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PREFACE

This report is the 58" in a series of annual reports submitted to the U.S. Congress under
section 163(c) of the Trade Act of 1974 (19 U.S.C. 2213(c)) and its predecessor legislation.
Section 163(c) of the Trade Act of 1974 states that “the International Trade Commission
shall submit to the Congress at least once a year, a factual report on the operation of the
trade agreements program.”

This report is one of the principal means by which the U.S. International Trade Commission
provides Congress with factual information on trade policy and its administration for
calendar year 2006. The trade agreements program includes “all activities consisting of, or
related to, the administration of international agreements which primarily concern trade and
which are concluded pursuant to the authority vested in the President by the Constitution”
and congressional legislation.
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ABSTRACT

This annual report to Congress provides factual information on U.S. trade policy and its
administration for calendar year 2006. Chapter 1 provides an overview of the U.S. economy
in 2006 and describes major trends in U.S. trade during the year. Chapter 2 summarizes
activities relating to the administration of U.S. trade laws and regulations, including import
relief laws, laws against unfair trade practices, and other import administration laws and
programs. Chapter 3 focuses on the activities of the World Trade Organization, the
Organization for Economic Cooperation and Development, and the Asia-Pacific Economic
Cooperation forum. Chapter 4 provides an overview of activities with respect to U.S. free
trade agreements (FTAs) and FTA negotiations during 2006. Chapter 5 addresses selected
trade-related activities between the United States and selected major trading partners—the
European Union, Canada, China, Mexico, Japan, Korea, Taiwan, and Russia.
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EXECUTIVE SUMMARY

This report discusses U.S. trade agreements activities during 2006 including the
administration of U.S. trade laws and regulations; U.S. participation in the World Trade
Organization (WTO), the Organization for Economic Cooperation and Development
(OECD), and the Asia-Pacific Economic Cooperation (APEC) forum; U.S. negotiation of
and participation in free trade agreements (FTAs); and bilateral developments with major
trading partners.

Selected Trade Highlights in 2006

* The WTO Doha Round of multilateral trade negotiations was suspended on July
24,2006 and remained suspended at year end.

* The United States and Canada signed a formal agreement in 2006 addressing trade
in softwood lumber between the two countries ending a number of pending dispute
settlement cases in the WTO and the NAFTA.

» U.S.-Korean trade relations in 2006 were dominated by FTA negotiations and
negotiations over the resumption of Korean imports of U.S. beef, which had been
suspended in late 2003 after a cow of Canadian origin, found in a U.S. herd, was
determined to be infected with bovine spongiform encephalopathy (BSE).

* During 2006, the United States concluded bilateral FTA negotiations with
Colombia and Panama and signed bilateral agreements with Colombia, Oman, and
Peru, but these agreements did not enter into force during the year.

* Three U.S. Free Trade Agreements entered into force during 2006—the U.S.-
Bahrain FTA; a multiparty FTA with El Salvador, Guatemala, Honduras, and
Nicaragua;' and the U.S.-Morocco FTA.

* In 2006, U.S.-China bilateral trade relations mainly focused on issues related to
China’s transition to full WTO membership and the continuing dialogue about
renminbi (yuan) revaluation. Many of these issues were addressed during the April
2006 meeting of the U.S.-China Joint Commission on Commerce and Trade
(JCCT), and the newly created semi-annual U.S.-China Strategic Economic
Dialogue (SED).

' United States signed a multiparty FTA with Central America (Costa Rica, El Salvador, Guatemala,
Honduras, and Nicaragua) and the Dominican Republic (CAFTA-DR) in 2004. The United States
implemented the agreement in 2005.
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Other Key Trade Developments

Administration of U.S. Trade Laws and Regulations
Principal developments in U.S. trade programs that occurred during 2006 include:

In the trade adjustment assistance (TA A) programs offered for workers and farmers, the U.S.
Department of Labor certified petitions covering approximately 120,355 workers and the
U.S. Department of Agriculture certified petitions covering 208 farmers in FY 2006. The
Economic Development Administration of the U.S. Department of Commerce certified 149
petitions as eligible for TAA for firms in FY 2006, and approved 137 trade adjustment
projects during the year.

Two active cases under section 301 were administered by the United States Trade
Representative (USTR). One concerned the European Union (EU) meat hormone directive
and the second concerned intellectual property rights (IPR) protection in Ukraine. The 2006
special 301 report highlighted weak IPR protection and enforcement in China and Russia,
both of which were placed on the priority watch list.

The U.S. International Trade Commission (Commission) instituted eight new antidumping
investigations and completed nine investigations during 2006. Antidumping duty orders
were imposed in 2006 on certain orange juice from Brazil; artist canvas from China; and
certain lined paper school supplies from China, India, and Indonesia as a result of
affirmative determinations in five of those completed investigations.

The Commission instituted three new countervailing duty investigations and completed two
investigations during 2006. Countervailing duty orders were imposed in 2006 on certain
lined paper school supplies from India and Indonesia as a result of affirmative
determinations in both of those completed investigations.

During 2006, Commerce and the Commission instituted 72 sunset reviews of existing
antidumping and countervailing duty orders and the Commission completed 76 reviews,
resulting in 57 antidumping and countervailing duty orders and suspension agreements being
continued for five additional years.

During 2006, there were 66 active section 337 investigations and ancillary proceedings, 38
of which were instituted in 2006. Of these 38, there were 33 new section 337 investigations
and five new ancillary proceedings relating to previously concluded investigations. At the
close of 2006, there were 38 section 337 investigations and related proceedings pending at
the Commission.

Preferential Trade Programs

During 2006, USTR announced restoration of GSP benefits to Ukraine following a review
of its IPR enforcement efforts and announced initiation of a review to consider East Timor
for designation as a GSP beneficiary. Also, the President designated Liberia as a GSP
beneficiary during 2006. Angola, due to its petroleum exports, was the leading GSP
beneficiary in 2006, followed by India, Thailand, Brazil, and Indonesia. Duty-free imports
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entered under the GSP program totaled $32.6 billion in 2006. On December 9, 2006, the
GSP program was extended, with additional modifications to the president’s authority to
grant waivers of competitive need limitations (CNLs) to countries, through December 31,
2008.

A total of 37 SSA countries were designated for benefits under AGOA as of January 1,
2006, and 24 SSA countries were eligible for AGOA textile and apparel benefits. Duty-free
U.S. imports under AGOA, including GSP, were valued at $44.2 billion in 2006. U.S.
imports under AGOA, exclusive of GSP, were valued at $36.1 billion in 2006, a 10.4
percent increase since 2005.

U.S. imports under ATPA preferences in 2006 were valued at $13.5 billion, an increase of
17.6 percent from 2005.

U.S. imports under Caribbean Basin Economic Recovery Act (CBERA) preferences totaled
$9.9 billion in 2006, decreasing by 19.6 percent compared to 2005. CBERA was enacted
to promote export-led economic growth and economic diversification in the Caribbean Basin
region. Caribbean Basin Trade Partnership Act (CBTPA) extended North American Free
Trade Agreement (NAFTA)-equivalent treatment to many products previously excluded
from CBERA.

Textile and Apparel

In 2006, U.S. imports of textiles and apparel totaled 52.1 billion square meter equivalents
(SMEs) ($93.3 billion), an increase of 2.6 percent by volume (4.6 percent by value) over
2005. Many of these imports previously sourced from Central American, South American,
and SSA countries shifted to lower-priced Southeast Asian suppliers—

primarily China, but also Indonesia, Bangladesh, Vietnam, and Cambodia. China’s growth
in the U.S. import market slowed to 11 percent, as compared to the nearly 44 percent
increase in 2005.

Several bills enacted in 2006 affected U.S. textile and apparel trade with Vietnam, Central
America, SSA, and Haiti. Also, on January 1,2006, a memorandum of understanding signed
between the United States and China took effect, establishing 21 quotas covering 34
categories of textile and apparel products. These 34 product categories accounted for 40.6
percent of the volume (36.9 percent by value) of total U.S. imports of textiles and apparel
from China in 2006. The memorandum of understanding extends through December 31,
2008, at which time the right of the United States to invoke safeguards under China’s WTO
membership accession agreement expires.

WTO, OECD, and APEC

Issues raised at the WTO General Council in 2006 included the Aid for Trade initiative, the
Cotton Initiative to examine trade-related aspects of development assistance to cotton
producing countries, and concerns regarding EU enlargement and consequent modifications
to the EU external tariff on bananas.

During 2006, 20 dispute settlement consultations were initiated at the WTO and fourteen
new dispute settlement panels were established. One set of consultations resulted in a
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mutually agreed settlement. The United States was the complainant in three of the 14 cases
that resulted in the establishment of a panel, and the respondent in five cases. During 2006,
the WTO Dispute Settlement Body (DSB) adopted Appellate Body and/or Panel reports in
seven dispute settlement cases in which the United States was either the complaining party
(three reports) or the responding party (four reports).

The OECD Trade Committee held three sessions during 2006. These sessions focused on
the Doha Round trade negotiations, the Globalization and Structural Adjustment project, the
future of the multilateral trading system, and ways to improve the effectiveness of Aid for
Trade programs. At its meeting in November 2006, the OECD Steel Committee focused on
several issues including steel and the environment; the situation and outlook of the steel
market and its raw materials such as iron ore, coke, and scrap metal; developments in
steelmaking capacity in both member and nonmember countries; and the status of trade-
distorting steel policies.

At their annual meeting in November 2006 in Hanoi, Vietnam, the APEC ministers
formulated a new “Hanoi Action Plan” aimed at implementing the Bogor Goals, created a
second generation of the “Trade Facilitation Action Plan,” and put into effect the Anti-
Corruption and Transparency in Business Initiative adopted in 2005.

Other Developments With Major Trading Partners

The United States and the EU were involved in a number of WTO disputes during 2006,
including four cases involving alleged subsidies to their respective civil aircraft industries
and one case brought by the United States with respect to the EU’s de facto moratorium on
approvals of agricultural biotechnology products. The two sides also signed a wine
agreement and negotiated compensation to the United States resulting from EU enlargement.

Major trade-related issues in 2006 between the United States and Mexico included a number
of trade disputes that were the subject of WTO and NAFTA dispute settlement proceedings
including Mexican antidumping duties on U.S. long-grain white rice, U.S. antidumping duty
order on Mexican cement, and Mexican taxes on soft drinks and beverages that contain
high-fructose corn syrup.

The United States and Japan continued bilateral discussions under the U.S.-Japan Economic
Partnership for Growth, which serves as the primary forum for trade and economic dialogue
between the two countries. In 2006, discussions under this framework focused on beef
markets in both countries, regulatory reform, competition policy, and the harmonization of
regulations and systems.

Trade relations with Taiwan in 2006 focused on the creation of a potential bilateral FTA,
progress Taiwan has made with respect to IPR enforcement, market access for U.S. exports
of beef and rice in Taiwan, and the liberalization of Taiwan’s financial and
telecommunication sectors.

In 2006, U.S. and Russian trade ministers signed a bilateral market access agreement that
completes the two countries’ bilateral negotiations for Russia’s bid to join the WTO. This
agreement addresses longstanding U.S. concerns with Russia’s trade regime and provides
market opening concessions and commitments from Russia for trade in goods and services.
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CHAPTER 1
Introduction

Scope and Approach of the Report

This report provides factual information on U.S. trade policy and its administration for
calendar year 2006." The report is based on primary source materials on U.S. trade policies
and administrative matters, including U.S. Government Federal Register notices,
publications and press releases by the U.S. International Trade Commission (USITC or the
Commission) and other U.S. Government agencies, and U.S. Department of State telegrams.
Other primary sources of information include publications of international institutions
including the World Trade Organization (WTO), the International Monetary Fund (IMF),
the Organization for Economic Cooperation and Development (OECD), and official
publications of foreign governments. Newspaper articles, professional journals, and trade
publications are used to provide supplemental factual information when primary source
information is unavailable. Statistical information consists of trade and economic data
compiled by the Commission primarily from the U.S. Census Bureau as well as the United
Nations and the IMF. Table 1.1 summarizes U.S. trade agreement activities and significant
international trade developments in 2006.

Overview of the U.S. Economy in 2006

The expansion of the U.S. economy continued for the fifth consecutive year in 2006. Real
U.S. gross domestic product (GDP) increased by 3.3 percent in 2006, compared with 3.2
percent growth in 2005.> Personal consumption expenditures, exports, and investment in
equipment and software were leading components of the growth in 2006. Net exports
contributed positively as growth in exports accelerated and growth in imports slowed from
2005. Strong economic activity abroad supported increased U.S. exports.

GDP growth slowed sharply during 2006 after posting a 5.6 percent annual rate in the first
quarter of the year, when the economy rebounded from the effects of the 2005 hurricanes,
including a recovery in consumer spending and rebuilding of the oil and natural gas
infrastructure in the states bordering the Gulf of Mexico.’

! This is the 58th in a series of annual reports submitted to the U.S. Congress under section 163(c) of the
Trade Act of 1974 (19 U.S.C. 2213(c)) and its predecessor legislation.

2 U.S. Department of Commerce, Bureau of Economic Analysis (BEA), “Gross Domestic Product: Fourth
Quarter 2006 (Final).”

* The White House, “Economic Report of the President,” 23.
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Table 1.1 Summary of 2006 trade agreement activities

January

1-The U.S.-Morocco Free Trade Agreement (FTA) enters
into force.

10-China terminates the antidumping duty order on kraft
linerboard from the United States.

13-The United States and Korea agree on an initial import
protocol to reopen Korea's market to U.S. beef.

17-The United States and Mexico reach an agreement on
tequila exports to the U.S. market.

19-The United States and Oman sign an FTA.

23-USTR reinstates Generalized System of Preferences
(GSP) benefits for Ukraine.

31-The United States requests WTO dispute settlement
consultations (second complaint) with the governments of
France, Germany, Spain, and the United Kingdom and
with the European Union concerning measures affecting
trade in large civil aircraft.

February

2-The United States and Korea launch FTA negotiations.

6-The United States requests WTO dispute settlement
consultations with Turkey concerning Turkey’s measures
affecting the importation of rice.

8-The U.S. President signs into law legislation that
repeals the Step 2 subsidy program for upland cotton.

17-The U.S. Department of Commerce designates
Ukraine a market economy.

22-The United States reinstates GSP for Liberia.

27-The United States and Colombia complete Trade
Promotion Agreement negotiations.

March

1- Central America-Dominican Republic-United States
Free Trade Agreement (CAFTA-DR) enters into force
between the United States and El Salvador.

1-Two Mutual Recognition Agreements between the
United States and Norway, Iceland, and Liechtenstein
enter into force with respect to product testing
requirements for the European Free Trade Association.

6-The United States and Ukraine sign a bilateral WTO
accession agreement on market access.

6-The United States and Mexico reach an agreement on
trade in cement.

8-The United States and Malaysia launch FTA
negotiations.

1-2

March-continued

10-The United States and the EU sign an agreement on
trade in wine.

17-The United States requests WTO dispute settlement
consultations with Canada concerning Canada's
imposition of provisional antidumping and countervailing
duties on unprocessed grain corn from the United States.

17-The WTO Dispute Settlement Body establishes a
dispute panel requested by the United States concerning
Turkey’s measures affecting the importation of rice.

22-The United States and the EU sign an enlargement
compensation agreement, which will reduce agricultural
and industrial tariffs to compensate for tariff increases as
a result of EU enlargement.

23-President Bush signs a bill granting Ukraine
permanent normal trade relations.

24-The WTO Dispute Settlement Body adopts the panel
report, as modified by the Appellate Body report, in a
dispute brought by the United States concerning
Mexico’s tax measures on soft drinks and other
beverages.

30-The United States and the EU each request WTO
dispute settlement consultations with China concerning
China's measures affecting imports of automobile parts.

April

1-CAFTA-DR enters into force between the United
States and Honduras and Nicaragua.

4-USTR and Indonesia begin negotiations on an initiative
to address illegal logging.

12-The United States and Peru sign a Trade Promotion
Agreement.

May

17-President Bush signs tax legislation that repeals
certain provisions relating to taxation of foreign sales
corporation/extraterritorial income to comply with U.S.
WTO Appellate Body findings.

25-The United States and Switzerland sign a Trade and
Investment Cooperation Forum Agreement.

30-The United States and India agree to an action plan
to increase bilateral economic engagement.

31-The United States and Vietnam sign a bilateral
market access agreement.

June

7-The United States and Rwanda sign a Trade and
Investment Framework Agreement.



Table 1.1 (continued)

June-continued

23-The United States and Vietnam conclude a review of
the annual bilateral trade agreement.

July

1-CAFTA-DR enters into force between the United
States and Guatemala.

14-The United States and Cambodia sign a Trade and
Investment Framework Agreement.

August
1-The U.S.-Bahrain FTA enters into force.

24-The United States announces intentions to enter into
a Free Trade Agreement with Colombia.

25-The United States and the ASEAN countries sign an
arrangement for future dialogue on areas of mutual
interest and a work plan.

September

12-The United States and Canada sign a new
U.S.-Canada Softwood Lumber Agreement.

14-Mexico revokes antidumping duties on U.S.
long-grain white rice.

18-The United States and Mauritius sign a Trade and
Investment Framework Agreement.

20-The WTO Dispute Settlement Body circulates the
panel report in a dispute brought by Japan concerning
the United States' measures relating to zeroing and
sunset reviews.

20-The United States and China agree to create a
Strategic Economic Dialogue to discuss the overarching
framework for ongoing bilateral economic dialogue and
future economic relations.

25-USTR announces a U.S.-EU agreement on
compensation for modifications to the EU's WTO
services commitments as a result of EU enlargement.

26-The United States and Indonesia sign an agreement
to prevent illegal transshipments of textiles and apparel.

26-President Bush signs legislation to implement the
U.S.-Oman FTA.

October

12-The U.S.-Canada Softwood Lumber Agreement
enters into force.

26-The WTO Dispute Settlement Body establishes a
single dispute panel in response to requests by the
United States, the EU, and Canada concerning China's

October-continued

measures affecting imports of automobile parts.

31-The United States and Rwanda hold talks to advance
cooperation on trade and investment.

November

2-The U.S.-Uruguay Bilateral Investment Treaty enters
into force.

3-Colombia and Peru lift their bovine spongiform
encephalopathy related bans on U.S. beef and beef
products.

7-WTO members approve Vietnam's accession to the
WTO.

16-The WTO finds that the EU does not administer its
customs rules regarding LCD monitors in a uniform way.

16-The United States and Indonesia sign a bilateral
agreement to counter illegal logging.

19-The United States and Russia sign a bilateral WTO
market access agreement.

21-The WTO Dispute Settlement Body adopts the panel
report in a dispute brought by the United States, Canada,
and Argentina concerning the EU's measures affecting the
approval and marketing of biotech products.

22-The United States and Colombia sign a Trade
Promotion Agreement.

30-The United States and Lebanon sign a Trade and
Investment Framework Agreement.

December

5-The United States and Costa Rica sign an agreement
on fabric for pockets.

19-The United States and Panama conclude Trade
Promotion Agreement negotiations.

20-President Bush signs legislation authorizing him to
grant Vietnam permanent normal trade relations;
extending the Generalized System of Preferences and the
Andean Trade Preference Act; amending the African
Growth and Opportunity Act; and adding the Haitian
Hemispheric Opportunity through Partnership
Encouragement Act to the Caribbean Basin Trade
Partnership Act.

28-The United States and India launch a bilateral industry
working group on legal services, which will promote more
interaction between legal professionals in both nations
and encourage trade in the sector.

29-President Bush extends permanent normal trade
relations to Vietnam.
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The U.S. economy again recorded higher growth than that of most other major industrialized
countries and areas during 2006, including the OECD (2.8 percent),* Canada (2.7 percent),
the euro area (2.6 percent),’ and Japan (2.2 percent).® However, U.S. economic growth was
once again below the world average GDP growth rate of 5.1 percent, as well as that of
Mexico (4.8 percent) and China (10.7 percent).’

Exchange Rate Trends

Figure 1.1 shows index values of the exchange rate of the U.S. dollar against several major
currencies. The U.S. dollar depreciated 1 percent in 2006 on a trade-weighted yearly average
basis against a group of seven major currencies.® The U.S. dollar generally depreciated
during the year against the pound, the euro, and the yuan. For the yuan-U.S. dollar exchange
rate, the direction of the depreciation remained broadly consistent since July 2005, when
China ended its fixed exchange rate policy against the U.S. dollar. Since that period, the
yuan appreciated by approximately 6 percent against the dollar in nominal terms, with the
majority of the change occurring in the second half of 2006.” The U.S. dollar generally
depreciated against the Canadian dollar and the yen through the first half of 2006 but then
appreciated against these currencies in the latter part of the year. The U.S. dollar generally
appreciated against the Mexican peso in the early part of 2006 and then depreciated during
the last half of the year.

Balance of Payments

The U.S. current account deficit—the combined balances on trade in goods and services,
income, and net unilateral current transfers—increased to $856.7 billion in 2006 from
$791.5 billion in 2005."° As a share of U.S. GDP, the current account deficit was 6.5 percent
in 2006, up from 6.4 percent in 2005. This was the fifth straight year the current account
deficit set a record high.

The increase in the deficit on trade in goods, from $782.7 billion in 2005 to $836.0 billion
in 2006, accounted for most of the increase in the current account deficit. In addition, the

* The OECD includes Australia, Austria, Belgium, Canada, Czech Republic, Denmark, Finland, France,
Germany, Greece, Hungary, Iceland, Ireland, Italy, Japan, Korea, Luxembourg, Mexico, the Netherlands,
New Zealand, Norway, Poland, Portugal, the Slovak Republic, Spain, Sweden, Switzerland, Turkey, the
United Kingdom, and the United States.

° The euro area includes Austria, Belgium, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg,
the Netherlands, Portugal, and Spain.

¢ OECD, Main Economic Indicators. http://www.oecd.org/std/mei (accessed May 9, 2007).

" GDP growth data for the world and China are from the IMF, World Economic Outlook, September 2006,
table 1.1, 2.

# U.S. Department of Commerce, BEA, “U.S. International Transactions: Fourth Quarter and Year 2006.”
These data cover exchange rates from January 3, 2006 through December 29, 2006. Data analyzed by the
Federal Reserve covered January 2006 through early February 2007. That data show that the nominal
trade-weighted exchange value of the dollar depreciated by 3.8 percent during that period. Board of
Governors of the Federal Reserve System, “Monetary Policy Report to the Congress,” 25.

? Board of Governors of the Federal Reserve System, “Monetary Policy Report to the Congress,” 25.

' Although it increased in 2006 overall, the current account deficit decreased in the fourth quarter of 2006
from the third quarter. U.S. Department of Commerce, BEA, “U.S. International Transactions: Fourth
Quarter and Year 2006.”
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Figure 1.1 Indices of exchange rates for selected currencies in relation to the U.S. dollar, weekly, 2006°
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Source: U.S. Federal Reserve Board.

2Units of the U.S. dollar per unit of the foreign currency. An decrease in the index represents an appreciation in
the U.S. dollar relative to a currency and a increase in the index represents a depreciation of the U.S. dollar relative

to a currency.

balance on income'' shifted to a deficit of $7.3 billion in 2006 from a surplus of $11.3
billion in 2005.

The surplus on trade in services increased to $70.7 billion in 2006 from $66.0 billion in
2005."* Exports of services increased to $413.1 billion in 2006 from $380.6 billion in 2005,
and more than half of the increase was accounted for by an increase in “other” private
services, which includes business, professional, and technical services, insurance services,
and financial services. There also were increased exports of “other” transportation, which
includes freight and port services, in royalties and license fees, and in travel. Imports of
services increased to $342.4 billion in 2006 from $314.6 billion in 2005, with more than half
of the increase accounted for by an increase in “other” private services.

The U.S. current account deficit was financed by a capital account surplus of $860.6 billion
in 2006."

"' The balance on income is income receipts (including income receipts on U.S.-owned assets abroad and
compensation of U.S. employees abroad) less income payments (including income payments on foreign-
owned assets in the United States and compensation of foreign employees in the United States).

12U.S. Department of Commerce, BEA, “U.S. International Transactions: Fourth Quarter and Year 2006.”

"* The main components of the capital account are capital transfers, foreign direct investment, portfolio
investment, banking and other flows, statistical discrepancies, and official reserve assets. By definition, a

(continued...)
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U.S. Trade in 2006

The U.S. foreign trade deficit for goods and services totaled $765.3 billion (5.8 percent of
GDP) in 2006, up from a deficit that totaled $716.7 billion (5.8 percent of GDP) in 2005."*
The annual U.S. foreign trade deficit has reached new record high levels in each year since
2001. U.S. exports of goods and services, on a seasonally adjusted U.S. balance-of-payments
(BOP) basis,"” were valued at $1,436.8 billion in 2006, and imports of goods and services
were valued at $2,202.1 billion. Growth in real exports was boosted early in 2006 by a
catch-up of exports that had been affected by the hurricanes in late 2005.

There was an increase in U.S. spending on petroleum imports during 2006, which caused
the petroleum products deficit to be $271.0 billion in 2006, up from $229.2 billion in 2005."°
Imports of petroleum accounted for 16.3 percent of total imports in 2006 and represented
36.2 percent of the total deficit on trade in goods in 2006.

U.S. Merchandise Trade by Product Category

Figure 1.2 shows U.S. merchandise trade with the world from 2004 through 2006 on a U.S.
Census basis.'” U.S. merchandise exports increased to $929.5 billion in 2006 from $804.0
billion in 2005, the biggest increase since 1988.'* and U.S. merchandise imports increased
to $1,845.1 billion in 2006 from $1,662.4 billion during the same period. Exports increased
more rapidly than imports, for the first time since 1997.

'3 (...continued)
country’s current account and capital account balances must offset one another. Most of the capital account
surplus represents net financial inflows (net acquisitions by foreign residents of assets in the United States
less net acquisitions by U.S. residents of assets abroad). U.S. Department of Commerce, BEA, “U.S.
International Transactions: Fourth Quarter and Year 2006.”

4 U.S. Department of Commerce, BEA, U.S. Census Bureau, “U.S. International Trade in Goods and
Services: December 2006.”

'3 The Census basis data for goods (used elsewhere in this report) are compiled from the documents
collected by the U.S. Customs Service and reflect the movement of goods between foreign countries and the
50 states, the District of Columbia, Puerto Rico, the U.S. Virgin Islands, and U.S. foreign trade zones.
Goods on a Census basis are adjusted by the U.S. Department of Commerce, BEA to goods on a BOP basis
to bring the data in line with the concepts and definitions used to prepare the international and national
accounts. These adjustments are done to supplement coverage of the Census basis data, to eliminate
duplication of transactions recorded elsewhere in the international accounts, and to value transactions
according to a standard definition. For a more detailed discussion of the differences between BOP basis and
Census basis data, see U.S. Department of Commerce, BEA, U.S. Census Bureau, “Information on Goods
and Services” in the “U.S. International Trade in Goods and Services: December 2006” news release. BOP
trade data in this section of the report may not match data in other sections or in the report appendix because
of adjustments made to the data by the sources cited.

6 U.S. Department of Commerce, BEA, U.S. Census Bureau, “U.S. International Trade in Goods and
Services: December 2006.”

'7 Merchandise trade data in this section do not match the seasonally adjusted BOP basis data presented
above because of adjustments made to the data described in footnote 15.

'8 New York Times, “Trade Deficit Peaks and Declines, but It Remains Huge.”
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Figure 1.2 U.S. merchandise trade with the world, 2004-06
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Exports

Machinery and transport equipment ranked as the single largest U.S. export by SITC' group
in 2006 (table A.1). U.S. exports of machinery and transport equipment were valued at
$423.8 billion in 2006, accounted for 45.6 percent of total U.S. exports during the year, and
grew by 15.3 percent from $367.5 billion in 2005. Increased U.S. exports of machinery and
transport equipment, chemicals and related products, and manufactured goods represented
over two-thirds of the total increase in exports in 2006. None of the SITC groups registered
a decline in exports from 2005 to 2006.

Imports

All SITC groups of U.S. imports increased from 2005 to 2006 (table A.1). As in recent
years, machinery and transport equipment was the single largest U.S. import group by SITC
code in 2006. U.S. imports of machinery and transport equipment were valued at $708.6
billion in 2006, up 9.1 percent over imports of $649.3 billion in 2005, and accounted for
38.4 percent of total U.S. imports in 2006. Increased U.S. imports of machinery and
transport equipment; mineral fuels, lubricants, and related materials; and manufactured
goods represented almost 75 percent of the total increase in imports in 2006.

Total U.S. imports under the four preferential trade programs with developing countries
were $92.1 billion in 2006 and accounted for 5.0 percent of total U.S. imports. Duty-free

1% Standard International Trade Classification.
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imports entered under the Generalized System of Preferences (GSP) program totaled $32.6
billion; duty-free imports under the African Growth and Opportunity Act (AGOA) totaled
$36.1 billion (excluding GSP imports); duty-free imports entered under the Andean Trade
Preferences Act (ATPA) totaled $13.5 billion; and imports entered duty free or at reduced
rates under the Caribbean Basin Economic Recovery Act (CBERA) totaled $9.9 billion. As
in the past, U.S. imports under AGOA reflected the impact of increased petroleum imports
by value during 2006, as the four leading suppliers of imports under AGOA were oil-
exporting countries—Nigeria, Angola, Chad, and Gabon.*’

U.S. Merchandise Trade with Leading Partners

Table 1.2 shows U.S. trade with selected major trading partners and the world for 2006.*'
NAFTA partners Canada and Mexico together remain the largest U.S. global trade market
for exports and imports, followed by the European Union single market. Figures 1.3 and 1.4
show leading U.S. export and import markets by share.

Foreign economic growth was generally strong in 2006, aiding U.S. export growth during
the year.”> U.S. total exports increased by 15.6 percent, and U.S. imports increased by 11.0
percent. U.S. exports to major trading partners Canada, Japan, and Korea grew faster than
imports from those countries during the year.

Canada remains the largest individual two-way trading nation of the United States, followed
by China and Mexico. China alone accounted for 25.7 percent of the total U.S. trade deficit
of $915.6 billion in 2006, and Canada and Mexico together accounted for 20.5 percent.
Although U.S. exports to China grew by 32.9 percent in 2006 and U.S. imports from China
increased by 18.3 percent, the U.S. trade deficit with China increased to $235.4 billion in
2006 from $203.8 billion in 2005.>

2% See chapter 2 of this report for additional information.

?! Leading U.S. exports to and imports from these partners are presented in tables A-21 through A-44.
Data in table 1.2 may not match with those in appendix tables A-21 through A-44 because of adjustments
made to the data.

?2 Global expansion was strong in 2006, with growth in most regions meeting or exceeding expectations.
International Monetary Fund, World Economic Outlook, September 2006, 1-3.

2 U.S. bilateral trade relations with China are discussed in chapter 5 of this report.
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Table 1.2 U.S. merchandise trade with major trading partners and with the world, 2006
(Billion dollars)

Major trading partner Exports Imports Trade balance
EU-25. . o 196.5 329.3 -132.8
Canada.. . ... 198.2 303.0 -104.8
China. ... 51.6 287.1 -235.4
MEXICO. . . .ttt 114.6 197.1 -82.5
Japan. ... 55.6 148.1 -92.5
Korea. . ... 30.8 447 -13.9
TalWan. ... 21.4 38.1 -16.7
Brazil.. . .. 17.0 26.2 -9.2
India. ... 9.0 21.7 -12.6
RUSSIA.. . .. 4.2 19.6 -15.4
South Africa. . ... .. 4.2 7.5 -3.3
World. . ... 929.5 1,845.1 -915.6

Source: Compiled from official statistics of the U.S. Department of Commerce.

Note: Because of rounding, figures may not add to totals shown.

Figure 1.3 Leading U.S. export markets, by share, 2006
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Figure 1.4 Leading U.S. import sources, by share, 2006
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CHAPTER 2
Administration of U.S. Trade Laws and
Regulations

This chapter surveys activities related to the administration of U.S. trade laws during 2006.
It covers the following: the import relief laws; the unfair trade laws; certain other trade
provisions, including the U.S. Generalized System of Preferences (GSP), the African
Growth and Opportunity Act (AGOA), the Andean Trade Preference Act (ATPA), the
Andean Trade Promotion and Drug Eradication Act (ATPDEA), the Caribbean Basin
Economic Recovery Act (CBERA), the Caribbean Basin Trade Partnership Act (CBTPA);
and programs affecting textile and apparel imports.

Import Relief Laws

Safeguard Actions

Safeguard actions under provisions administered by other U.S. government agencies, such
as the China textile safeguard actions by the U.S. Department of Commerce, are described
later in this chapter.

The USITC did not conduct any safeguard actions during 2006, no safeguard measures
under provisions administered by the USITC were in place during calendar year 2006, and
no safeguard petitions filed under these provisions were pending before the USITC at the
end of 2006.

Adjustment Assistance

The Trade Adjustment Assistance (TAA) program, set forth in section 221 of the Trade Act
of 1974, authorizes the U.S. Secretary of Commerce and the U.S. Secretary of Labor to
provide adjustment assistance to firms and workers from the 50 states, the District of
Columbia, Puerto Rico, and the U.S. Virgin Islands that are adversely affected by increased
imports.' The TAA system of readjustment allowances to individual workers is administered
by the U.S. Department of Labor through its Employment and Training Administration.
Such assistance takes the form of monetary benefits for direct trade readjustment allowances
and reemployment services that include allocations for job search, relocation, transportation
subsidies, and training. TAA for farmers is administered by the U.S. Department of
Agriculture (USDA) and provides technical assistance and cash benefits to eligible
producers of raw commodities. TAA for firms consists primarily of a matching funds

! President, “Memorandum for the United States Trade Representative.”
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program sponsored by the U.S. Department of Commerce to help U.S. manufacturers
experiencing sales and employment declines as a result of import competition.”

Trade Adjustment Assistance for Workers

The U.S. Department of Labor received 2,488 TAA petitions® during FY 2006 (October 1,
2005 through September 30, 2006) (table 2.1). The FY 2006 figure represents a decrease
from the 2,593 TAA petitions received in FY 2005. Table 2.1 shows the results of TAA
petition determinations during FY 2005 and FY 2006. In FY 2006, a total of 1,439 petitions
were certified as eligible for benefits and services and 830 petitions were denied (a 63.4
percent approval rate), a decrease from 1,556 petitions certified and an increase from 748
petitions denied in FY 2005 (a 67.5 percent approval rate).* A total of 120,355 workers were
certified for TAA benefits and services in FY 2006.° This was an increase from the 117,995
workers certified in FY 2005. Table 2.2 presents data on benefits and services provided
under the TAA program. There were 53,492 new TAA recipients in FY 2006, compared to
55,407 new recipients in FY 2005.

Trade Adjustment Assistance for Farmers

The Trade Act of 2002 established the Trade Adjustment Assistance for Farmers (TAA for
Farmers) program administered by USDA. Under the program, USDA provides technical
assistance and cash benefits to eligible producers of raw agricultural commodities when the
administrator of the Foreign Agricultural Service (FAS) determines that increased imports
have been an important factor contributing to a specific price decline over five preceding
marketing years.’ The TAA Reform Act authorizes an appropriation of not more than $90

? The President signed the Trade Adjustment Assistance Reform Act of 2002 (TAA Reform Act) into law
on Aug. 6, 2002. The TAA Reform Act reauthorized the TAA program through fiscal year 2007, and
amended and added provisions to the TAA program.

* Petitions may be filed by a group of three or more workers, by a company official, by One-Stop
operators or partners (including state employment security agencies and dislocated worker units), or by a
union or other duly authorized representative of such workers. The workers on whose behalf a petition is
filed must be, or must have been, employed at the firm or subdivision identified in the petition. A completed
petition describes a group of workers working at a specific location, for a specific company, producing a
specific product or group of products. If the group of workers described in the petition is certified, the
certification will cover all workers in the group, regardless of whether their names are on the petition. U.S.
Department of Labor, Employment and Training Administration, “Trade Adjustment Assistance (TAA) and
Alternative Trade Adjustment Assistance (ATAA) Application Process.”

* The number of petitions certified for benefits and services and petitions denied will not add up to the
total number of petitions received because the numbers do not reflect petitions that were terminated prior to a
determination and petitions in which a determination was made in the following fiscal year.

* For workers to be certified as eligible to apply for TAA, the Secretary of Labor must determine that
workers in a firm have become, or are threatened to become, totally or partially separated; that the firm’s
sales or production have decreased absolutely; and that increases in like or directly competitive imported
products contributed importantly to the total or partial separation and to the decline in the firm’s sales or
production. Workers certified for TAA are provided with a certification of eligibility and may apply for TAA
benefits at the nearest office of the State Employment Security Agency. For further information, see U.S.
Department of Labor, Employment and Training Administration, “Trade Adjustment Assistance (TAA) and
Alternative Trade Adjustment Assistance (ATAA) Application Process.”

® Among the criteria for assistance and benefits are that “[p]roducer prices during the most recent
marketing year must be less than or equal to 80 percent of the national average price during the previous 5
marketing years. In addition, FAS must make a determination that increases in imports of like or competitive
products ‘contributed importantly’ to the decline in prices.” USDA, “Trade Adjustment Assistance for

(continued...)
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Table 2.1 Petitions certified and denied under the TAA program and estimated number of workers affected, FY
2005 and FY 2006

Number of TAA petitions Estimated number of workers covered?®

Item FY 2005 FY 2006 FY 2005 FY 2006
Petitions certified for benefits and services. .. 1,556 1,439 117,995 120,355
Petitions denied. .. ......... ... .. ... .... 748 830 38,021 49,292
Terminations-withdrawals.. ... ............ 289 219 0 120

Total petitions received. . . ............. 2,593 2,488 156,016 169,767

Source: U.S. Department of Labor, Employment and Training Administration, correspondence, May 4, 2006.

? The estimated number of workers covered by a certification is not an exact figure. It is an estimate developed at
the time the certification is issued. A certification covers all members of the affected worker group laid off during the
approximately three-year period covered by the certification. Over the course of time, additional workers may be laid
off, workers who were laid off may be recalled, or planned layoffs may not occur.

Table 2.2 Benefits and services provided under the TAA program, FY 2005 and FY 2006
Estimated number of participants

ltem FY 2005 FY 2006
----------- Trade readjustment allowance benefits----------

Number of new recipients.. . ........................ 55,407 53,492
Total Federal allocations (billion dollars). . ........... 1.1 *)
Total State allocations (million dollars). .. ........... 915 *)

———————— Training, job search, and relocation services---------

Number entering training. .. ........................ 37,774 39,930

Number receiving a job search allowance. ............. 298 450

Number receiving a relocation allowance.. . .. .......... 447 526

Source: U.S. Department of Labor, Employment and Training Administration, correspondence, May 4, 2006.

® Data not provided by source for 2006.

million for each fiscal year, 2003 through 2007, to carry out the program. The program
covers farmers, ranchers, fish farmers, and fishermen,’” but it does not cover the forest
products industry.®

Table 2.3 shows that of the 21 petitions filed for TAA for Farmers in FY 2006, 4 petitions
were certified covering 208 farmers, ranchers, fish farmers, and fishermen in the following

% (...continued)
Farmers”; and “Trade Adjustment Assistance for Farmers: Trade Act of 2002: FAQ’s.”

7 A qualified fisherman means a person whose catch competes in the marketplace with like or directly
competitive aquaculture products.

¥ USDA, “Trade Adjustment Assistance for Farmers.”
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Table 2.3 Results of petitions filed under the TAA program for farmers, FY 2006

Number of petitions Number of applicants®

Petitions certified. .......... 4 208
Petitions denied. ........... 17 73
Total petitions. ... ....... 21 281

Source: U.S. Department of Agriculture, Foreign Agricultural Service. The number of petitions is based on the
number of total petitions and approved petitions reported at U.S. Department of Agriculture, Foreign Agricultural
Service, “FY06 Petitions Registry,” (accessed on May 9" 2007) and the number of applicants is based on table 2-3
attached to correspondence from U.S. Department of Agriculture, Foreign Agricultural Service on March 21, 2007.

@ The number of applicants for certified petitions is assumed to be the reported total of “approved” applicants, the
number of applicants for denied petitions is assumed to be the reported number of “denied’ applicants, and the
number of applicants for total petitions is assumed to be the reported number of “applied” applicants.

industries: Concord juice grapes in Michigan and Washington; snapdragons in Indiana; and
avocados in Florida. According to USDA, benefits totaling an estimated value of $1.0
million (cash and technical assistance) were provided to recipients under the program in FY
2006. Cash benefits paid under the program totaled approximately $0.8 million in FY 2006.°

Trade Adjustment Assistance for Firms and Industries

The TAA for Firms program is a matching funds program sponsored by the U.S. Department
of Commerce for U.S. manufacturers facing import competition.'” Federal assistance
awarded under the program pays for up to one-half of the costs of consultants, engineers,
designers, or industry experts for projects to improve a manufacturer’s competitiveness in
areas such as manufacturing, engineering, marketing, information technology, and quality
control. The TAA for Firms program participates in projects valued up to $150,000, with
a maximum TAA share of $75,000."

In FY 2006, the Economic Development Administration (EDA) of the U.S. Department of
Commerce awarded a total of $12.8 million in TAA program funds to its national network
of 11 Trade Adjustment Assistance Centers (TAACs). TAACsS, typically sponsored by
universities or nonprofit organizations, are the primary point of contact for firms during the
certification and adjustment proposal processes under the TAA program. EDA certified 149
petitions as eligible for TAA for firms and approved 137 adjustment projects during FY
2006."

? Cash benefits are paid only to producers who certify that, among other things, their net income from
farming, aquaculture or fishing has declined. Technical assistance is available to all producers. USDA,
“Trade Adjustment Assistance for Farmers.” Statistics supplied by USDA, March 21, 2007.

' The TAA for firms program works “with a variety of manufacturers and for some, imports represent
only a minor challenge. For others, they pose a serious threat. Regardless of the degree of impact, a firm may
be eligible if it experienced sales and employment declines at least partially due to imports over the last two
years.” U.S. Department of Commerce, Economic Development Administration, “Trade Adjustment
Assistance for Firms: FAQs.”

""" U.S. Department of Commerce, Economic Development Administration, “Trade Adjustment Assistance
for Firms: Program Benefits.”

2 Data provided by U.S. Department of Commerce, EDA, March 16, 2007.
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Laws Against Unfair Trade Practices

Section 301 Investigations

Section 301 of the Trade Act of 1974 (the Trade Act) is the principal U.S. statute for
addressing foreign unfair practices affecting U.S. exports of goods or services."’ Section 301
may be used to enforce U.S. rights under bilateral and multilateral trade agreements and also
may beused to respond to unreasonable, unjustifiable, or discriminatory foreign government
practices that burden or restrict U.S. commerce. Interested persons may petition USTR to
investigate foreign government policies or practices, or USTR may initiate an investigation.

If the investigation involves a trade agreement and consultations do not result in a
settlement, section 303 of the Trade Act requires USTR to use the dispute settlement
procedures that are available under the subject agreement. If the matter is not resolved by
the conclusion of the investigation, section 304 of the Trade Act requires USTR to
determine whether the practices in question deny U.S. rights under a trade agreement;
whether they are unjustifiable, unreasonable, or discriminatory; and whether they burden
or restrict U.S. commerce. If the practices are determined to violate a trade agreement or to
be unjustifiable, USTR must take action.'* If the practices are determined to be unreasonable
or discriminatory and to burden or restrict U.S. commerce, USTR must determine whether
action is appropriate and, if so, what action to take."” The time period for making these
determinations varies according to the type of practices alleged.

Active Cases in 2006

In 2006, the active cases under section 301 concerned the EU’s meat hormone directive and
Ukraine’s IPR protection (table 2.4). In the meat hormone case, the United States
successfully challenged at the WTO an EU law that banned imports of meat from animals
that had been treated with certain hormones.'® According to USTR, the EU law effectively
banned nearly all imports of U.S. beef and beef products.'” In 1997, the WTO panel'® and
the Appellate Body'’ found that the ban violated the EU’s WTO obligations because the EU
law was not based on objective scientific evidence and a risk assessment. The EU did not
comply with the ruling, so the United States sought and received WTO authorization to

¥ Section 301 here refers collectively to provisions in sections 301-310 of the Trade Act of 1974, as
amended (19 U.S.C. 2411-2420).

' Section 301(a) of the Trade Act of 1974, as amended (19 U.S.C. 2411(a)).

'3 Section 301(b) of the Trade Act of 1974, as amended (19 U.S.C. 2411(b)).

' WTO, “Request for Consultations by the United States, European Communities - Measures Concerning
Meat and Meat Products (Hormones)”; and “Request for the Establishment of a Panel by the United States,
European Communities - Measures Concerning Meat and Meat Products (Hormones).”

" USTR, 2007 Trade Policy Agenda, 214. The United States initiated dispute settlement in January 1996,
alleging that EC measures concerning meat and meat products “restrict or prohibit imports of meat and meat
products from the United States.” WTO, “Request for Consultations by the United States, European
Communities - Measures Concerning Meat and Meat Products (Hormones).”

'8 WTO, Report of the Panel, “EC Measures Concerning Meat and Meat Products (Hormones).”

' WTO, Report of the Appellate Body, “EC Measures Concerning Meat and Meat Products (Hormones).”
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Table 2.4 Active section 301 cases in 2006

Docket No.

Summary and actions occurring during course of investigation

301-62a

301-121

European Union and the Meat Hormone Directive

In 1997, the WTO found that the EU’s ban on meat produced from animals treated with growth
hormones was inconsistent with its WTO obligations. In 1999, when the EU had not implemented the
WTO recommendations, the United States requested and received authorization from the WTO to
retaliate against imports from the EU. In January 2005, the EU claimed that new legislation brought its
legal regime into compliance with the recommendations and rulings of the Dispute Settlement Body
and with its obligations under the WTO Agreement on the Application of Sanitary and Phytosanitary
Measures. Accordingly, the EU initiated dispute settlement proceedings and, in February 2005, a
panel was established to consider whether the retaliatory duties should be lifted. The WTO panel
continued its work through 2006 and the increased duties remained in effect.

Ukraine and the Protection of Intellectual Property Rights

In 2001, USTR identified Ukraine as a priority foreign country under the “Special 301" provisions of the
section 301 law due to its denial of adequate and effective protection of IPR. In a parallel proceeding,
USTR suspended Ukraine’s eligibility for GSP benefits because of inadequate and ineffective IPR
protection. When ongoing bilateral consultations did not result in an agreement that satisfactorily
addressed the optical media piracy situation in Ukraine, USTR issued a preliminary retaliation list
under section 301. In December 2001, USTR announced that the United States would impose
prohibitive duties on certain imports from Ukraine. The suspension of GSP benefits and the additional
duties remained in effect until 2005. In 2005, Ukraine strengthened its licensing regime and
enforcement capabilities, and USTR terminated the retaliatory duties. In January 2006, USTR
reinstated Ukraine’s GSP benefits in recognition of its continuing progress in addressing U.S.
concerns regarding IPR protection.

Source: Compiled by the U.S. International Trade Commission.

withdraw concessions on a commensurate amount of trade.*® Accordingly, in July 1999, the
United States imposed additional 100 percent ad valorem duties on approximately $117
million in imports from the EU.*' In 2003-2005, the EU claimed that new legislation brought
its legal regime into compliance with the recommendations and rulings of the Dispute
Settlement Body (DSB) and with its obligations under the WTO Agreement on the
Application of Sanitary and Phytosanitary Measures. Accordingly, the EU initiated dispute
settlement proceedings.” In February 2005, a panel was established to consider whether the
EU had fully implemented the recommendations and rulings of the DSB.** The work of the
panel continued throughout 2006, and the bilateral trade dispute remains unresolved.**

After identifying Ukraine as a priority foreign country under the “Special 301” provisions
of the section 301 law in 2001 due to its denial of adequate and effective IPR protection,
USTR initiated a Special 301 investigation. In a parallel proceeding, USTR suspended

2 WTO, Dispute Settlement Body, "Minutes of Meeting Held in the Centre William Rappard," 17-19.

2! USTR, “Implementation of WTO Recommendations Concerning EC-Measures Concerning Meat and
Meat Products (Hormones),” Fed. Reg. 40638-39. The additional duties are contained in subheadings
9903.02.21 through 9903.02.47 of the Harmonized Tariff Schedule of the United States (2007).

22 WTO, “Request for Consultations by the European Communities, United States — Continued
Suspension of Obligations in the EC-Hormones Dispute”; and “Request for the Establishment of a Panel by
the European Communities, United States — Continued Suspension of Obligations in the EC-Hormones
Dispute.”

2 WTO, “Constitution of the Panel Established at the Request of the European Communities, United
States — Continued Suspension of Obligations in the EC-Hormones Dispute.”

** USTR, 2007 Trade Policy Agenda, 214.
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Ukraine’s eligibility for the GSP program® due to inadequate and ineffective protection of
IPR. When bilateral consultations failed to result in an agreement that satisfactorily
addressed optical media piracy, USTR issued a preliminary retaliation list under section 301.
In December 2001, USTR announced that the United States would impose 100 percent ad
valorem duties on $75 million in imports from Ukraine.

In August 2005, Ukraine amended its Laser-Readable Disc Law to strengthen its licensing
regime and enforcement capabilities and thereby address the illegal production and trade of
optical media products. In response to these amendments, USTR terminated the retaliatory
duties, but the GSP suspension remained in place.”* In January 2006, in recognition of
Ukraine’s continuing efforts to improve IPR protection and enforcement, USTR reinstated
Ukraine’s GSP benefits.”” As part of this settlement, Ukraine agreed to work with USTR and
the U.S. copyright industry to monitor the progress of its enforcement efforts.**

During 2006, USTR received one new section 301 petition alleging that China denies certain
workers’ rights to manufacturing workers and that such denial is unreasonable and burdens
or restricts U.S. commerce. USTR determined not to initiate an investigation with respect
to the petition, because it believed the initiation of an investigation would not be effective
in addressing the policies and practices covered in the petition.

Special 301

The Special 301 law provides that, each year, USTR shall identify foreign countries that
deny adequate and effective protection of IPR, or deny fair and equitable market access for
U.S. persons who rely on IPR protection.” Countries deny adequate and effective protection
of IPR if they do not allow foreign persons “to secure, exercise, and enforce rights relating
to patents, process patents, registered trademarks, copyrights, and mask works.”** Countries
deny fair and equitable market access if they deny access to a market for a product that is
protected by a copyright or related right, patent, trademark, mask work, trade secret, or plant
breeder’s right through the use of laws and practices that violate international agreements
or that constitute discriminatory nontariff trade barriers. A country can be found to deny
adequate and effective IPR protection even if it is in compliance with its obligations under
the WTO Agreement on Trade-Related Aspects of Intellectual Property Rights (TRIPS
Agreement).”!

In addition, the Special 301 law directs USTR to identify so-called “priority foreign
countries.” Priority foreign countries are countries that have the most onerous or egregious
acts, policies, or practices that have the greatest adverse impact (actual or potential) on the
relevant U.S. products. Such countries must be designated as priority foreign countries
unless they are entering into good faith negotiations or making significant progress in
bilateral or international negotiations to provide adequate and effective IPR protection. The

> The GSP program is discussed in more detail below.

2 USTR, “USTR Lifts Tariff Sanctions Against Ukraine, Announces Out-of-Cycle Review.”

7 USTR, “USTR Reinstates Generalized System of Preferences Benefits for Ukraine.”

2 USTR, “Results of Out-Of-Cycle Review Under Section 182 and Termination of Action Under Section
301(b),” Fed. Reg. 5899-5900.

?% Section 182 of the Trade Act of 1974 (19 U.S.C. 2242).

%0 Section 182(d)(2) of the Trade Act of 1974 (19 U.S.C. 2242(d)(2)).

*! Section 182(d)(4) of the Trade Act of 1974 (19 U.S.C. 2242(d)(4)).

*2 Section 182(a)(2) of the Trade Act of 1974 (19 U.S.C. 2242(a)(2)).
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identification of a country as a priority foreign country triggers a section 301 investigation,
unless USTR determines that the investigation would be detrimental to U.S. economic
interests.

In addition to identifying priority foreign countries as required by statute, USTR has adopted
a practice of naming countries to the so-called “watch list” or the “priority watch list” if the
countries’ IPR laws and practices do not provide adequate and effective IPR protection, but
the deficiencies do not warrant identification of the countries as priority foreign countries.*
The priority watch list is for countries with significant IPR problems that warrant close
monitoring and bilateral consultation. A country that is identified on the priority watch list
may make progress and be downgraded to the watch list or removed from any listing;
alternatively, a country that fails to make progress may be elevated from the watch list to
the priority watch list or from the priority watch list to the list of priority foreign countries.

In the 2006 Special 301 review, USTR examined the adequacy and effectiveness of IPR
protection in 87 countries. In conducting the review, USTR focused on a wide range of
issues and policy objectives, including piracy and counterfeiting, trade in infringing goods,
compliance with the TRIPs Agreement, implementation of free trade agreements, promoting
effective enforcement of existing laws, and addressing market access barriers faced by U.S.
pharmaceutical companies.**

In the 2006 review, no countries were identified as priority foreign countries. Thirteen
countries were on the priority watch list, including Belize, which was elevated from the
watch list because of widespread piracy and counterfeiting. The 2006 Special 301 report
highlighted weak IPR protection and enforcement in China and Russia, both of which were
on the priority watch list. Thirty-four countries were placed on the watch list, including
Kuwait, Pakistan, and the Philippines, which were lowered from the priority watch list
because each had made progress in protecting and enforcing IPR. Also, the following four
countries were removed from the watch list because of improved IPR protection:
Azerbaijan, Kazakhstan, Slovak Republic, and Uruguay.’

In November 2006, following a so-called “Out-of-Cycle” review, Indonesia was lowered
from the priority watch list to the watch list because it made significant progress in
enforcing IPR.*® Specifically, Indonesia strengthened the enforcement of regulations
designed to stop illegal production of pirated optical discs such as CDs and DVDs by
controlling the licensing of factories and conducting raids against pirate optical disc
production facilities. In addition, as part of Russia’s ongoing negotiations to accede to the
WTO, the United States and Russia agreed on a blueprint for action to address piracy and
counterfeiting and to improve protection and enforcement of IPR.”’

* USTR, “Background on Special 301.”

* USTR, 2006 Special 301 Report.

% Ibid.

3¢ USTR, “U.S. Government Recognizes Indonesia’s Enhanced IPR Enforcement.”

3T USTR, “Results of Bilateral Negotiations on Russia’s Accession to the World Trade Organization
(WTO), Action on Critical IPR Issues.”
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Antidumping and Countervailing Duty Investigations and Reviews
Antidumping Investigations

The U.S. antidumping law is contained in Title VII of the Tariff Act of 1930, as amended.™
The antidumping law provides relief in the form of special additional duties that are
intended to offset margins of dumping. Antidumping duties are imposed when (1) the U.S.
Department of Commerce (Commerce), the administering authority, has determined that
imports are being, or are likely to be, sold at less than fair value in the United States, and (2)
the Commission has determined that a U.S. industry is materially injured or threatened with
material injury or that the establishment of an industry in the United States is materially
retarded by reason of such imports. Most investigations are conducted on the basis of a
petition filed with Commerce and the Commission by or on behalf of a U.S. industry.

In general, imports are considered to be sold at LTFV when the U.S. price (i.e., the purchase
price or the exporter’s sales price, as adjusted) is less than the foreign market value, which
is usually the home market price or, in certain cases, the price in a third country, or a
constructed value, calculated as set out by statute.”” The antidumping duty is calculated to
equal the difference between the U.S. price and the foreign market value. The duty specified
in an antidumping order reflects the dumping margin found by Commerce during its period
of investigation. This rate of duty will be applied to subsequent imports from the specified
producers/exporters in the subject country if Commerce does not receive a request for
annual reviews.

Commerce and the Commission each conduct preliminary and final antidumping
investigations in making their separate determinations.** The Commission instituted eight
new antidumping investigations and completed nine investigations during 2006.*' Final
antidumping duty orders were imposed in 2006 on products from four different countries
(Brazil, China, India, and Indonesia) as a result of affirmative determinations in five
completed investigations. The antidumping duty orders imposed in 2006 are listed in table
2.5 (in alphabetical order by country).

19 U.S.C. 1673 et seq.

%19 U.S.C. 1677b; 19 CFR part 353, subpart D.

" Upon the filing of a petition, the Commission has 45 days to determine whether there is a reasonable
indication that an industry in the United States is materially injured or threatened with material injury, or that
the establishment of an industry in the United States is materially retarded, by reason of imports of the
merchandise subject to the investigation. This is known as the preliminary phase of the investigation. If the
Commission makes an affirmative determination, Commerce continues its investigation and makes
preliminary and final determinations concerning whether the imported merchandise is being, or is likely to
be, sold at LTFV. If Commerce reaches a final affirmative dumping determination, the Commission has 45
days to make its final injury determination. If the Commission’s reasonable indication or preliminary phase
determination is negative, both the Commission and Commerce terminate further investigation.

*! Data reported here and in the following two sections (“Countervailing Duty Investigations” and
“Reviews of Outstanding Antidumping and Countervailing Duty Orders/Suspension Agreements”) reflect the
total number of investigations. In other Commission reports these data are grouped by product because the
same investigative team and all of the parties participate in a single grouped proceeding, and the Commission
generally produces one report and issues one opinion containing its separate determinations for each
investigation.
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Table 2.5 Antidumping duty orders that became effective during 2006

Range of duty
Country Product (Percent)
Brazil.. . ... .. Certain orange juice 12.46 - 60.29
China. . ... ... .. . Artists’ canvas 77.90 -264.09
China. ........ ... .. . Certain lined paper school supplies 76.70 -258.21
India. .. ... Certain lined paper school supplies 3.91 - 23.17
Indonesia. . ........... . ... ... Certain lined paper school supplies 97.85 -118.63

Source: Compiled by USITC from Federal Register notices.

Details on all antidumping investigations active at the Commission during 2006 are
presented in table A.4. A list of all antidumping duty orders, including suspension
agreements,* in effect as of the end of the year is presented in table A.5.

Countervailing Duty Investigations

The U.S. countervailing duty law is also set forth in title VII of the Tariff Act of 1930, as
amended. It provides for the levying of special additional duties to offset foreign subsidies
on products imported into the United States.*’ In general, procedures for such investigations
are similar to those under the antidumping law. Petitions are filed with Commerce (the
administering authority) and with the Commission. Before a countervailing duty order can
be issued, Commerce must find a countervailable subsidy and the Commission must make
an affirmative determination of material injury, threat of material injury, or material
retardation by reason of the subsidized imports.

The Commission instituted three new countervailing duty investigations and completed two
investigations during 2006. Countervailing duty orders were imposed in 2006 on products
from two countries as a result of affirmative determinations in both of those completed
investigations. The countervailing duty orders imposed in 2006 are listed in table 2.6 (in
alphabetical order by country).

Table 2.6 Countervailing duty orders that became effective during 2006

Range of duty
Country Product (Percent)
India. .. ... . Certain lined paper school supplies de minimis-10.24
Indonesia. . ....................... Certain lined paper school supplies 40.55

Source: Compiled by USITC from Federal Register notices.

> An antidumping investigation may be suspended if exporters accounting for substantially all of the
imports of the merchandise under investigation agree either to eliminate the dumping or to cease exports of
the merchandise to the United States within six months. In extraordinary circumstances, an investigation may
be suspended if exporters agree to revise prices to eliminate completely the injurious effect of exports of the
subject merchandise to the United States. A suspended investigation is reinstituted if LTFV sales recur. See
19 U.S.C. 1673c.

** A subsidy is defined as a bounty or grant bestowed directly or indirectly by any country, dependency,
colony, province, or other political subdivision on the manufacture, production, or export of products. See
19 U.S.C. 1677(5) and 1677-1(a).



Details on all countervailing duty investigations active at the Commission during 2006 are
presented in table A.6, and a list of all countervailing duty orders, including suspension
agreements,* in effect at the end of the year is presented in table A.7.

Reviews of Outstanding Antidumping and Countervailing Duty
Orders/Suspension Agreements

Section 751 of the Tariff Act of 1930 requires Commerce, if requested, to conduct annual
administrative reviews of outstanding antidumping and countervailing duty orders to
determine the amount of any net subsidy or dumping margin and to determine compliance
with suspension agreements. Section 751 also authorizes Commerce or the Commission, as
appropriate, to review certain outstanding determinations and agreements after receiving
information or a petition that shows changed circumstances. In these circumstances, the
party seeking revocation or modification of an antidumping or countervailing duty order or
suspension agreement has the burden of persuading Commerce or the Commission that
circumstances have changed sufficiently to warrant review and revocation. On the basis of
either of these reviews, Commerce may revoke an antidumping or countervailing duty order
in whole or in part or terminate or resume a suspended investigation. No changed
circumstances investigations were active at the Commission during 2006.

The Uruguay Round Agreements Act amended section 751 of the Tariff Act of 1930 to
require both Commerce and the Commission to conduct sunset reviews of outstanding
orders and suspension agreements five years after their publication to determine whether
revocation of an order or termination of a suspension agreement would be likely to lead to
continuation or recurrence of dumping or a countervailable subsidy and material injury.*’
During 2006, Commerce and the Commission instituted 72 sunset reviews of existing
antidumping and countervailing duty orders*® and the Commission completed 76 reviews,
resulting in 57 antidumping and countervailing duty orders and suspension agreements being
continued for five additional years. Table A.8 shows completed reviews of antidumping and
countervailing duty orders and suspension agreements in 2006.*

* A countervailing duty investigation may be suspended if the government of the subsidizing country or
exporters accounting for substantially all of the imports of the merchandise under investigation agree to
eliminate the subsidy, to completely offset the net subsidy, or to cease exports of the merchandise to the
United States within six months. In extraordinary circumstances, an investigation may be suspended if the
government of the subsidizing country or exporters agree to eliminate completely the injurious effect of
exports of the subject merchandise to the United States. A suspended investigation is reinstituted if
subsidization recurs. See 19 U.S.C. 1671c.

$19U.S.C. 1675c.

*¢ Six of these reviews were subsequently terminated and the outstanding orders revoked because a
domestic industry did not request that they be continued. The five revoked antidumping duty orders were on
grain-oriented silicon electrical steel from Italy and Japan and stainless steel angle from Japan, Korea, and
Spain. The revoked countervailing duty order was on grain-oriented silicon electrical steel from Italy.

*" For detailed information on reviews instituted, as well as Commission action in all reviews, see the
Commission’s web site section entitled “Five-Year (Sunset) Reviews,” at
http://info.usitc.gov/oinv/sunset. NSF.



Section 337 Investigations

Section 337 of the Tariff Act of 1930, as amended (19 U.S.C. 1337), authorizes the
Commission, on the basis of a complaint or on its own initiative, to conduct investigations
with respect to certain practices in import trade. Section 337 declares unlawful the
importation into the United States, the sale for importation, or the sale within the United
States after importation of articles that infringe a valid and enforceable U.S. patent,
registered trademark, registered copyright, or registered mask work, for which a domestic
industry exists or is in the process of being established.**

If the Commission determines that a violation exists, it can issue an order to exclude the
subject imports from entry into the United States, or order the violating parties to cease and
desist from engaging in the unlawful practices.” The President may disapprove a
Commission order within 60 days of its issuance for “policy reasons.”

During 2006, there were 66 active section 337 investigations and ancillary proceedings, 38
of which were instituted in 2006. Of these 38, there were 33 new section 337 investigations
and five new ancillary proceedings relating to previously concluded investigations. Further,
all but four of the new section 337 institutions in 2006 included allegations of patent
infringement, with the remaining investigations including allegations of trademark
infringement. Seventeen investigations were terminated on the basis of settlement
agreements or consent orders. The Commission completed a total of 28 investigations and
ancillary proceedings under section 337 in 2006, including two enforcement proceedings,
two combined enforcement and advisory opinion proceedings, and one remand proceeding.
Seven exclusion orders and one cease-and-desist order were issued during 2006. Several
investigations were terminated by the Commission without determining whether section 337
had been violated. Generally, these terminations were based on settlement agreements or
consent orders.

As in recent years, the section 337 caseload was highlighted by investigations involving
complex technologies, particularly in the computer and telecommunications fields.
Significant among these were investigations involving baseband processor chips, wireless
communication equipment, flash memory circuits and devices, and personal computers.
Several other investigations involved products related to the automobile industry, such as
motor and transmission systems used for hybrid vehicles, parts for the Ford F150 truck, and
electric robots used to paint automobiles. Additionally, several investigations involved

8 Also unlawful under section 337 are other unfair methods of competition and unfair acts in the
importation of articles into the United States, or in the sale of imported articles, the threat or effect of which
is to destroy or substantially injure a domestic industry, to prevent the establishment of an industry, or to
restrain or monopolize trade and commerce in the United States. Examples of these other unfair acts are
misappropriation of trade secrets, common law trademark infringement, trade dress infringement, false
advertising, and false designation of origin. Unfair practices that involve the importation of dumped or
subsidized merchandise must be pursued under antidumping or countervailing duty provisions, not under
section 337.

* Section 337 proceedings at the Commission are conducted before an administrative law judge in
accordance with the Administrative Procedure Act, 5 U.S.C. 551 et seq. The administrative law judge
conducts an evidentiary hearing and makes an initial determination, which is transmitted to the Commission.
The Commission may adopt the determination by deciding not to review it, or it may choose to review it. If
the Commission finds a violation, it must determine the appropriate remedy, the amount of any bond to be
collected while its determination is under review by the President, and whether public interest considerations
preclude the issuance of a remedy.



pharmaceuticals or medical devices, including compositions containing recombinant human
erythropoietin, endoscopic probes, and dental adjustment appliances. Other section 337
investigations active during the year focused on a variety of consumer items, including foam
footwear, laminated floor panels, ink sticks, male prophylactic devices, and nickel metal
hydride batteries.

At the close of 2006, there were 38 section 337 investigations and related proceedings
pending at the Commission. Commission activities involving section 337 actions in 2006
are presented in table A.9. As of December 31, 2006, a total of seven outstanding exclusion
orders based on violations of section 337 were in effect, all of which involve unexpired
patents. Table A.10 lists the investigations in which these exclusion orders were issued.

Other Import Administration Laws and Programs

Tariff Preference Programs

Generalized System of Preferences

The U.S. Generalized System of Preferences (GSP) program authorizes the President to
grant duty-free access to the U.S. market for certain products that are imported from
designated developing countries and territories. The program is authorized by Title V of the
Trade Act of 1974, as amended (19 U.S.C. 2461 et seq.). It has been enhanced to allow duty-
free treatment for certain products when imported only from countries designated as least-
developed beneficiary developing countries (LDBDC). Further, the African Growth and
Opportunity Act (AGOA), Title I of Public Law 106-200, enacted May 18, 2000, amended
Title V to authorize the President to provide duty-free treatment for certain articles when
imported from countries designated as beneficiary sub-Saharan African countries through
September 30, 2008 (in subsequent legislation extended to 2015). By offering unilateral
tariff preferences, the GSP program reflects the U.S. commitment to three broad goals: (1)
to promote economic development in developing and transitioning economies through
increased trade, rather than foreign aid; (2) to reinforce U.S. trade policy objectives by
encouraging beneficiaries to open their markets, to comply more fully with international
trading rules, and to assume greater responsibility for the international trading system; and
(3) to help maintain U.S. international competitiveness by lowering costs of imports for U.S.
business and lowering prices for American consumers.

Countries are designated as “beneficiary developing countries” under the program by the
President (with some limitations). The President cannot designate certain developed
countries named in the statute and also may not designate countries that, inter alia, afford
preferential treatment to the products of a developed country, other than the United States,
that has, or is likely to have, a significant adverse effect on U. S. commerce. The President
cannot designate countries that do not afford adequate protection to intellectual property
rights or do not afford internationally recognized worker rights to their workers.”® The
President also designates the articles that are eligible for duty-free treatment, but may not
designate articles that he determines to be “import-sensitive” in the context of the GSP.
Certain articles (for example, footwear, textiles, and apparel) are designated by statute as

019 U.S.C. 2462(b).



“import-sensitive” and thus are not eligible for duty-free treatment under the GSP program.”!
The statute also provides for graduation of countries from the program when they become
“high-income” countries and for the removal of eligibility of articles, or articles from certain
countries, under certain conditions.

Authorization for the GSP program was due to expire on December 31, 2006. However, on
October 6, 2005, USTR issued a Federal Register notice™ announcing an Administration
review of the operation of the GSP program, including a public hearing and solicitation of
public comments, as Congress considered reauthorization. On August 8, 2006, another
USTR Federal Register notice™ announced an extension of the Administration’s review of
the GSP program. Following this review and discussions between Congress and the
Administration, Public Law 109-432 Congress passed on December 9, 2006 to extend the
GSP program, with modifications to the president’s authority to grant waivers to countries
of competitive need limitations (CNLs) through December 31, 2008.**

Each year (unless otherwise specified in a Federal Register notice), USTR conducts a
review process in which products can be added to, or removed from, the GSP program, or
in which a beneficiary’s compliance with the eligibility requirements can be reviewed. On
June 29, 2006, USTR announced the initiation of the 2006 GSP Annual Review, requiring
petitions to modify the list of eligible products or the status of GSP beneficiary countries to
be submitted by July 20, 2006, and moving the deadline for submission of CNL waivers to
November 17, 2006.%° On July 5, 2006, USTR announced completion of the 2005 Annual
Review cycle, including publication of a presidential proclamation announcing changes in
eligibility, as well as results of the review.’® On October 31, 2006, USTR published interim
statistics on GSP usage to inform countries that were likely to need to request CNL waivers
prior to November 17, 2006."

Several other actions were taken by USTR under the GSP in 2006. On February 3, 2006,
USTR announced restoration of GSP to Ukraine, as part of the completion of an Out-of-

*''19 U.S.C. 2463.

2 USTR, “Generalized System of Preferences (GSP): Request For Public Comments,” Fed. Reg. 58502-
03.

3 USTR, “Generalized System of Preferences (GSP): Initiation of Reviews and Request for Public
Comments,” Fed. Reg. 45079-80.

’* Competitive need limits provide a ceiling on GSP benefits for each product and beneficiary developing
country. Without a waiver, a country will automatically lose its GSP eligibility with respect to a product if
the competitive need limitations are exceeded. The competitive need limitations require the termination of the
country’s GSP eligibility on a product if, during any calendar year, U.S. imports from that country meet one
of the following criteria: (1) account for 50 percent or more of the value of total U.S. imports of that product;
or (2) exceed a certain dollar value (in accordance with the GSP statute, the dollar-value limit is increased by
$5 million annually; the limit was $125 million in 2006.). Products will be found “sufficiently competitive”
when imported from a specified beneficiary country when they exceed one of these limits. By statute, GSP
treatment for an article exceeding either competitive need limit terminates July 1 of the next calendar year. A
waiver may also be provided when total U.S. imports from all countries of a product are small, or de minimis.
The de minimis competitive need limit waiver is also adjusted each year, in increments of $0.5 million. The
de minimis level in 2006 was $18 million.

> USTR, “Generalized System of Preferences (GSP): Notice Regarding the Initiation of the 2006 Annual
GSP Product,” Fed. Reg. 37129-30.

0 USTR, “Generalized System of Preferences (GSP): Notice of the Results of the 2005 Annual Product,”
Fed. Reg. 38190; and President, Proclamation, “To Modify Duty-Free Treatment Under the Generalized
System of Preferences.”

T USTR, “Generalized System of Preferences (GSP): Import Statistics Relating to Competitive Need
Limitations,” Fed. Reg. 63806-07.



Cycle Review process.’® On February 22, 2006, the President designated Liberia as a GSP
beneficiary effective March 9, 2006.° On August 1, 2006, USTR announced initiation of
a review to consider East Timor for designation as a GSP beneficiary country.®

Duty-free imports entered under the GSP program totaled $32.6 billion in 2006, accounting
for 10.8 percent of total U.S. imports from GSP beneficiary countries and 1.8 percent of
total U.S. imports (table 2.7). Angola was the leading GSP beneficiary in 2006, followed by
India, Thailand, Brazil, and Indonesia. Table A.11 shows the top 20 GSP products or
product categories in 2006, and table A.12 shows the overall sectoral distribution of GSP
benefits.

African Growth and Opportunity Act

In 2006, articles entering the United States free of duty under AGOA were valued at $36.1
billion. AGOA was enacted in 2000 to provide unilateral preferential trade benefits to
eligible sub-Saharan Africa (SSA) countries pursuing political and economic reform.®'
AGOA provides duty-free market access to all GSP* eligible products and more than 1,800
additional qualifying tariff line-item products from eligible SSA countries, and exempts
beneficiaries from GSP CNLs. AGOA also provides duty-free treatment for eligible apparel
articles made in qualifying SSA countries (described in more detail below). AGOA is
scheduled to be in effect until 2015.”

On December 20, 2006, President Bush signed the Africa Investment Incentive Act of 2006,
which amends portions of AGOA and is referred to as AGOA IV.** AGOA IV extends the
textile and apparel provisions from September 2008 to September 2015, extends the
provision allowing for the use of third-party fabric in qualifying duty-free apparel imports
from September 2007 to September 2012, and expands duty-free treatment for textiles and
textile products originating entirely in one or more lesser-developed beneficiary countries.
AGOA 1V also increased the cap for apparel made from third-party fabric to 3.5 percent of

8 USTR, “Results of Out-Of-Cycle Review Under Section 182 and Termination of Action Under Section
301(b),” Fed. Reg. 5899-5900.

%% President, Proclamation, “To Modify Duty-Free Treatment Under the Generalized System of
Preferences.”

¢ USTR, “Generalized System of Preferences (GSP): Initiation of a Review To Consider the Designation
of East Timor,” Fed. Reg. 43543-45.

°' In addition to providing preferential access to the U.S. market for eligible SSA products, AGOA also
includes a number of trade-facilitating provisions to, among other things, support trade liberalization in SSA
countries, encourage U.S.-SSA bilateral investment agreements, address the need for trade capacity-building
by encouraging certain SSA infrastructure products, encourage the expansion of the agriculture sector in SSA
countries, and increase coordination between U.S. and SSA customs services. For further information, see
USTR, 2006 Comprehensive Report on U.S. Trade and Investment Policy Toward Sub-Saharan Africa, 8-12.

¢ The U.S. GSP program is described above.

% AGOA was originally scheduled to be in effect until September 30, 2008. Section 3108 of the Trade Act
0f 2002 enhanced the original 2000 AGOA provisions and expanded preferential access for apparel imports
from SSA beneficiaries (these modifications collectively are referred to as AGOA II). The AGOA
Acceleration Act of 2004 (AGOA III) enhanced many of the original AGOA trade benefits, and generally
extended AGOA provisions until 2015. In this report, the term AGOA refers to the original AGOA, AGOA
I, AGOA 111, and AGOA 1V (see below), as a group. For further information, see USTR, 2006
Comprehensive Report on U.S. Trade and Investment Policy Toward Sub-Saharan Africa.

¢ The 2006 amendments are contained in sections 6001-6004 of the Tax Relief and Health Care Act of
2006.



Table 2.7 U.S. imports for consumption from GSP beneficiaries and the world, 2006

(Million dollars)
All GSP

Item beneficiaries World
Total U.S. Imports®. . . .. 300,659 1,834,708
Non-GSP eligible imports. . ... ... ... . . 248,345 998,598
GSP eligible products. .. ... . . . 52,314 836,110
GSP non-LDBDC eligible®. .. ...... ... ... ... 36,987 372,398
GSP LDBDC eligible®. . . ... 15,327 463,712
Total GSP duty free imports. . . . ... ... 32,597 32,597
Non-LDBDC GSP dutyfree. .. ...... ... i 23,729 23,729
GSP LDBDC duty free . .. ... 8,868 8,868
Total of GSP eligible products not benefitting from GSP duty-free treatment. . . .. 19,718 803,591
GSP program exXCIUSIONS. . . .. ...ttt e 7,345 7,519
Allother. .. ... . . . . 12,373 795,994

Source: Compiled from official statistics of the U.S. Department of Commerce.
Note: Customs-value basis; excludes imports from the U.S. Virgin Islands.

# Includes imports from all beneficiary countries for the articles that are designated as eligible articles under
GSP.

® Non-LDBDC eligible products are those for which a rate of duty of "Free" appears in the Special rate column of
the Harmonized Tariff Schedule of the United States (HTS) followed by the symbols "A" or "A*" in parenthesis (the
symbol "A" indicates that all beneficiary countries are eligible for duty-free treatment with respect to all articles
provided for in the designated provisions, and the symbol "A*" indicates that certain beneficiary countries,
specified in general note 4(d) of the HTS, are not eligible for duty-free treatment with respect to any article
provided for in the designated provision).

¢ LDBDC eligible products are those for which a rate of duty of "Free" appears in the Special rate column of the
Harmonized Tariff Schedule of the United States (HTS) followed by the symbol "A+" in parenthesis (the symbol
"A+" indicates that all least-developed beneficiary developing countries (LDBDC's), and only LDBDC's, are
eligible for duty-free treatment with respect to all articles provided for in the designated provisions). For a variety
of reasons, not all imports from beneficiary countries that appear to be eligible for GSP treatment necessarily
receive duty-free entry under the GSP. Such eligible import may not receive duty-free treatment under GSP for at
least five types of reasons: (1) the importer fail to claim GSP benefits affirmatively; (2) the goods are from a GSP
beneficiary that lost GSP benefits on that product for exceeding the competitive need limits; (3) the goods are
from a GSP beneficiary country that lost GSP benefits on that product because of a petition to remove that
country from GSP for that product or because of some other action by the President or USTR; (4) the GSP
beneficiary country may claim duty-free treatment under some other program or provision of the HTS; and (5) the
good fails to meet the rule of origin or direct shipment requirement of the GSP statute.

U.S. of apparel imported into the United States in the preceding 12-month period beginning
October 1, 2006.%° Apparel articles entered in excess of these quantities will be subject to
otherwise applicable tariffs.

AGOA 1V also added a new section 112(c)(2) to the AGOA®® that requires the Commission
to make certain determinations in connection with new Presidential authority to deny U.S.
preferential treatment under specified circumstances for apparel from lesser developed

%19 U.S.C. 3721(c)(1)(B)
%19 U.S.C. 3721(c)(2).



beneficiary sub-Saharan African countries (LDBCs).*” In general, under AGOA, apparel
wholly produced in a lesser developed beneficiary AGOA country is eligible for U.S.
preferential treatment (duty-free entry), subject to an annual quota, without regard to the
country of origin of the fabric or yarn. Section 112(c)(2)(D) authorizes the President to deny
preferential treatment when the fabric or yarn is found to be available in commercial
quantities from beneficiary AGOA countries for use in such developing countries and is
subsequently found not to be used in the production of apparel receiving U.S. preferential
treatment.

To aid the President in his administration of this authority, section 112(c)(2)(A) requires the
Commission, in response to petitions, to make determinations with respect to whether
specific fabric and yarn are available in commercial quantities from beneficiary AGOA
countries for such use. If the Commission makes an affirmative determination, it must also
determine the quantity likely to be available in the next October 1-September 30 period. The
Commission must also make similar determinations for subsequent years and, after each
such period has expired, must also determine to what extent the fabric or yarn previously
found to be available was used in the production of apparel receiving preferential treatment
under AGOA (section 112(c)(2)(B)). If the Commission finds that the available fabric was
not used in the production of such apparel, the President may (must in certain
circumstances) deny duty-free treatment for subsequent entries of the apparel at issue. In
addition, section 112(c)(2)(C) deemed certain denim to have been determined to be available
in commercial quantities under section 112(c)(2)(A) for the 1-year period October 1, 2006-
September 30, 2007, in an amount of 30 million square meter equivalents (SMEs).

As of January 1, 2006, a total of 37 SSA countries were designated as eligible for AGOA
benefits,” and 24 SSA countries were eligible for AGOA textile and apparel benefits.”” Each
year, the President must consider whether SSA countries’ are, or remain, eligible for AGOA
benefits based on specific criteria. Those criteria include whether the country is making
continued progress toward establishing a market-based economy, enforcing the rule of law
and political pluralism, and promoting free trade and economic policies that will reduce
poverty and protect workers’ rights. Additionally, a country must not engage in violations
of internationally recognized human rights, support acts of international terrorism, or engage

¢ LDBCs for 2006 were: Benin, Burkina Faso, Cameroon, Cape Verde, Chad, Ethiopia, Ghana, Kenya,
Lesotho, Madagascar, Malawi, Mali, Mozambique, Niger, Nigeria, Rwanda, Senegal, Sierra Leone,
Swaziland, Tanzania, Uganda, and Zambia. See the discussion of AGOA above. Botswana and Namibia are
also eligible for the special rule, despite the fact that they are not lesser-developed countries. The special rule
for LDBC:s is to extend until September 2012.

¢ The following countries are listed in General Note 16 of the HTS as designated AGOA beneficiaries:
Angola, Benin, Botswana, Burkina Faso, Burundi, Cameroon, Cape Verde, Chad, Democratic Republic of
the Congo, Djibouti, Ethiopia, Gabon, The Gambia, Ghana, Guinea, Guinea-Bissau, Kenya, Lesotho,
Madagascar, Malawi, Mali, Mauritius, Mozambique, Namibia, Niger, Nigeria, Republic of the Congo,
Rwanda, Sdo Tomé and Principe, Senegal, Seychelles, Sierra Leone, South Africa, Swaziland, Tanzania,
Uganda, and Zambia. See USITC, Harmonized Tariff Schedule of the United States, 2006, 166.

% The following 24 countries are listed in U.S. Note 7 of the HTS as eligible to receive AGOA apparel
benefits during 2006: Benin, Botswana, Cameroon, Cape Verde, Ethiopia, Ghana, Kenya, Lesotho,
Madagascar, Malawi, Mali, Mauritius, Mozambique, Namibia, Niger, Nigeria, Rwanda, Senegal, Sierra
Leone, South Africa, Swaziland, Tanzania, Uganda, and Zambia. See USITC, Harmonized Tariff Schedule of
the United States, 2006, sect. xxii, 98-11-3.

019 U.S.C. 3706 lists a total of 48 countries, or their successor political entities, as potential
beneficiaries.



in activities that undermine U.S. national security or foreign policy interests.”' The President
designated Liberia as AGOA eligible effective January 1,2007, and Burkina Faso and Chad
were designated as eligible to receive AGOA apparel benefits effective August 4, 2006 and
April 26, 2006, respectively.”

Section 105 of the original AGOA legislation requires the President to establish the U.S.-
SSA Trade and Economic Cooperation Forum. AGOA also requires USTR and the
Secretaries of State, Commerce, and the Treasury to host meetings with senior-level officials
from governments of countries that are eligible for AGOA benefits to discuss their trade,
investment, and development relationships. The President is also required, if possible, to
attend the forum every other year. The forum aims to establish an institutionalized economic
dialogue with SSA similar to those that the United States maintains with other regions of
the world, such as in the Asia-Pacific Economic Cooperation forum and the Summit of the
Americas. The fifth AGOA forum was held in June 2006 in Washington, DC and consisted
of three independent forums: ministerial, civil society, and private sector.”

Total U.S. imports from AGOA countries were valued at $56.0 billion in 2006, an increase
of 19.2 percent over 2005 (table 2.8). Duty-free U.S. imports under AGOA, including GSP,
were valued at $44.2 billion in 2006 and accounted for 79.0 percent of all imports from
AGOA countries. U.S. imports under AGOA, exclusive of GSP, were valued at $36.1 billion
in 2006, a 10.4 percent increase over 2005, and accounted for 64.5 percent of all imports
from AGOA countries.

Table 2.8 U.S. imports for consumption from AGOA countries, 2004-06

ltem 2004 2005 2006
Total imports from AGOA countries (1,000 dollars). ............. 34,406,599 47,002,789 56,010,263
Total duty free under AGOA, including GSP (1,000 dollars). . . . . 26,558,922 38,146,396 44,239,193
Duty-free under AGOA, excluding GSP (1,000 dollars). . . . .. 21,986,472 32,743,077 36,132,990
AGOA duty-free as a percentage oftotal. . . . ............. 63.9 69.7 64.5

Source: Compiled from official statistics of the U.S. Department of Commerce.

The leading suppliers of duty-free U.S. imports under AGOA in 2006 were Nigeria (71.5
percent of total AGOA imports), Angola (12.6 percent), Chad (4.2 percent), and Gabon (3.6
percent). These four petroleum-exporting countries accounted for more than 91.8 percent
of total imports by value under AGOA (table A.13).”* Of the 25 leading imports under
AGOA by 8-digit HTS (table A.14), imports of petroleum-related products increased to

119 U.S.C. 3703(a). See also USTR, 2006 Comprehensive Report on U.S. Trade and Investment Policy
Toward Sub-Saharan Africa, 8-9.

2 USITC, Harmonized Tariff Schedule of the United States, 2007, 3 and 166.

3 USTR, “AGOA: United States-Africa Trade and Economic Forum.”

™ The increase in imports of petroleum and related products reflects increasing prices rather than
increasing quantities. Import quantities from the four leading suppliers decreased from approximately 680.1
million barrels in 2005 to approximately 662.0 million barrels in 2006. More specifically, imports of crude
oil and petroleum related products from Nigeria, the leading supplier of petroleum and related products under
AGOA, decreased from 425.4 million barrels in 2005 to 408.3 million barrels in 2006; imports from Angola
increased from 172.6 million barrels in 2005 to 194.8 million barrels in 2006; imports from Chad increased
from 35.6 million barrels in 2005 to 37.1 million barrels in 2006; and imports from Gabon decreased from
46.5 million barrels in 2005 to 21.8 million barrels in 2006. U.S. Department of Energy, Energy Information
Administration, “U.S. Imports by Country of Origin.”
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$34.1 billion in 2006, up 10.5 percent by value from 2005, and accounted for more than 94.5
percent of total AGOA imports by value in 2006, up from 94.3 percent of total AGOA
imports in 2005. Of the leading 25 import products under AGOA, imports of apparel
products decreased to $1.1 billion in 2006 from $1.2 billion in 2005 and accounted for 3.1
percent of total AGOA imports by value in 2006, down from 3.8 percent of total AGOA
imports in 2005.

Andean Trade Preference Act

In 2006, articles from Bolivia, Colombia, Ecuador, and Peru entering the United States free
of duty under ATPA were valued at $13.5 billion (table 2.9). ATPA was enacted in 1991 to
promote broad-based economic development and viable economic alternatives to coca
cultivation and cocaine production by offering Andean products broader access to the U.S.
market.”” ATPA expired on December 4, 2001, but was renewed retroactively on August 6,
2002, under the Andean Trade Promotion and Drug Eradication Act (ATPDEA), part of the
Trade Act 0f2002.”° ATPA, as amended by ATPDEA, expired on December 31, 2006, but
was extended for six months for all ATPA beneficiary countries and for one year for
beneficiary countries that meet certain milestones for completing an FTA with the United
States by June 30, 2007.”

The four ATPA beneficiaries are not automatically eligible for ATPDEA preferences.
ATPDEA authorizes the President to designate any ATPA beneficiary as eligible for
ATPDEA benefits provided the President determines the country has satisfied certain
requirements, including protection of IPR and internationally recognized workers’ rights.
The President designated all four ATPA beneficiaries as ATPDEA beneficiaries on October
31,2002.

A wide range of products is eligible for duty-free entry under ATPA. ATPDEA amended
ATPA to provide duty-free treatment for certain products previously excluded from ATPA,
including certain textiles and apparel (discussed in more detail below), footwear, petroleum
and petroleum derivatives, watches and watch parts assembled from parts originating in
countries not eligible for normal trade relations (NTR) rates of duty, and certain tuna
packaged in foil or other flexible airtight packages (not cans). In addition, certain products
previously eligible for reduced-duty treatment are now eligible for duty-free entry under
ATPA, including certain handbags, luggage, flat goods (such as wallets, change purses, and
eyeglass cases), work gloves, and leather wearing apparel. Products that continue to be
excluded from ATPA preferential treatment include textile and apparel articles not
otherwise eligible for preferential treatment under ATPDEA and certain agricultural
products. Provisions related to textiles and apparel are discussed in more detail later in this
chapter. With the exception of tuna in foil or flexible airtight packages, ATPDEA did not
grant new benefits to agricultural products. Thus, canned tuna, rum and tafia, and above-
quota imports of certain agricultural products subject to tariff rate quotas (primarily sugar,
beef, and dairy products) continue to be excluded from the program.

7 For a more detailed description of ATPA, including country and product eligibility, see USITC, The
Impact of the Andean Trade Preference Act.

7 Public Law 107-210, Title XXXI.

"7 Public Law 109-432, section 7001 et seq.

78 President, Proclamation, “To Implement the Andean Trade Promotion and Drug Eradication Act,
Proclamation 7616.” Federal Register 67, (October 31, 2002): 67283-67291.
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Total (dutiable and duty-free) U.S. imports from Bolivia, Colombia, Ecuador, and Peru were
valued at $22.5 billion in 2006, an increase of 12.2 percent from $20.1 billion in 2005 (table
2.9). U.S. imports entered under ATPA preferences in 2006 were valued at $13.5 billion and
accounted for 59.9 percent of all imports from ATPA countries. U.S. imports under
ATPDEA were valued at $10.6 billion and accounted for 78.3 percent of

Table 2.9 U.S. imports for consumption from ATPA countries, 2004-06

2004 2005 2006
Total imports from ATPA countries (1,000 dollars).. ............. 15,489,766 20,060,117 22,510,596
Total under ATPA (1,000 dollars).. . . . ....... ... 8,359,258 11,463,949 13,484,448
Imports under ATPDEA (1,000 dollars). . ................ 6,522,889 9,303,218 10,559,400
Total under ATPA, excluding ATPDEA (1,000 dollars).. . . ... 1,836,369 2,160,731 2,925,048
Total under ATPA as a percentoftotal. ................... 54.0 57.1 59.9

Source: Compiled from official statistics of the U.S. Department of Commerce.

imports under ATPA in 2006. U.S. imports under the original ATPA (ATPA excluding
ATPDEA) accounted for the remaining 21.7 percent, valued at $2.9 billion.

In 2006, U.S. imports under ATPA increased from each of the four beneficiary countries
(table A.15). Ecuador became the largest source of U.S. imports under ATPA in 2006; such
imports increased 21.8 percent by value during 2006 mainly because of increased prices on
U.S. imports of crude petroleum. Colombia fell to the second-leading supplier of ATPA
imports in 2006. Petroleum products accounted for 68 percent of U.S. imports under ATPA
in 2006 and represented four of the top 25 U.S. imports under the program. Apparel was the
next-largest category of imports under ATPA, accounting for 10 percent of such imports and
seven of the 25 leading imports under ATPA. Other leading imports under ATPA in 2006
included copper cathodes, fresh cut flowers, gold jewelry, and asparagus (table A.16).

Caribbean Basin Economic Recovery Act

CBERA affords preferential tariff treatment to eligible products from designated Caribbean
Basin countries. CBERA has been operative since January 1, 1984, and has no statutory
expiration date.” CBERA is the trade-related component of the Caribbean Basin Initiative,*
which was launched in 1982 principally to promote export-led economic growth and
economic diversification in the Caribbean Basin region.®' The United States-Caribbean
Basin Trade Partnership Act (CBTPA)* expanded the coverage of preferential tariff
treatment for several articles excluded under the original CBERA. Notably, the list of newly
qualifying articles included certain apparel (discussed in more detail below), the assembly
of which is an important Caribbean Basin industry.*> CBTPA also extended NAFTA-
equivalent treatment (that is, rates of duty equivalent to those accorded to Mexican goods

" USITC, The Year in Trade 2005,2-19.

80 A detailed description of the original CBERA, including country and product eligibility is available in
USITC, Caribbean Basin Economic Recovery Act: Impact on the United States, Fourteenth Report.

81 USITC, The Year in Trade 2005, 2-19.

52 Tbid.

8 For CBTPA provisions related to textiles and apparel, See“Textile and Apparel-Related Legislation” in
this report.
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under the same rules of origin applicable under NAFTA) to a number of other products
previously excluded from CBERA, including certain tuna, petroleum products, certain
footwear, and some watches and watch parts.®

In 2006, articles from 20 countries and territories in the Caribbean Basin and Central
America entering the United States free of duty or at reduced duties under CBERA were
valued at $9.9 billion.** Table 2.10 shows U.S. imports under CBERA from 2004 to 2006.
U.S. imports entering under CBERA provisions decreased by 19.6 percent in 2006. The
marked decline in U.S. imports under CBERA provisions in 2006 is due to the fact that El
Salvador, Guatemala, Honduras, and Nicaragua were CBERA beneficiaries only during a
portion of the year, after which the CAFTA-DR entered into force for each country. Had
U.S. imports from these countries not been excluded, U.S. imports under CBERA would
have increased by 12.6 percent in 2006. U.S. imports under CBERA (including CBTPA)
provisions amounted to $10.9 billion in 2004, $12.3 billion in 2005, and $9.9 billion in
2006. Notably, during this three-year period, duty-free or reduced-duty imports under
CBERA (including CBTPA) accounted for a declining share of all U.S. imports from
CBERA countries: 39.7 percent in 2004, 38.8 percent in 2005, and 38.5 percent in 2006. The
declining share of imports under CBERA is mostly a result of additional products becoming
duty free outside of CBERA provisions.

Table 2.10 U.S. imports for consumption from CBERA countries, 2004-06

Item 2004 2005 2006°
Total imports from CBERA countries (1,000 dollars). . ........ 27,555,492 31,814,307 25,755,248
Total under CBERA, including CBTPA (1,000 dollars).. . . .. 10,936,621 12,336,372 9,915,473
Total under CBERA (1,000 dollars).. . ............... 7,908,041 8,773,023 5,960,741
Total under CBERA, excluding CBTPA (1,000 dollars).. . 3,028,580 3,563,349 3,954,732
Percent of total under CBERA includes CBTPA.. ... ......... 39.7 38.8 38.5

Source: Compiled from official statistics of the U.S. Department of Commerce.

@ Data for 2006 include U.S. imports from El Salvador, Guatemala, Honduras, and Nicaragua
only for the period during which those countries were eligible for CBERA benefits before

CAFTA-DR entered into force.

Table A.17 shows U.S. imports entered under CBERA provisions from each of the CBERA
countries from 2004 to 2006.*° Trinidad and Tobago continued as the leading supplier of
U.S. imports under CBERA in 2006. Table A.18 shows the leading 25 U.S. imports entered
under CBERA provisions from 2004 to 2006. Mineral fuels, methanol, and apparel products

8 Only watches assembled from parts originating in countries that are not eligible for NTR tariff treatment
were ineligible for duty-free treatment under CBERA, see USITC, The Impact of the Caribbean Basin
Recovery Act: Seventeenth Report, 1-13.

% The 20 countries designated for CBERA benefits as of December 31, 2006 are listed in table A.17.
Tables 2.10, and A.17, include data of four CAFTA-DR countries that were eligible for CBERA benefits
during a portion of 2006. When the CAFTA-DR enters into force for a country, such a country is removed
from the enumeration of designated beneficiary countries under CBERA, CBPTA, and GSP. In 2006,
CAFTA-DR entered into force for El Salvador (March 1), Honduras and Nicaragua (April 1), and Guatemala
(July 1). President, Proclamation, “To Implement the Dominican Republic-Central America-United States
Free Trade Agreement,” Proclamations 7987, 7996, and 8034; and National Archives and Records
Administration, Dominican Republic-Central America-United States Free Trade Agreement Implementation
Act, Sec. 201.

8 Refer to previous note.
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dominated the list in 2006. Four of the leading products were mineral fuels; 11 were knitted
and nonknitted apparel; and the remaining 10 were products that had already qualified for
benefits under the original CBERA before the implementation of CBTPA—methanol,
undenatured ethyl alcohol, pineapples, articles of jewelry, cigars, raw sugar, automatic
circuit breakers, polystyrene, and cantaloupes.

Textile and Apparel Imports Under AGOA, ATPDEA, and CBTPA

The United States grants unlimited duty-free treatment to imports of textiles and apparel
made from U.S. yarns and fabrics in eligible beneficiary countries under AGOA,"
ATPDEA,* and CBTPA.* These programs also extend duty-free entry to apparel made in
the beneficiary countries from “regional fabrics,™’ subject to a ceiling, or “cap,” on the
quantity of such apparel that can enter free of duty under each program. In addition, AGOA
permits apparel made in lesser developed beneficiary countries (LDBCs)’' from fabrics
made in countries other than the United States or in SSA to enter free of duty under the
AGOA regional fabric cap (the “third-country fabric” provision). In 2006, imports of textiles
and apparel eligible for duty-free entry to the United States totaled $3.2 billion (1.4 billion
square meter equivalents (SMEs)) under CBTPA, $1.3 billion (318 million SMEs) under
AGOA, and $1.3 billion (205 million SMEs) under ATPDEA.”* The volume of U.S. imports
of textiles and apparel declined under all groups of countries’ preference programs in 2006.
U.S. imports from AGOA countries decreased by the largest margin in 2006 (-13.0 percent),
followed by CBTPA countries (-9.0 percent), and ATPDEA countries (-5.5 percent).

Textile and apparel developments in 2006 are discussed more broadly in the following
section.

Textile and Apparel Developments in 2006

During 2006, several developments affected U.S. textile and apparel trade imports from
Vietnam, Central America, SSA, and Haiti. On November 7, 2006, the General Council of
the World Trade Organization (WTO) approved Vietnam’s admission to the WTO. The
United States removed quotas on 25 categories of textiles and apparel imports from Vietnam
effective upon the country’s accession, which subsequently took place on January 11, 2007
following congressional approval granting Vietnam permanent NTR status on Dec. 9, 2006
(signed by the President on December 20, 2006).”* The implementation of the CAFTA-DR
in 2006 granted reciprocal free trade among the seven countries. On December 20, 2006, the
President signed into law a bill containing the Haitian Hemispheric Opportunity Through
Partnership Encouragement Act (HHOPE) of 2006 and the aforementioned Africa

819 U.S.C. 3721(b)(1)-(3)..

8 Amending 19 U.S.C. 3202(e)(1)(B)(i).

% Amending 19 U.S.C. 2703(b)(2)(A)

% U.S. HTS heading 9819.11.09.

! LDBCs for 2006 were: Benin, Burkina Faso, Cameroon, Cape Verde, Chad, Ethiopia, Ghana, Kenya,
Lesotho, Madagascar, Malawi, Mali, Mozambique, Niger, Nigeria, Rwanda, Senegal, Sierra Leone,
Swaziland, Tanzania, Uganda, and Zambia. See the discussion of AGOA above. Botswana and Namibia are
also eligible for the special rule, despite the fact that they are not lesser-developed countries. The special rule
for LDBC:s is to extend until September 2012.

2 U.S. Department of Commerce, Office of Textiles and Apparel, “Major Shippers Report.”

% WTO, Accessions, “Vietnam.”
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Investment Incentive Act. The HHOPE expanded duty-free treatment for U.S. imports of
textiles and apparel products from Haiti, while the Africa Investment Incentive Act
expanded and extended the textile provisions from 2008 to 2015 and the third-country fabric
provision until 2012.

U.S. Textile and Apparel Imports in 2006

In 2006, U.S. imports of textiles and apparel totaled 52.1 billion SMEs ($93.3 billion), an
increase of 2.6 percent by volume (4.6 percent by value) over 2005. This increase is
noticeably smaller than the 2005 increase of 8.3 percent by volume (7.1 percent by value).
The year 2006 was characterized by a shift in U.S. textile and apparel imports from Central
American, South American, and SSA countries toward lower-priced Southeast Asian
suppliers—primarily China, but also Indonesia, Bangladesh, Vietnam, and Cambodia (see
table 2.11). China’s growth in the U.S. import market slowed to 11 percent, as compared to
the nearly 44 percent increase that took place in 2005.

Imports from Southeast Asian countries increased by nearly 12 percent in 2006, to 5.8
billion SMEs (see table 2.11). The countries with the largest percentage increase in imports
were lower-price suppliers in the region, namely Vietnam, Indonesia, and Cambodia, which
increased exports of textiles and apparel to the United States by 20.8 percent (to 1.1 billion
SMEs), 18.1 percent (to 1.6 billion SMEs), and 17.6 percent (870 million SMEs),
respectively. While Vietnam and Indonesia increased exports to the United States by a
sizable volume over the past three years, the countries’ U.S. import market shares have
remained relatively consistent, at around 2 percent and 2.8 percent, respectively, during
2004-06. Elsewhere in Asia, primary U.S. suppliers Pakistan, India, and Bangladesh
continued to expand exports to the United States, and in 2006, the three countries combined
accounted for 14 percent of the U.S. import market by volume ($11.3 billion). In 2006,
Pakistan shipped 3.6 billion SMEs ($3.3 billion) to the United States, surpassing Mexico as
the second-largest U.S. supplier, while India shipped 2.7 billion SMEs ($5.0 billion) to the
United States, surpassing Canada as the fourth-largest U.S. supplier.

U.S. imports of textile and apparel from FTA and trade preference partners in the Western
Hemisphere declined in 2006. U.S. textile and apparel imports from NAFTA countries
decreased again in 2006, and experienced the largest reduction in imports of textile and
apparel by volume among all U.S. preference program and FTA partner countries. U.S.
textile and apparel imports from Canada declined by 19 percent (to $2.6 billion) and U.S.
textile and apparel imports from Mexico declined by 12 percent (to $6.4 billion). U.S. textile
and apparel imports from CBERA countries decreased to 3.8 billion SMEs in 2006, or by
9 percent since 2005. In 2006, 37 percent of U.S. textile and apparel imports from CBERA
countries entered into the United States duty-free under CBPTA, a decline of 34 percent
from 2005. U.S. textile and apparel imports from five of the six signatories to the CAFTA-

% The data in this section were compiled by USITC from official statistics of the U.S. Department of
Commerce, OTEXA. Most of the data included in this section are available on the OTEXA website,
http://otexa.ita.doc.gov. The percentage figures included in this section are based on unrounded SMEs.
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Table 2.11 U.S. imports of textiles and apparel in 2006 by quantity, percentage change in imports 2005-06, and
share of total U.S. imports of textiles and apparel, for major U.S. suppliers, selected regional groups, and the world

Share of total U.S. textile and

Change in apparel imports
imports
Country or region U.S. imports 2006 2005-06 2005 2006
Percent

Million SMES* e
World. ........... ... ... 52,150 2.6 100.0 100.0
China. .......................... 18,611 11.0 33.0 35.7
Pakistan. ........................ 3,568 8.4 6.5 6.8
Mexico. ......... ... .. ... ... ... 3,425 -11.8 7.6 6.6
India. ......... .. ... ... ... 2,655 13.7 4.6 5.1
Canada.......................... 2,439 -19.0 59 4.7
Korea. ......... ... ... ... 2,139 55 4.0 4.1
Indonesia. . ...................... 1,599 18.1 2.7 3.1
Bangladesh.. . ........... ... .. ... 1,495 13.8 2.6 2.9
Taiwan. ......................... 1,172 8.2 2.1 2.3
Vietham. ........................ 1,148 20.8 1.9 2.2
Honduras. ....................... 1,144 94 2.5 2.2
Thailand. .. ...................... 1,019 -3.1 2.1 2.0
Cambodia........................ 870 17.6 1.5 1.7
NAFTA. ... 5,864 -14.9 13.6 11.2
Southeast Asian countries®.. . ... ... .. 5,754 11.9 10.1 11.0
Central American/Caribbean countries®. 3,796 -9.0 8.2 7.3
Sub-Saharan African countries®. . ... .. 340 -12.9 0.8 0.7
Andean countries®. . ............... 263 -5.7 0.5 0.5

Source: U.S. Department of Commerce, Office of Textiles and Apparel, “Major Shippers Report.”

® Square meter equivalents.

® Southeast Asian countries include ASEAN members Brunei, Cambodia, Indonesia, Laos, Malaysia, Myanmar,
Philippines, Thailand, Singapore, and Vietnam.

¢ Central American/Caribbean countries include CBERA beneficiaries: Antigua and Barbuda; Aruba; Bahamas;
Barbados; Belize; British Virgin Islands; Costa Rica; Dominica; Dominican Republic; El Salvador; Grenada;
Guatemala; Guyana; Haiti; Honduras; Jamaica; Montserrat; Netherlands Antilles; Nicaragua; Panama; St. Kitts and
Nevis; St. Lucia; St. Vincent and the Grenadines; Trinidad and Tobago.

¢ Sub-Saharan African countries include AGOA participants: Angola; Benin; Botswana; Burkina Faso; Burundi;
Cameroon; Cape Verde; Chad; Republic of Congo; Democratic Republic of Congo; Djibouti; Ethiopia; Gabon; The
Gambia; Ghana; Guinea; Guinea-Bissau; Kenya; Lesotho; Liberia; Madagascar; Malawi; Mali; Mauritius;
Mozambique; Namibia; Niger; Nigeria; Rwanda; Sao Tome and Principe; Senegal; Seychelles; Sierra Leone; South
Africa; Swaziland; Tanzania; Uganda; Zambia.

¢ Andean countries are Bolivia, Colombia, Ecuador, and Peru.

DR declined in 2006.”° U.S. textile and apparel imports from Andean countries slightly
decreased to 262.7 million SMEs ($1.5 billion) in 2006; of this, 205.2 million SMEs ($1.3
billion) entered duty-free under ATPDEA. This represents a slight decline in total volume
over 2005, though the shares of U.S.textile and apparel imports from Andean countries that

> CAFTA-DR signatories are Costa Rica, Dominican Republic, El Salvador, Guatemala, Honduras, and
Nicaragua. Exports of textiles and apparel from Nicaragua to the United States increased by 24 percent to
252 million SMEs in 2006.
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entered the United States duty-free under ATPDEA remained consistent at 78 percent during
2006.

U.S. imports of textiles and apparel from SSA declined by 13 percent to 340 million SMEs
($1.3 billion) in 2006, slightly less than the 16 percent decrease to 389 million SMEs ($1.5
billion) in 2005. The overall decline can be attributed to export decreases from Kenya,
Madagascar, Swaziland, and Mauritius—four of the five largest exporters of textiles and
apparel from SSA to the United States, respectively. Textiles and apparel exports from
Lesotho, the region’s largest exporter to the United States, remained essentially unchanged
in 2006. In 2006, 94 percent (318 million SMEs) of the total 340 million SMEs which
entered the United States from SSA were duty-free under AGOA. Eighty-nine percent of
U.S. imports of textiles and apparel under AGOA were apparel made in LDBCs with foreign
fabric (283 million SMEs); this amounts to a 5 percent increase in the use of foreign fabric
since 2005.

U.S.-China Textile and Apparel Trade

On January 1, 2006, a Memorandum of Understanding (MOU)’° signed between the United
States and China took effect, establishing quotas on U.S. imports of selected textile and
apparel products from China. The MOU extends through December 31, 2008, at which time
the right of the United States to invoke safeguards’’ under China’s WTO membership
accession agreement expires. The MOU established 21 quotas covering 34 categories of
textile and apparel products. These 34 product categories accounted for 40.6 percent of the
volume (36.9 percent by value) of total U.S. imports of textiles and apparel from China in
2006.”® As part of the agreement, the United States agreed to act with restraint in future
applications of the WTO accession safeguard provision and not to request further
consultations for safeguards on the products covered under the MOU.

On average, the 21 quotas filled at a lower rate in 2006 (59.7 percent) than in 2005 (94.4
percent),” when China was subject to safeguards.'” The lower fill rate could be attributed
to a number of reasons, including the decision by some U.S. importers, prior to the signing
of the MOU in November 2005 to seek alternate sources to China for 2006. In addition, the
2006 quota levels for most products were higher than the annualized safeguard levels in
place in 2005.

% USTR, “Memorandum of Understanding Between the Governments of the United States of America and
the People’s Republic of China Concerning Trade in Textile and Apparel Products.”

7 Under the textile safeguard provision in China’s accession agreement to the WTO, the United States
and other WTO countries may impose temporary quotas on imports of Chinese textiles and apparel under
certain conditions. The textile safeguard provision in China’s WTO accession agreement permits a WTO
country, following consultations, to impose quotas on imports of textiles and apparel from China if it finds
that imports of textiles and apparel from China are, owing to market disruption, threatening to impede the
orderly development of trade in these goods. The safeguard provision requires China to hold its shipments to
a level no greater than 7.5 percent (6 percent for wool goods) above the amount entered in the first 12 months
of the most recent 14 month period preceding the request for consultations. The safeguards cannot remain in
effect beyond one year, without re-application, unless both countries agree. Information on the China textile
safeguard is from the WTO, Ministerial Conference, Doha, Qatar, Report of the Working Party on the
Accession of China, 46-47.

%% Estimated by USITC staff based on data of the U.S. Department of Commerce, OTEXA.

?° Estimated by USITC staff based on data of the U.S. Customs and Border Protection, “2006 Year-end
Textile Status Report for Absolute Quotas.”

1% See discussion of textile safeguards and China’s WTO accession agreement in footnote 94 above.
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While China’s position as the leading supplier of textiles and apparel has increased
considerably in recent years, the 11 percent increase in imports in 2006 was well below the
2005 increase of 44 percent. During 2004-06, China increased its share of the U.S. import
market by volume by roughly 11 percent share, from a 24.8 percent share in 2004 to 35.7
percent share in 2006.

CAFTA-DR Free Trade Agreement

On August 2, 2005, the president signed into law the U.S. CAFTA-DR Free Trade
Agreement (P.L. 109-053). In 2006, CAFTA-DR entered into force with respect to
Guatemala (July 1), Honduras (April 1), Nicaragua (April 1), and El Salvador (March 1).
CAFTA-DR enhanced and made permanent and reciprocal the trade preferences established
by the CBTPA for textiles and apparel. It also provided for the immediate elimination of
duties on textiles and apparel that meet the rules of origin specified in the agreement,
retroactive to January 1, 2004.

The rules of origin for textiles and apparel in CAFTA-DR are similar to those of other recent
U.S. FTAs, as they are based on changes in tariff classification from third-country inputs to
goods processed or made in one or more member countries (the “tariff shift” rules). In
addition, the rules of origin in the CAFTA-DR require that imports of most apparel and
woven fabrics from CAFTA-DR countries be assembled from inputs made in the United
States or the CAFTA-DR region from the yarn stage forward (“yarn-forward rule”) to
qualify for CAFTA-DR preferences.'”' FTA rules of origin for apparel generally apply only
to the component that determines the tariff classification of the garment—that is, the
component that imparts the “essential character” of the garment.'® The yarn-forward rule
also applies to certain apparel components (i.e., narrow elastic fabrics, sewing thread, and
visible linings). A “fiber-forward rule” applies to knit fabrics of cotton and man-made fibers
and to most yarns. A “fabric-forward” rule of origin applies to wool apparel; i.e., the wool
fabric must be made in an FTA partner country, regardless of the source of the yarns. The
FTA contains a de minimis foreign content rule that allows up to 10 percent of the total
weight of the “essential character component” to consist of non-originating fibers or
yarns.'”® CAFTA-DR also contains certain provisions found in other U.S. FTAs that allow
the use of non-originating inputs, including tariff preference levels (TPLs) for Nicaragua
and Costa Rica, cumulation provisions, and single transformation rules.'” CAFTA-DR

' For a garment to qualify for CAFTA-DR preferences under a yarn-forward rule, it must be made in a
CAFTA-DR party from yarn and fabric made in a CAFTA-DR party. The yarn used in the production of the
fabric can be made of non-originating fibers.

192 By contrast, the CBTPA rules of origin generally requires that all fabric components of a garment be
made of U.S.-formed fabric from U.S.-formed yarns, or with limitations, of regionally formed fabric of U.S.
yarn.

19 By contrast, CBTPA contains a 7 percent de minimis rule, which applies to the total weight of all fabric
components in a garment.

1% TPLs allow non-originating goods to receive the same duty preference as originating goods up to a
specified level; imports that exceed the TPL level are subject to the higher normal trade relations (NTR) rates
of duty. A cumulation provision, such as found in the CAFTA-DR, permits the use of inputs from other FTA
partner countries to be incorporated into qualifying products; the cumulation provision in the CAFTA-DR is
subject to a cap. The single transformation rule in the CAFTA-DR permits certain goods such as boxer
shorts, pajamas, nightwear, and brassieres that are cut or knit to shape, or both, and sewn or otherwise
assembled in an FTA party, to be made of non-originating inputs. For more on the rules of origin applying to
U.S. imports of textiles and apparel in this agreement, see USITC, U.S.-Central America-Dominican

(continued...)

2-26



furthermore permits duty-free entry for apparel made in CAFTA-DR countries from yarns
and fabrics that are not available in any of the member countries in a timely manner,
regardless of the source of the yarns and fabrics.'”

The United States has also agreed with the five countries to modify some of the rules of
origin to include: requiring that pocketing fabrics be made in the FTA region; establishing
single transformation rules for additional apparel items such as women’s wool anoraks,
women’s and girls’ ensembles, and certain men’s suit-type jackets; reducing tariffs on
certain non-originating items; changing the Costa Rica Wool TPL; creating a separate TPL
for certain women’s swimwear from Costa Rica; and changing the rules on cumulation for
wool apparel. The revised rules of origin are to enter into effect after the CAFTA-DR has
been implemented for all countries.'*

U.S. Imports from Vietnam and Vietnam’s Accession to the WTO

During 2006, U.S. imports of textiles and apparel from Vietnam increased by 21 percent,
from 950 million SMEs ($2.9 billion) to 1.15 billion SMEs ($3.4 billion), despite quotas on
25 categories of textile and apparel articles in 2006. At the close of 2006, quota fill rates
averaged 77 percent and ranged from 14 percent for shirts and blouses to 97 percent for
certain men’s and boys’ coats,'”” and quotas in nine categories (36 percent) were fully
utilized.

The President signed into law a bill granting permanent normal trade relations status to
Vietnam on December 20, 2006. The United States removed quotas on U.S. imports of
certain cotton, wool, and man-made fiber textile and textile products in 25 categories from
Vietnam (established in 2003) on January 7, 2007, upon Vietnam’s entry into the WTO.'*®
The U.S. Department of Commerce (Commerce) initiated a program to monitor U.S. imports
of certain textile and apparel products from Vietnam upon the country’s accession to the
WTO. Commerce is to engage in a biannual review process of import volumes and values
of sensitive textile and apparel products to determine whether adequate verification exists
to commence an antidumping investigation.'”

194 (...continued)

Republic Free Trade Agreement: Potential Economywide and Sectoral Effects, 34-37.

19 The FTA identifies yarns and fabrics in “short supply” as those specified in Annex 401 of the NAFTA
and those designated under the “commercial availability” provisions of CBTPA, AGOA, and ATPDEA.

1% Quesenberry, Scott D., “Letter of agreement between the Dominican Republic and the United States,”
and “Letter of agreement between Costa Rica and the United States.” Also pending are adjustments to the
TPL for Nicaragua and the cumulation provision, and a possible 10-year phase out of tariffs on socks with
the CAFTA countries instead of an immediate elimination. Textile Negotiator, USTR, telephone interview by
Commission staff, March 28, 2007.

197U.S. Department of Homeland Security, U.S. Customs and Border Protection, “2006 Year-end Textile
Status Report for Absolute Quotas.”

1% Vietnam officially joined the World Trade Organization on January 11, 2007.

19U.S. Department of Commerce, “Textile and Apparel Products from Vietnam, Import Monitoring
Program, Request for Comments.”
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HHOPE

On December 20, 2006, the United States enacted the HHOPE which amends the CBTPA
and establishes special rules that make Haiti eligible for new trade benefits. Previously,
under the yarn-forward rule established by the CBTPA, U.S. apparel imports from Haiti
could qualify for duty-free treatment only if they were made entirely from inputs produced
in Haiti or the United States from U.S. yarn. The HHOPE establishes several new rules of
origin for apparel imports that enhance sourcing flexibility for apparel producers in Haiti,
with the aim of maximizing opportunities for U.S. imports of such articles from Haiti.''* The
first rule grants duty-free treatment for apparel imported from Haiti if at least 50 percent of
the value of inputs and/or costs of processing (i.e., wholly assembled or knit-to-shape) is
from Haiti, the United States, or any country that is an FTA partner with the United States
during years one to three of the Act. In year four of the Act, the percentage requirement for
originating inputs increases to 55 percent or more, and in year five it increases to 60 percent
or more. The HHOPE sets a cap on imports from Haiti receiving preferential treatment that
meet the preceding requirements to 1 percent of total U.S. apparel imports in year one,
increasing by 0.25 percentage point per year through year five, to a maximum of 2 percent
of total U.S. apparel imports.

The HHOPE also includes a single transformation rule of origin for apparel articles entering
the United States under subheading 6212.10 (brassieres) of the Harmonized Tariff Schedule,
which allows the components of these garments to be sourced from anywhere, as long as the
garments are both cut and sewn or otherwise assembled in Haiti. The HHOPE also
establishes duty-free treatment for three years for a specified quantity of woven apparel
imports from Haiti made from fabric produced anywhere in the world; up to 50 million
SMEs in years one and two of the Act, and up to 33.5 million SMEs in year three. To be
eligible for the preferential treatment established by the HHOPE, Haiti must meet criteria
similar to those in the AGOA. These criteria include: making progress toward establishing
a market-based economy and a rule of law; eliminating barriers to U.S. trade and
investment; establishing measures to protect intellectual property rights; not engaging in
activities detrimental to U.S. national security; and protecting internationally recognized
worker rights. Haiti accounted for about 5 percent of U.S. imports of textiles and apparel
(principally knit shirts and underwear) from the Cental American/Carribean region in 2006
($450 million), of which $364 million entered duty-free under the CBTPA.

110 Section 5004 of Title V - Haiti of HR 6111.
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CHAPTER 3
Selected Trade Developments in the WTO,
OECD, and APEC

World Trade Organization

Doha Trade Negotiations

Round Suspended

The Doha Round of multilateral trade negotiations was suspended July 24, 2006, and
remained suspended at the end of the year.' The Director-General of the WTO, who also
chairs the Round’s Trade Negotiating Committee (TNC), remarked at his announcement of
the suspension that the persistent impasse in setting full negotiating modalities for a limited
number of key issues meant that it would not be possible to settle those issues, negotiate
necessary subsequent issues, and then prepare final schedules of concessions before the
2006 year-end deadline.” He summarized the primary sticking points as the Group of 6 (G-
6)’ participants’ inability to agree on liberalizing market access for agricultural products and
on reductions of agricultural domestic support. He noted that the impasse over these two
subjects kept the negotiators from advancing to market access for industrial products, a third
key subject in the negotiations.* The Director-General reflected that the suspension might
allow participants time to review the situation, examine available options, and review their
positions.’

G-8 Summit Meeting

The Group of 8 (G-8) members—heads of state or government from the major industrial
democracies of Canada, France, Germany, Italy, Japan, Russia, the United Kingdom, and
the United States, along with representatives of the European Union—gathered in St
Petersburg, Russia, July 15-17,2006, the week preceding the suspension of the Doha Round,
for their annual summit meeting to discuss major economic and political issues facing their
governments.® A number of non-G-8 leaders also attended the St. Petersburg summit,
representing the African Union, Brazil, China, the Commonwealth of Independent States,
India, Mexico, and South Africa. Heads of major international organizations also
participated, including the Director-General of the WTO. At the G-8 summit meeting, the
WTO Director-General urged the leaders to allow their negotiators more room to maneuver

' Director-General Lamy reported to the WTO General Council meeting on February 7, 2007, that the
Doha Round trade negotiations had resumed. WTO, “General Council—Lamy: ‘We have resumed
negotiations fully across the board.””

> WTO, “Trade Negotiations Committee—24 July 2006.”

* The G-6 group comprises Australia, Brazil, the European Union, India, Japan, and the United States.

* WTO, “Trade Negotiations Committee—24 July 2006.”

> Ibid.

¢ G-8 Summit 2006, Saint Petersburg, Russia, “G-8 History,” and “Working Meetings, Summit 2006.”
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in order to reach agreement on remaining trade issues.” As a result of discussions at the G-8
summit, the attending G-6 members scheduled two subsequent negotiating sessions, one for
July 23-24 and a second for July 28-29, in an effort to reach agreement on market access and
domestic support for agriculture in the Doha trade talks.®

Impasse Reached

On July 23, 2006, after a lengthy negotiating session, agriculture and trade ministers from
the G-6 members could not reach agreement on negotiating modalities for the three key
issues of liberalizing market access for agricultural products, reducing trade-distorting
domestic support for agricultural products, and liberalizing market access for industrial
products.’

Reaction to negotiating impasse

On July 24, 2006, the USTR expressed disappointment that the G-6 ministers were unable
to reach an agreement during their negotiating session, saying that the United States came
“with the flexibility to offer more on domestic support and market access™'’ they would
show. However, “the promises of flexibility and market access coming from St. Petersburg
did not materialize in Geneva,” USTR Susan Schwab said.!' She noted that, “while the
United States was prepared to do more, yesterday’s focus on the loopholes in market access,
on the layers of loopholes, revealed that a number of developed and advanced developing
countries were looking for ways to be less ambitious, to avoid making ambitious
contributions.”"?

In a statement to the press on July 24 in Geneva, EU Commissioner for External Trade,
Peter Mandelson, also expressed his disappointment at the suspension, but voiced the view
that it was U.S. unwillingness to show flexibility at the session that led to the Round being
suspended."’ Referring to the discussions at the G-8 summit concerning increased flexibility
for negotiators, the EU Commissioner said “It is that flexibility that we expected to hear last
night [July 23, 2006, at the G-6 negotiating session], and . . . which we failed to see. And
that’s why there has been this breakdown.”"* In remarks made July 25 in Brussels, the EU

"WTO, “ ‘The chief responsibility lies here,” Lamy tells G-8.” July 17, 2006.

¥ Sungjoon Cho, “The WTO Doha Round Negotiation: Suspended Indefinitely;” and Washington Trade
Daily, “G-6 Sessions Critical for DDA Success.”

? WTO, “Trade Negotiations Committee—24 July 2006.”

'© USTR, “Press Availability with Ambassador Susan C. Schwab, USTR; Mike Johanns, Secretary of
Agriculture,” July 24, 2006.

" USTR, “Press Availability with Ambassador Susan C. Schwab, USTR; Mike Johanns, Secretary of
Agriculture,” July 24, 2006.

2 Ibid.

13 EU, “There is no more time left: Peter Mandelson statement.”

'“ BNA, “WTO’s Doha Round Talks Collapse, As G-6 Ministerial Ends in Acrimony.” In terms of the
“three pillars” framework used in the agriculture negotiations—market access, export competition, and
domestic support—EU Trade Commissioner, Peter Mandelson, characterized the EU offer as: (1) for market
access, a “readiness to go to a 50 percent average tariff cut;” (2) for export competition, “100 percent
elimination of export subsidies;” and (3) for domestic support, a “75 percent reduction in trade distorting
domestic support.” Mandelson also said that the EU had indicated that it was ready to discuss the treatment
and number of sensitive products. He stated that this was “more — much more — than anybody would
previously have expected from the EU” in the agricultural negotiations. See EU, “There is no more time left:
Peter Mandelson statement.”
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Trade Commissioner said that “the United States, [ regret to say, showed no flexibility at all
in the end on the issue of domestic subsidies in agriculture. . . . As aresult, the United States
have been asking too much from others in exchange for doing too little themselves.”"

At the time of the suspension, it was reported that EU officials were close to an agreement
with Brazil and India—Tleaders of the Group of 20 (G-20)'°*—to reduce tariffs on agricultural
products, but that the United States would not agree to greater reductions in U.S. domestic
agricultural support in exchange.'” EU officials reportedly said that the United States would
not agree to further reductions beyond its October 2005 agricultural offer to cap U.S.
domestic subsidy payments at $22.4 billion annually.'® The EU reported that the United
States countered instead that other trading partners had not matched the U.S. offer with
sufficient tariff reductions to expand their market access that would, in turn, warrant further
reductions in U.S. domestic support."

In previous negotiations before the July suspension, the USTR had already pointed out that
“other Members’ proposals [in agriculture] have failed to make significant cuts to trade-
distorting support and cut tariffs below levels already set in place.”’ In a fact sheet released
on July 24 the USTR answered in response to the proposition that, “some countries are
asserting that the U.S. was the problem: While some in the European Union are trying
desperately to pin the blame for the Doha stalemate on the United States for being ‘too
ambitious,’ the failure lies with a divided EU that was unable to reach consensus on opening
their highly-protected agricultural markets.”'

In a second fact sheet released on July 25, the USTR set out information on the U.S. offer
on market access for agricultural products and domestic support payments.** The fact sheet
stated that the “United States has lower agricultural tariffs than the EU or advanced
developing economies,” identifying the average bound tariff for the United States as 12

" EU, “ “We need to look ahead and to rebuild’—Transcript of Peter Mandelson's remarks on his return
from Geneva following the suspension of the WTO Doha negotiations—Brussels, 25 July 2006.” July 25,
2006.

' The G-20 group is a self-described group of developing countries with special interest in agriculture,
many of which consider agriculture to be the central issue of the Doha Round negotiations. The G-20
currently comprises Argentina, Bolivia, Brazil, Chile, China, Cuba, Egypt, Guatemala, India, Indonesia,
Mexico, Nigeria, Pakistan, Paraguay, Philippines, South Africa, Tanzania, Thailand, Uruguay, Venezuela,
and Zimbabwe. G-20 membership has varied, counting at different times more than or less than 20 actual
members. G-20 Web site, “Members.”

7 BNA, “WTO's Doha Round Talks Collapse, As G-6 Ministerial Ends in Acrimony.”

' EU, “ ‘We need to look ahead and to rebuild—Transcript of Peter Mandelson's remarks on his return
from Geneva following the suspension of the WTO Doha negotiations—Brussels, 25 July 2006.” July 25,
2006; and BNA, “WTO's Doha Round Talks Collapse, As G-6 Ministerial Ends in Acrimony.”

' BNA, “WTO’s Doha Round Talks Collapse, As G-6 Ministerial Ends in Acrimony.”

2 USTR, “WTO Doha Development Agenda—The U.S. Proposal on Agriculture.” Trade Facts, April
2006.

*' USTR, “WTO Doha Development Agenda—What They Are Saying About the Doha Development
Agenda Negotiations,” July 24, 2006.

22 USTR, “USTR Statement Affirming Backing for Successful WTO Negotiations—Fact Sheet.”
According to USTR, the U.S. proposal calls for substantial reforms in each of the “three pillars” under
negotiation, with (1) “reduction in tariffs across the board in agriculture, with only a few ‘sensitive products;’
” (2) “elimination of export subsidy programs and tighter disciplines on export credits and food aid;” and (3)
“reduction in trade-distorting domestic support, particularly in specific allowances under the ‘amber’ and
‘blue’ boxes.” USTR contends that the EU proposal on tariff reductions would cut tariffs only 39 percent on
average, and its proposal on domestic support reduction would leave EU trade-distorting domestic support at
over three times the level of the United States. USTR, “WTO Doha Development Agenda—The U.S.
Proposal on Agriculture.”
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percent, for the EU as 23 percent, and for India as 114 percent, with a global average bound
tariff of 62 percent. The release stated that the October 2005 U.S. proposal on trade in
agriculture “offered a far bolder package of ag tariff cuts than anyone else,” that to match
such cuts would require the EU to cut average agricultural tariffs by 66 percent, and would
have the advanced developing countries cut average agricultural tariffs by 44 percent. The
fact sheet also noted that the October 2005 U.S. offer sought to close “substantial loopholes
that could exempt many agricultural commodities from the tariff-cutting formulas
altogether” as proposed by the EU and other countries such as India.

The USTR fact sheet stated that the “United States has fewer trade-distorting agricultural
supports than the EU,” estimating total 2005 trade-distorting agricultural support at $12.5
billion in the United States and at $33 billion in the EU. The fact sheet indicated that the
“United States would make real cuts in allowed support in existing farm programs,” having
proposed “to cut its most trade-distorting subsidies by 60 percent” whereas the “EU proposal
would not require any changes in its current farm programs.”

The trade minister of India, Shri Kamal Nath, also released a statement expressing
disappointment at the suspension of the Round.”> With India and Brazil representing the
agricultural interests of many developing countries in the Round as major members of the
G-20,** Kamal Nath pointed out that economic development was the central theme of the
Doha Round. He stated that “the elimination of the structural flaws in agricultural trade . .
. is of crucial importance to developing countries. The distortions in agricultural trade arise
mainly because of the huge subsidies being paid by developed countries to their farmers and
due to the formidable non-tariff barriers to the market access aspirations of developing
countries.”” He added that to resume the negotiations, members will need to “bridge the gap
in mindsets” between countries such as India stressing the development aspects of the
Round and others stressing primarily market access issues, such as the United States.*®

Informal Consultations

In the months following the suspension, the WTO Director-General, Pascal Lamy, held
discussions with ministers and officials from a broad range of WTO members, groups such
as the G-20 and the Cairns Group,”’ as well as multilateral economic institutions involved
with the Round, such as the World Bank and IMF. Lamy reiterated during these
consultations that the impasse over agricultural subsidies and market access would likely
be costly to the global economy, in these and other areas where the impasse blocked

# Government of India. “India Sticks to its Guns in WTO Talks.”

?* China, India, Brazil, and Mexico account for nearly three quarters of the GDP produced by the G-20
countries.

** Government of India. “India Sticks to its Guns in WTO Talks.”

?¢ Education International, “WTO Trade Talks—G-6 Meeting Fails to Break Deadlock.” TradEducation
News. August 2006; BNA, “WTO’s Doha Round Talks Collapse, As G-6 Ministerial Ends in Acrimony.”

27 The Cairns Group is a self-described coalition of 19 agricultural exporting countries, both developed
and developing countries, from Latin America, Africa, and the Asia-Pacific region. Cairns Group, “Member
countries.” At the end of 2006, members included Argentina, Australia, Bolivia, Brazil, Canada, Chile,
Colombia, Costa Rica, Guatemala, Indonesia, Malaysia, New Zealand, Pakistan, Paraguay, Peru, Philippines,
South Africa, Thailand, and Uruguay. The group seeks to liberalize trade in agricultural exports in the WTO
Doha Round of multilateral trade negotiations.
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progress such as services, trade facilitation, and antidumping rules.*® The Director-General
reported to members regularly his view that support for a renewal of negotiations appeared
to be increasing, but cautioned in October 2006 that negotiations can “only resume when
substantive positions have changed on key problem issues, in particular in the key area of
agriculture which holds the key to unlocking the rest of the agenda. [There are] no visible
indications of flexibilities until now. Unless and until it happens, we will remain
deadlocked.”

By November 2006, with support growing for a resumption, the Director-General signaled
the chairs of the various negotiating groups to carry out their informal contacts with a view
toward “multilateralizing” them and bringing members back to the negotiating groups as
each chair judged appropriate, suggesting that informal consultations since the suspension
had advanced to somewhere “between the quiet diplomacy of the last months and . . .
fully-fledged negotiations.”*

The WTO Director-General reported to the December 2006 General Council that, although
he had signaled the negotiating group chairmen to explore the possibilities for a resumption
of negotiations, he cautioned that “no real changes in numbers, notably in agriculture
domestic support or tariff protection have shown up in these discussions so far” but that
nonetheless he considered that “an increasing level of engagement is starting to appear. I
believe this indicates a willingness to enter into discussions on substance.”'

General Council

In 2006, the General Council held five formal sessions—in February, May, July, October,
and December—as well as one session in November dedicated to the formal accession of
Vietnam to the WTO.** The Director-General reported at each session on the current state-
of-play in the Doha Development Agenda (DDA) trade negotiations. He also