the preparatory work
that is being carried out, I am confident that
what will come out of Denver, will 'be practical and
of real interest to the hemlsphere S business
community. It will also malntaln the momentum for
free trade in the region. : -
o ' The Denver Trade Ministerial will 'also allow
Ministers to discuss some of’ the crltlcal issues
facing each of them. - : f ¥
e For example, in the Unlted StatesJ Ambassador
Kantor is working with the Congress on fast- track.

BIPARTISAN CONSENSUS ON FORGING ETAA

o With the Congress, we aim to achieve the best
- results for the United States in ﬂnternatlonal
trade negotlatlons - Co

o A bipartisan spirit of cooperation was clearly
evident when Ambassador Kantor teqtified on fast-
track. last week before the House Ways and Means
'Commlttee |

o Fast track ‘is an issue that in the past united
Congress and the Executive Branch.! Fast track
creates a partnershlp = ¢

o It also establishes a clear channeﬁ for the
Congress to pbe consulted, make 1ts voice heard,
and have its specific concerns addressed in all
phases of the negotiations and 1mp1ementatlon of a
trade agreement , . |

: 8 _

o The Admlnlstratlon'plans to continue working with

the Congress on achieving a mutually acceptable

i
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fast-track procedure.
CHILE AND NAFTA , : ' f

el And, of course, the first use of fast track w1ll
be to continue to engage Chlle 1n 1ts accession to
the NAFTA. :

o) Chile's accession to the NAFTA wifl»send‘a
- critical signal to the rest of the region that the
United States is committed to expanding the NAFTA.

o It is important for the United States to forge a
partnership with Chile -- the leader of economic
- reform-in Latin America and 1its mgst dynamic
economy over the last 10 years

0 Chile is not just a symbol of refOrm; but an
~activist in opening markets, hav1ng negotiated-
free-trade areas with. Venezuela, Colombia, Ecuador
~and Mexico, pursuing an agreement with the

Southern Common Market "and hav1nglproposed a free-

trade area with the EU.

o - Chile, the region, and our Eurbpean and Asian
partners, are measuring the U.St.QOmmitment to
lead. ‘We must not falter. o ‘

1

QONCLUS ON

o' I hope that the Counc1l of the Amerlcas will
‘continue to work hard to educate the public, the
business communlty and the Congre%s

0 The Unlted States must seize ‘the opportunltles the
FTAA can offer.

«i
i

Thank you.



