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|. ThePresident’s 2007 Trade Policy Agenda

I. A Commitment to Sustaining U.S. Prosperity and Promoting Development Through Trade

In 2006, the Bush Administration built on its solid record of opening markets and creating economic
opportunities for U.S. manufacturers, service providers, farmers, ranchers, and consumers. Under
President Bush’s leadership, the United States also continued to set the standard for all nations seeking to
spur development and alleviate poverty by increasing trade flows.

In 2007, the Administration will continue to make strides in its multilateral, bilateral and regional trade
liberalization efforts and to work with Congress, industry and public interest groups, as well as the
American people, on a bold, growth-oriented agenda. Free and fair trade is a crucial component of
President Bush’s economic and foreign policy. The benefits of expanded trade are clear. Economists
across the intellectual political spectrum have long agreed that trade is a vital tool for achieving economic
growth. And with economic growth and development, individual well being and political freedom can
flourish.

Since World War 11, industrialized countries have lowered their average tariff on industrial goods from 40
percent to four percent. The results have been impressive. In the period of roughly 1950 to 2005, global
exports grew from $58 billion to $13 trillion.

According to the Peter G. Peterson Institute for International Economics, U.S. annual income increased
by $1 trillion from 1945 to the present due to increased trade liberalization. Trade liberalization in the
last ten years has helped raise U.S. GDP by nearly 40 percent and boosted job growth by over 13 percent.

It is no coincidence that the United States, which is one of the most open markets in the world, also has
among the strongest economies and highest living standards in the world. From wages to productivity to
innovation, the United States leads. Americans’ prosperity increased while the United States helped bring
the economic benefits of trade to more and more countries, demonstrating that trade expands the
economic pie for all.

The Bush Administration’s trade agenda is focused on sustaining this prosperity in the near term and
making sure economic opportunities will multiply for generations to come. The current and future
economic health of the United States will depend in large part on the success it has in reaching the
billions of consumers — 95 percent of the world’s people — who live outside the U.S. borders.

The Administration’s trade agenda also reflects President Bush’s vision that the free and fair flow of
commerce creates economic opportunity and hope for all people and promotes democratic governance
and peace around the world. Development and trade are inextricably linked.

World Bank economists estimate that tens of millions of people could be lifted out of poverty in the next
decade if nations agree to full multilateral trade liberalization. The Bank also estimates that per capita
real income grew three times faster for developing countries that lowered trade barriers more (5.0 percent
per year) than other developing countries (1.4 percent per year) in the 1990s. In addition, a widely-cited
study by White and Anderson of the Institute of Development Studies, University of Sussex, UK,
concludes income gains for the poor are proportionately stronger than other income groups among
countries that are opting for trade liberalization.

Trade, more than economic aid, offers millions of people in developing countries a chance for better lives.
The 2005 Blair Commission Report on Africa, for example, estimates that increasing Sub-Saharan
African countries’ share of global trade by just one percentage point — from two to three percent — could



boost export revenues for people in those countries by $70 billion. This is three times the amount of
foreign aid that developed countries provide in an average year. Just as important, the United States and
its trading partners need to encourage more trade among developing countries. It is estimated that 70
percent of duties developing countries pay are paid to other developing countries. These tariffs
discourage the trade of other developing countries.

For over 60 years, trade has bolstered America’s economic strength and security and helped spur
development and cooperation around the world. More than ever, the economic health of all nations,
particularly developing nations, depends on increasing trade flows.  Accordingly, the Bush
Administration moved with enthusiastic determination to open markets in 2006.

I1. 2006 in Review
The World Trade Organization and the Doha Development Agenda

Throughout 2006, the United States led efforts to conclude a multilateral agreement to liberalize trade in
agricultural goods, industrial and consumer products and services through the World Trade
Organization’s Doha Development Round. The WTO is at the foundation of an increasingly large
portion of global trade and President Bush regards the Doha Round as an historic opportunity to tackle
poverty and its accompanying ills and to create a more prosperous future for all nations. As 2007 begins,
the Administration is pursuing a breakthrough that will enable WTO Members to complete the Doha
Round negotiations as soon as possible.

After a long impasse, the United States jump started the Doha Round negotiations in October 2005 with
an ambitious offer in agriculture, which included offering to make significant tariff cuts and to eliminate
export subsidies, and to allow for major disciplines on trade-distorting domestic support. The United
States challenged all WTO Members to embrace a robust, comprehensive multilateral agreement at the
WTO Ministerial meeting in Hong Kong in December 2005 and pushed its trading partners to match the
proposal. At that meeting, many WTO Members were either unwilling or unable to commit to
meaningful reductions in tariffs on agricultural products and industrial goods and to reductions on barriers
to trade in services.

The United States pursued every opportunity available in 2006 to break the apparent deadlock in the Doha
Round, but to no avail. Major WTO Members continued to resist matching U.S. ambitions and the formal
talks were suspended in July 2006.

Nevertheless, the President made it clear he was determined to get WTO Members back to the table as
soon as possible. In a series of meetings with trade ministers around the world at which a number of trade
matters were discussed, the U.S. officials affirmed the President’s deep and enthusiastic commitment to
an ambitious and balanced final outcome for Doha.

These gatherings provided a chance to have “quiet, what-if conversations,” — small, private meetings
where top trade officials could speak candidly and work creatively. In these meetings, the United States
made it clear that half measures — measures that would not create meaningful new trade flows - would
fall short of the development goals WTO Members embraced at the outset of the Round over five years
ago. Proposals on agricultural market access that were riddled with loopholes and exclusions, or
proposals that allow more advanced developing countries to continue to impose high barriers to industrial
goods and services, will not produce the new trade flows needed to lift people out of poverty or create
new economic opportunities.

The United States has argued that a watered-down multilateral agreement would simply lock in place
many of the current barriers to trade for another ten years or more. The United States has also made it

I. The President’s 2007 Trade Policy Agenda | 2



clear that an agreement must be balanced and comprehensive and offer U.S. farmers, ranchers, businesses
and consumers more economic opportunities in exchange for the concessions the United States would
make, including reductions in agricultural subsidies, tariffs and other barriers. We could not and would
not take to our Congress for approval an unbalanced agreement that did not provide any new
opportunities for U.S. exporters. The United States was willing to walk away from the table in the past
and will do so in the future if the agreement lacks balance and falls short of the development goals of
Doha. At the same time, the Administration remains determined to seize this historic opportunity for a
comprehensive multilateral agreement.

While 2007 began without the breakthrough the United States has been struggling to achieve, from the
efforts over the last several years a consensus has emerged that a comprehensive multilateral agreement
has the potential to deliver significant benefits to all nations, particularly developing nations. Also, many
countries now recognize that the United States, Europe and major industrial WTO Members cannot
conclude that agreement by themselves. The fact is that emerging trade powers such as Brazil, India, and
China, and major industrialized countries all have a stake in the global trading system and each country
must contribute to keeping the system growing and dynamic and bring creative thinking and political
courage to this effort.

In the meantime, U.S. commitment to the strong multilateral trading system was evident throughout 2006,
as the Administration made historic progress in bringing additional countries into the WTO.

In May, after nearly a decade of work, the United States and Vietnam concluded a bilateral market access
agreement that opened Vietnam’s market to U.S. products and was essential to Vietnam’s accession to the
WTO. Later in the year, Congress approved the granting of Permanent Normal Trade Relations and
Vietnam formally joined the WTO on January 11, 2007.

Vietnam’s historic transformation to a member of the rules-based trading system will benefit its people
and its trading partners. The accession agreement means U.S. producers of all varieties of goods and
providers of a broad range of services will enjoy increased transparency and enhanced access to one of
the fastest-growing markets in the world.

The United States also successfully completed bilateral market accession agreements with Ukraine in
March and with Russia in November as part of these countries” WTO accession negotiations. These
agreements will help the United States ensure enforcement of intellectual property rights and improve
market access for American farmers and ranchers. Multilateral negotiations will continue on the broader
implementation of WTO rules and the establishment of limits on agricultural supports and subsidies.
Ukraine, Russia and the United States will benefit from the participation of these countries in the global
trading system when these negotiations are complete. The Office of the United States Trade
Representative (USTR) looks forward to continuing to work with other countries seeking WTO
Membership.

Free Trade Agreementswith Nations Around the World

In 2006, the Administration made significant progress on its bilateral and regional market-opening efforts.
These initiatives complement U.S. multilateral efforts.

In February, the United States launched negotiations on the Korea-United States Free Trade Agreement
(KORUS FTA). When completed, the KORUS FTA will have significant economic, political, and
strategic benefits for both countries. It will be the most commercially-significant FTA the United States
has completed in 15 years. For 2006, two-way goods and services trade between the U.S. and Korea is
valued at $95 billion and should grow once an FTA is concluded. The KORUS FTA will also further
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deepen our 50-year-old economic and strategic relationship with the Republic of Korea. In addition, as
the United States’ first FTA negotiation with a North Asian partner, conclusion of this agreement would
underscore the U.S. commitment to deepening and strengthening trade ties with the many dynamic and
fast-growing countries of Asia.

In 2006, negotiators from the United States and the Republic of Korea engaged in five rounds of
negotiations and made significant progress on a wide range of issues. As 2007 begins, the United States
is eager to work through each side’s priorities and sensitivities in order to achieve a balanced,
comprehensive agreement that benefits the people of both countries.

In March 2006, the United States and Malaysia launched FTA talks and held three rounds of negotiations
during the year, making solid progress on a range of issues. Malaysia is the United States’ tenth largest
goods trading partner with two-way trade in goods amounting to nearly $50 billion in 2006, and it has
been at the forefront of the economic dynamism transforming Asia in recent years. The removal of trade
and investment barriers between the United States and Malaysia would improve market access, enhance
competitiveness and increase prosperity for both countries and strengthen the relationship with a key
player in Southeast Asia.

The United States also continued its efforts to expand and improve trade ties with countries in the
Western Hemisphere. The Dominican Republic-Central American Free Trade Agreement (CAFTA)
entered into force with El Salvador, Guatemala, Honduras and Nicaragua in 2006. The Administration
has continued to work with Costa Rica and the Dominican Republic to complete their respective
implementations. Only a few decades ago, many of the CAFTA countries were plagued by stubborn
poverty and political violence. With CAFTA, the United States is working with its neighbors to ensure
that market-oriented economic reform and political stability will take hold.

The United States also signed free trade agreements with Peru in April and Colombia in November, and
concluded FTA negotiations with Panama in December. Through the first 11 months of 2006, U.S. goods
exports to Peru were estimated at an annualized total of $2.9 billion, and to Colombia of $6.7 billion.
Colombia is currently the largest market for U.S. agricultural exports in South America. The
implementation of the trade promotion agreements with Peru, Colombia and Panama can be expected to
boost U.S. exports.

Significantly, these FTAs have leveled the playing field for the United States. For years, many countries
in the Western Hemisphere have enjoyed duty-free access to the U.S. market. Now, the United States
will have duty-free access for nearly all U.S. products exported to these growing markets.

In addition, the United States reached agreements with Peru, Colombia, and Panama on important
product-specific issues related to sanitary and phytosanitary measures and technical standards. These
agreements provide for the recognition of the equivalence of U.S. regulatory systems and for an approach
to BSE and other animal disease-related rules in these Western Hemisphere markets that is consistent
with international standards.

These agreements with countries in South America will build on economic reforms underway in this
region and promote the development of economic opportunities outside of the cultivation and distribution
of illegal drugs. This move away from illegal drugs will help reduce the crime and violence associated
with this activity and stems the flow of narcotics to the United States.

The agreement with Panama contains important provisions on trade security which will facilitate secure
and reliable transportation for the goods from all over the world that pass through the Panama Canal.
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U.S. trade and security objectives also converged in Administration efforts in the Middle East in 2006,
with the entry into force of the FTA with Bahrain and congressional approval of the FTA with Oman.
These agreements build on free trade agreements concluded earlier with Israel, Jordan and Morocco.
They are complemented by Trade and Investment Framework Agreements (TIFAs) and Bilateral
Investment Treaties (BITs), which create mechanisms for identifying and resolving differences in
emerging trading relationships and building blocks for broadly improved trade relationships throughout
the Middle East.

These initiatives represent more than new market opportunities for U.S. citizens. They are tangible
manifestations of President Bush’s core belief that nations engaged in trade reject isolationism, seek to
resolve political conflicts peacefully and embrace the rule of law. This is at the heart of President Bush’s
proposed Middle East Free Trade Area (MEFTA) initiative and consistent with the recommendations of
the 9-11 Commission, which included using trade expansion to help stem political extremism in the
region.

Other Bilateral Efforts

In addition to historic accession efforts with regard to Vietnam, Russia and Ukraine, as well as FTAs, the
United States succeeded in several other efforts to strengthen bilateral trade relationships in 2006.

In the Western Hemisphere, the United States and Canada concluded an agreement to end over two
decades of friction over trade in softwood lumber. The agreement, which was announced in April and
went into effect in October, will help bring stability for lumber producers and consumers in both
countries.

Elsewhere around the world, the United States continued to strengthen its trade and investment
relationships with many countries through a series of TIFAs.

The United States signed TIFAs with Rwanda in July and Mauritius in September. These agreements will
help advance the Administration’s goal of helping countries in Sub-Saharan Africa to participate more
effectively in the global market and to use trade to grow their economies and reduce poverty.

The United States also signed a TIFA with Cambodia in July, with the Association of Southeast Asian
Nations (ASEAN) nations in August, and with Lebanon in December.

In March, June and December, senior U.S. trade officials met with Indian government representatives as
part of the U.S.-India Trade Policy Forum. TIFA meetings were also held with Pakistan and Sri Lanka.
The United States concluded a Memorandum of Understanding (MOU) with Indonesia under the auspices
of the U.S.-Indonesia TIFA in September to combat illegal textile transshipment and an additional further
MOU in November to combat illegal logging. In August, the United States signed an MOU with the
Philippines that will help safeguard and promote legitimate textile trade between the two countries, while
stopping illegal textile transshipments.

The United States is taking steps to further strengthen and deepen trade and economic ties with Japan,
including urging Japan to accelerate economic regulatory reform and working with Japan to strengthen
IPR protection and enforcement in the region.

The United States continued its economic engagement with China as well in 2006 as that nation

completes its implementation of its WTO commitments. U.S. exports to China grew at an average annual
rate of 24 percent in the last five years. Meanwhile, a quarter of a trillion dollars in foreign direct

I. The President’s 2007 Trade Policy Agenda | 5



investment from countries around the world in the last 20 years has helped lift at least 400 million people
out of poverty in China.

Monitoring and Compliance

In 2006, the United States continued to insist that its trading partners honor their WTO and bilateral
commitments, using a range of formal and informal options to monitor and enforce compliance with trade
agreements.

Cases

We have not hesitated to bring cases when our trading partners refuse to live up to their commitments.
With respect to U.S. rights under the WTO, in January, USTR requested additional consultations with the
European Union over subsidies to aerospace giant Airbus and in March with Canada over its
countervailing duty proceedings on U.S. corn exports.

In many cases, the WTO vindicated the United States’ rights. In November, the WTO ruled against the
European Union’s barriers to U.S. agricultural products made with biotechnology. In December, the
WTO concluded that a lack of uniformity in Europe’s customs procedures violated WTO rules.

China

The United States also vigilantly monitored China’s compliance with its trade commitments. In January,
as the United States was about to initiate a WTO action, China ended duties it had imposed on U.S.-made
kraft linerboard, a widely used component in cardboard boxes. In March, the United States joined with
Canada and the European Union and requested WTO consultations with China regarding Chinese rules
that impose local content requirements in the auto sector and unfairly discriminate against imported auto
parts.

In April, the United States concluded a successful meeting of the Joint Commission on Commerce and
Trade (JCCT), which resulted in China making several commitments relating to IPR protection and
enforcement as well as commitments that included opening its market to U.S. medical devices and
preloading patented software on computers.

In the summer, USTR filled the newly created position of Chief Counsel for China Trade Enforcement
and made changes in the internal organization of the agency to augment the focus on IPR enforcement,
not only in China but also in other countries.

In December, as China completed its five-year transition to WTO membership, USTR issued a report
detailing the progress — and the backsliding - that country has made on its commitments under the rules-
based trading system.

In December, administration officials also held the first meeting with Chinese officials under the high-
level Strategic Economic Dialogue (SED), which the Bush Administration initiated this year. Through
this dialogue, attended by multiple cabinet-level officials on both sides, the Administration reinforced
expectations articulated in February’s Top-to-Bottom review of U.S.-China trade relations. The SED is
providing a useful framework for understanding and supporting, at a broader level, key bilateral problem-
solving efforts, such as the JCCT process and other bilateral dialogues.

In addition to formal WTO action with regard to China’s practices, the United States undertook additional

actions to monitor China’s trade activities and to ensure China honors its WTO and bilateral obligations.
In the Top-to-Bottom review of the trade relationship with China, the Administration noted that China has
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made progress since its WTO accession in 2001, but stressed the need for improvements in China meeting
its WTO obligations in a number of areas, notably the enforcement of intellectual property rights. That
review concluded that the bilateral trade relationship lacked “equity, balance or durability” and signaled
that China and the United States have entered into a more mature relationship as trading partners. That
relationship will require candid dialogue over differences and the use of all the tools the United States has
at its disposal, including WTO dispute settlement consultations, to resolve differences.

The United States has also used its active TIFA and other dialogues with its trading partners to address a
wide array of market access barriers faced by U.S. manufacturers, services suppliers, and farmers. These
dialogues provided the United States the opportunity to closely and regularly monitor implementation of
bilateral and multilateral commitments by trade partners and fora to seek to address issues, both small and
large.

Legidative Reform

The United States further demonstrated its commitment to the global trading system by taking the steps
necessary to come into compliance with three WTO rulings. In February, Congress repealed the Byrd
amendment (which paid anti-dumping duties directly to U.S. parties instead of going to the U.S.
Treasury). In April, Congress repealed the remaining provisions of export subsidies for multinational
corporations known as the extra-territorial income exclusion. In August, Congress terminated export
subsidies for cotton producers. The Administration also undertook a review of trade preference programs
aimed at spurring trade and development opportunities for developing countries covered by the U.S.
Generalized System of Preferences (GSP). In close consultation with the Administration, Congress
extended the GSP program for two years. The legislation reauthorizes the program for all beneficiaries,
but includes new statutory thresholds that identify products that have succeeded in becoming globally
competitive and thus no longer warrant duty-free benefits. The legislation also includes new reforms
which help focus benefits on the poorest developing countries. Finally, extensions of the Andean Trade
Preferences Act and key provisions of amendments to the African Growth and Opportunity Act became
law.

I11. Advancing the Trade Agenda in 2007 and Beyond

The Administration is committed to sustaining momentum for trade liberalization and stemming the
growth of economic isolationism and protectionism both domestically and abroad. The United States’
vigorous leadership is vital to its own prosperity and the economic health of the global trading
community.

The pace of change in today’s world can stir anxiety and uncertainty. Even though the average
unemployment rate for 2006 was just 4.6 percent, American workers worry about trade competition and
whether their children will enjoy long-term prosperity and opportunities. These concerns about trade are
due, in part, to the fact that the benefits of trade are diffuse but the dislocations it can cause are more
concentrated. Critics of trade choose to ignore the clear benefits of trade while stoking fear and
disillusionment and often misrepresenting trade’s effect on the economy.

Trade critics often suggest that open trade policies are responsible for persistent U.S. trade deficits, while
in fact those deficits are attributable to many factors, principally macroeconomic conditions. If some of
the major U.S. trading partners were growing at rates close to ours, consumers in those countries would
likely buy more U.S. goods and services, or goods from other countries that now rely heavily on the U.S.
market, and the U.S. trade deficit would be smaller. In addition, the fact that Americans save a smaller
percentage of their income than do citizens of some of the United States’ major trading partners, such as
China, also contributes to the trade deficit. Also, an increase in petroleum prices contributed significantly
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to the size and growth of the deficit in 2006. Finally, the monetary and fiscal policies of other countries
can affect trade balances.

Second, according to the President’s Council of Economic Advisers, trade is one of many factors
affecting overall employment — and a relatively minor factor at that. On average over the decade from
1995 to 2005, the economy eliminated roughly 15 million jobs per year, but created 17 million. This
happened for a variety of reasons, from changes in consumer preferences to productivity gains to
technological innovations, and even natural disasters. Moreover, during roughly the same time period,
trade and overseas relocation accounted for no more than three percent of annual job losses in layoffs of
50 or more workers.

It is noteworthy that some of the periods of highest unemployment have also been times when the United
States was running small trade deficits or even surpluses. Trade policy works to expand U.S. exports and
export opportunities, including by enforcing agreements with U.S. trading partners to ensure they live up
to their commitments. The trade deficit is largely a function of macroeconomic factors rather than trade
policy. Import restrictions in response to the trade deficit may have little impact on the overall deficit but
would reduce U.S. incomes and living standards. In fact, American farmers, ranchers, manufacturers and
service companies might ultimately export less of what they produce if the United States withdraws from
its efforts to advance multilateral, bilateral and regional market openings.

Third, the United States has benefited from opening its market to direct foreign investment from other
countries. In 2005, the stock of foreign direct investment in the United States was $1.5 trillion, and
United States affiliates of foreign-owned firms supported over 5 million jobs. Similarly, U.S. investment
abroad generates additional exports and better paying U.S. jobs.

As the world becomes more interconnected, the United States must continue to adapt quickly to new
challenges and seize new opportunities. When trade does cause dislocations, government must assist the
individuals and communities affected but in a way that does not harm the vast majority of Americans who
benefit from open markets.

If the United States allows the proponents of economic isolationism and protectionism to prevail and the
United States starts sitting on the sidelines of trade, it will be a loss for the United States as a nation and
to the detriment of the entire global economy and the hundreds of millions of people whose lives could be
improved through the flow of goods, services and ideas.

The Administration will work closely with leaders of both parties in both Houses of Congress to secure an
extension of Trade Promotion Authority so that the United States can continue to open new markets
across the globe for American farmers, ranchers, workers, and service providers. As other countries
negotiate and close trade agreements, the United States cannot be left behind without forfeiting the
economic growth that expanding trade generates. All Presidents need Trade Promotion Authority to
obtain the bilateral, sectoral, regional, and multilateral deals that benefit the American economy.

Many Avenuesfor Expanding Trade

A comprehensive multilateral agreement offers the best chance for expanded trade and development
opportunities around the world but bilateral and regional trade liberalization can also provide significant
benefits. In 2007, the Office of the U.S. Trade Representative will continue to explore ways of advancing
economic integration in the Western Hemisphere and expanded trans-Atlantic trade initiatives as well as
FTAs with countries that are ready to embrace comprehensive, state-of-the-art trade liberalization.
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Asia

The United States continues to deepen its trans-Pacific economic ties through APEC, which President
Bush has called the “premier forum in the Asia-Pacific region for addressing economic growth,
cooperation, trade and investment.” When the 14™ summit of APEC Economic Leaders convened in
November 2006 in Vietnam, the United States gained agreement with the 21 APEC economies to further
promote regional economic integration, with establishment of a Free Trade Area of the Asia-Pacific as a
long-term prospect.

For example, the U.S.-ASEAN TIFA could help further deepen U.S. commercial ties with this region and
support ASEAN integration. In 2006, the ASEAN TIFA created a work plan to help with the
development of an ASEAN Single Window to facilitate customs clearance; a framework agreement on
sanitary and phytosanitary standards to promote trade in tropical fruits; and support for the development
of harmonized standards for pharmaceutical registration and approval to speed the introduction of
innovative medicines to markets and patients in ASEAN countries. In 2007, the Administration will
consider additional work to strengthen U.S.-ASEAN relations and promote ASEAN integration.

In a parallel effort, the United States will work to expand its bilateral cooperation with Japan and other
major trading countries in the region in specific issue areas, such as the protection of intellectual property,
to set a higher bar for the rest of the Asia-Pacific region.

TheMiddle East

The Administration will also continue to engage with Middle Eastern countries through the President’s
MEFTA initiative. In addition to negotiating high standard FTAs with countries in the region, we will
engage vigorously with TIFAs, promote WTO accessions and explore negotiating Bilateral Investment
Treaties (BITs) where appropriate.

Sectoral Efforts

Another way we engage our trading partners is through functional or sectoral initiatives that address
changes in the global marketplace, such as the 2005 agreement the United States negotiated with the
European Union, Japan, Korea, and Taiwan that applies zero tariffs on multi-chip integrated circuits, a
new type of semi-conductor.

Through the multilateral process over the years, WTO Members have come together on important sectoral
issues such as curtailing the use of subsidies that lead to over fishing, expanding market access for
environmental technologies, enhancing trade capacity building and protecting intellectual property rights.
The United States and its trading partners will continue to explore ways of improving the sector-specific
regulations and processes that govern global trade.

Services

The United States pursues services trade liberalization through WTO negotiations, bilateral free trade
agreements, and other regional venues. Services liberalization is a “win/win” proposition for both
developed and developing countries. It provides developing countries the essential infrastructure of
modern economies and global economic growth and development. Services trade accounts for nearly
one-third of total U.S. exports, and, by one estimate, total elimination of global barriers to trade in
services would raise U.S. annual income by over $460 billion, or $6,830 per family of four. Services
trade is an area where continued multilateral cooperation could yield many benefits.
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I nvestment

Another area that merits continued attention is international investment. The Administration will
continue to push for the removal of barriers to U.S. investment through free trade agreement negotiations,
ongoing Bilateral Investment Treaty negotiations with Pakistan, and through TIFAs and exploratory BIT
discussions with Gabon, Rwanda, Saudi Arabia and other countries. These initiatives will help increase
economic efficiency and real incomes in the United States and expand exports of goods and services
abroad. While the United States must review security considerations in foreign investment, this country
must continue to welcome the confidence of investors from around the world.

Trade Capacity Building

The United States and other WTO Members will continue to work together in trade capacity building
(TCB) efforts, which not only provide technical assistance, but also help facilitate the creation of the
legal, administrative, and physical infrastructure that developing countries need to fully participate in the
global marketplace. TCB is an integral part of a number of trade agreements and programs, including
AGOA and free trade agreements like CAFTA-DR, Peru, and Colombia. As the largest single donor, the
United States is proud to lead these TCB efforts and has pledged to double U.S. aid-for-trade
contributions to $2.7 billion annually by 2010.

Another historic Bush Administration initiative is the Millennium Challenge Corporation (MCC), which
has signed compacts that include nearly $1 billion in trade-related assistance in 2005 and 2006. This
financial support, principally for infrastructure, was committed to eight qualifying countries in Africa,
Latin America, the Caucasus and Asia/Pacific during the MCC's first two years of operations. USTR is a
member of the MCC Board of Directors and encourages MCC funding that helps countries take
advantage of global trade opportunities.

Bilateral Pathsto Trade

The United States and its trading partners have benefited greatly from Trade Promotion Authority
legislation, which was enacted in 2002. The Administration has negotiated high-quality, comprehensive
free trade agreements with countries in every corner of the world, which have created commercial
opportunities for people in the United States and our trading partners and has advanced U.S. security by
promoting engagement and cooperation among nations.

Beginning with the Jordan FTA in 2001, the U.S. Congress has approved free trade agreements with 13
countries since this Administration took office. Implementation is pending on three of the agreements
Congress has approved and negotiations of another three have been concluded and await congressional
approval.

The significance of such agreements is illustrated by the fact that U.S. exports to the 10 countries with
which we implemented FTAs between 2001 and 2006 grew twice as fast as U.S. exports to the rest of
world during the same period. The United States generated an $11 billion goods trade surplus with these
10 FTA partners in 2005, with total goods exports of $42.3 billion, compared to total imports of $30.4
billion.

Here are some highlights of increased trade with some of our FTA partners that have been implemented
in the last five years.

Jordan: Since the entry into force of the U.S.-Jordan FTA in 2001, U.S. exports to Jordan have

risen by 92 percent. Auto exports alone jumped by over 2,000 percent, to over $100 million, in 2005. In
the agricultural sector, corn exports rose from $1 million in 2001 to $41 million in 2006.
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Singapore: The United States ran a $5.5 billion trade surplus with Singapore in 2005, and
enjoyed a 23 percent increase in Singaporean foreign direct investment in the United States, totaling $2.4
billion in 2005 (latest figures available). Building on an already healthy trade relationship, U.S. exports
to Singapore have risen by over $7 billion (42 percent) since entry into force of the FTA in 2004 through
2006 annualized. The biggest dollar gains were in sectors where U.S. exporters already had a foothold,
such as gas turbines (exports rose from $814 million to $1.6 billion), aircraft parts (increase from $635
million to $1.1 billion), and in certain organic chemicals namely, carboxylic acid (exports were up over
4,700 percent to over $250 million).

Chile: Since entry into force of the U.S.-Chile FTA, exports to Chile from the United States rose
by over 151 percent, from $2.7 billion in 2003 to $6.8 billion in 2006 (annualized to end of the year).
Among the notable increases in U.S. exports were petroleum oils (other than crude). In that sector, U.S.
exports reached $1 billion in 2006, a nearly 2000 percent increase. Motor vehicles for the transport of
goods exports also increased significantly, reaching over $300 million in 2006, a 440 percent increase
over exports in 2003. It is worth noting that, while U.S. exports to Chile constituted 25 percent of the
Chilean import market in 1995, that share consistently dropped in the years after as other trading partners,
including the European Union, Mexico and Canada, all negotiated FTAs with Chile before the United
States. U.S. import share reached a low of 14.5 percent in 2003. With the entry into force of the FTA,
U.S. import share in Chile has begun to climb again, reaching 15.1 percent in 2004 and 15.8 percent in
2005.

Australia: Since our FTA went into effect in 2005, the United States has significantly
strengthened and diversified its exports to Australia. Imports by Australia of U.S. goods rose by $3.5
billion in the first two years after entry into force of the U.S.-Australia FTA to $17.7 billion — a 25
percent increase, contributing to a goods trade surplus of nearly $10 billion in 2006. Particularly
significant gains were seen in U.S. exports to Australia of gas turbines (48 percent increase since 2004);
and yachts and other pleasure boats (up 49 percent since 2004). Total U.S. agricultural exports to
Australia were at a record of roughly $520 million in 2006. Exports of pork reached $41 million and
exports of fresh fruit reached roughly $50 million in 2006.

Success of U.S. Free Trade Agreements

Agreements in force with U.S. trading partners continue to stimulate economic growth. While the
countries with which the United States has agreements in force account for only 7.2 percent of world
GDP, excluding the United States, they account for fully 42 percent of U.S. exports to the world. In
countries and regions throughout the world, the United States is opening markets for U.S. exporters,
creating economic growth and development opportunities for U.S. FTA partners, obtaining welfare gains
for U.S. consumers, and enhancing the leadership role of the United States in the global economy.

The Gold Standard

More important than the number of free trade agreements is the fact that U.S. FTAs represent the gold
standard for how to spur free trade, investment and economic reform. U.S. FTAs are comprehensive and
go beyond elimination of tariffs on goods and the free flow of services and address other aspects of 21*
century economic relationships, such as investment, intellectual property rights, government procurement,
transparency, and non-tariffs barriers resulting from the tax and regulatory systems of our trading
partners.
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L abor

Free trade agreements concluded under TPA have helped raise labor standards. They have been an
impetus for significant labor law reform by U.S. trading partners with respect to core labor standards,
most recently historic reforms in Oman and Bahrain providing trade union organizing and collective
bargaining rights. All recent U.S. FTAs contain provisions requiring U.S. trading partners to strive to
ensure that internationally recognized labor rights and the principles of the International Labor
Organization are protected in their labor laws and that labor laws are effectively enforced. In addition,
the United States has gone beyond the text of the agreements and has worked with U.S. trading partners,
notably in Central America, to assist them in building the institutional and legal infrastructure to monitor
and enforce these rights.

Environment

U.S. FTAs have also advanced the United States’ effort to highlight how trade can promote
environmental protection. For example, agreements with Peru, Colombia, and Panama included special
mechanisms to provide the public with opportunities to present their views on failures to effectively
enforce environmental laws. Additionally, the agreements with both Peru and Colombia include
groundbreaking provisions on protecting biodiversity.

With recently-concluded FTAs, the Administration is now working on implementation of key
environmental provisions. A new independent Environmental Secretariat has been established for the
CAFTA-DR countries to receive submissions from civil society related to enforcement of environmental
laws. The Administration has committed to providing $18.5 million to start up environmental
cooperation projects with CAFTA-DR partners in 2007; projects range from raising environmental
standards to improving capacity to enforcing environmental laws and implementing relevant international
conservation agreements, such as CITES — the Convention on International Trade in Endangered Species.

Free Trade Agreementsin 2007 and Beyond

In 2007, USTR will work closely with Congress as we seek approval of FTAs with Peru, Colombia and
Panama. These FTAs will level the playing field and allow U.S. citizens to seek new economic
opportunities in these growing markets. These agreements will also make permanent the access these
countries have had to the U.S. market through one-way preference programs and help sustain their growth
and market-oriented reforms.

In addition, we also expect to work toward the completion and to seek congressional approval of FTAs
with the Republic of Korea and Malaysia. These agreements will advance the United States’ long-term
goal of locking in economic reforms in Asia as countries there continue to develop their economies.

With regard to Peru, Colombia, and Panama, as well as other pending and future agreements, the
Administration is committed to working with the Congressional leadership on both sides of the aisle to

address labor and environmental issues in a manner that will ensure strong bipartisan support.

The Administration will continue working toward the goal of concluding FTAs with other countries
across the globe.
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Enforcement

The United States has always made it clear that the rules of global trade must be fair and, once agreed to,
must be fully implemented. The success of the rules-based global trading system depends on the trust and
confidence of public officials, private sector stakeholders and the public at large.

The Administration has and will continue to use the variety of tools available to address trade barriers,
including pursuing formal dispute settlement when dialogue and negotiation fail. The United States has
brought over 70 dispute settlement cases at the WTO — from high fructose corn syrup to apples to auto
parts to steel to biotechnology — and brought the first cases against China in the WTO.

In the area of intellectual property, the President’s trade policy will continue to recognize the fundamental
role of American creativity and innovation in sustaining the nation’s economic strength. Faced with the
burgeoning global problem of counterfeiting and piracy, the Administration will work with other
countries to strengthen IPR protection and enforcement. In addition to our ongoing efforts with China,
USTR will also devote considerable energy to ensuring that Russia improves its IPR regime, building on
the commitments negotiated bilaterally with Russia as that country moves into the multilateral phase of
negotiations for its accession to the WTO.

The “Special 301" process is an essential element in the ability of the United States to engage these and
other trading partners, and the Administration will be intensifying its efforts in constructive engagement
with the trading partners listed in the annual Special 301 report with the goal of helping these trading
partners to achieve stronger IPR regimes.

In February of this year, the United States sought WTO consultations with China with regard to that
country’s continued use of prohibited export and import substitution subsidies.

Working with Congress

Bipartisanship and cooperation between the executive and legislative branches of government have been
the hallmark of U.S. trade policy. Going back to the Franklin D. Roosevelt Administration, lawmakers
and Presidents have worked together to reverse the economic isolationism that helped precipitate the
calamity of global war and economic depression in the 1930s and 1940s.

The last two decades alone provide many examples of both parties and the legislative and executive
branches working together to advance trade policy. The 1988 Omnibus Trade and Competitiveness Act
was approved with a Republican President and a Democratic Congress. Permanent Normal Trade
Relations for China was approved by a Democratic president working with a Republican Congress.
Other examples of how the political parties can work together on trade include enactment of the African
Growth and Opportunity Act (AGOA), other trade preference programs for developing countries, and the
FTAs approved over the last five years.

The Bush Administration will continue to listen to and consult with Members of Congress on a market-
opening and enforcement agenda that benefits all Americans, helps people in developing countries, and
projects the unity and leadership of the United States in the global marketplace. Congressional leaders
from both parties should find common ground in keeping the United States engaged and leading in the
global economy.

The Congressional leadership of both parties understands that isolationism and protectionism invite peril
for American citizens and the global economy. The Bush Administration will work closely with
lawmakers to prevent the United States from retreating from its obligations in the global economy and to
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guarantee that the United States will continue to benefit from participation in the global trading system
well into the future.

Conclusion

This year presents an opportunity to make historic strides in trade policy. From the Doha Development
Round, to entering into FTAs that provide commercially significant market opportunities for U.S. exports,
to updating trade preference programs, to creating new models for trade with countries at various stages
of economic development, the United States must continue to lead.

The pace and impact of change in today’s interconnected global marketplace present the United States
and other nations with many new opportunities and challenges. Increased trade liberalization and a strong
rules-based trading system offer the best vehicles to increase global economic prosperity, combat poverty,
and encourage transparency and the rule of law amongst trading partners. The benefits outpace the
perceived challenges. The necessity of opening the world to free and fair trade is imperative to the
development and growth of all countries and peoples. For generations, America has opened its markets
and increased its exports of goods and services to the world. America’s embrace of competition, the rule
of law, and innovation have spurred its tremendous economic growth and prosperity. In the face of
growing competition and increased globalization, the United States must embrace and advance the free
and fair trade principals that have led to so much economic success. This remains a guiding imperative in
U.S. trade policy as we pursue an exciting agenda for 2007 and beyond.

Susan C. Schwab

United States Trade Representative
March 1, 2007
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II. THE WORLD TRADE ORGANIZATION

A. Introduction

At the core of U.S. trade policy is a steadfast support of the rules-based multilateral trading system.
Working through the World Trade Organization (WTO), the United States remains in a leadership role in
securing the reduction of trade barriers in order to expand global economic opportunity, raise standards of
living and reduce poverty. This chapter outlines the work of the WTO since the Sixth Ministerial
Conference, held December 2005 in Hong Kong China, and the work ahead in 2007 -- including on the
multilateral trade negotiations launched at Doha, Qatar in November 2001, known as the Doha
Development Agenda (DDA or Doha Round). This chapter will detail the work under the DDA and
provide a review of the implementation and enforcement of the WTO Agreement. It covers the critical
accession negotiations to expand the WTO’s membership to include new members seeking to reform their
economies and join the rules-based system. This year marked agreement on the historic entry of Vietnam
into the WTO.

The DDA is the ninth successive round of multilateral trade negotiations to be carried out since the end of
World War II. The DDA negotiations remain, along with the day-to-day implementation of the rules
governing world trade, a U.S. priority that reflects the imperative of continued multilateral trade
liberalization as part of the foundation that ensures stability and growth in a dynamic world economy.
The WTO Agreement provides the foundation for U.S. bilateral and regional agreements.

Throughout 2006, the United States worked to advance the Doha trade negotiations and the
implementation of the WTO Agreement. The July suspension of the DDA negotiations triggered
intensive U.S. efforts over the second half of the year to engage informally with key trading partners and
explore ideas that might allow Members to break the deadlock which emerged in agriculture. While the
impasse remained, as the new year began there were some signs of progress along with strengthened
commitments from other WTO Members toward a revival of the Doha negotiations. We expect 2007 to
be another year of challenge as the United States continues to press other Members to join in working
towards a successful outcome that opens markets, creates new economic opportunities, and increases
trade flows among all WTO Members in agriculture, industrial goods and services. Ambitious results
emerging from the DDA will carry the potential for a significant contribution to global development.

B. The Doha Development Agenda under the Trade Negotiations Committee

The DDA was launched in Doha, Qatar in November 2001, at the Fourth WTO Ministerial Conference
where Ministers provided a mandate for negotiations on a range of subjects and work in on-going WTO
Committees. In addition, the mandate gives further direction on the WTO’s existing work program and
implementation of the WTO Agreement. The goal of the DDA is to reduce trade barriers in order to
expand global economic growth, development and opportunity. The main focus of the negotiations under
the DDA is in the following areas: agriculture; industrial market access; services; trade facilitation; WTO
rules (i.e., trade remedies, fish subsidies and regional trade agreements); and development.

The Trade Negotiations Committee (TNC), established at the WTQO’s Fourth Ministerial Conference in
Doha, oversees the agenda and negotiations in cooperation with the WTO General Council. The WTO
Director-General serves as Chairman of the TNC, and works closely with the Chairman of the General
Council, Ambassador Eirik Glenne of Norway. Through formal and informal processes, the Chairman of
the General Council, along with WTO Director-General Pascal Lamy, plays a central role in advancing
progress on the DDA. (Annex II identifies the various negotiating groups and special bodies responsible
for the negotiations, some of which are the responsibility of the WTO General Council.)



Negotiations under the TNC began in 2006 against the backdrop of the modest progress posted at the
Hong Kong WTO Ministerial Conference in December 2005, including: agreement on a date of 2013 for
full elimination of agricultural export subsidies; agreement on how to proceed in the core market access
areas of services and non-agricultural market access (NAMA); and a roadmap for moving ahead in trade
facilitation and work in all areas of the negotiations. In addition, there was significant activity important
to the poorest members: an understanding of the work needed on cotton as part of the larger agricultural
negotiations; a decision on duty-free, quota-free (DFQF) market access for the least-developed country
(LDC) Members; and creation of a new WTO framework in which to discuss and prioritize aid for trade.

Expectations for the December 2005 Hong Kong Ministerial had been scaled back considerably in the
preceding weeks, as the ambition of the bold U.S. agricultural proposal tabled in October 2005 remained
unanswered in the run-up to Hong Kong. However, Ministers at Hong Kong set a series of deadlines
across the negotiations, including April 30 as the date for Members to reach agreement on modalities --
the key variables that would define the depth of tariff cutting and the extent of so-called “flexibilities” in
agriculture and NAMA, and set the stage for schedules and texts to be put on the table over the ensuing
months in order to start the final stage of negotiations. Despite substantial activity, particularly at the
Ministerial level, progress was elusive.

In January 2006, key partners reached an informal agreement that a solution would require all to move in
concert. Throughout discussions during the first half of the year the agriculture market access offers on
the table remained substantially unchanged from before Hong Kong — i.e., modest tariff cuts combined
with generous and vague flexibilities, which operated to undermine market liberalization.

The United States was pressed to scale back ambition from its view that a successful Doha outcome must
provide concrete market access gains, particularly in agriculture. At the same time, there were also
demands by other Members for the United States to offer more cuts in its overall domestic support, even
though the bold U.S. agriculture proposal made before Hong Kong (which offered a 60 percent cut in the
most distorting U.S. programs and offered real changes in U.S. farm programs) had not attracted
proposals of similar ambition from other key trading partners.

The NAMA negotiations featured U.S. efforts to press a stepped-up agenda for technical work, in order to
bring clarity and focus to the potential results that would emerge from the tariff-cutting formula under
consideration. Tariff-cutting formula simulations on ten developed and developing country Members
demonstrated the effects of various formula coefficients on applied tariffs. Only results that bring cuts in
applied tariffs will generate changes to the cost of doing business, new trading opportunities and
meaningful new trade flows. The simulation work also reaffirmed the importance of sectoral initiatives to
achieving meaningful new market liberalization.

In the services negotiations, Members presented 20 collective requests in February, injecting significant
new energy into those negotiations. The United States co-sponsored 13 requests and was a recipient in
another 7 requests by other WTO Members. However, with negotiators in agriculture and NAMA
making little headway, the overall pace of other negotiations, including services, was affected. The April
deadline that had been set in Hong Kong for establishing modalities was missed, and at the May 1
meeting of the TNC, Director-General Lamy laid out an intensive Chair-led process using specific-issue
reference papers to try to build texts in agriculture and in NAMA by the end of June, when high-level
meetings would be held in Geneva.

Work in May and June was anchored in Geneva, and negotiations often went round-the-clock. The
United States was still being pressed by its key trading partners -- the EU in particular -- to scale back
severely ambition in agriculture market access. Both the G-33 and the NAMA-11 (the groups of
developing country Members opposed to market opening in agriculture and NAMA, respectively) pressed
hard for sweeping exemptions on opening their markets. Led by Indonesia, the G-33 tabled a paper
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demanding exemption of at least 20 percent of their tariff lines as “Special Products” — a provision that
would effectively shield 98 percent of their current agricultural trade. Led by South Africa, India and
Brazil, the NAMA-11 reiterated their demand for a difference of at least 25 points between the formula
coefficients for developed and developing country Members — when a spread of considerably less would
effectively yield no new access in most developing country markets. Throughout these negotiations, the
U.S. litmus test for success was unchanged — there must be market access results that bring meaningful
new trade flows.

More than 60 Trade Ministers gathered in Geneva for the June 28 - July 1 meetings, and discussions
focused on breaking the logjam on the core issues on developing modalities in agriculture and NAMA.
The Geneva gathering featured numerous bilateral and small group meetings as the week progressed,
including ministerial-level “Green Room” consultations among a cross section of key Members that were
conducted by the WTO Director-General. The week’s discussions served to highlight the wide gap that
existed on the fundamental questions about the overall Doha outcome, and the meetings ended in an
impasse.

Two weeks after G-8 Leaders reaffirmed their commitment to Doha at the St. Petersburg Summit,
Director-General Lamy continued his consultations. It became apparent that differences in agriculture
were too big to be bridged in the short term, and talks broke down. As Chairman of the TNC, Director-
General Lamy recommended to the General Council on July 27 that the only course of action available
was to suspend the negotiations across the Doha Round as a whole.

Despite this setback, the United States reaffirmed its commitment to the WTO and the DDA in the
ensuing weeks and pledged to continue to work to ensure that the global trading system remains strong
and dynamic. In an August letter to all of her WTO counterparts, U.S. Trade Representative Schwab
stressed that the deadlock was more profound than simply finding a potential “landing zone” or offering a
few more percentage points as incremental concessions. Rather, she emphasized the issue is whether
WTO Members would deliver on the core Doha market access mandate and continue the decades-long
global commitment to achieve progressive and meaningful trade liberalization.

Less than a week after suspension of the negotiations, the United States started work toward reviving the
negotiations, holding an initial consultation with Brazil that began what developed into an intensive series
of “quiet conversations” throughout the remainder of 2006. The ensuing months saw meetings with,
among others, China, the ASEAN countries and the G-20, as the United States explored others’ views on
how to put the Doha Round on a path towards a successful outcome that opens markets, and creates new
trade flows. During the Fall of 2006, U.S. senior officials held quiet meetings around the globe to work
bilaterally with their counterparts in key trading nations to explore options and scenarios, test “what-ifs” —
and, most critically, rebuild the working relationships upon which all negotiations depend.

Though there was little movement on substance, by November the sense was growing that some
momentum was starting to build through such informal engagement. At the November 16 informal
meeting of the TNC, Director-General Lamy advised Members that he believed it was time to begin to
“multilateralize” and enhance the informal consultative processes that had been taking place among
various delegations and extend it across the full spectrum of areas on the negotiating agenda — but leaving
it up to each negotiating group Chair to determine how and when to do this. He emphasized that he was
not proposing to resume full-fledged negotiations at this point. Two days later, APEC Leaders meeting in
Hanoi, Viet Nam, issued a statement citing their determination to resume the talks as early as possible and
their readiness to break the deadlock by moving beyond their current positions in order to build an overall
package covering market access for agriculture, industrial goods and services, as well as rules and trade
facilitation.
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Prospectsfor 2007

The negotiations under the DDA begin the year with the appearance of new signs that Members are ready
to come to grips with the issue of how to deliver on the core Doha market access mandate, not only in
agriculture but also in industrial goods and services. The United States will continue to work with other
WTO Members in pursuit of a successful conclusion to the DDA that opens new markets and creates
meaningful new trade flows. The challenge in 2007 will continue to be how to translate the expressions of
political will into concrete and specific details that will enable WTO Members to complete the work
begun at Doha.

1. Committee on Agriculture, Special Session
Status

Negotiations in the Special Session of the Committee on Agriculture are conducted under the mandate
agreed at the Fourth WTO Ministerial Conference in Doha, Qatar that calls for “substantial improvements
in market access; reductions of, with a view to phasing out, all forms of export subsidies; and substantial
reductions in trade-distorting domestic support.” This mandate, calling for ambitious results in three
areas (so-called “pillars™), was augmented with specific provisions for agriculture in the framework
agreed by the General Council on August 1, 2004, and at the Hong Kong Ministerial Conference in
December 2005.

The WTO provides multilateral disciplines and rules on agricultural trade policies and serves as a forum
for further negotiations on agricultural trade reform. The WTO is uniquely situated to advance the
interests of U.S. farmers and ranchers, because only the WTO can impose disciplines on the entire broad
range of agricultural producing and consuming Members. For example, absent a WTO Agreement on
Agriculture, there would be no limits on the EU’s subsidization practices or firm commitments for access
to Japan’s market. Negotiations in the WTO provide the best means to expand incomes, and thereby
demand for agricultural products, and to open global markets for U.S. farm products and reduce
subsidized competition.

Major Issuesin 2006

The United States has long advocated fundamental reform of all trade-distorting measures by all WTO
Members. In 2002, the United States made specific proposals to phase-out all tariffs, trade-distorting
domestic support, and export subsidies in the Doha negotiations. The United States submitted a
comprehensive and ambitious proposal in October 2005, consistent with the 2002 U.S. proposal and the
2004 WTO framework, calling for the elimination over 15 years of tariffs and trade-distorting domestic
support in two phases, with substantial reductions in the first phase. Pursuant to this proposal and the
agreed framework, higher tariffs and Members with higher subsidy levels would be subject to deeper cuts
phased-in over a five-year period for developed country Members, with developing country Members
making lesser cuts and having more time to implement those cuts. In the second five-year phase (to
commence five years after the conclusion of the first phase), all tariffs and trade-distorting domestic
support would be eliminated. Under the U.S. proposal, export subsidies would be eliminated within the
first phase of reform, with parallel commitments undertaken on export state trading enterprises, export
credits and food aid programs.

While numbers and formulas for making the cuts were on the table, the differences between Members
were too large to be resolved at the Hong Kong Ministerial Conference. Substantive discussions on
agriculture at Hong Kong focused on export subsidies, where Members agreed to an end date for export
subsidies in 2013, with the further commitment that the substantial part of the elimination would be
completed by 2010. Members further narrowed some of their key differences in other areas, including a
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commitment to a sectoral negotiation on cotton where trade-distorting domestic support for cotton would
be cut deeper and more quickly than for other commodities (with the actual numbers subject to
negotiation) and a commitment that developed country Members would eliminate tariffs on cotton exports
from the least-developed country Members.

Negotiations in 2006 focused on specifying how far and how fast tariffs and trade-distorting domestic
support would be reduced, and how to phase in the elimination of export subsidies. Major differences
existed among Members. For example, the United States called for substantial market opening through
deep tariff cuts and large tariff-rate quotas for sensitive products that would avoid deep tariff cuts, while
other Members preferred limited action. Of particular difficulty was reaching agreement on treatment of
import sensitive products in developed country Members, and provisions for import of sensitive products
and products with special relationships to food security, rural development and rural livelihoods in
developing country Members. In addition, negotiations focused on the depth of cuts for trade-distorting
domestic support, with subsidy programs in the United States and the EU attracting particular attention.
Despite intensive negotiations and additional special negotiating sessions among WTO Members,
agreement was not reached, and in July, WTO Director-General Lamy formally suspended the
negotiations. For the remainder of the year, negotiators met informally to explore ideas and potential
scenarios that could lead to breaking the impasse and putting the negotiations on a path to a result
consistent with the Doha mandate.

Prospectsfor 2007

In 2007, the United States will continue the informal work with key trading partners begun in 2006 to try
to identify approaches for reviving the negotiations in a manner that would deliver on the Doha mandate.
In these discussions, the United States will work to achieve a high level of ambition in all three pillars:
market access, export competition and trade-distorting domestic support. U.S. objectives for agriculture
reform will continue to focus on the principles of greater harmonization across WTO Members,
substantial overall reforms and specific commitments of interest in key developed and developing country
Member markets.

2. Council for Tradein Services, Special Session
Status

The Special Session of the Council for Trade in Services (CTS-SS) was formed in 2000, pursuant to the
Uruguay Round mandate to undertake new multi-sectoral services negotiations. The Doha Declaration of
November 2001, recognizing the work already undertaken in the services negotiations, directed Members
to conduct negotiations with a view to promoting the economic growth of all trading partners, and set
deadlines for initial market access requests and offers. These negotiations for new General Agreement on
Trade in Services (GATS) commitments are one of the core market access pillars of the Doha Round,
along with agriculture and non-agricultural goods.

The Hong Kong Ministerial Declaration called for the negotiations to proceed to conclusion with a view
to promoting the economic growth of all trading partners, with due respect for the right of Members to
regulate. The Hong Kong Declaration provided a framework for intensifying the negotiations, with the
goal of expanding the sectoral and modal coverage of commitments and improving their quality.
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The work of the CTS-SS was interrupted by the suspension of DDA negotiations in July.

The Four Modes of Trading Servicesin the GATS

Mode of Supply Description

Mode 1 (Cross-border supply) Services supplied from one country to another (e.g., through an
international telephone call or e-mail).

Mode 2 (Consumption abroad) Consumers or firms making use of a service in another country
(e.g., tourism).

Mode 3 (Commercial presence) A foreign company setting up operations to provide services in
another country (e.g., foreign bank opening branches in a
country).

Mode 4 (Presence of natural Individuals traveling from their own county to supply services

persons) temporarily in another (e.g., consultants).

Major Issuesin 2006

During the first half of 2006, the United States continued to press Members for a high level of ambition
for services liberalization, particularly in key sectors such as financial, telecommunication, computer,
energy, distribution, express delivery, and audiovisual services. The United States was very active in the
newly launched “plurilateral process,” through which Members joined together to develop collective
market access requests for 20 sectors and issues of particular interest. The United States joined in co-
sponsoring 13 of these requests in the following areas: architectural, engineering and integrated
engineering services; audiovisual services; computer and related services; construction and related
engineering services; distribution services; private education services; energy services; environmental
services; financial services; legal services; Mode 3 (commercial presence); postal/courier services
including express delivery; and telecommunications services.

In parallel with the plurilateral process, the United States continued to engage actively in bilateral
negotiations to encourage Members to come forward with ambitious revised offers by July 31, 2006.
With the suspension of the DDA negotiations, however, this deadline was missed.

Issues concerning Mode 4 and development continue to be a prominent fixture in CTS-SS discussions.
With respect to Mode 4, the United States has emphasized that few Members have matched our existing
level of commitments. Nevertheless, it is clear that developing country Members see new and improved
Mode 4 commitments from developed country Members, including the United States, as a critical element
to the successful conclusion of the services negotiations.

Regarding development in general, the United States has consistently supported flexibility for the LDC
Members, while noting that trade liberalization in services is important to sustainable economic
development. Access to cutting-edge technology, management knowledge and investment through
liberalized services markets is critical for developing countries. The Internet, express delivery, cellular
communication, and other services are growth accelerators that create new industries and transform
traditional ones -- reducing production costs, enhancing productivity gains, facilitating product
distribution, and providing the major source of jobs in the global economy today and for decades to come.

Prospectsfor 2007
Despite the suspension of formal negotiations, the United States continues to pursue aggressively its

critical market access objectives, including opening up foreign markets to our world-class service
providers by getting Members to remove equity limitations, quantitative restrictions and other barriers to
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trade in services. A substantial amount of work is underway in the Council for Trade in Services -- see
Section G -- and the United States will continue to seek a high level of ambition.

3. Negotiating Group on Non-Agricultural Market Access
Status

At the Hong Kong Ministerial Conference in December 2005, Members agreed to lock in the progress
that had been made in the Non-Agricultural Market Access (NAMA) negotiations since the July 2004
Framework Agreement. Members reaffirmed the goal of reducing or eliminating tariff peaks, high tariffs
and tariff escalation. Members also agreed that further liberalization of tariffs should be achieved through
a harmonizing (Swiss) tariff cutting formula which would cut the highest tariffs the most, the exact
structure and details to be negotiated. The United States seeks significant new competitive opportunities
for U.S. businesses in the NAMA negotiations through cuts in applied tariff rates and the reduction of
non-tariff barriers.

The Hong Kong Ministerial text also recognized the work that has been done on moving forward
discussions on sectoral initiatives and noted that the discussions had gained momentum. Members have
been pursuing sectoral discussions in a variety of global industry sectors that represent key economic
building blocks and sectors of interest to both developed and developing Members. Up until the time of
the Round’s suspension in July 2006, the discussions increasingly involved a mixture of developed and
developing country Members from every trading region.

S Tariff Profiles
Through tthe Hong Kong Mll}lsterlal text, the Members Simple Average Tariffs as reported by the
also prqv1ded a boogt to thg important efforts to redgce World Trade Organization.
or eliminate non-tariff barriers (NTBs) by recognizing WTO 2005
the work accomplished to date and calling for Markets Maximum Applied
introduction of detailed negotiating proposals early in Tariffs TIaIriffs
2006. This recognition set the stage for the United -
. United States 3.9 3.9
States and other governments to address the variety of FU 4 4
NTBs that impede market access, either on an industry- -
. . . . . Argentina 31.8 10.4
wide basis (e.g., labeling issues in textiles, apparel, -
footwear and travel goods), across a variety of industries Bre.lzﬂ 30.8 11
(e.g., barriers faced on exports of remanufactured | China 9.1 9
goods), or in the case of a specific product in a single Egypt 27.7 12.5
market. These barriers are often as damaging and more | India 34.3 19.5
trade-distorting than tariff barriers. Philippines 23.4 5.6
South Africa 15.8 9.9

The NAMA Chairman’s text, tabled in June 2006, links

the Hong Kong Ministerial text with Members’ positions in the NAMA Negotiating Group in an attempt
to make obvious for Members “the gaps” in which there is no agreement. This Chairman’s text, as an
outgrowth of the Hong Kong text, provides Members with a solid platform to negotiate the specifics on
NAMA. The outcome of these negotiations is crucial for trade in industrial goods, which accounts for
over 75 percent of total global trade in goods and more than 90 percent of total U.S. goods exports. In
2004, U.S. exports of industrial goods grew to $735 billion — almost 11 times the level of U.S.
agricultural exports. This figure is up 11 percent from 2004 and up 87 percent from 1994. The Doha
Round provides an opportunity to lower tariffs in key markets like India and Egypt, which still retain
ceiling tariff rates as high as 150 percent. Likewise, gains from tariff rate reductions made as a result of
the Doha Round will accrue to developing country Members, which currently pay over 70 percent of
duties collected to other developing countries.

II. The World Trade Organization | 7



Major Issuesin 2006

In 2006, Members focused on a number of substantive elements of the July 2004 Framework Agreement
(the Framework) including: (1) a sectoral component; (2) work on non-tariff barriers; and (3) the
flexibilities to be provided for least-developed country Members, poor and revenue-strapped Members
just above the LDC level, and other developing country Members. Members attempted to make progress
on these issues before resuming intensive discussions on the elements of a tariff-cutting formula and
specifics on the level of ambition to be achieved by developed and developing country Members. Final
consensus on these issues proved elusive.

The key U.S. NAMA objective is to achieve an ambitious outcome that results in significant real market
access in key markets, including both developed and developing country Member markets. The United
States therefore supports a combination of cuts applying a Swiss formula with dual coefficients' and
sectoral initiatives to achieve most effectively the objectives laid out in the Doha mandate to reduce or
eliminate tariff peaks, high tariffs and tariff escalation, particularly on products of export interest to
developing country Members. The United States also believes that all the elements of the Framework
must be considered in tandem. There is an inextricable link between discussions on the formula and on
the sectors, as well as flexibilities.

Based on the Framework, discussions on formula options intensified beginning in June 2006.
Unfortunately, these discussions did not culminate in an agreement beyond what was already embedded
in the Hong Kong Ministerial text and the NAMA Negotiating Group Chairman’s June 2006 text.

Further progress was made on sectoral initiative discussions
throughout the first half of 2006. U.S. efforts to inform other
Members of the benefits of approaching sectoral
liberalization using the “critical mass” concept bore fruit as
an increasing number of developing country Members began
to attend informal sector-specific discussions during NAMA
Negotiating Group meetings in Geneva. Critical mass is
defined as the level of Member participation (based on the
share of world trade) needed to support a sectoral agreement
to reduce or eliminate tariffs. Members have formally and
informally proposed several sectors that are being considered
for such agreements.

Work is proceeding on the following
tariff sectoral initiatives, proposed by
various Members:

Chemicals; electronics/electrical
products; fish and fish products; forest
products; healthcare products
(pharmaceuticals and medical
equipment); autos and related parts;
bicycles and related parts; gems and
jewelry; sports equipment; textiles,
clothing and footwear; and

environmental goods.

Flexibility, or special and differential treatment for

developing country Members, including “less than full reciprocity,” was a primary area of discussion in
2006, with a number of specific and general approaches under consideration. Decisions on this element
will be integrally linked to the outcome of negotiations on the formula and sectoral agreements. Several
developing country Members continue to raise their concerns with the potential erosion of preferences or
loss of government revenue due to tariff cuts. Small, vulnerable economies as well as Members that
recently joined the WTO also raised concerns regarding their contributions to a final outcome.

Non-tariff barriers remain an integral and equally important component of the NAMA negotiations. In
line with the Hong Kong Ministerial Declaration, WTO Members continued to consider how NTBs could
be addressed horizontally (i.e., across all sectors), vertically (i.e., pertaining to a single sector) and

! Members are negotiating the coefficients to be used in the Swiss formula to determine the depth

of tariff cuts for developed country Members and the depth of the tariff cuts for developing country
Members.
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through a bilateral request/offer process. In 2006, the United States tabled a draft text for a proposed
agreement to facilitate and harmonize labeling requirements for textiles, clothing, and footwear and travel
goods (TN/MA/W/18/Add.12). The United States also tabled bilateral requests of other WTO Members
on a variety of NTB issues. In addition, the United States continued to work to build support for NTB
proposals tabled in 2005 on automobiles and remanufactured products.

Prospectsfor 2007

In 2007, work will focus first on negotiating the final details of the Swiss formula and coefficients to be
employed, seeking commitments from key trading Members to participate in specific sectors, determining
the appropriate balance of flexibilities to be provided to developing country Members and advancing
negotiations on identified NTBs. The United States continues to seek an ambitious approach that will
deliver real market access in key developed and developing country Member markets, while supporting
elements of flexibility for developing country Members. The United States remains committed to the
view that true development gains can best be achieved through further real market liberalization by both
developed and developing Members.

4. Negotiating Group on Rules
Status

At the Doha Ministerial Conference in 2001, Ministers agreed to negotiations aimed at clarifying and
improving disciplines under the Agreement on Implementation of Article VI of the GATT 1994 (the
Antidumping Agreement) and the Agreement on Subsidies and Countervailing Measures (the SCM
Agreement), while preserving the basic concepts, principles and effectiveness of these Agreements and
their instruments and objectives. Ministers also directed that the negotiations take into account the needs
of developing and least-developed country Members. The Doha mandate specifically calls for the
development of disciplines on trade-distorting practices, which are often the underlying causes of unfair
trade, and also calls for clarified and improved WTO disciplines on fisheries subsidies.

At the Hong Kong Ministerial Conference in December 2005, Ministers directed the Negotiating Group
on Rules (the Rules Group) to intensify and accelerate the negotiating process in all areas of its mandate,
on the basis of detailed textual proposals, and to complete the process of analyzing proposals as soon as
possible. On fisheries subsidies, Ministers acknowledged broad agreement on stronger rules, including a
prohibition of the most harmful subsidies contributing to overcapacity and overfishing, and appropriate
effective special and differential treatment for developing country Members. Ministers also directed the
Rules Chairman to prepare consolidated texts of the Antidumping and SCM Agreements, taking account
of progress in other areas of the negotiations. While the Rules Group intensified its work in early 2006,
in accordance with the Hong Kong Declaration, the Rules Chairman did not issue consolidated texts of
proposals for changes to the Antidumping and SCM Agreements in 2006, given the suspension of work in
the Doha negotiations in July 2006.

Since the Rules Group began its work in 2002, Members have submitted over 200 formal papers and over
140 elaborated informal proposals to the Group.> In 2004, the Group began a process of in-depth
discussions of proposals in informal session to deepen the understanding of the very technical issues
raised by the proposals in these papers. In 2005, the Rules Chairman began holding a series of plurilateral
consultations with smaller groups of interested Members, in order to have more intensive and focused
technical discussions on elaborated proposals. In 2005, the Chairman also established a Technical Group

2 Both sets of Rules papers are publicly available on the WTO website: the formal papers may be

found using the “TN/RL/W” document prefix, and the elaborated informal proposals may be found using
the “TN/RL/GEN” prefix.
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as part of the Rules Group’s work to examine in detail issues relating to antidumping questionnaires and
verification outlines, with a view to seeking to reduce costs in antidumping investigations. In accordance
with the Hong Kong Declaration, in 2006 the Rules Group increasingly focused its work on analysis of
detailed textual proposals containing suggestions for specific changes to the Antidumping and SCM
Agreements.

The Doha Declaration also directed the Rules Group to “clarif[y] and improv[e] disciplines and
procedures” governing Regional Trade Agreements (RTAs) under the existing WTO provisions. To that
end, in July 2006, the Rules Group approved a draft decision for the provisional application of a
“Transparency Mechanism for Regional Trade Agreements.” In addition, the Rules Group has explored
the establishment of further standards governing the relationship of RTAs to the global trading system.

Major Issuesin 2006

Under the Chairmanship of Ambassador Guillermo Valles Galmés of Uruguay, the Rules Group
intensified its work in the first half of 2006, until work on the Doha negotiations was suspended in July
2006. In late 2006, the Chairman resumed technical consultations, primarily on fisheries subsidies issues.

The Rules Group has based its work primarily on the written submissions from Members, organizing its
work in the following categories: (1) antidumping (often including similar issues relating to
countervailing duty remedies); (2) subsidies, including fisheries subsidies; and (3) regional trade
agreements. In addition to the Rules plenary sessions, Chairman Valles held a number of plurilateral
consultations in the first half of 2006 with smaller groups of interested Members, in order to have
intensive technical discussions focusing on elaborated proposals by Members calling for specific textual
changes to the Antidumping and SCM Agreements.

Given the Doha mandate that the basic concepts and principles underlying the Antidumping and SCM
Agreements must be preserved, the United States outlined in a 2002 submission the basic concepts and
principles of the trade remedy rules, and identified four core principles to guide U.S. proposals for the
Rules Group. The principles set out below continued to guide the United States’ work in the Rules Group
in 2006:

e Negotiations must maintain the strength and effectiveness of the trade remedy laws and
complement a fully effective dispute settlement system which enjoys the confidence of all
Members.

o Trade remedy laws must operate in an open and transparent manner, and transparency and due
process obligations should be further enhanced as part of these negotiations.

e Disciplines must be enhanced to address more effectively underlying trade-distorting practices.

o It is essential that WTO dispute settlement panels and the Appellate Body, in interpreting
obligations related to trade remedy laws, follow the appropriate standard of review and not
impose on Members obligations that are not contained in the Agreements.

Antidumping and Countervailing Duty Remedies: In accordance with the principles noted above, the
United States submitted nine textual proposals to the Rules Group in 2006 on antidumping (AD) and
countervailing duty (CVD) issues. The United States submitted proposals to: address circumvention of
AD/CVD measures; clarify the injury causation standard in AD/CVD investigations; clarify the rules
governing use of “facts available” by AD authorities; and improve access to AD/CVD remedies for
producers of perishable seasonal agricultural products. In addition, in an effort to improve transparency
and due process, the United States submitted proposals to require disclosure of calculations by AD/CVD
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authorities; increase access by parties to reviews under Article 9.3 of the Antidumping Agreement;
mandate AD/CVD preliminary determinations; improve procedures for AD/CVD verifications; and
clarify exchange rates to be used in AD/CVD margin calculations. These U.S. proposals were discussed
in detail as part of the Chairman’s plurilateral consultations in 2006.

A group calling itself the “Friends of Antidumping Negotiations” (FANs) has also been active in the
Rules Group, generally seeking to impose limitations on the use of antidumping remedies. The FANs
group consists of Brazil, Chile, Colombia, Costa Rica, Hong Kong China, Israel, Japan, Korea, Mexico,
Norway, Singapore, Switzerland, Chinese Taipei, Thailand, and Turkey. In the earlier stages of the Rules
Group negotiations, there were numerous proposals submitted by the FANs as a group. As the
discussions have become more technical and detailed, many of the FANs have submitted elaborated
proposals individually or with a few co-sponsors, but there were no submissions by the FANs as a group
in 2006. Among the FANs, Brazil, Chile, Chinese Taipei, Hong Kong China, Japan, Mexico, Norway,
Switzerland and Thailand each submitted or co-sponsored elaborated proposals on AD issues in 2006.

Besides the United States and members of the FANs, the other WTO Members submitting elaborated
proposals on AD issues in 2006 were Canada, Egypt, the EU, India, Kenya, and South Africa; Jamaica
submitted a formal paper with comments on other Members’ proposals.

In 2006, the United States continued to be a leading contributor to the technical discussions aimed at
deepening the understanding of Members of the issues raised in the Rules Group, drawing upon extensive
U.S. experience and expertise as both a user of trade remedies and as a country whose exporters are often
subject to other Members’ use of trade remedies. In addition to presenting its own submissions, the
United States has been actively engaged in addressing the submissions from other Members, carefully
scrutinizing and vigorously questioning the technical merits of the issues they have raised, as well as
seeking to ensure that the Doha mandate for the Rules Group is fulfilled.

Qubsidies’CVD: In 2006, the United States, Australia, Brazil, Canada, Chinese Taipei, and the EU
submitted elaborated proposals on subsidies issues. In addition, India, Egypt, Kenya, and Pakistan jointly
submitted one elaborated proposal. Most notably, the United States submitted an elaborated proposal
suggesting the expansion of the prohibited category of subsidies. Currently, only two types of subsidies
are prohibited by the SCM Agreement: export subsidies and import-substitution subsidies. However,
serious market and trade distortions can also result from other types of subsidies. Therefore, the United
States proposed that Members consider expanding the current prohibition to include other subsidy types,
such as those listed in the now-lapsed “dark amber” category of subsidies, as well as other forms of
egregious government intervention. In addition to proposing the expansion of the prohibited category, the
paper made a significant new proposal to address the United States’ increasing concerns with foreign
state-owned and state-controlled enterprises. The paper proposed that there be a requirement that
Members notify the WTO Committee on Subsidies and Countervailing Measures of any intended
provision of equity capital as well as other transparency measures for all government-controlled
companies, such that Members can be assured of a consistently commercial, arm’s-length relationship
between the government-owner and the state-owned enterprise. In 2006, the United States also followed
up on a series of previous papers with proposed text regarding certain subsidy calculation issues.
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Friends of Fish

e Friends of Fish include: the United States,
Argentina, Australia, Chile, Ecuador,
Iceland, New Zealand and Peru; Brazil is
playing a constructive bridging role.

e Seek stronger rules to address significant
global overcapacity and depletion of many
significant fish stocks.

e Favor a broad prohibition of fisheries
subsidies, with appropriate exceptions for
government support that does not promote
overcapacity and overfishing.

e  Win-Win-Win for WTO: stronger rules on
fisheries subsidies good for trade, the
environment and sustainable development.

Fisheries Subsidies: At the Hong Kong Ministerial
Conference in 2005, the United States was
instrumental in securing greater focus on the issue
among Members and heightened public awareness of
our efforts among a variety of constituencies.

The Hong Kong  Ministerial  Declaration
acknowledges the environmental dimension of the
fisheries subsidies negotiations and notes Members’
broad agreement that improved disciplines should
include a prohibition of certain forms of subsidies
that contribute to overcapacity and overfishing.

Following the Hong Kong Ministerial, the
discussions in the Rules Group moved into a text-

based phase. New Zealand, the United States, Brazil,
the EU, Argentina, Japan, Korea, and Chinese Taipei all introduced text proposals in significant areas of
the negotiations. Chairman Valles then established a process for plurilateral consultations among key
Members, including the United States.

With support from the United States, New Zealand presented an ambitious framework proposal based on
a broad prohibition of fisheries subsidies, with appropriate exceptions. The United States submitted a
proposal on several technical issues designed to complement New Zealand’s efforts. Specifically, the
United States proposed text for a carefully tailored exception for vessel capacity reduction programs, as
well as text addressing the use of fisheries expertise in the implementation of the agreement.

In addition, Brazil presented a comprehensive proposal that was also premised on a broad prohibition, but
with significant special and differential treatment for developing country Members. Also within the
context of a broad prohibition, Argentina introduced a proposal on special and differential treatment that
was more limited in scope than Brazil’s. The Rules Group also discussed textual proposals from other
Members (one from the EU and one from Japan, Korea and Chinese Taipei) that reflected a lower level of
ambition -- a prohibition limited to certain forms of capacity-enhancing subsidies, combined with
significant categories of subsidies that would be permitted.

Regional Trade Agreements: The discussions on regional trade agreements in the Rules Group have
focused on ways in which the WTO rules governing customs unions and free trade agreements, and
economic integration agreements for services, might be clarified and improved. The discussions have
followed two tracks -- transparency and systemic (or substantive) issues.

In July 2006, the Rules Group agreed on a set of provisional procedures, called the “Transparency
Mechanism for Regional Trade Agreements” (WT/L/671), to improve the transparency of RTAs. The
General Council approved this provisional Transparency Mechanism in December, making its terms
applicable to future reviews of RTAs. The Transparency Mechanism shifts the process of fact-gathering
and reporting on RTAs from individual Members to the Secretariat, which should lead to greater
uniformity in the quantity and quality of the information provided. The Transparency Mechanism applies
to all RTAs, including those between developing country Members notified under the Enabling Clause.
Finally, in order to address the backlog of examinations in the Committee on Regional Trade Agreements,
the Rules Group agreed that information on, as well as the text of, each notified RTA would be available
on the WTO website.

Although the focus in 2006 was on the Transparency Mechanism, there were some discussions on
systemic issues as well. Work here has centered on such issues as the GATT Article XXIV requirement
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that RTAs eliminate tariffs and “other restrictive regulations of commerce” on “substantially all the trade”
between parties (and the analogous provisions for the GATS). Some developing country Members have
proposed introducing flexibilities for RTAs involving both developed country and developing country
Members. No formal papers on systemic issues were submitted by Members during 2006, but the EU,
Japan, Korea and others have suggested various changes to current standards. The United States
supported the provisional adoption of the Transparency Mechanism, and has been an active participant in
the RTA discussions on systemic issues within the Group.

Prospectsfor 2007

In early 2007, it can be expected that the Chairman will continue technical consultations, focusing
primarily on subsidies and fisheries subsidies issues, and that work in the Rules Technical Group will also
continue. The Chairman likely will also continue to work towards building a consolidated negotiating
text that can serve as the basis for the final negotiations.

The United States will continue to pursue an aggressive affirmative agenda, based on the core principles
summarized above, and building upon the U.S. proposals submitted thus far with respect to, inter alia,
preserving the effectiveness of the trade remedy rules; improving transparency and due process in trade
remedy proceedings; strengthening the existing subsidies rules; and strengthening WTO disciplines on
harmful subsidies to fisheries. Concerning fisheries subsidies, the United States will continue to press for
an ambitious outcome, including a broad-based prohibition of the most harmful subsidies and improved
transparency and accountability in the sector.

On RTAs, following the provisional adoption of the Transparency Mechanism in December 2006, the
Rules Group will turn its focus in 2007 to systemic issues, on which the United States will continue to
advocate strong substantive standards for RTAs that support and advance the multilateral trading system.

5. Negotiating Group on Trade Facilitation
Status

An important U.S. objective was met when WTO negotiations on Trade Facilitation were launched under
the August 1, 2004 Decision by the General Council on the Doha Work Program. The inclusion of
negotiations on Trade Facilitation has greatly enhanced the market access aspect of the Doha negotiating
agenda. Opaque border procedures and unwarranted delays faced at the borders of key export markets
can add costs that are the equivalent of a significant tariff and are the non-tariff barriers most frequently
cited by U.S. exporters.

The agreed negotiating mandate includes the specific objective of “further expediting the movement,
release and clearance of goods, including goods in transit,” while also providing a path toward ambitious
results in the form of modernized and strengthened WTO commitments governing how border
transactions are conducted.

One of the outcomes of the December 2005 Hong Kong Ministerial Conference was endorsement of a
consensus-based report that had been transmitted to the Trade Negotiations Committee by the Trade
Facilitation Negotiating Group (TFNG). The report included a matrix of the specific proposals submitted
by Members that, along with some specific recommendations for proceeding, set the course for the work
of the TFNG in 2006.
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Major Issuesin 2006

The TFNG’s work in 2006 continued to have as its hallmark a broad-based and constructive participation
by Members of all levels of development -- a positive negotiating environment that is seen as offering
“win-win” opportunities for all. Of particular note was continued emergence within the TFNG of
leadership from Members representing significant emerging markets, including India, the Philippines,
Egypt, and China which, working closely with the United States and others, has helped to steer the
negotiations forward in a practical, problem-solving manner. At the same time, the “Colorado Group”
continued to provide leadership in advancing the Trade Facilitation negotiations. This group, consisting
of the United States, Australia, Canada, Chile, Colombia, Costa Rica, EU, Hong Kong China, Hungary,
Japan, Korea, Morocco, New Zealand, Norway, Paraguay, Singapore, and Switzerland, has long played
an important role on this issue.

For many developing country Members, results from the negotiations that bring improved transparency
and an enhanced rules-based approach to border regimes will be an important element of broader ongoing
domestic strategies to increase economic output and attract greater investment. There is also a growing
understanding that such an outcome would squarely address one of the factors holding back increased
regional integration and south-south trade. Most Members see these negotiations as bringing particular
benefits to the ability of small and medium-sized businesses to participate in the global trading system.

The modalities for conducting the trade facilitation negotiations, set forth as part of the August 1, 2004
General Council decision launching the negotiations, include the following: Negotiations shall aim to
clarify and improve relevant aspects of Articles V, VIII and X of the GATT 1994 with a view to further
expediting the movement, release and clearance of goods, including goods in transit. Negotiations shall
also aim at enhancing technical assistance and support for capacity building in this area. The negotiations
shall further aim at provisions for effective cooperation between customs or any other appropriate
authorities on trade facilitation and customs compliance issues.

The modalities also include references that underscore the importance of addressing implementation
issues such as costs, potential implications with regard to infrastructure, capacity building, the status of
LDC Members, and the work of other international organizations.

During 2006, the TFNG stepped up its work on addressing the challenge of implementing the results of
the negotiations that will face many developing country Members. There was a strengthened focus on
methods for developing country Members to undertake assessments of their individual situations
regarding capacity and progress toward implementing the proposals submitted. In conjunction with this
work, there has been intensified work on issues related to technical assistance, such as a potential role for
a future Committee. Informally, it is already apparent that many of the developing country Members
have implemented -- or are taking steps to do so -- a number of the concrete measures proposed as new
WTO commitments. At the same time, it is also clear that a number of developing country Members
openly recognize that they have an “offensive” interest in seeking implementation by their neighbors of
any future new commitments in this area. This realization has led to broad developed and developing
country Member alliances on some of the proposals. A similar dynamic emerged toward taking up how
to address “special and differential” treatment as part of the negotiating outcome, with concrete and
creative proposals emerging out of informal joint cooperative work by various developed and developing
country Members.

As the recent Free Trade Agreements (FTAs) undertaken by the United States have been implemented,
there has been a positive synergy with the WTO negotiations on Trade Facilitation. With partners as
diverse as Chile, Singapore, Australia, Morocco, and Bahrain, each FTA negotiated by the United States
has included a separate, stand-alone chapter that contains significant commitments on customs
administration. Each of our current and future FTA partners has become an important partner and
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champion in Geneva for moving the negotiations ahead and toward a rules-based approach to Trade
Facilitation.

The proposals submitted by Members for specific new and strengthened WTO commitments submitted
thus far to the Trade Facilitation negotiations generally reflect measures that would capture forward-
looking practices that would bring improved efficiency, transparency and certainty to border regimes,
while diminishing opportunities for corruption. Notably, the submission of many of these proposals, as
well as their initial discussions within the negotiating group, has featured alliances not traditionally seen
at the WTO. Examples include a U.S. joint proposal with Uganda (calling for elimination of
consularization formalities and fees), and a joint proposal with India (proposing a cooperation mechanism
for customs facilitation and compliance).

As 2006 progressed, the work of the TFNG was aimed at a progressive move of the negotiations towards
entering a text-based negotiating phase. Members exhibited a consensus view that a draft text for
negotiations should emerge in a “bottom up” Member-driven process, rather than for the chair to issue a
text. In April, the United States was the first Member to submit a draft text proposal to the TFNG, along
with Uganda, pertaining to its joint proposal for a commitment to eliminate consularization fees and
formalities as requirements for importation. The submission of draft texts and the gradual shift by the
TFNG toward the next final phase of negotiations involving the negotiation over textual provisions was
beginning to gather momentum when negotiations were suspended in July.

Prospectsfor 2007

The formal resumption of negotiations under the Doha Development Agenda will likely bring a
continuation of the TFNG’s advancement toward a “focused drafting mode,” in a process aimed at
achieving a timely conclusion of text-based negotiations. As negotiations toward new and strengthened
disciplines move forward, it will remain important that work proceeds in a methodical and practical
manner on the issue of how all Members can meet the challenge of implementing the results of the
negotiations -- including with regard to the issues of special & differential treatment and technical
assistance. It is possible that some further specific proposals may be submitted, but it is likely that much
of the work will involve the consideration of the proposals listed below as part of a process leading to
refinement and, ultimately, articulation of some into an agreed text.

MEASURES PROPOSED® BY WTO MEMBERS TO IMPROVE AND CLARIFY GATT
ARTICLESV, VIII AND X

A. Publication and Availability of Information
e Publication of Trade Regulations
e Publication of Penalty Provisions
e Internet Publication
(a) of elements set out in Article X of GATT 1994
(b) of specified information setting forth procedural sequence and other requirements for
importing goods
e Notification of Trade Regulations
e Establishment of Enquiry Points/SNFP/Information Centres
e  Other Measures to Enhance the Availability of Information

} As set out in the report of the Negotiating Group on Trade Facilitation to the Trade Negotiations

Committee (TN/TF/3; November 21, 2005), endorsed by the Ministers at the December 2005 Hong Kong
Ministerial and included in Annex E of the Hong Kong Ministerial Declaration.
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B. Time Periods between Publication and Implementation

Interval between Publication and Entry into Force

C. Consultation and Comments on New and Amended Rules

Prior Consultation and Commenting on New and Amended Rules
Information on Policy Objectives Sought

D. Advance Rulings

Provision of Advance Rulings

E. Appeal Procedures

Right of Appeal
Release of Goods in Event of Appeal

F. Other Measures to Enhance Impartiality and Non-Discrimination

Uniform Administration of Trade Regulations

Maintenance and Reinforcement of Integrity and Ethical Conduct Among Officials
Establishment of a Code of Conduct

Computerized System to Reduce/Eliminate Discretion

System of Penalties

Technical Assistance to Create/Build up Capacities to Prevent and Control Customs Offences
Appointment of Staff for Education and Training

Coordination and Control Mechanisms

G. Fees and Charges Connected with Importation and Exportation

General Disciplines on Fees and Charges Imposed on or in Connection with Importation and
Exportation

Specific Parameters for Fees/Charges

Publication/Notification of Fees/Charges

Prohibition of Collection of Unpublished Fees and Charges

Periodic Review of Fees/Charges

Automated Payment

Reduction/Minimization of the Number and Diversity of Fees/Charges

H. Formalities Connected with Importation and Exportation

Disciplines on Formalities/Procedures and Data/Documentation Requirements Connected
with Importation and Exportation

Non-discrimination

Periodic Review of Formalities and Requirements
Reduction/Limitation of Formalities and Documentation Requirements
Use of International Standards

Uniform Customs Code

Acceptance of Commercially Available Information and of Copies
Automation

Single Window/One-time Submission

Elimination of Pre-Shipment Inspection

Phasing out Mandatory Use of Customs Brokers

I. Consularization

Prohibition of Consular Transaction Requirement
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J. Border Agency Cooperation
e Coordination of Activities and Requirement of all Border Agencies

K. Release and Clearance of Goods
o Expedited/Simplified Release and Clearance of Goods
e Pre-arrival Clearance
e Expedited Procedures for Express Shipments
e Risk Management /Analysis, Authorized Traders
e Post-Clearance Audit
e Separating Release from Clearance Procedures
e  Other Measures to Simplify Customs Release and Clearance
o Establishment and Publication of Average Release and Clearance Times

L. Tariff Classification
e Objective Criteria for Tariff Classification

M. Matters Related to Goods Transit
e Strengthened Non-discrimination
e Disciplines on Fees and Charges
e Publication of Fees and Charges and Prohibition of Unpublished ones
e Periodic Review of Fees and Charges
e More effective Disciplines on Charges for Transit
e Periodic Exchange Between Neighbouring Authorities

e Disciplines on Transit Formalities and Documentation Requirements
(a)  Periodic Review

(b)  Reduction/Simplification

(c)  Harmonization/Standardization

(d)  Promotion of Regional Transit Arrangements

(e)  Simplified and Preferential Clearance for Certain Goods
® Limitation of Inspections and Controls

(g)  Sealing

(h)  Cooperation and Coordination on Document Requirements
(1) Monitoring

() Bonded Transport Regime/Guarantees

e Improved Coordination and Cooperation
(a) Among Authorities

(b) Between Authorities and the Private Sector

6. Committee on Trade and Environment, Special Session
Status

Following the Doha Ministerial Conference in 2001, the Trade Negotiations Committee established a
Special Session of the Committee on Trade and Environment (CTE-SS) to implement the mandate in
paragraph 31 of the Doha Declaration. Paragraph 31 of the Doha Declaration includes a mandate to
pursue negotiations, without prejudging their outcome, in three areas:
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(1) the relationship between existing WTO rules and specific trade obligations (STOs) set out in
Multilateral Environmental Agreements (MEAs) (with the negotiations limited to the applicability of
existing WTO rules among parties to such MEAs and without prejudice to the WTO rights of
Members that are not parties to the MEAs in question);

(i1))  procedures for regular information exchange between MEA secretariats and relevant WTO
committees, and the criteria for granting observer status; and

(iii))  the reduction or, as appropriate, elimination of tariff and non-tariff barriers to trade in
environmental goods and services.

Major Issuesin 2006

In 2006, the CTE-SS had two formal meetings and six informal meetings, including several information
sessions, which focused primarily on the Doha Declaration sub-paragraph 31(iii) negotiating mandate.
Members continued to intensify their discussions on environmental goods in 2006, seeking to clarify the
scope of the mandate. Nine Members, including the United States, have put forward lists of
environmental goods, which have been discussed in detail. The U.S. list, submitted in July 2005,
proposed coverage of 155 products. The products included in Members’ lists (such as air pollution filters
and solar panels) have been compiled in the WTO Secretariat’s Synthesis of Submissions on
Environmental Goods.” Also in 2006, discussions continued surrounding the EU’s “alternative” approach
to multilateral tariff-cutting negotiations, described as the national “Environmental Project Approach.”
There continues to be, at this stage, a divergence of views as to how the work should proceed in the CTE-
SS, and how the CTE-SS should interface with the Non-Agriculture Market Access Negotiating Group
and the Council on Trade in Services in Special Session, where environmental goods and services market
access are also under discussion.

Concerning the sub-paragraph 31(i) mandate on MEA Specific Trade Obligations and WTO Rules, a
large majority of Members, including the United States, continued to note their interest in further
experience-based discussions and to resist premature consideration of potential results in the negotiations.
However, the EU proposed a draft Ministerial Decision in this negotiating area (TN/TE/W/68), which
outlines a set of principles that they believe should govern the WTO-MEA relationship. Many Members,
including the United States, rejected the proposal, saying, inter alia, that it goes far beyond the sub-
paragraph 31(i) mandate. There was little active discussion of the sub-paragraph 31(ii) mandate on
information exchange and observer status, although Members are generally supportive of identifying
additional means to enhance information exchange between MEA secretariats and WTO bodies. On
observer status, Members were able to agree on a separate decision to allow certain MEA secretariats to
be invited on an ad hoc basis to attend CTE-SS meetings. With respect to a more permanent status, a
number of delegations continue to express the view that the issue of criteria for observership is dependent
on an outcome in more general ongoing General Council and TNC deliberations.

Prospects for 2007

In 2007, the CTE-SS is expected to move toward fulfillment of all aspects of the mandate under
Paragraph 31 of the Doha Declaration, taking into account progress made in related negotiating groups.
Under sub-paragraph 31(i), Members are expected to wrap-up their discussions of national experiences in
negotiation and implementation of STOs set out in MEAs, including drawing any lessons that might be
learned from such experiences. The United States continues to view this experience-based exchange as

4 This publication is contained in document TN/TE/W/63, which is available on the WTO website,

WWW.Wt0.01g.
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the best way to explore the relationship between WTO rules and STOs contained in MEAs and believes
that these experiences should form the basis for an outcome in the negotiations. Discussions under sub-
paragraph 31(ii) are likely to become more concrete in the coming year, as many Members feel that this is
an area ripe for progress. Several Members have also noted their interest in exploring linkages between
sub-paragraphs 31(i) and (ii), in light of the view that enhanced cooperation between the WTO and MEA
secretariats could contribute to improving both international and national coordination, and could further
contribute to a mutually supportive relationship between the trade and environment regimes. Finally, the
CTE-SS will remain the forum for discussing the importance of liberalization in both environmental
goods and services in order to secure concrete benefits associated with access to state-of-the-art
environmental technologies that promote sustainable development. The United States will continue to
show leadership in advancing a robust outcome in the negotiations, one that opens markets for
environmental goods and services, and supports Members’ environmental and development policies.

7. Dispute Settlement Body, Special Session
Status

Following the Doha Ministerial Conference in 2001, the Trade Negotiations Committee established the
Special Session of the Dispute Settlement Body (DSB) to fulfill the Ministerial mandate found in
paragraph 30 of the Doha Declaration which provides: “We agree to negotiations on improvements and
clarifications of the Dispute Settlement Understanding. The negotiations should be based on the work
done thus far as well as any additional proposals by Members, and aim to agree on improvements and
clarifications not later than May 2003, at which time we will take steps to ensure that the results enter into
force as soon as possible thereafter.” In July 2003, the General Council decided that: (i) the timeframe for
conclusion of the negotiations on clarifications and improvements of the Understanding on Rules and
Procedures Governing the Settlement of Disputes (DSU) be extended by one year, i.e., to aim to conclude
the work by May 2004 at the latest; (ii) this continued work build on the work done to date, and take into
account proposals put forward by Members as well as the text put forward by the Chairman of the Special
Session of the DSB (DSB-SS); and (iii) the first meeting of the DSB-SS when it resumed its work be
devoted to a discussion of conceptual ideas. Due to complexities in negotiations, deadlines were not met.
In August 2004, the General Council decided that Members should continue work towards clarification
and improvement of the DSU, without establishing a deadline.

Major Issuesin 2006

The DSB-SS met four times during 2006 in an effort to implement the Doha mandate. In previous phases
of the review of the DSU, Members had engaged in a general discussion of the issues. Following that
general discussion, Members tabled proposals to clarify or improve the DSU. Members then reviewed
each proposal submitted and requested explanations and posed questions to the Member(s) making the
proposal. Members also had an opportunity to discuss each issue raised by the various proposals.

The United States has advocated two proposals. One would expand transparency and public access to
dispute settlement proceedings. The proposal would open WTO dispute settlement proceedings to the
public for the first time and give greater public access to submissions and panel reports. In addition to
open hearings, public submissions and early public release of panel reports, the U.S. proposal calls on
WTO Members to consider rules for “amicus curiag” submissions -- submissions by non-parties to a
dispute. WTO rules currently allow such submissions, but do not provide guidelines on how they are to
be considered. Guidelines would provide a clearer roadmap for handling such submissions.

In addition, the United States, joined by Chile, submitted a proposal to help improve the effectiveness of
the WTO dispute settlement system in resolving trade disputes among Members. The joint proposal
contained specifications aimed at giving parties to a dispute more control over the process and greater

II. The World Trade Organization | 19



flexibility to settle disputes. Under the present dispute settlement system, parties are encouraged to
resolve their disputes, but do not always have all the tools with which to do so.

Prospectsfor 2007

In 2007, Members will continue to work to complete the review of the DSU. Members will be meeting
several times over the course of 2007.

8. Council for Trade-Related Aspects of Intellectual Property Rights, Special Session

Status

With a view to completing the work started in the Council for Trade-Related Aspects of Intellectual
Property Rights (TRIPS Council) on the implementation of Article 23.4 of the Agreement on Trade-
Related Aspects of Intellectual Property Rights (TRIPS Agreement), Ministers agreed at the 2001 Doha
Ministerial Conference to negotiate the establishment of a multilateral system of notification and
registration of geographical indications (GIs) for wines and spirits. At the 2005 Hong Kong Ministerial
Conference, Ministers agreed to intensify negotiations in order to complete them within the overall time-
frame for the conclusion of the Doha negotiations. This topic is the only issue before the Special Session
of the TRIPS Council.

Major Issuesin 2006

During 2006, the TRIPS Council’s Special Session continued its negotiations on implementation of
Article 23.4 of the TRIPS Agreement, working to facilitate protection of certain GIs. There was no shift,
during the course of the year, in currently-held positions among the Members, nor any movement towards
bridging sharp differences between competing proposals. Key positions are reflected in a 2005 WTO
Secretariat document (TN/IP/W/12) which contains a side-by-side presentation of the three proposals
before the Special Session. In a July 2006 report to the TNC (TN/IP/16), the Chairman of the TRIPS
Council Special Session highlighted, in particular, ongoing divergences with respect to participation in
the multilateral register system (whether the system would apply to all Members or only to those opting to
participate in it) and legal effects of the system (the extent to which legal effects at the domestic level
determine the effect of registration of a geographical indication for a wine or spirit in the system). The
Chairman also noted that further work would be required with respect to considering the costs and
administrative burdens of a multilateral register system, particularly for developing country Members.

The United States, together with Argentina, Australia, Canada, Chile, Colombia, Costa Rica, the
Dominican Republic, Ecuador, El Salvador, Guatemala, Honduras, Japan, Namibia, New Zealand, the
Philippines, and Chinese Taipei continued to support the Joint Proposal under which Members would
notify their Gls for wines and spirits for incorporation into a register on the WTO website, and several
Joint Proposal co-sponsors submitted a Draft TRIPS Council Decision on the Establishment of a
Multilateral System of Notification and Registration of Geographical Indications for Wines and Spirits to
the Special Session to set out clearly in draft legal form a means by which Members could implement the
mandate from paragraph 18 of the Doha Ministerial Declaration and Article 23.4 of the TRIPS
Agreement. Members choosing to use the system would agree to consult the system when making any
decisions under their domestic laws related to GIs or, in some cases, trademarks. Implementation of this
proposal would not impose any additional obligations with regard to geographical indications on
Members that chose not to participate nor would it place undue burdens on the WTO Secretariat.

The EU together with a number of other Members continued to support their alternative proposal for a

binding, multilateral system for the registration and protection of Gls for wines and spirits. The current
EU position is reflected in a June 2005 document in the form of draft legal text that combines two
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proposals: the multilateral GI register for wines and spirits and an amendment to the TRIPS Agreement to
extend Article 23-level GI protection to products beyond wines and spirits. The effect of this proposal is
to expand the scope of the negotiations to all GI products and to propose that any GI notified to the EU’s
proposed register would be automatically protected as a GI throughout the world with very few
permissible grounds for objection. At the international level, Members would have eighteen months in
which to object to the registration of particular notified Gls that they believed were not entitled to
protection within their own territory. If no objections were made, each notified GI would be registered
and all Members would be required to provide protection as required under Article 23. If an objection
were made, the notifying Member and the Member objecting would negotiate a solution, but the GI would
have to be protected by all Members that had not objected. In addition, although certain limited
objections to the registered GI would be available in domestic judicial proceedings, the notified GI would
be presumed valid against a competing rightholder, including a prior rightholder. Essentially, in both
cases in which an objection were made at the international or domestic levels, the system proposed by the
EU could, as a practical matter, enable one Member to mandate GI protection in another Member simply
by notifying that GI to the system. Such a proposal would negatively affect pre-existing trademark rights,
as well as investments in generic food terms, and would directly contradict the principle of territoriality
with respect to intellectual property.

A third proposal, from Hong Kong China, remains on the table. This proposal is aimed at establishing a
system under which a registration should be accepted by participating Members’ domestic courts,
tribunals or administrative bodies as prima facie evidence: (a) of ownership; (b) that the indication is
within the definition of geographical indications under Article 22.1 of the TRIPS Agreement; and (c) that
it is protected in the country of origin. The intention is that the issues will be deemed to have been proved
unless evidence to the contrary is produced by the other party to the proceedings before domestic courts,
tribunals or administrative bodies when dealing with matters related to Gls. In effect, a rebuttable
presumption is created in favor of owners of geographical indications in relation to the three relevant
issues. Although this proposal has been discussed in the Special Session, it has not been endorsed by
supporters of either the Joint Proposal or the EU proposal.

Prospectsfor 2007

The United States will aggressively pursue additional support for the Joint Proposal in the coming year,
and will seek a more flexible and pragmatic approach on the part of the EU, so that the negotiations can
be completed.

9. Committee on Trade and Development, Special Session

Status

The Special Session of the Committee on Trade and Development (CTD-SS) was established by the TNC
in February 2002, to fulfill the Doha mandate to review all special and differential treatment (S&D)
provisions “with a view to strengthening them and making them more precise, effective and operational.”
Under existing S&D provisions, Members provide developing country Members with technical assistance
and transitional arrangements toward implementation of WTO Agreements and, ultimately, full
integration into the multilateral trading system. S&D provisions also enable Members to provide
developing country Members with better-than-MFN access to markets.

As part of the S&D review, developing country Members have submitted 88 proposals to augment
existing S&D provisions in WTO agreements. Following intensive negotiations in 2002 and 2003, the
CTD-SS agreed ad referendum on a nearly a third of those proposals for consideration at the Fifth
Ministerial Conference in Cancun, Mexico in 2003. Due to the breakdown of the DDA negotiations,
these proposals were not adopted at Cancun. Since Cancun, WTO Members have taken no action to
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adopt them, and in November 2005 the Africa Group submitted a paper to the CTD-SS repudiating the
agreed texts of these proposals. In 2004 and early 2005, focus of the CTD-SS shifted to discussions on
new approaches to address the mandate more effectively, and reflected a desire to find a more productive
approach than that associated with the specific proposals that individual Members or groups tabled.
Despite extensive discussions, Members were unable to reach agreement on an alternative framework for
approaching the mandate of the CTD-SS.

Leading up to the 2005 Hong Kong Ministerial, Members turned their focus in the CTD-SS to five S&D
proposals put forth by the LDC Members. These included proposals on: access to WTO waivers;
coherence: duty-free and quota-free treatment (DFQF) for LDC Members; Trade Related Investment
Measures (TRIMS); and flexibility for LDC Members that have difficulty implementing their WTO
obligations. At the Hong Kong Ministerial Conference, Members reached agreement in these five areas.
The decisions on these proposals are contained in Annex F of the Hong Kong Ministerial Declaration.

Major Issuesin 2006

Following Hong Kong, the CTD-SS conducted a thorough “accounting” of the remaining agreement-
specific proposals. Though the number of proposals had been reduced considerably since their
introduction in 2002 and 2003, divergences among Members’ positions on the remaining proposals were
quite wide. Early in the year, CTD-SS Chairman Gafoor conducted a survey of the proposals which had
been referred to other negotiating groups or Committees due to their technical complexity. The responses
by other Chairpersons to his survey indicated that Members had not been able to make much headway on
those proposals in those other bodies, due in part to the wide divergence of views on the issues, as well as
to a lack of engagement by the original proponents. CTD-SS Chairman Gafoor reported that the
Chairpersons of the other bodies highlighted that proponents need to take the lead and engage with other
Members and, thereafter if necessary, to redraft their proposals.

With respect to the remaining proposals still under consideration in the CTD-SS, Chairman Gafoor’s
“accounting” showed that -- due to the work completed by the CTD-SS over the years and to other
developments, including the expiry of the Agreement on Textiles and Clothing -- the number of
outstanding proposals had been reduced considerably. However, the remaining proposals were clearly
those on which the divergences among Members’ views were the greatest. Without prejudging outcomes
or setting expectations on the number of, or the shape of, any outcome, Members agreed to consider a
handful of proposals. These proposals covered issues relating to the scope for action relating to
government subsidies, balance-of-payments adjustment and infant industry protection under Article
XVIII (two proposals); access to WTO waivers for non-LDC developing country Members; transition
periods under the SPS Agreement; and allocation of Import Licenses to developing country Members.
No consensus on these proposals emerged during the discussions in 2006.

The Hong Kong Declaration directs the CTD-SS to “resume work on all other outstanding issues,
including the cross-cutting issues, the Monitoring Mechanism and the architecture of WTO rules.” In
2006, Chairman Gafoor conducted formal and informal discussions on these concepts, including those
related to increasing Members’ understanding of the utilization and effectiveness of S&D through
monitoring and evaluation. These discussions reflected a desire on the part of some Members to find a
more productive approach than that associated with continuing to revisit the Agreement-specific
proposals tabled by individual Members or groups. Still, other developing country Members are
concerned that any type of work other than the Agreement-specific proposals would address the sensitive
issue of differentiation of treatment among developing country Members on the application of particular
S&D provisions (also referred to as “graduation” of the more advanced developing country from S&D
treatment). Here again, no consensus on these concepts emerged in 2006.
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Prospectsfor 2007

In 2007, work will continue on the remaining S&D proposals and on the underlying issues inherent in
them. As in 2006, much of the practical work on S&D in 2007 is likely to take place in the other
Negotiating Groups, for example the Negotiating Groups on Agriculture, Non-Agricultural Market
Access, Services, and Trade Facilitation. However, it is also likely that discussions will continue in the
CTD-SS toward a mechanism to monitor implementation of S&D provisions and other cross-cutting
issues.

C. Work Programs Established in the Doha Development Agenda

1. Working Group on Trade, Debt and Finance
Status

Ministers at the 2001 Doha Ministerial Conference established the mandate for the Working Group on
Trade, Debt and Finance (WGTDF). Ministers instructed the WGTDF to examine the relationship
between trade, debt and finance, and to examine recommendations on possible steps, within the mandate
and competence of the WTO, to enhance the capacity of the multilateral trading system to contribute to a
durable solution to the problem of external indebtedness of developing and least-developed country
Members. Ministers further instructed the WGTDF to consider possible steps to strengthen the coherence
of international trade and financial policies, with a view to safeguarding the multilateral trading system
from the effects of financial and monetary instability.

Major Issuesin 2006

The WGTDF held two formal meetings in 2006. The first meeting addressed papers provided by the
African, Caribbean and Pacific (ACP) Group and Argentina. For the second meeting, the agenda
included all written papers provided by Members since the establishment of the WGTDF. Topics covered
in these papers included linkages between trade and finance, linkages between trade and debt, the
WGTDF’s mandate and the WTO’s competence and mandate in relation to the linkages between trade,
debt and finance.

At these meetings, the United States and other Members continued to stress the importance that the
Working Group avoid venturing into discussion and work already covered by the mandates of the IMF
and World Bank as well as other relevant bodies of the WTO.

Prospectsfor 2007

In 2007, the WGTDF will continue to examine the relationship between trade, debt and finance, and any
possible recommendations on steps that might be taken within the mandate and competence of the WTO

to enhance the capacity of the multilateral trading system to contribute to a durable solution to the
problem of external indebtedness of developing and LDC Members.

2. Working Group on Trade and Transfer of Technology

Status

During the 2001 Doha Ministerial Conference, WTO Ministers agreed to an “examination... of the
relationship between trade and transfer of technology, and of any possible recommendations on steps that

might be taken within the mandate of the WTO to increase flows of technology to developing countries.”
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In fulfillment of that mandate, the TNC established the Working Group on Trade and Transfer of
Technology (WGTTT), under the auspices of the General Council, asking it to report on its progress to
the 2003 Ministerial Conference at Cancun. The WGTTT met four times in 2006, continuing its Doha
Ministerial mandate to examine the relationship between trade and the transfer of technology. During the
2005 Hong Kong Ministerial Conference, WTO Ministers recognized “the relevance of the relationship
between trade and transfer of technology” and further agreed that, “building on the work carried out to
date, this work shall continue on the basis of the mandate contained in paragraph 37 of the Doha
Ministerial Declaration.” Members have not reached consensus on any recommendations.

Major Issuesin 2006

In the period since the Doha Ministerial, the WGTTT has considered submissions from the Secretariat,
WTO Members, other WTO bodies, and other inter-governmental organizations.

In 2003, a group of developing country Members, led by India and Pakistan, circulated a paper entitled
“Possible Recommendations on Steps that Might be Taken within the Mandate of the WTO to Increase
Flows of Technology to Developing Countries.” The United States and several other Members have
objected to much of the analysis in this paper, which suggested that some WTO agreements were
hindering the transfer of technology. In particular, the United States and other Members expressed the
strong view that effective intellectual property rights protections under the TRIPS Agreement promote the
transfer of technology by private firms, rather than hindering such transfer, as the paper suggested.

During these discussions, the United States and other Members have consistently argued that market-
based trade and investment are the most efficient means of promoting technology transfer and that
governments should generally not require the transfer of technology. The United States has also argued
that the contribution of commerce to technology transfer reinforces the case for continued trade and
investment liberalization. The United States and other Members suggested that developing country
Members take steps to enhance their ability to absorb foreign technologies, and described how technical
assistance could promote technology transfer and absorption. Finally, the United States and other
Members expressed the view that many of the issues raised should be discussed in WTO bodies with
expertise on the particular subject matter.

In October 2005, India, Pakistan and the Philippines submitted a new paper, also entitled “Steps that
Might be Taken within the Mandate of the WTO to Increase Flows of Technology to Developing
Countries.” This paper was the focus of much of the WGTTT’s discussion in 2006. The submission
focused on: expanding technical assistance under the TRIPS Agreement; encouraging multinational firms
to perform science and technology development work in developing countries; discouraging use of
allegedly restrictive business practices by technology owners; and enhancing mobility of scientists and
technicians under the GATS Agreement. Although this paper raises some of the same concerns as
previous submissions, the United States and other Members expressed appreciation for the pragmatic
tone, and viewed it as a good basis for further discussions. The United States and other developed
country Members noted the extent to which the technical assistance issues raised in this paper may
already be addressed under the existing programs.

Prospectsfor 2007

As of this writing, no WGTTT meetings have been scheduled in 2007. It is expected that the group will
continue its examination of issues raised in the October 2005 India/Pakistan/Philippines paper.
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3. Work Programme on Electronic Commerce
Status

Pursuant to the Hong Kong Ministerial Declaration, Members are working to reinvigorate the Work
Programme on Electronic Commerce. To that end, Members are considering development-related issues
and the trade treatment, inter alia, of electronically delivered software. In addition, the moratorium on
imposing customs duties on electronic transmission, first agreed to in 1998, continues until the next
Ministerial Conference.

Since 2001, the Work Program on Electronic Commerce has held several dedicated discussions under the
auspices of the General Council. These informal discussions examined cross-cutting issues that the
various sub-bodies of the General Council identified as affecting two or more of the various WTO legal
instruments. The most controversial cross-cutting issue has been whether to classify electronically-
delivered products (e.g., software, music and video) as a good or a service. Resolution of that issue has
not been reached, but Members may examine it more thoroughly in the coming year.

Major Issuesin 2006

The Work Programme on Electronic Commerce remains an item in the Doha mandate. There have been
no follow-up dedicated discussions since the meeting in November 2005 during which Members
examined two issues raised by the United States — the trade treatment of electronically delivered software
and the customs duties moratorium on electronically transmitted products. No sessions of the Work
Programme were held in 2006.

Prospectsfor 2007

The United States remains committed to advancing meaningful trade policies that promote the growth of
electronic commerce. Indeed, the focus of work in all negotiating groups has been to advance market
openings in key information technology product and service sectors. Market access for these products
and services will further encourage the expansion of electronic commerce. The United States continues to
support extending the current practice of not imposing customs duties on electronic transmissions and is
in the process of examining ways to make the moratorium permanent and binding in the future.
Furthermore, the United States will work to focus Members’ attention on the growing importance of
maintaining a liberal trade environment for electronically-delivered software. Depending on progress in
the overall Doha Round, more sessions of the Work Programme are expected in 2007 to work toward
those objectives.

D. General Council Activities
Status

The WTO General Council is the highest-level decision-making body in the WTO that meets on a regular
basis during the year. It exercises all of the authority of the Ministerial Conference, which is required to
meet no less than once every two years. The General Council and Ministerial Conference consist of
representatives of all WTO Members.

Only the Ministerial Conference and the General Council have the authority to adopt authoritative
interpretations of the WTO Agreements, submit amendments to the Agreements for consideration by
Members, and grant waivers of obligations. The General Council or the Ministerial Conference must
approve the terms for all accessions to the WTO. Technically, meetings of both the Dispute Settlement
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Body (DSB) and the Trade Policy Review Body (TPRB) are meetings of the General Council convened
for the purpose of discharging the responsibilities of the DSB and TPRB, respectively.

Four major bodies report directly to the General Council: the Council for Trade in Goods, the Council for
Trade in Services, the Council for Trade-Related Aspects of Intellectual Property Rights, and the Trade
Negotiations Committee (TNC). In addition, the Committee on Trade and Environment, the Committee
on Trade and Development, the Committee on Balance of Payments Restrictions, the Committee on
Budget, Finance and Administration, and the Committee on Regional Trade Agreements report directly to
the General Council. The Working Groups established at the First Ministerial Conference in Singapore in
1996 to examine investment, trade and competition policy, and transparency in government procurement
also report directly to the General Council, although these groups have been inactive since the Cancun
Ministerial Conference in 2003. A number of subsidiary bodies report to the General Council through the
Council for Trade in Goods or the Council for Trade in Services. The Doha Ministerial Declaration
approved a number of new work programs and working groups which have been given mandates to report
to the General Council, such as the Working Group on Trade, Debt, and Finance and the Working Group
on Trade and Transfer of Technology. These mandates are part of DDA and their work is reviewed
elsewhere in this chapter.

The General Council uses both formal and informal processes to conduct the business of the WTO.

Informal groupings, which generally include the United States, play an important role in consensus-
building. Throughout 2006, the Chairman of the General Council conducted extensive informal
consultations, with both the Heads of Delegation of the entire WTO Membership and a wide variety of
smaller groupings. These consultations were convened with a view towards making progress on the core
issues in the DDA, as well as towards resolving outstanding issues on the General Council’s agenda. The
intensive work conducted in informal meetings at the Ministerial level in the months leading up to the
July General Council meeting, however, was not sufficient to break the impasse in the DDA negotiations.
The Chairman of the TNC therefore recommended to the General Council that work be suspended across
the Doha Round as a whole in order to enable the serious reflection that Members needed to do.

Major Issuesin 2006

Ambassador Eirik Glenne of Norway served as Chairman of the General Council in 2006. In addition to
work on the DDA, activities of the General Council in 2006 included:

Accessions. Capping over 11 years of work, the General Council approved the terms of accession for
Vietnam in November 2006. (See section on Accessions.) The General Council also approved a request
by Tonga to extend the time-limit for acceptance of its protocol of accession.

Aid for Trade: The General Council adopted the Report of the Task Force on Aid for Trade, but not the
recommendations. It decided to monitor follow-up work and take the recommendations as a work in
progress. (See section on Aid for Trade.)

Transparency Mechanism for RTAs: The General Council adopted provisionally an agreement on a new
“Transparency Mechanism for Regional Trade Agreements” which will provide for greater uniformity in
the quantity and quality of the information provided for review by Members in the Committee on
Regional Trade Agreements (CRTA) and the Committee on Trade and Development (CTD); the
Transparency Mechanism applies to all RTAs, including those between developing country Members
notified under the Enabling Clause. (See section on Negotiating Group on Rules).

China Transitional Review Mechanism: In December, the General Council concluded its fifth annual

review of China’s implementation of the commitments that China made in its Protocol of Accession. The
United States and other members commented on China’s progress as a WTO Member, while also raising
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concerns in areas such as intellectual property rights enforcement and urged China to make further
progress toward the institutionalization of market mechanisms, fairness, transparency, and predictability
in its trade regime

Bananas: Several banana-producing Latin American country Members registered complaints regarding
the effect of enlargement and tariffication of quotas under the EU banana regime. Under Article XXVIII,
a WTO Member that considers it has a “substantial interest™ that is not being recognized by the relevant
Member may refer the matter to the General Council for a formal determination. The General Council
considered these complaints over the course of 2006, but the issue remains unresolved.

Improving Transparency of Unilateral Preference Programs: The General Council approved a draft
decision proposed by Brazil and India inviting the CTD to review the transparency of preferential
agreements notified under paragraph 2 of the Enabling Clause. Under the decision, the CTD is to
“consider transparency” of such programs and report back to the General Council in 6 months.

Waivers of Obligations: The General Council adopted waiver extension requests for the Kimberley
process certification scheme for rough diamonds, Canada’s Caribcan, and Cuba. It also adopted the
waivers for the Harmonized System 2002 and 2007 changes to WTO schedules of tariff concessions.
Annex Il contains a detailed list of Article IX waivers currently in force.

Derestriction of GATT Documents: The General Council approved a decision in July to allow all
remaining restricted GATT documents to move into the public domain.

Prospects for 2007

The General Council is expected to be more active in 2007, as Members work to break the impasse in the
DDA and move the negotiations into their next phase. In addition to its management of the WTO and
oversight of implementation of the WTO Agreements, the General Council will continue to monitor
closely work on the DDA.

E. Council for Tradein Goods
Status

The WTO Council for Trade in Goods (CTG) oversees the activities of 12 committees (Agriculture,
Antidumping Practices, Customs Valuation, Import Licensing Procedures, Information Technology,
Market Access, Rules of Origin, Safeguards, Sanitary and Phytosanitary Measures, Subsidies and
Countervailing Measures, Technical Barriers to Trade, and Trade-related Investment Measures (TRIMS))
and the Working Party on State Trading Enterprises.

The CTG is the forum for discussing issues and decisions which may ultimately require the attention of
the General Council for resolution or a higher-level discussion, and for putting issues in a broader context
of the rules and disciplines that apply to trade in goods. The use of the GATT 1994 Article IX waiver
provisions, for example, is considered in the CTG. The CTG, for example, gave initial approval to
waivers for trade preferences granted to ACP countries and the Caribbean Basin Initiative (CBI) countries
by the European Union and the United States, respectively.

Major Issuesin 2006

In 2006, the CTG held four formal meetings, in March, May, July, and November. As the central
oversight body in the WTO for all agreements related to trade in goods, the CTG devoted its attention
primarily to providing formal approval of decisions and recommendations proposed by its subsidiary
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bodies. The CTG also served as a forum for airing initial complaints regarding actions that individual
Members had taken with respect to the operation of goods-related WTO Agreements. Many of these
complaints were resolved through consultation. In addition, five major issues were debated extensively in
the CTG in 2006:

Waivers: The CTG approved several requests for waivers, including those related to the implementation
of the Harmonized Tariff System and renegotiation of tariff schedules. In addition, the CTG took up
waiver requests for which discussions are continuing: the United States’ request concerning the African
Growth and Opportunity Act (AGOA), Caribbean Basin Economic Recovery Act (CBERA) and Andean
Trade Promotion Act (ATPA) and the EU’s request for an extension of its ACP banana tariff rate quota.

TRIMS Article 9 Review: The Council met on several occasions to consider proposals by India and Brazil
that would lower the level of obligations for developing country Members under the TRIMS Agreement.
Developed country Members opposed any changes to the TRIMS agreement. Consultations continue
concerning a proposal by developing country Members to have the Secretariat undertake a study of
developing country Members’ experiences with various TRIMS.

China Transitional Review: On November 20, the CTG conducted the fifth annual Transitional Review
Mechanism (TRM) of China, as mandated by the Protocol on the Accession of the People’s Republic of
China to the WTO. China supplied the CTG with information, answered questions that Members posed,
and reviewed the TRM reports of CTG subsidiary bodies. (See Chapter III Section F on China for a more
detailed discussion of China’s implementation of WTO commitments).

Textiles: The CTG met several times to review a proposal by small exporting Members to find ways to
assist them with post-Agreement on Textiles and Clothing (ATC) adjustment problems. These Members
argued that the elimination of quotas will result in a disastrous loss of market share from small suppliers
to the large exporters such as China and India. They asked that the CTG study this adjustment issue with
a view to adopting proposals to ease the transition. These proposals were blocked by the large exporting
Members, such as China and India. They argued that 40 years of textile restraints were long enough and
it was necessary for this sector to return to normal trade rules. China and India contended that any
attempt to ease the transition to a quota-free environment would perpetuate the distortions which had
characterized this sector for so long.

Prospectsfor 2007

The CTG will continue to be the focal point for discussing agreements in the WTO dealing with trade in
goods. Post-ATC adjustment, TRIMS Article 9 review and the three outstanding waiver requests will be
prominent issues on the agenda. In early 2007, the United States will submit revised requests for waivers
concerning AGOA, CBERA and ATPA that will reflect the changes in these programs contained in recent
U.S. legislation (H.R. 6111) that was signed into law by President Bush on December 20, 2006.

1. Committee on Agriculture
Status

In 1995, the WTO formed the Committee on Agriculture (the Agriculture Committee) to oversee the
implementation of the Agreement on Agriculture (the Agriculture Agreement) and to provide a forum for
Members to consult on matters related to provisions of the Agreement. In many cases, the Agriculture
Committee resolves problems on implementation, permitting Members to avoid invoking lengthy dispute
settlement procedures. The Committee also has responsibility for monitoring the possible negative effects
of agricultural reform on LDC and net food-importing developing country (NFIDC) Members.
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The Agriculture Agreement represents a major step forward in bringing agriculture more fully under
WTO disciplines. The Agreement establishes disciplines in three critical areas affecting trade in
agriculture. First, the Agreement places limits on the use of export subsidies. Products that had not
benefited from export subsidies in the past are banned from receiving them in the future. Where
Members had provided export subsidies in the past, the future use of export subsidies was capped and
reduced. Second, the Agreement set agricultural trade on a more predictable basis by requiring the
conversion of non-tariff barriers, such as quotas and import bans, into simple tariffs (a process referred to
as “tariffication”) with all agricultural tariffs “bound” and made subject to reduction commitments.
Third, the Agreement calls for reduction commitments on trade-distorting domestic supports, while
preserving criteria-based “green box™ policies that can provide support to agriculture in a manner that
minimizes distortions to trade.

Since its inception, the Agriculture Committee has proven to be a vital instrument for the United States to
monitor and enforce agricultural trade commitments that were undertaken by other Members in the
Uruguay Round. Members agreed to provide annual notifications of progress in meeting their
commitments in agriculture, and the Committee has met frequently to review the notifications and
monitor activities of Members to ensure that trading partners honor their commitments.

Under the watchful eye of the Committee, Members have, for the most part, complied with the
agricultural commitments that they undertook in the WTO. However, there have been important
exceptions where the U.S. agricultural trade interests have been adversely affected by other Members’
agricultural policies. In these situations, the Committee has frequently served as an indispensable tool for
resolving conflicts before they become formal WTO disputes.

Major Issuesin 2006

The Agriculture Committee held three formal meetings in January, May and October 2006 to review
progress on the implementation of commitments negotiated in the Uruguay Round. At those meetings,
Members undertook reviews based on notifications by Members in the areas of market access, domestic
support, export subsidies, export prohibitions and restrictions, and general matters relevant to the
implementation of commitments.

In total, 54 notifications were subject to review during 2006. The United States participated actively in
the review process and raised specific issues concerning the operation of Members’ agricultural policies.
The Committee proved to be an effective forum for raising issues relevant to the implementation of
Members’ commitments. For example, the United States used the review process to raise concerns about
the EU’s reform of its wine program. The United States also raised concerns about Thailand’s tariff rate
quota (TRQ) administration for soybean, corn and dry milk products. In addition, the United States used
the review process to raise concerns following the EU enlargement to include Bulgaria and Romania.

The United States raised questions concerning elements of domestic support programs used by Canada,
the EU, Switzerland, and Tunisia; identified restrictive import licensing and TRQ quota administration
practices by Canada, Japan and Thailand; and raised concerns about the use of export subsidies by
Canada.

During 2006, the Agriculture Committee addressed a number of other agricultural implementation-related
issues, such as: (1) development of internationally-agreed disciplines to govern the provision of export
credits, export credit guarantees, or insurance programs pursuant to Article 10.2 of the Agriculture
Agreement, taking into account the effect of such disciplines on NFIDCs; (2) review of Members’
notifications on TRQs in accordance with the General Council’s decision regarding the administration of
TRQ regimes in a transparent, equitable, and non-discriminatory manner; (3) annual monitoring of the
Marrakesh NFIDC decision on food aid; and (4) annual consultations, under Article 18.5 of the
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Agriculture Agreement, concerning Members’ participation in the normal growth of world trade in
agricultural products within the framework of commitments on export subsidies.

During 2006, no Members were added to the list of WTO NFIDCs. This current list comprises the
following developing country Members of the WTO: Barbados, Botswana, Céte d’Ivoire, Cuba,
Dominica, Dominican Republic, Egypt, Gabon, Honduras, Jamaica, Jordan, Kenya, Mauritius, Mongolia,
Morocco, Namibia, Pakistan, Peru, Saint Kitts and Nevis, Saint Lucia, Saint Vincent and the Grenadines,
Senegal, Sri Lanka, Trinidad and Tobago, Tunisia, and Venezuela.

Also during 2006 the Committee conducted the fifth annual Transitional Review Mechanism for China,
which is required as part of that country’s Protocol of Accession.

Prospectsfor 2007

The United States will continue to make full use of the Agriculture Committee to ensure transparency
through timely notification by Members and to enhance enforcement of Uruguay Round commitments as
they relate to export subsidies, market access, domestic support or any other trade-distorting practices by
WTO Members. In addition, the Committee will continue to monitor and analyze the impact of the
possible negative effects of the reform process on least-developed and NFIDCs in accordance with the
Agriculture Agreement.

2. Committeeon Market Access
Status

In January 1995, WTO Members established the Committee on Market Access (MA Committee),
consolidating the work under the GATT system of the Committee on Tariff Concessions and the
Technical Group on Quantitative Restrictions and other Non-Tariff Measures. The MA Committee
supervises the implementation of concessions on tariffs and non-tariff measures where not explicitly
covered by another WTO body, and is responsible for verification of new concessions on market access in
the goods area. The Committee reports to the Council on Trade in Goods.

Major Issuesin 2006

The MA Committee held five formal meetings and five informal meetings in 2006 to discuss the
following topics: (1) the ongoing review of WTO tariff schedules to accommodate updates to the
Harmonized Tariff System (HTS) tariff nomenclature; (2) the WTO Integrated Data Base; (3) finalizing
consolidated schedules of WTO tariff concessions in current HTS nomenclature; (4) reviewing the status
of notifications on quantitative restrictions and reverse notifications of non-tariff measures; and (5)
implementation issues related to “substantial interest.” The Committee also conducted its fifth annual
Transitional Review of China’s implementation of its WTO accession commitments.

Updates to the HTS nomenclature: The MA Committee examines issues related to the transposition and
renegotiation of the schedules of certain Members that adopted the HTS in the years following its
introduction on January 1, 1988. Since then, the HTS nomenclature has been modified twice, in 1996 and
2002, and a third modification is scheduled for 2007. Using agreed examination procedures, Members
have the right to object to any proposed nomenclature change affecting bound tariff items on grounds that
the new nomenclature (as well as any increase in tariff levels for an item above existing bindings)
represents a modification of the tariff concession. Members may pursue unresolved objections under
GATT 1994 Article XXVIII. The majority of Members have completed the process of implementing
HTS 1996 changes, but Argentina, Israel, Panama, and South Africa continue to require waivers.
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In 2005, the MA Committee agreed to new procedures using the Consolidated Schedule of Tariff
Concessions (CTS) database and assistance from the Secretariat for the introduction into Members’
schedules and verification of the 373 amendments that took effect on January 1, 2002 (HTS 2002). Work
on this conversion to HTS 2002, which is essential to laying the technical groundwork for analyzing tariff
implications of the DDA negotiations, continued throughout 2006. In addition, at its meeting of April 4,
2006, the Committee agreed that the WTO Secretariat would elaborate procedures to incorporate changes
in the Harmonized System to be introduced on January 1, 2007 (HTS 2007).

Integrated Data Base (IDB): The MA Committee addressed issues concerning the IDB, which is updated
annually with information on the tariffs, trade data and non-tariff measures maintained by WTO
Members. Members are required to provide this information as a result of a General Council Decision
adopted in July 1997. The United States continues to take an active role in pressing for a more relevant
database structure with the aim of improving the trade and tariff data supplied by WTO Members. As a
result, participation has continued to improve. As of December 2006, 128 Members have provided IDB
submissions. In 2006, the Committee granted requests from six intergovernmental organizations and
NGOs for access to the IDB and CTS databases.

Consolidated Schedule of Tariff Concessions (CTS): The MA Committee continued work on
implementing an electronic structure for tariff and trade data. The CTS includes: tariff bindings for each
WTO Member that reflect Uruguay Round tariff concessions; HTS 1996 and 2002 updates to tariff
nomenclature and bindings; and any other modifications to the WTO schedule (e.g., participation in the
Information Technology Agreement). The database also includes agricultural support tables. The CTS
will be linked to the IDB and will serve as the vehicle for conducting the DDA negotiations in agriculture
and non-agricultural market access.

China Transitional Review: In October 2006, the MA Committee conducted its fifth annual review of
China’s implementation of its WTO commitments on market access. The United States, with support
from other WTO Members, raised questions and concerns regarding China’s implementation in the areas
of trading rights, export restrictions, tariff-rate quota administration, and value-added tax administration.

Prospectsfor 2007

The ongoing work program of the MA Committee, while highly technical, will ensure that all WTO
Members’ schedules are up-to-date and available in electronic spreadsheet format. The Committee will
continue to explore technical assistance needs related to data submissions, and to review Members’
amended schedules based on the HTS 2002 revision as the Secretariat generates HTS 2002 schedules for
all Members. The successful completion of conversion to HTS 2002 will be a tremendous step forward in
technical preparation for the DDA negotiations and implementation of results.

3. Committee on the Application of Sanitary and | > "o

Phytosanitar Yy M easur es International Regulations and Standards Division
Foreign Agricultural Service

U.S. Department of Agriculture
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necessary. SPS measures protect against risks associated with plant or animal borne pests and diseases as
well as additives, contaminants, toxins and disease-causing organisms in foods, beverages, and feedstuffs.

Fundamentally, the SPS Agreement provides that SPS measures be based on science; be based on risk
assessment; and, in cases where no international standard exists or the proposed measure is not
substantially the same as the relevant international standard and may have a significant trade impact, be
adopted on a provisional basis and notified to the WTO SPS Secretariat for distribution to other Members
in sufficient time for Members to comment before final decisions are made. The SPS Agreement
provides for each Member to adopt a level of protection it considers appropriate with respect to SPS risk
consistent with the obligations described above.

The Committee on the Application of Sanitary and Phytosanitary Measures (the SPS Committee) is a
forum for consultation on Members’ existing and proposed SPS measures, the implementation and
administration of the SPS Agreement, technical assistance, and the activities of the international standard
setting bodies recognized in the SPS Agreement. These international standard setting bodies are: for
food, the Codex Alimentarius Commission; for animal health, the World Organization for Animal Health
(OIE); and for plant health, the International Plant Protection Convention (IPPC). The SPS Committee
also discusses specific provisions of the SPS Agreement, including: transparency in Members’
development and application of SPS measures (Article 7); equivalence (Article 4); regionalization
(Article 6); technical assistance (Article 9); and special and differential treatment (Article 10). Based on
discussions in the SPS Committee as well as bilateral discussions between Members, there is a consensus
that prevailing SPS issues and concerns generally stem from the failure of Members to implement fully
existing obligations under the SPS Agreement, and that the current text of the SPS Agreement does not
need to be changed. With this view in mind, the Committee has undertaken focused discussions on
various articles of the SPS Agreement. These discussions have provided Members the opportunity to
share experiences regarding implementation of SPS measures and to develop procedures to assist
Members in meeting specific SPS obligations.

For example, the SPS Committee has elaborated procedures or guidelines regarding: notification of SPS
measures; the “consistency” provisions under Article 5.5 of the SPS Agreement; equivalence; and
transparency regarding the provisions for special and differential treatment.

Participation in the SPS Committee is open to all WTO Members. In addition, representatives from a
number of international intergovernmental organizations are invited to attend Committee meetings as
observers on an ad hoc basis. A partial list of such observers includes: the Food and Agriculture
Organization (FAO); the World Health Organization (WHO); the Codex Alimentarius Commission; the
IPPC; the OIE; the International Trade Center; and the World Bank.

Major Issuesin 2006

In 2006, the SPS Committee met on four occasions. Three regular meetings were held in March, June
and October. The continuation of the October 2005 meeting was held in on February 1-2, 2006.
Members have increasingly utilized SPS Committee meetings to raise concerns regarding new and
existing SPS measures of other Members. For example, in 2006, the United States raised concerns with
measures imposed by India on products of biotechnology, Indonesia on horticultural goods, Thailand on
new entry requirements for food products, Japan on implementation of new maximum residue levels for
pesticides, veterinary drugs and feed additives, the EU on poultry, and Australia on apple imports. In
addition, Members treat Committee meetings as a forum for exchanging views and experiences regarding
the implementation of various provisions of the SPS Agreement, such as transparency, regionalization
and equivalence. Members also provide information to the SPS Committee on efforts to declare areas of
their country free from specified pests and diseases. The United States views these steps as positive
developments, as they demonstrate a growing familiarity with the provisions of the SPS Agreement and
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increasing recognition of the value of the SPS Committee as a venue to discuss SPS-related trade issues
among Members.

With assistance from the United States and other donors, representatives from most of the 34 Members
from the Americas attended each Committee meeting in 2003, 2004, 2005, and 2006. This attendance has
significantly expanded capital-based and Geneva-based participation in Committee meetings. In addition,
immediately prior to each SPS Committee meeting, these representatives have met to exchange views on
issues on the agenda.

BSE - TSE>: The SPS Committee devoted considerable time to discussing Members’ measures restricting
trade as a result of incidents of animal diseases, including trade in beef and beef products due to BSE-
related concerns. U.S. beef and other bovine-related exports were severely restricted by several Members
after the detection of a single imported cow in Washington State in 2003 infected with the disease and
two additional cases in 2005 in Texas, and 2006 in Alabama. At each of the meetings, the United States
updated Members with regard to its BSE surveillance program that indicates BSE prevalence in the
United States is extremely low. The United States encouraged all Members who have BSE-related
measures in place that unjustifiably restrict trade in U.S. beef and beef products, to remove them based on
the available scientific evidence clearly demonstrating the safety of U.S. beef and cattle. Other Members
joined the United States by noting concerns that many Members’ restrictions did not appear to be based
on the international standard established by the OIE and that no scientific justification was provided by
Members banning imports of beef and beef products. The United States expects that BSE will continue to
be an issue raised in the SPS Committee.

Avian Influenza: During the 2006 SPS Committee meetings, several WTO Members reported on their
efforts to control and eradicate avian influenza (Al) and the resulting restrictions on trade in poultry.
Members expressed concerns with the restrictions implemented by certain other Members on trade in
poultry that either did not appear to be based on the international standards established by the OIE or did
not appear to adhere to the regionalization provisions of the SPS Agreement.

Notifications: The SPS notification process is becoming increasingly important for trade, and has also
provided a means for Members to report on determinations of equivalence and special and differential
treatment. In 2006, the United States and other Members expressed concern about the failure of some
Members to notify SPS measures which could have significant effects on trade. The United States made
276 SPS notifications to the WTO Secretariat in 2006, and submitted comments on 77 SPS measures
notified by 24 Members.

Regionalization: The SPS Committee held informal meetings on regionalization in advance of each
formal Committee meeting in 2006. Regionalization can be an effective means to reduce restrictions on
trade due to animal and/or plant health concerns. In many cases, country-wide import prohibitions can be
reduced to state- or county-wide prohibitions, depending on the characteristics of the pest or disease at
issue as well as other factors. Some Members expressed concerns with the time Members require to make
regionalization decisions and to publish the appropriate regulations, and are seeking to establish
timeframes for decision-making. Due to the unique circumstances of the pest or disease in question,
environmental factors, the SPS infrastructure, and other significant issues, the United States believes the
OIE and IPPC Commissions are the appropriate bodies to consider the need and utility of timeframes.
The United States is working with Members on both sides of the timeframe issue to develop a consensus
approach to the regionalization debate in the Committee. The SPS Committee will continue to discuss
this issue.

Bovine Spongiform Encephalopathy and Transmissible Spongiform Encephalopathy.
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Review of the Agreement: Paragraph 3.4 of the Decision on Implementation-Related Issues and Concerns
adopted at the Fourth Session of the Ministerial Conference directs the SPS Committee to review the
operation and implementation of the SPS Agreement at least once every four years. During the course of
the third review in 2006, the SPS Committee held informal meetings in advance of the formal Committee
meetings. The United States identified transparency and special and differential treatment as priority
issues for the review. With regard to the Committee’s implementation of the SPS Agreement’s
transparency provisions, the United States, along with Australia and New Zealand, recommended that the
Committee’s principal tasks should be to focus on strengthening developing country Members’ enquiry
points; addressing a number of issues that have been raised previously by specific Members; and
reviewing the Secretariat’s handbook on transparency to assess better what progress Members have made
in meeting their transparency obligations. Regarding implementation of special and differential
treatment, the United States aimed to focus the Committee’s work by highlighting a number of sound
recommendations and initiatives by developing country Members that could improve the effectiveness of
technical assistance and serve as examples of successful regional and bilateral programs. The 2006
efforts of the WTO Secretariat were also critical to the Committee’s work on special and differential
treatment through the continued provision of opportunities for Members to attend various technical
seminars, including the March 31, 2006, workshop in Geneva held to facilitate communication between
donor and recipient countries.

China’s Transitional Review Mechanism: The United States participated in the SPS Committee’s fifth
review of China’s implementation of its WTO obligations as provided for in paragraph 18 of the Protocol
on the Accession of the People’s Republic of China. The United States submitted questions regarding
China’s notification and transparency procedures; the scientific basis for specific SPS measures which
restrict U.S. exports; risk assessment procedures; and control, inspection and approval procedures. Other
Members also provided written comments and questions and offered comments during the review. China
responded orally during the review and restated its commitment to implement fully the provisions of the
SPS Agreement.

Prospectsfor 2007

The SPS Committee will hold three meetings in 2007, and informal sessions are anticipated in advance of
each formal meeting. The Committee has a standing agenda for meetings that can be amended to
accommodate new or special issues. The SPS Committee will continue to monitor Members’
implementation activities and the discussion of specific trade concerns will continue to be an important
part of the Committee’s activities. The Committee will also continue to serve as an important venue for
Members to exchange information on SPS-related issues, including BSE, Al, food safety measures and
technical assistance.

The United States anticipates that the SPS Committee will also focus on furthering priorities identified in
the third review, such as the implementation of transparency, regionalization and the provision of
technical assistance under special and differential treatment. Finally, the Committee will continue to
monitor the use and development of international standards, guidelines and recommendations by Codex,
OIE and IPPC. The SPS Committee will also prepare for and conduct the sixth review of China’s
implementation of the SPS Agreement.

4. Committeeon Trade-Related | nvestment M easur es

Status

The Agreement on Trade-Related Investment Measures (the TRIMS Agreement), which entered into
force with the establishment of the WTO in 1995, prohibits investment measures that are inconsistent
with national treatment obligations under Article I11:4 of the GATT 1994 and reinforces the prohibitions
on quantitative restrictions set out in Article XI:1 of the GATT 1994. The TRIMS Agreement requires
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the elimination of certain measures imposing requirements on, or linking advantages to, certain actions of
foreign investors, such as measures that require, or provide benefits for, the incorporation of local inputs
in manufacturing processes (“local content requirements”) or measures that restrict a firm’s imports to an
amount related to the quantity of its exports or of its foreign exchange earnings (“trade balancing
requirements”). The Agreement includes an illustrative list of measures that are inconsistent with Articles
[II:4 and XI:1 of the GATT 1994.

Developments relating to the TRIMS Agreement are monitored and discussed both in the Council on
Trade in Goods (CTG) and in the Committee on Trade-Related Investment Measures (the TRIMS
Committee). Since its establishment in 1995, the TRIMS Committee has been a forum for the United
States and other Members to address concerns, gather information, and raise questions about the
maintenance, introduction, or modification of TRIMS by Members.

Major Issuesin 2006

The TRIMS Committee held three formal meetings during 2006, in May, June and October. TRIMS
issues were also discussed during several meetings of the CTG.

As part of the review of special and differential treatment provisions, the TRIMS Committee continued to
consider several TRIMS-related proposals submitted by a group of Members from Africa. These
proposals were revised and re-submitted at the June TRIMS Committee meeting.

As was the case in the previous submission, one proposal argued that Members should interpret and apply
the TRIMS Agreement in a manner that supports WTO-consistent measures taken by African Members to
safeguard their balance of payments. A second proposal argued that LDC or other low-income Members
experiencing balance-of-payments difficulties should be permitted to maintain measures inconsistent with
the TRIMS Agreement for periods of not less than six years. The final proposal would require the CTG
to grant new requests from certain African Members for the extension of transition periods or for fresh
transition periods for the notification and elimination of TRIMS.

In response to these proposals, the United States argued that any TRIMS imposed for balance-of-
payments purposes must follow existing WTO rules on balance-of-payments safeguards. The United
States also argued that it would not be appropriate to adopt fixed time periods for maintaining TRIMS in
response to balance-of-payments crises given the varying nature of such crises and that, given the lack of
requests for TRIMS extensions from LDC Members to date, it was not clear that a policy of automatically
granting requests for longer TRIMS transition periods was warranted. The TRIMS Committee is
expected to continue these discussions in 2007.

With respect to the outstanding issues related to the TRIMS Agreement, Brazil and India continued to
seek permission for developing country Members to use TRIMS prohibited by the TRIMS Agreement, if
such measures are deemed to be useful in promoting development. The United States and other
developed country Members argued that renegotiation of the TRIMS Agreement was not within the Doha
mandate. In addition, the United States argued that TRIMS were an inefficient means of promoting
development and could prove to be counterproductive.

Pursuant to paragraph 18 of the Protocol on the Accession of the People’s Republic of China to the WTO,
the TRIMS Committee conducted its fifth annual review in 2006 of China’s implementation of the
TRIMS Agreement and related provisions of the Protocol. The United States’ main objectives in this
review were to obtain information and clarification regarding China’s WTO compliance efforts and to
convey to China, in a multilateral setting, the concerns that it has regarding Chinese practices and/or
regulatory measures that may not be in accordance with China’s WTO commitments. During the October
meeting of the TRIMS Committee, U.S. questions focused on China’s foreign investment policies, and, in
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particular, rules governing the automotive and steel sectors, information on new investment restrictions
under consideration, new mergers and acquisition regulations, and the new Foreign Investment Catalogue.
U.S. agencies are analyzing China’s policies and its responses to U.S. questions in an effort to decide
whether and how to pursue these issues during future meetings of the CTG or the TRIMS Committee.

Prospectsfor 2007

The United States will engage other Members in efforts to promote compliance with the TRIMS
Agreement and avoid weakening the disciplines of that Agreement.

5. Committee on Subsidies and Countervailing M easur es’

Status

The Agreement on Subsidies and Countervailing Measures (the SCM Agreement) provides rules and
disciplines for the use of government subsidies and the application of remedies — through either WTO
dispute settlement or countervailing duty (CVD) action — to address subsidized trade that causes harmful
commercial effects. The SCM Agreement nominally divides subsidy practices into three classes:
prohibited (red light) subsidies; permitted yet actionable (yellow light) subsidies; and permitted non-
actionable (green light) subsidies.’

Export subsidies and import substitution subsidies are prohibited. All other subsidies are permitted, but
are actionable (through CVD or WTO dispute settlement actions) if they are (i) “specific”, i.e., limited to
a firm, industry or group thereof within the territory of a WTO Member and (ii) found to cause adverse
trade effects, such as material injury to a domestic industry or serious prejudice to the trade interests of
another Member. With the expiration of the Agreement’s provisions on green light subsidies, at present,
the only non-actionable subsidies are those which are not specific, as defined above.

Major Issuesin 2006

The Committee on Subsidies and Countervailing Measures (the SCM Committee) held two formal
meetings in 2006, in April and October. In addition to its routine activities of reviewing and clarifying
the consistency of Members’ domestic laws, regulations and actions with the SCM Agreement’s
requirements, Committee Members, including the United States, continued to accord special attention to
the general matter of subsidy notifications made to and considered by the Committee. During the fall
meeting, the Committee undertook its fifth transitional review with respect to China’s implementation of
the Agreement. Other issues addressed in the course of the year included: the examination of the export

6 For further information, see also the Joint Report of the United States Trade Representative and

the U.S. Department of Commerce, Subsidies Enforcement Annual Report to the Congress, February
2007.
! Prior to 2000, Article 8 of the SCM Agreement provided that certain limited kinds of government
assistance granted for industrial research and development (R&D), regional development, or
environmental compliance purposes would be treated as non-actionable subsidies. In addition, Article 6.1
of the SCM Agreement provided that certain other subsidies (e.g., subsidies to cover a firm’s operating
losses), referred to as dark amber subsidies, could be presumed to cause serious prejudice. If such
subsidies were challenged on the basis of these dark amber provisions in a WTO dispute settlement
proceeding, the subsidizing government would have the burden of showing that serious prejudice had not
resulted from the subsidy. However, as explained in our 1999 report, these provisions expired on January
1, 2000 because a consensus could not be reached among Members on whether to extend or the terms by
which these provisions might be extended beyond their five-year period of provisional application.
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subsidy program extension requests of certain developing country Members, the updating of the
methodology for Annex VII (b) of the Agreement and consideration of an appointment to the Permanent
Group of Experts. Further information on these various activities is provided below.

Review and Discussion of Notifications: Throughout the year, Members submitted notifications of: (1)
new or amended CVD legislation and regulations; (2) CVD investigations initiated and decisions taken;
and (3) measures which meet the definition of a subsidy and which are specific to certain recipients
within the territory of the notifying Member. Notifications of CVD legislation and actions, as well as
subsidy notifications, were reviewed and discussed by the Committee at both of its meetings.

In reviewing notified CVD legislation and subsidies, Committee procedures provide for the exchange in
advance of written questions and answers in order to clarify the operation of the notified measures and
their relationship to the obligations of the Agreement. To date, 86 Members of the WTO (counting the 27
members states of the European Union as one) have notified that they currently have CVD legislation in
place, or have notified that they have no such legislation; 35 Members have not, as yet, made a
notification. In 2006, the Committee reviewed the notifications of CVD laws and regulations of the
Former Yugoslav Republic of Macedonia, China, Mexico, and Israel ®

As for CVD measures, four Members notified CVD actions taken during the latter half of 2005, and four
Members notified actions taken in the first half of 2006. Specifically, the SCM Committee reviewed
actions taken by Canada, the EU, Japan, Mexico, and the United States. In 2006, 23 subsidy notifications
covering the 2004/2005 reporting period were reviewed. The Committee also continued its examination
of new and full notifications and updating notifications for earlier time periods. Notably, China submitted
its first subsidy notification in 2006 (see China Transitional Review below). Unfortunately, numerous
Members have never made a subsidy notification to the WTO, although many are lesser developed
country Members.

China Transitional Review: At the fall meeting, the SCM Committee undertook, pursuant to the Protocol
on the Accession of the People’s Republic of China, the fifth annual Transitional Review with respect to
China’s implementation of its WTO obligations in the areas of countervailing measures, subsidies and
pricing policies.

Following increasing pressure from the United States and other WTO members, China finally submitted
its long-overdue subsidies notification to the WTO’s Subsidies Committee in April 2006. Although the
notification is lengthy, with over 70 subsidy programs reported, it is also notably incomplete, as it failed
to notify any subsidies provided by China’s state-owned banks or by provincial and local government
authorities. In addition, while China notified several subsidies that appear to be prohibited, it did so
without making any commitment to withdraw them, and it failed to notify other subsidies that appear to
be prohibited. The United States has devoted significant time and resources to monitoring and analyzing
China’s subsidy practices, and these efforts helped to identify significant omissions in China’s subsidy
notification. In accordance with SCM Committee procedures, the United States submitted extensive
written questions and comments on China’s subsidies notification in July 2006, as did several other
Members, including the EU, Japan, Canada, Mexico, Australia, and Turkey. China has not yet responded
to these submissions. During the annual transitional review before the SCM Committee, held in October
2006, the United States reiterated its concerns about China’s subsidies notifications and urged China to
withdraw its prohibited subsidies immediately (see People’'s Republic of China, under Bilateral and
Regional Negotiations below for further details).

8 In keeping with WTO practice, the review of legislative provisions which pertain or apply to both

antidumping and CVD actions by a Member generally took place in the Antidumping Committee.
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Extension of the transition period for the phase out of export subsidies: Under the SCM Agreement, most
developing country Members were obligated to eliminate their export subsidies by December 31, 2002.
Article 27.4 of the SCM Agreement allows for an extension of this deadline provided certain conditions
are met. If the SCM Committee grants an extension, annual consultations with the Committee must be
held to determine the necessity of maintaining the subsidies.” If the Committee does not affirmatively
sanction a continuation, the export subsidies must be phased out within two years.

To address the concerns of certain small developing country Members, a special procedure within the
context of Article 27.4 of the SCM Agreement was adopted at the Fourth Ministerial Conference under
which countries whose share of world exports was not more than 0.10 percent and whose Gross National
Income was not greater than $20 billion could be granted a limited extension for particular types of export
subsidy programs subject to rigorous transparency and standstill provisions. Members meeting all the
qualifications for the agreed-upon special procedures were eligible for a five-year extension of the
transition period, in addition to the two years referred to under Article 27.4. Antigua and Barbuda,
Barbados, Belize, Costa Rica, Dominica, Dominican Republic, El Salvador, Fiji, Grenada, Guatemala,
Jamaica, Jordan, Mauritius, Panama, Papua New Guinea, St. Kitts and Nevis, St. Lucia, St. Vincent and
the Grenadines, and Uruguay have made yearly requests since 2001 under these special procedures.'
These requests were approved by the SCM Committee in 2002, 2003, 2004, and 2005.

Extension requests were again made in 2006 by all of the Members listed above. These requests required,
inter alia, a detailed examination of whether the applicable standstill and transparency requirements had
been met. In total, the SCM Committee conducted a detailed review of more than 40 export subsidy
programs. At the end of the process, all of the requests under the special procedures were granted.
Throughout the review and approval process, the United States took a leadership role in ensuring close
adherence to all of the preconditions necessary for continuation of the extensions.

Additionally, in early 2006, some of the Members currently benefiting from the extension under the
special procedures proposed a further 10-year extension until 2018."" Under the proposal, only those
programs previously granted an extension would be eligible under the same conditions currently in place.
Members have exchanged written questions and answers and have engaged in informal consultations
regarding the proposal. The SCM Committee’s review of the proposal will continue into 2007.

The Methodology for Annex V11 (b) of the SCM Agreement: Annex VII of the SCM Agreement identifies
certain lesser developed country Members that are eligible for particular special and differential
treatment. Specifically, the export subsidies of these Members are not prohibited and, therefore, are not
actionable as prohibited subsidies under the dispute settlement process. The Members identified in
Annex VII include those WTO Members designated by the United Nations as “least developed countries”
(Annex VII(a)) as well as countries that had, at the time of the negotiation of the Agreement, a per capita

’ Any extension granted by the SCM Committee would only preclude a WTO dispute settlement

case from being brought against the export subsidies at issue. A Member’s ability to bring a CVD action
under its national laws would not be affected.

10 Bolivia, Honduras, Kenya, and Sri Lanka are all listed in Annex VII of the SCM Agreement and
thus, may continue to provide export subsidies until their “graduation”. Therefore, these Members have
only reserved their rights under the special procedures in the event they graduate during the five-year
extension period contemplated by the special procedures. Because these Members are only reserving
their rights at this time, the SCM Committee did need to make any decisions as to whether their particular
programs qualify under the special procedures.

1 The Members proposing the extension were: Antigua and Barbuda, Belize, Barbados, Dominica,
Dominican Republic, El Salvador, Fiji, Grenada, Jamaica, Mauritius, Papua New Guinea, St. Kitts and
Nevis, St. Lucia, and St. Vincent and the Grenadines.
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GNP under $1,000 per annum and are specifically listed in Annex VII(b)."> A country automatically
“graduates” from Annex VII(b) status when its per capita GNP rises above the $1,000 threshold. When a
Member crosses this threshold it becomes subject to the subsidy disciplines of other developing country
Members.

Since the adoption of the SCM Agreement in 1995, the de facto interpretation by the SCM Committee of
the $1,000 threshold was that it reflected current (i.e., nominal or inflated) dollars. The concern with this
interpretation, however, was that a Member could graduate from Annex VII on the basis of inflation
alone, rather than on the basis of real economic growth.

In 2001, the Chairman of the SCM Committee, in conjunction with the WTO Secretariat, developed an
alternative approach to calculate the $1,000 threshold in constant 1990 dollars. At the Fourth Ministerial
Conference, decisions were made which led to the adoption of this methodology. The WTO Secretariat
updated these calculations in 2006."

Permanent Group of Experts: Article 24 of the SCM Agreement directs the Committee to establish a
Permanent Group of Experts (PGE) “composed of five independent persons, highly qualified in the fields
of subsidies and trade relations.” The Agreement articulates three possible roles for the PGE: (i) to
provide, at the request of a dispute settlement panel, a binding ruling on whether a particular practice
brought before that panel constitutes a prohibited subsidy, within the meaning of Article 3 of the SCM
Agreement; (ii) to provide, at the request of the Committee, an advisory opinion on the existence and
nature of any subsidy; and (iii) to provide, at the request of a Member, a “confidential” advisory opinion
on the nature of any subsidy proposed to be introduced or currently maintained by that Member. To date,
the PGE has not yet been called upon to perform any of the aforementioned duties. Article 24 further
provides for the Committee to elect the experts to the PGE, with one of the five experts being replaced
every year. In the beginning of 2006, the members of the Permanent Group of Experts were: Professor
Okan Aktan (Turkey); Mr. Yuji Iwasawa (Japan); Mr. Asger Petersen (Denmark); and Mr. Terence P.
Stewart (United States). Mr. Hyung-Jin Kim’s (Korea) term expired in the spring of 2005 and Mr.
Stewart’s term expired in 2006. The Committee has been unable to reach a consensus as to their
replacements.

Prospectsfor 2007

In 2007, the United States will continue to devote special attention to the subsidy notifications submitted
to and considered by the SCM Committee. The United States will particularly focus on China’s subsidy
notification and the Transitional Review Mechanism to ensure that China meets its obligations under its
Protocol of Accession and the SCM Agreement. As noted above, in 2007 the Committee will be
considering the additional export subsidy extension request by certain small exporter developing country
Members. Finally, the United States is prepared to take a leadership role in addressing any technical
questions or developing country issues that the SCM Committee may be asked to consider in the context
of issues that may arise within the Rules Negotiating Group.

12 Members identified in Annex VII(b) are: Bolivia, Cameroon, Congo, Cote d’Ivoire, Dominican

Republic, Egypt, Ghana, Guatemala, Guyana, India, Indonesia, Kenya, Morocco, Nicaragua, Nigeria,
Pakistan, Philippines, Senegal, Sri Lanka, and Zimbabwe. In recognition of the technical error made in
the final compilation of this list and pursuant to a General Council decision, Honduras was formally
added to Annex VII(b) on January 20, 2001.

B See G/SCM/110/Add.2.
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6. Committee on Customs Valuation

Status

The purpose of the Agreement on the Implementation of GATT Article VII (known as the WTO
Agreement on Customs Valuation, referred to herein as the ‘“Valuation Agreement”) is to ensure that
determinations of the customs value for the application of duty rates to imported goods are conducted in a
neutral and uniform manner, precluding the use of arbitrary or fictitious customs values. Adherence to
the Agreement is important for U.S. exporters, particularly to ensure that market access opportunities
achieved through tariff reductions are not negated by unwarranted and unreasonable “uplifts” in the
customs value of goods to which tariffs are applied. The use of arbitrary and inappropriate “uplifts” in
the valuation of goods by importing countries when applying tariffs can result in an unwarranted doubling
or tripling of duties.

Major Issuesin 2006

The Valuation Agreement is administered by the Committee on Customs Valuation (the Customs
Valuation Committee), which held two formal meetings in 2006. The Agreement established a Technical
Committee on Customs Valuation under the auspices of the World Customs Organization (WCO) with a
view to ensuring, at the technical level, uniformity in interpretation and application of the Valuation
Agreement. The Technical Committee also held two meetings in 2006.

In accordance with a 1999 recommendation of the WTO Working Party on Preshipment Inspection that
was adopted by the General Council, the Customs Valuation Committee continued to provide a forum for
reviewing the operation of various Members’ preshipment inspection regimes and the implementation of
the WTO Agreement on Preshipment Inspection.

The use of minimum import prices, a practice inconsistent with the provisions of the Agreement,
continues to diminish as more developing country Members undertake full implementation of the
Agreement. The United States has used the Customs Valuation Committee as an important forum for
addressing concerns on behalf of U.S. exporters across all sectors - including agriculture, automotive,
textile, steel, and information technology products - that have experienced difficulties related to the
conduct of customs valuation regimes outside of the disciplines set forth under the Agreement.

Achieving universal adherence to the Valuation Agreement in the Uruguay Round was an important
objective of the United States. The Agreement was initially negotiated in the Tokyo Round, but its
acceptance was voluntary until mandated as part of membership in the WTO. A proper valuation
methodology under the Agreement, avoiding arbitrary determinations or officially-established minimum
import prices, can be the foundation for the realization of market access commitments. Just as important,
the implementation of the Agreement also often represents the first concrete and meaningful steps taken
by developing country Members toward reforming their customs administrations and diminishing
corruption, and ultimately moving to a rules-based trade facilitation environment.

Because the Valuation Agreement precludes the use of arbitrary customs valuation methodologies, an
additional positive result is to diminish one of the incentives for customs officials to engage in corrupt
activities. However, some developing country Members may still be using valuation databases or other
practices as a means to apply minimum or arbitrary values to imported goods. Therefore, as part of an
overall strategic approach to advancing trade facilitation within the WTO, the United States has taken an
aggressive role on matters related to customs valuation during the past decade.

While many developing country Members undertook timely implementation of the Agreement, the
Customs Valuation Committee continued throughout 2006 to address various individual Member requests
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for either a transitional reservation for implementation methodology, or for a further extension of time for
overall implementation. Each decision has included an individualized benchmarked work program
toward full implementation, along with requirements to report on progress and specific commitments on
other implementation issues important to U.S. export interests. No Members maintain an extension of the
delay period in accordance with the provisions of paragraph 1, Annex III. One Member (Sri Lanka)
maintains reservations that have been granted under paragraph 2, Annex III for minimum values, and one
Member (Senegal) has requested an extension of a waiver for the application of minimum values granted
under Article IX of the WTO Agreement.

An important part of the Customs Valuation Committee’s work is the examination of implementing
legislation. As of October 2006, 73 Members had notified their national legislation on customs valuation.
During 2006, the Committee concluded the examinations of the legislations of India and Mexico, and
continued its examination of the legislation of Thailand. Members also discussed a complaint by Panama
challenging certain customs measures applied by Colombia to imports of goods from Panama and other
Members.

Working with information provided by U.S. exporters, the United States played a leadership role in these
examinations, submitting in some cases a series of questions as well as suggestions toward improved
implementation, particularly with regard to China, India and Mexico. The examinations of China and
Thailand will continue into 2007.

In 2006, the Customs Valuation Committee concluded China’s Fifth Transitional Review in accordance
with the Protocol of Accession of the People’s Republic of China to the WTO. During 2006, the United
States continued to seek clarifications about China’s customs-related regulatory measures and legislation.
The United States has been concerned about the implementation of these measures by China’s customs
personnel. The U.S. delegation continued to urge China to work to establish uniformity in the
administration of its customs valuation regime and its adherence to WTO customs valuation rules.

The Customs Valuation Committee’s work throughout 2006 continued to reflect a cooperative focus
among all Members toward practical methods to address the specific problems of individual Members.
As part of its problem-solving approach, the Committee continued to take an active role in exploring how
best to ensure effective technical assistance, including with regard to meeting post-implementation needs
of developing country Members.

Prospectsfor 2007

The Customs Valuation Committee’s work in 2007 will include reviewing the relevant implementing
legislation and regulations notified by Members, along with addressing any further requests by other
Members concerning implementation deadlines. The Committee will monitor progress by Members with
regard to their respective work programs that were included in the decisions granting transitional
reservations or extensions of time for implementation. In this regard, the Committee will continue to
provide a forum for sustained focus on issues arising from practices of all Members that have
implemented the Valuation Agreement, to ensure that such Members’ customs valuation regimes do not
utilize arbitrary or fictitious values such as through the use of minimum import prices. Finally, the
Committee will continue to address technical assistance issues as a matter of high priority.

7. Committee on Rulesof Origin

Status

The objective of the Agreement on Rules of Origin (the ROO Agreement) is to increase transparency,
predictability and consistency in both the preparation and application of rules of origin. The ROO
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Agreement provides important disciplines for conducting preferential and non-preferential origin regimes,
such as the obligation to provide binding origin rulings upon request to traders within 150 days of that
request. In addition to setting forth disciplines related to the administration of rules of origin, the ROO
Agreement provides for a work program leading to the multilateral harmonization of rules of origin used
for non-preferential trade. The Harmonization Work Programme (HWP) is more complex than initially
envisioned under the Agreement, which originally provided for the work to be completed within three
years after its commencement in July 1995. This work program continued throughout 2006 and will
continue into 2007.

The ROO Agreement is administered by the Committee on Rules of Origin (the ROO Committee), which
met formally once in 2006, and held informal consultations throughout the year. The Committee also
serves as a forum to exchange views on notifications by Members concerning their national rules of
origin, along with those relevant judicial decisions and administrative rulings of general application. The
ROO Agreement also established a Technical Committee on Rules of Origin with the World Customs
Organization to assist in the HWP.

Major Issuesin 2006

As of the end of 2006, 78 Members notified the WTO concerning non-preferential rules of origin. In
these notifications, 36 Members notified that they had non-preferential rules of origin and 42 Members
notified that they did not have a non-preferential rule of origin regime. Forty-five Members have not
notified non-preferential rules of origin.

Eighty-five Members have notified the WTO concerning preferential rules of origin, of which 81 notified
their preferential rules of origin and four notified that they did not have preferential rules of origin.
Thirty-nine Members have not notified preferential rules of origin.

Virtually all issues and problems cited by U.S. exporters as arising under the origin regimes of U.S.
trading partners arise from: administrative practices that are not transparent, discrimination and a lack of
predictability. Substantial attention has been given to the implementation of the ROO Agreement’s
important disciplines related to transparency, which constitute internationally recognized “best customs
practices.”

Many of the ROO Agreement’s obligations, such as issuing binding rulings upon request of traders in
advance of trade, have frequently been cited as a model for more broad-based commitments that could
emerge from future WTO work on Trade Facilitation.

The ROO Agreement has provided a means for addressing and resolving many problems facing U.S.
exporters pertaining to origin regimes, and the ROO Committee has been active in its review of the
Agreement’s implementation. The ongoing HWP leading to the multilateral harmonization of non-
preferential product-specific rules of origin has attracted a great deal of attention and resources.
Significant progress has been made toward completion of this effort, despite the large volume and
magnitude of complex issues which must be addressed for hundreds of specific products.

The ROO Committee continued to focus on the work program to achieve multilateral harmonization of
non-preferential rules of origin. U.S. proposals for the WTO origin HWP have been developed under the
auspices of a Section 332 study being conducted by the U.S. International Trade Commission pursuant to
a request by the U.S. Trade Representative. The U.S. proposals reflect input received from ongoing
consultations with the private sector as the negotiations have progressed from the technical stage to
deliberations at the ROO Committee. Representatives from several U.S. Government agencies continue
to be involved actively in the HWP, including the Bureau of Customs and Border Protection (formerly the
U.S. Customs Service), the U.S. Department of Commerce and the U.S. Department of Agriculture.
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In addition to the October 2006 formal meeting, the ROO Committee conducted numerous informal
consultations and working party sessions related to the HWP negotiations. The Committee’s work in
2006 proceeded in response to the August 1, 2005 General Council extension of the deadline for
completion of work on the 94 core policy issues by July 31, 2006. The General Council also agreed that
following resolution of the core policy issues, the Committee would complete its remaining work on the
HWP by December 31, 2006.

While the ROO Committee has made significant progress towards fulfilling the mandate of the ROO
Agreement to establish harmonized non-preferential rules of origin, the Committee is still grappling with
a number of fundamental issues including many product-specific rules of origin for agricultural and
industrial goods, and the scope of the prospective obligation to apply equally for all purposes the
harmonized non-preferential rules of origin.

This issue and the remaining “core policy issues” are among the most difficult and sensitive matters for
the Members and continued commitment and flexibility from all Members will be required to conclude
the work program and implement the non-preferential rules of origin.

The ROO Committee continued to make progress in reducing the number of issues that remained
outstanding under the HWP, and is proceeding on a track toward achieving consensus on product-specific
rules of origin for more than 5,000 tariff lines. In 2006, the Committee focused on 94 unresolved issues
identified as “core policy issues.” Many of these issues are particularly significant due to their broad
application across important product sectors, including fish, beef and beef products, dairy products, sugar,
industrial and automotive goods, semiconductors and electronics, and steel. Specific origin questions
among these “core policy issues” include, for example, how to determine the origin of fish caught in an
Exclusive Economic Zone, or whether refinement, fractionation and hydrogenation substantially
transform oil and fat products to a degree appropriate to confer country of origin. A cross-cutting
unresolved “core policy issue” continues to arise from the absence of common understanding among
Members concerning the scope of the Agreement’s prospective obligation, upon completion of the
harmonization and implementation of the results, for Members to “apply rules of origin equally for all
purposes.”

As a result, positions have sometimes been divided between a strictly neutral analysis under the criterion
of “substantial transformation” and an advocacy of restrictiveness for certain product-specific rules that
would be unwarranted for application to the normal course of trade, but is perceived as necessary for the
operation of certain regimes or measures covered by other Agreements, such as trade remedy measures
pursued under the Agreements on Anti-Dumping, Subsidies and Countervailing Measures, and
Safeguards.

Prospectsfor 2007

Further progress in the HWP will remain contingent on achieving appropriate resolution of the “core
policy issues” and to reaching a consensus on the scope of the prospective obligation to apply equally for
all purposes the harmonized non-preferential rules of origin. In accordance with a decision taken by the
General Council in July 2006, work will continue on addressing these issues in 2007, through informal
consultations as well as bilateral and small-group meetings. The General Council, at its meeting in
July 2006, extended the deadline for completion of work on the 94 core policy issues to July 31, 2007.
The General Council also agreed that following resolution of these core policy issues, the ROO
Committee would complete its remaining technical work by December 31, 2007.
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8. Committeeon Technical Barriersto Trade U.S. Inquiry Point

Status National Center for Standards and Certification
Information (NCSCI)
The Agreement on Technical Barriers to Trade (the TBT g\?‘ltlso]?)al Institute of Standards and Technology

Agreement) establishes rules and procedures regarding 100 Bureau Drive Gaithersburg, MD 20899-2100

the development, adoption and application of voluntary Telephone: (301) 975-4040
product standards, mandatory technical regulations and | puy. (301) 926-1559
the procedures (such as testing or certification) used to | email: nesci@nist.gov
determine whether a particular product meets such | website: http://www.nist.gov/ncsci

standards or regulations. The TBT Agreement’s aim is to

prevent the use of technical requirements as unnecessary | NIST offers a free web-based service, “Notify
barriers to trade. U.S.”, that provides U.S. export stakeholders with

the opportunity to review and comment on
proposed foreign technical regulations that can

Although the TBT Agreement applies to a broad range of affect them, By registering at “Notify U.S.". U.S.

industrial and agricultural products, sanitary and . . . A
users receive, via e-mail, notifications of changes

phytosanitary (SPS) measures and specifications for to foreign regulations for a specific industry sector
government procurement are covered under separate | ,nd/or country. To register on-line, visit URL:

agreements. TBT Agreement rules help to distinguish | http:/www.nist.cov/notifyus.
legitimate standards and technical regulations from

protectionist measures. Standards, technical regulations
and conformity assessment procedures are to be developed and applied on a nondiscriminatory basis,
developed and applied transparently, and should be based on relevant international standards and
guidelines, when appropriate.

The Committee on Technical Barriers to Trade (the TBT Committee)'* serves as a forum for consultation
on issues associated with the implementation and administration of the TBT Agreement. This purpose
includes discussions and/or presentations concerning specific standards, technical regulations and
conformity assessment procedures proposed or maintained by a Member that are creating adverse trade
consequences and/or are perceived to be violations of the Agreement. It also includes an exchange of
information on Member government practices related to implementation of the TBT Agreement and
relevant international developments.

Transparency and Availability of WTO/TBT Documents: A key benefit to the public resulting from the
TBT Agreement is the ability to obtain information on proposed standards, technical regulations and

14 Participation in the Committee is open to all WTO Members. Certain non-WTO Member

governments also participate, in accordance with guidance agreed on by the General Council.
Representatives of a number of international intergovernmental organizations were invited to attend
meetings of the Committee as observers: the International Monetary Fund (IMF), the United Nations
Conference on Trade and Development (UNCTAD); the International Trade Center (ITC); the
International Organization for Standardization (ISO); the International Electrotechnical Commission
(IEC); the Food and Agriculture Organization (FAO); the World Health Organization (WHO); the
FAO/WHO Codex Alimentarius Commission; the International Office of Epizootics (OIE); the
Organization for Economic Cooperation and Development (OECD); the UN Economic Commission for
Europe (UN/ECE); and the World Bank. The International Organization of Legal Metrology (OIML), the
United Nations Industrial Development Organization (UNIDO), the Latin American Integration
Association (ALADI), the European Free Trade Association (EFTA) and the African, Caribbean and
Pacific Group of States (ACP) have been granted observer status on an ad hoc basis, pending final
agreement by the General Council on the application of the guidelines for observer status for international
intergovernmental organizations in the WTO.
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conformity assessment procedures, and to provide written comments for consideration on those proposals
before they are finalized. Members are also required to establish a central contact point, known as an
inquiry point, that is responsible for responding to requests for information on technical requirements or
making the appropriate referral.

The National Institute of Standards and Technology (NIST) serves as the U.S. inquiry point. NIST
maintains a reference collection of standards, specifications, test methods, codes, and recommended
practices. This reference material includes U.S. Government agencies’ regulations and standards and
standards of U.S. and foreign non-governmental standardizing bodies. The inquiry point responds to
requests for information concerning federal, state and non-governmental standards, regulations, and
conformity assessment procedures. Upon request, NIST will provide copies of notifications of proposed
regulations from foreign governments received under the TBT Agreement. NIST also will provide
information on central contact points for information maintained by other WTO Members. NIST refers
requests for information concerning standards and technical regulations for agricultural products,
including SPS measures, to the U.S. Department of Agriculture, which maintains the U.S. inquiry point
pursuant to the WTO Agreement on Application of Sanitary and Phytosanitary Measures.

A number of documents relating to the work of the TBT Committee are available to the public directly
from the WTO website: www.wto.org. TBT Committee documents are indicated by the symbols,
“G/TBT/...”. Notifications by Members of proposed technical regulations and conformity assessment
procedures which are available for comment are issued as: G/TBT/N (the “N” stands for
“notification””)/USA (which in this case stands for the United States of America; three letter symbols will
be used to designate the WTO Member originating the notification)/X (where “x” will indicate the
numerical sequence for that Member)."> Parties in the United States interested in submitting comments to
foreign governments on their proposals should send them through the U.S. inquiry point at the address
above. Minutes of the TBT Committee meetings are issued as “G/TBT/M/...” (followed by a number).
Submissions by Members (e.g., statements, informational documents, proposals, etc.) and other working
documents of the Committee are issued as “G/TBT/W/...” (followed by a number). Decisions and
recommendations adopted by the TBT Committee are contained in G/TBT/1/Rev.8. As a general rule,
written information that the United States provides to the TBT Committee is submitted on an
“unrestricted” basis and is available to the public on the WTO website. The WTO Secretariat has
expanded the information it provides on its “technical barriers to trade” website which is available to the
public, including summaries of meetings, agendas, workshops, technical assistance, and key documents.

With the implementation of the Marrakesh Agreement establishing the WTO, all Members assumed
responsibility for compliance with the TBT Agreement. Although a form of the TBT Agreement had
existed as a result of the Tokyo Round, the expansion of its applicability to all Members as a result of the
Uruguay Round negotiations was significant and resulted in new obligations for many Members. The
TBT Agreement has secured the right for interested parties in the United States to have information on
proposed standards, technical regulations and conformity assessment procedures being developed by
other Members. It provides an opportunity for interested parties to influence the development of such
measures by taking advantage of the opportunity to provide written comments on drafts. Among other
things, this opportunity helps to prevent the establishment of technical barriers to trade. The TBT
Agreement has functioned well in this regard, although discussions on how to improve the operation of
the provisions on transparency are ongoing. Other disciplines and obligations, such as the prohibition of
discrimination and the call for measures not to be more trade restrictive than necessary to fulfill legitimate
regulatory objectives, have been useful in evaluating potential trade barriers and in seeking ways to
address them. Committee monitoring and oversight has served an important role. The TBT Committee
has served as a constructive forum for discussing and resolving issues, and this has perhaps alleviated the

13 Before 2000, the numbering of notifications of proposed technical regulations and conformity

assessment procedures read: “G/TBT/Notif./...” (followed by a number).
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need for more dispute settlement undertakings. Since its inception, an increasing number of Members
have used the Committee to highlight trade problems, including a number of developing country
members. To date, there has been only one WTO dispute concerning the rights and obligations under the
TBT Agreement (Peru’s challenge of the EU’s trade description of sardines).

Article 15.4 of the TBT Agreement obliges the Committee to review every three years the operation and
implementation of the Agreement. Four such reviews have now been completed (G/TBT/5, G/TBT/9,
G/TBT/13 and G/TBT/19). From the U.S. perspective, a key benefit of these reviews is that they prompt
WTO Members to review and discuss all of the provisions of the TBT Agreement, which facilitates a
common understanding of Members’ rights and obligations. The reviews have also stimulated the
Committee to host workshops on various topics of interest, including technical assistance, conformity
assessment, labeling, and good regulatory practice.

Major Issuesin 2006

The TBT Committee met three times in 2006 (March (G/TBT/M/38), June (G/TBT/M/39) and November
(G/TBT/M/40). At each of these meetings, Members made statements informing the Committee of
measures they had taken to ensure the implementation and administration of the TBT Agreement and
used Committee meetings to raise concerns about specific technical regulations or conformity assessment
procedures that affected, or had the potential to affect, trade adversely and were perceived to create
unnecessary barriers to trade. The number of specific trade concerns brought to the attention of the TBT
Committee set a record in 2006 with some 25 different concerns raised with regard to Members’
implementation and administration of the agreement. An increasing number of issues related to
environmental regulations and proposals (e.g., the EU’s “Registration, Evaluation, Authorization and
Restriction of Chemicals (REACH)” and “Energy Using Product (EuP) Directive”, and China’s
“Pollution Control of Electronic Information Products” (aka China RoHS)) drew significant attention.

In follow-up to the Third Triennial Review under Article 15.4 (G/TBT/13), and with a view to improving
Members’ implementation of Articles 5-9 of the TBT Agreement and promoting a better understanding of
Members’ conformity assessment systems, the TBT Committee held a Workshop on the “Different
Approaches to Conformity Assessment” on March 16-17, 2006.

At its March 2006 meeting, the TBT Committee completed the Eleventh Annual Review of the
Implementation and Operation of the TBT Agreement (G/TBT/18) and the Eleventh Annual Review of
the Code of Good Practice for the Preparation, Adoption and Application of Standards. This work was
based on the following background documents: a list of standardizing bodies that have accepted the Code
in 2005 (G/TBT/CS/1/Add.10), a list of standardizing bodies that have accepted the Code since January 1,
1995 (G/TBT/CS/2/Rev.12), and the Eleventh edition of the WTO TBT Standards Code Directory
prepared by the ISO/IEC Information Centre.

At the November 2006 meeting (G/TBT/19), the TBT Committee completed the Fourth Triennial Review
following a work program agreed to in November 2004 and on the basis of various Members’
submissions. The report provides an overview of the Committee’s work after eleven years of TBT
Agreement implementation and sets out an agenda for the future. The Review addressed: implementation
and administration of the Agreement; good regulatory practice; conformity assessment procedures;
transparency; technical assistance; and special and differential treatment.

At the November meeting, the TBT Committee also completed the Fifth Annual Transitional Review
mandated in the Protocol of Accession of the People’s Republic of China. The United States
(G/TBT/W/271), Japan (G/TBT/W/270), and the EU (G/TBT/W/272) submitted written comments and
questions. China’s submission is contained in G/TBT/W/274. The Committee’s report of the Review is
contained in G/TBT/20.
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During the 2006 meetings of the TBT Committee, representatives of the Codex, IEC, ISO, ITC, OECD,
OIML, UNCTAD and UNIDO (observers to the Committee) updated the Committee on their activities
relevant to the work of the TBT Committee, including on technical assistance.

Prospectsfor 2007

The TBT Committee will continue to monitor implementation of the TBT Agreement by Members. The
number of specific trade concerns raised in the Committee appears to be increasing. Follow-up on issues
raised in past reviews, including the Fourth Triennial Review, will continue. Discussion of new issues
will be driven by Member statements and submissions. In 2007, U.S. priorities are likely to continue to
focus on good regulatory practice, transparency and technical assistance. Also in 2007, the TBT
Committee is likely to hold one of its regular meetings of people responsible for information exchange
(inquiry points and notifications) in Geneva.

9. Committee on Antidumping Practices

Status

The Agreement on Implementation of Article VI of the General Agreement on Tariffs and Trade 1994
(the Antidumping Agreement) sets forth detailed rules and disciplines prescribing the manner and basis
on which Members may take action to offset the injurious dumping of products imported from another
Member. Implementation of the Antidumping Agreement is overseen by the Committee on Antidumping
Practices (the Antidumping Committee), which operates in conjunction with two subsidiary bodies, the
Working Group on Implementation (formerly the Ad Hoc Group on Implementation) and the Informal
Group on Anticircumvention.

The Antidumping Committee is an important venue for reviewing Members’ compliance with the detailed
provisions in the Antidumping Agreement, improving mutual understanding of those provisions, and
providing opportunities to exchange views and experiences with respect to Members’ application of
antidumping remedies.

The Working Group on Implementation (the Working Group) is an active body which focuses on
practical issues and concerns relating to implementation. Based on papers submitted by Members on
specific topics for discussion, the activities of the Working Group permit Members to develop a better
understanding of the similarities and differences in their policies and practices for implementing the
provisions of the Antidumping Agreement. Where possible, the Working Group endeavors to develop
draft recommendations on the topics it discusses, which it forwards to the Antidumping Committee for
consideration. It has drawn a high level of participation by Members and, in particular, by capital-based
experts and officials of antidumping administering authorities, many of whom are eager to obtain insight
and information from their peers. To date, the Antidumping Committee has adopted Working Group
recommendations on: (1) pre-initiation notifications under Article 5.5 of the Antidumping Agreement; (2)
the periods used for data collection in investigations of dumped imports and of injury caused or
threatened to be caused by such imports; (3) extensions of time to supply information; (4) the timeframe
to be used in calculating the volume of dumped imports for making the determination under Article 5.8 of
the Antidumping Agreement as to whether the volume of such imports is negligible; and (5) guidelines
for the improvement of annual reviews under Article 18.6 of the Antidumping Agreement.

Since the inception of the Working Group, the United States has submitted papers on most topics, and has
been an active participant at all meetings. Implementation concerns and questions stemming both from a
Member’s own administrative experience and from observing the practices of other Members are equally
addressed. While not a negotiating forum in either a technical or formal sense, the Working Group serves
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an important role in promoting improved understanding of the Antidumping Agreement’s provisions and
exploring options for improving practices among antidumping administrators.

At Marrakesh in 1994, Ministers adopted a Decision on Anticircumvention directing the Antidumping
Committee to develop rules to address the problem of circumvention of antidumping measures. In 1997,
the Antidumping Committee agreed upon a framework for discussing this important topic and established
the Informal Group on Anticircumvention (the Informal Group). Under this framework, the Informal
Group has discussed: (1) what constitutes circumvention; (2) what is being done by Members confronted
with what they consider to be circumvention; and (3) to what extent circumvention can be dealt with
under existing WTO rules and what other options may be deemed necessary.

Major Issuesin 2006

In 2006, the Antidumping Committee held meetings on April 27 (continued on July 18) and October 25-
26. At its meetings, the Antidumping Committee focused on implementation of the Antidumping
Agreement, in particular, by continuing its review of Members’ antidumping legislation. The Committee
also reviewed reports required of Members that provide information as to preliminary and final
antidumping measures and actions taken in each case over the preceding six months.

The following is a list of the more significant activities that the Antidumping Committee, the Working
Group and the Informal Group undertook in 2006:

Notification and Review of Antidumping Legislation: To date, 68 Members have notified that they
currently have antidumping legislation in place and 28 Members have notified that they maintain no such
legislation. In 2006, the Antidumping Committee reviewed notifications of new or amended antidumping
legislation submitted by the European Union, Israel, Mexico, and New Zealand. Members, including the
United States, were active in formulating written questions and in making follow-up inquiries at
Antidumping Committee meetings.

Noatification and Review of Antidumping Actions. In 2006, 24 Members notified that they had taken
antidumping actions during the latter half of 2005, whereas 23 Members did so with respect to the first
half of 2006. (By comparison, 30 Members notified that they had not taken any antidumping actions
during the latter half of 2005, and 24 Members notified that they had taken no actions in the first half of
2006). These actions, as well as outstanding antidumping measures currently maintained by Members,
were identified in semi-annual reports submitted for the Antidumping Committee’s review and discussion
(the annual reports for the second half of 2005 were issued as “G/ADP/N/139/...” and the annual reports
for the first half of 2006 were issued as “G/ADP/N/145/...”.)

At its April and October 2006 meetings, the Committee reviewed Members’ notifications of preliminary
and final actions pursuant to Article 16.4 of the Antidumping Agreement. Following consultations held
by the Committee Chairperson, at the October 2006 meeting the Committee adopted a revised minimum
information format for preliminary and final antidumping actions (G/ADP/2/Rev.1) in an effort to
improve Members’ compliance with this notification obligation.

China Transitional Review: At the October 2006 meeting, the Antidumping Committee undertook,
pursuant to the Protocol on the Accession of the People’s Republic of China, its fifth annual Transitional
Review with respect to China’s implementation of the Antidumping Agreement. Several Members,
including the United States, presented written and oral questions to China with respect to China’s
antidumping laws and practices, and the United States also presented a statement at the meeting
addressing both substantive and procedural concerns with respect to China’s practices. China orally
provided information in response to the U.S. statement and the other comments and questions at the
meeting.
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Working Group on Implementation: The Working Group held meetings in April and October 2006.
Beginning in 2003, the Working Group has held discussions on four agreed-upon topics: (1) export
prices to third countries vs. constructed value under Article 2.2 of the Antidumping Agreement;
(2) foreign exchange fluctuations under Article 2.4.1; (3) conduct of verifications under Article 6.7; and
(4) judicial, arbitral or administrative reviews under Article 13. The discussions in the Working Group on
these topics have focused on submissions by Members describing their own practices. In 2006, the
Working Group discussed new papers submitted by two Members on the conduct of verifications. In
addition, the Working Group discussed a draft recommendation prepared by the WTO Secretariat on the
conduct of verifications.

Informal Group on Anticircumvention: The Antidumping Committee’s establishment of the Informal
Group on Anticircumvention in 1997 marked an important step towards fulfilling the Decision of
Ministers at Marrakesh to refer this matter to the Committee. In 2006, the Informal Group continued its
useful discussions on the first three items of the agreed framework of: (1) what constitutes
circumvention; (2) what is being done by Members confronted with what they consider to be
circumvention; and (3) to what extent can circumvention be dealt with under the relevant WTO rules, and
what other options may be deemed necessary.

Members have submitted papers and made presentations outlining scenarios based on factual situations
that their investigating authorities face, and exchanged views on how their respective authorities might
respond to such situations. Moreover, those Members, such as the United States, that have legislation
intended to address circumvention, have responded to inquiries from other Members as to how such
legislation operates and the manner in which certain issues may be treated. In 2006, the Informal Group
met in April and October, but no new papers were submitted for consideration. A major reason for the
lessened activity in the Informal Group in 2006 is that circumvention has become a significant issue under
discussion in the WTO Negotiating Group on Rules, with the United States submitting several elaborated
proposals in the Rules negotiations on this issue.

Prospectsfor 2007

Work will proceed in 2007 on the areas that the Antidumping Committee, the Working Group and the
Informal Group addressed this past year. The Antidumping Committee will pursue its review of
Members’ notifications of antidumping legislation, and Members will continue to have the opportunity to
submit additional questions concerning previously reviewed notifications. This ongoing review process
in the Antidumping Committee is important for ensuring that Members’ antidumping laws are properly
drafted and implemented, thereby contributing to a well-functioning, rules-based trading system. As
notifications of antidumping legislation are not restricted documents, U.S. exporters will continue to
enjoy access to information about the antidumping laws of other Members that should assist them in
better understanding the operation of such laws and in taking them into account in commercial planning.

The preparation by Members and review in the Antidumping Committee of semi-annual reports and
reports of preliminary and final antidumping actions will also continue in 2007. The semi-annual reports
are accessible to the general public from the WTO website, in keeping with the objectives of the Uruguay
Round Agreements Act. (Information on accessing WTO notifications is included in Annex II). This
transparency promotes improved public knowledge and appreciation of the trends in and focus of all
WTO Members’ antidumping actions.

Discussions in the Working Group on Implementation will continue to play an important role, as more
Members enact antidumping laws and begin to apply them. There has been a sharp and widespread
interest in clarifying the many complex provisions of the Antidumping Agreement. Tackling these issues
in a serious manner will require the involvement of the Working Group, which is the forum best suited to
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provide the necessary technical and administrative expertise. For these reasons, the United States will
continue to rely upon the Working Group to learn in greater detail about other Members’ administration
of their antidumping laws, especially as that forum provides opportunities to discuss not only the laws as
written, but also the operational practices that Members employ to implement them. Therefore, as
Members continue to submit papers on the topics being considered and to participate actively in the
discussions, the Group’s utility should continue to grow. In 2007, the Working Group will continue its
discussion of the four topics that it began discussing in the 2003 meeting: (1) export prices to third
countries vs. constructed value under Article 2.2 of the Antidumping Agreement; (2) foreign exchange
fluctuations under Article 2.4.1; (3) conduct of verifications under Article 6.7; and (4) judicial, arbitral or
administrative reviews under Article 13. In particular, the Working Group will continue its discussion of
the draft recommendation on the conduct of antidumping verifications. The Working Group may also
consider adding new topics for discussion.

The work of the Informal Group on Anticircumvention will also continue in 2007 according to the
framework for discussion on which Members agreed. Many Members, including the United States,
recognize the importance of using the Informal Group to pursue the 1994 decision by Ministers, who
expressed the desirability of achieving uniform rules in this area as soon as possible. However, given the
focus on anticircumvention issues in the WTO Rules negotiations under the Doha Development Agenda,
it is possible that, as in 2006, there may be little activity on this issue in the Informal Group in 2007.

10. Committee on Import Licensing
Status

The Committee on Import Licensing (the Import Licensing Committee) was established to administer the
Agreement on Import Licensing Procedures (Import Licensing Agreement) and to monitor compliance
with the mutually agreed rules for the application of these widely used measures set out in the Agreement.
The Import Licensing Committee normally meets twice a year to review information on import licensing
requirements submitted by WTO Members in accordance with the obligations of the Agreement. The
Committee also receives questions from Members on the licensing regimes of other Members, whether
they have been notified to the Committee or not. The meetings also address specific observations and
complaints concerning Members’ licensing systems. These reviews are not intended to substitute for
dispute settlement procedures; rather, they offer Members an opportunity to focus multilateral attention
on li