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Mr. Chairman and Members of the Subcommittee, | appreciate the opportunity to appear
before the Subcommittee to discuss the Adminigtration’s position on the renewa of the Andean Trade
Preference Act, or ATPA. Renewd of thislegidation isahigh priority for the Adminigtration and we
trust that it is for the Congress as well, asthe ATPA represents a critical intersection of our trade and
anti-narcotics palicies. Asvirtudly dl cocaine sold in the United States originates in the ATPA
countries, the ATPA functionsasa U.S. trade policy tool that contributes to our fight against drug
production and trafficking. With the current ATPA program due to expire in just four months, the
Administration gppreciates your Subcommittee’ s attention to this issue and encourages the Congress as
awhole to address the future of the program with some urgency.

THE ATPA’'STRACK RECORD

The first question to address in deciding whether to renew the ATPA program is whether the
current program hasworked. The primary god of the ATPA, as originaly enacted in 1991, isto
promote export diversfication and broad-based economic development that provides sustainable
economic aternatives to drug-crop production in the Andean region. The Adminigration’s analys's
shows that the ATPA has been achieving thisgodl.

Over the last decade, the ATPA countries have been making important gainsin the fight against
drugs, thanksin part to dternative development programsin each of these countries which have
successfully provided former drug-crop producers with viable income aternatives. The ATPA has
generated sgnificant job opportunitiesin avariety of sectors, including cut flowers, non-traditiond fruits
and vegetables, jewery and certain eectronicsinputs.

The positive impact of the ATPA on U.S. trade with the four ATPA beneficiary countries —
Bolivia, Colombia, Ecuador and Peru — is griking. Between 1991 and 2000, total two-way trade
doubled. During thistime period, Andean exportsto the U.S. increased 124 percent.



The portion of U.S. imports from ATPA countries entering under ATPA provisonsrose
gradualy since the program began, to 19.7 percent in 1998. In both 1999 and 2000, the portion was
17.8 percent, primaxily reflecting the surgein oil prices that inflated the vaue of petroleum imports
outsde the ATPA program.

Despite some serious economic and politica difficulties the beneficiary countries have
experienced since the program went into effect, the ATPA has begun to show important successin
meseting one of its mgor gods. contributing to export diversficaion in beneficiary countries.

This has particularly been the case in Colombiaand Peru. Although traditiond exports (such as raw
materids and derivatives, including petroleum, and agriculturd products, such as coffee and bananas)
reman an important component of each country’s overdl export mix, exports of nontraditiona products
have grown. Cut flowers remains the dominant import under the ATPA, but its reaive importancein
the program has been declining in recent years as imports in other categories have increased, such as
copper cathodes, pigments, processed tuna, and zinc plates. Imports of nontraditional agricultural
products, such as asparagus, mangoes and wood products, have adso grown considerably under the
ATPA.

It isworth noting that U.S. exportsto the beneficiary countries have grown substantidly over
thisperiod. During thistime period, U.S. exports grew 66 percent. The United Statesis the leading
source of imports and the leading export market for each of the ATPA countries. Thus, overal the
ATPA has benefitted the trade of both the Andean region and the United States.

THE FUTURE OF THE ATPA

The second question | would like to addressis what arenewed ATPA should look like. Isit
sufficient to Smply renew the current program without changes? We bdieveit is not.

The current ATPA excludes from preferentid tariff trestment a number of products, the sum
total of which represents about 40 percent of the exports of these countriesto the United States. We
need to design a program that is as beneficid to the region as possible, to advance the interests of both
the United States and the region.

The indudtrid structures and comparative advantage of various regions of the world differ. This
hel ps explain why the product coverage of the Caribbean Basin Trade Partnership Act is different from
that of the African Growth and Opportunity Act. We should look closdly at crafting provisons which
take into account the unique economic and security issues affecting Andean countries.

The Adminidration is committed to continuing to work with you and with your counterpartsin
the House to achieve Congressional passage this year of an ATPA bill with the broadest possible
product coverage.



BEYOND THE ATPA TO THE FREE TRADE AREA OF THE AMERICAS

As enthusiagtic as the Adminigtration is about a renewed and expanded ATPA, we do not see it
as along-term solution to the need to strengthen the legitimate economies of the region as an dternative
to narcotics production. We see it as a bridge to the Free Trade Area of the Americas, or FTAA.

The Andean countries are full partners with usin the negotiation of the FTAA. Thetdksare
due to conclude by January 2005 and enter into force by December 2005. To provide the necessary
bridge to the FTAA we believe the ATPA should be extended through 2005. Oncein force, the
FTAA will sgnificantly expand the trade and investment opportunities facing the Andean countries:

-- Eliminating trade barriers facing goods will expand the markets available to exportersin
the region, not just in the United States but aso in the other countries of the hemisphere.

-- Eliminating barriers to trade in services will strengthen the Andean economies, by
promoting trangparency, competition, and impartia regulation of such sectors as
telecommunications, insurance and financid sarvices. The efficiency gansin these
sectors will lead to productivity gains throughout their economies. Strengthening the
financid sector has the added benefit of reducing the risk of future financid crises.

-- By cregting the world' s largest free trade area, encompassing nearly 800 million
people, the FTAA will be amgor stimulus for investment in al our economies. It will
not only increase domegtic investment, which is criticd in Latin America, where savings
rates are undesirably low. It will aso attract investment from outside the region, smilar
to the way NAFTA has provided a strong incentive for European and Asian direct
invesment in dl three North American economies,

-- The FTAA will reinforce the values of openness, accountability, democracy, and the
rule of law, dl of which are dso criticd to any successful effort to combat narcotics
trafficking.

BILATERAL TRADE RELATIONS

Meanwhile, we are working to strengthen our trade ties with the region in other respects as
wdll.

For example, the Adminigtration has worked with the Andean Governments to promote full
implementation of their WTO obligations and respect for the rule of law in such areas asintellectud
property, trade-related investment measures and customs vauation, which are critica to creating
favorable business climates in their countries.



We dso have pursued bilaterd investment tregties, or BITS, with the countries of the region.
These BITS provide mutud benefits by enhancing investor certainty and confidence, thus helping to
cregte jobs and long-term growth which are inherently desirable and aso help economies diversfy
away from narcotics. BITs are in force between the United States and both Ecuador and Bolivia, and
we are in various stages of exploratory talks with Colombia and Peru on possble BITs.

CONCLUSION

In concluson, Mr. Chairman, the Adminigtration believes that the Andean Trade Preference
Act has proven to be a key component of our counter-narcotics efforts in the region. It has been a part
of alarger bipartisan strategy to address narcotics production and trafficking directly while providing
the affected nations hedlthier dternatives.

The ATPA has shown results, but we can and should do more to ensure that the program
reaches its greatest possible potential. Our longer term vision for the region includesinvolving them in a
web of hemispheric partnership through the FTAA, but that agreement is sill afew yearsaway. We
need to provide the region a promising bridge to the future of our trade relationship.



