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Mr. Chairman and Members of the Committee:

Thank you for the opportunity today to meet with you and provide an update on the

U.S. government’ s actions related to wheat trade with Canada. Canadaisthe United States' largest
trading partner, and we are committed to ensuring that two-way trade isfair, transparent and in
accordance with internationa trade obligations. In the area of whest trade, however, Canada' ssngle
desk state trading enterprise, the Canadian Wheat Board (CWB), and Canada simpedimentsto
market access for U.S. wheat into Canada distort trade and disadvantage U.S. wheat farmers. The
CWB has unfair competitive advantages that hurt U.S. wheet farmers and undermine the integrity of our
trading system.

The first week in April, | went to North Dakota to hear first hand from farmers and elevator operators
about their concerns with the CWB and their interest in increasing access for U.S. wheat into Canada. |
met with the North Dakota Wheat Commission (NDWC) and other U.S. and North Dakota farm
organizations to discuss resolution of this long-standing issue. Those discussons were useful and
provided a vauable perspective on critica issuesto be addressed. There should be no doubt that
Ambassador Zodlick and | share the same objectives as the NWDC and the U.S. wheat industry
regarding the CWB.

Asyou know, on February 15, the United States Trade Representative (USTR) announced an
aggressive gpproach to press for comprehensive and meaningful reform of the CWB and to level the
playing field for U.S. wheat farmers. This Adminigtration is committed to resolving once and for dl the
CWRB'’sunfar trade advantages.

Background

On September 8, 2000, the NDWC submitted a petition to the U.S. Trade Representative (USTR)
under section 301(b) of the Trade Act of 1974. Section 301 provides ameans for businesses, farmers
and workersin the United States to seek the aid of the U.S. government to gain relief from foreign unfair
trade practices and policies.



On October 23, 2000, USTR initiated an investigation under section 301 of the wheat marketing
practices of the CWB, a government trading enterprise with exclusve single desk export authority as
well as exclusve rights to procure domestic supplies.

The NDWC dleged that the CWB' s specid privileges and benefits as a government-sanctioned single
desk dtate trading enterprise have provided the CWB unfair competitive advantages in the hard red
gpring and durum wheat markets for many years. The petition states that the CWB - asa single desk
sler - mantainsthe ability to price discriminate among buyers. The petition dleges that the CWB has
subgtantia discretion in pricing grain due to its operating system. The CWB enjoys exclusive access to
western Canadian wheet supplies, makes initial payments to producers based on a portion of the price
that the CWB anticipatesit can obtain for the grain, and is able to pool wheat sdes revenues. The
margin between the initid payment and find payment permits the CWB maximum pricing flexibility. The
CWB dso enjoys the financid backing of the Canadian Government, freeing the CWB of certain
financid risks.

The petitioners aso dleged that the CWB provides standing offers to undersdl U.S. wheet in third
markets. The petition aleges that these practices have resulted in the CWB taking traditiona U.S.
markets. The petitioners dso highlighted that the CWB operatesin a protected domestic market with
cumbersome regulatory procedures that act as a barrier to imports of U.S. whest.

USTR Investigation

USTR's 16-month investigation under Section 301 was unprecedented in terms of the efforts taken to
examine the NDWC' s dlegations and USTR’ s efforts to fully engage dl interested parties. On
November 16, 2000, USTR requested public views, including comments on the methodology to be
used in conducting the investigation. For the firgt time ever, and in light of the NDWC' s request that
USTR gather extensive market data, on March 30, 2001, USTR asked the U.S. International Trade
Commission (ITC) to conduct an exhaudtive investigation.

Aspart of itsinvedtigation, the ITC hed a public hearing, invited public comment, and issued
questionnaires, backed by the ITC’ s subpoena power, to wheat buyers and sdlersin the United States.
In addition, USTR and the U.S. Department of Agriculture (USDA) sent questionnaires to buyersin
third-country markets and to the CWB. The ITC obtained a comprehensive set of data on sales of
Canadian wheet in the U.S. market through its questionnaires. The ITC aso obtained some information
from U.S. firmsthat sell Canadian whest in third-country markets. Dueto the refusa of the CWB to
respond to our questionnaires, the investigation did not yield a comparable set of data on sdes of
Canadian whest in third-country markets.

On September 27, 2001, the NDWC requested a 90-day extenson of the origind 12-month
investigation to enable the U.S. government sufficient time to examine al the facts of the case. USTR



granted that request on October 16 extending the investigation until January 22, 2002. The ITC issued
apublic vergon of its report on December 21, 2001. USTR solicited public comment on the issues
rased inthe ITC report in a Federd Register notice issued on the same day. To permit as much public
input as possible, as well as to provide sufficient time to fully consider dl comments, USTR
subsequently extended the investigation to February 15, 2002.



I nvestigation Findings

On February 15, USTR issued its findings of the investigation and announced a multi- pronged approach
to address the trade distorting effects of the CWB and the lack of market accessinto Canada.

USTR did find that for over ten years, the acts, policies and practices of the Government of Canada and
the CWB are unreasonable and burden or restrict U.S. commerce. The investigation played a critical
role in developing important information. USTR found that the CWB can unfairly benefit asasingle
desk state trading enterprise through subsidies, a protected domestic market, and specid benefits and
privileges sanctioned by the Canadian government. Specificdly, the investigation found that:

. The CWB isinsulated from commercid risk because the Canadian government guarantees its
financid operations, including its borrowing, credit sdesto foreign buyers, and initid payments
to farmers.

. The CWB benefits from subsidies and specid privileges, such as government-owned rail cars,
government-guaranteed debt and below market borrowing costs. Considerable monies from
the Canadian federd government at below- market interest rates resulted in a cost benefit,
according to the ITC, of Can$107 million (approximately US$66 million) in 2000, 24 percent
less than what a private borrower would have paid.

. The CWB has a competitive advantage due to its monopsony control over a guaranteed supply
of wheat that western Canadian farmers are required to sdll to the CWB, and sole control to
export western Canadian wheat. These advantages allow the CWB to enter into forward
contracts without incurring commercid risks and provide other benefits.

. The Government of Canada s burdensome regulaory scheme controlling the varieties and
segregation of wheat marketed domestically result in de facto redtrictions on imports of U.S.
whest.

The ITC report supported alegations in the NDWC petition that the CWB has greater pricing flexibility
than private grain traders. Thisflexibility arises from the fact that, by law, dl western Canadian farmers
mugt sl their wheat to the CWB for an initid payment equd to only a portion of full market value, and
the farmers must wait until beyond the end of the marketing year to receive full payment. In addition,
the Government of Canada guarantees initial payment to farmers. Accordingly, the CWB can make
sdesat low priceswithout any risksto itsfinancid pogtion or of incurring losses, with the only
consequence being the reduction in the end- of-the-year wheat pool return. The CWB adso has alower
cost of capita than private firms, because the Government of Canada guarantees CWB borrowings.



USTR Actions

In its September 2000 petition under section 301 of the Trade Act of 1974 and in subsequent
submissions, the NDWC identified seven objectives for addressing Canadian wheat marketing practices
and the CWB. The United States is committed to aggressvely pursuing six of those seven objectives.
Recognizing, however, that we need to use dl available vehicles to address the CWB' s specid
privileges and benefits, we chose to undertake actions that go beyond the NDWC' s requests.

Ambassador Zod lick announced on February 15 afour-pronged approach to leve the playing field for
American wheet farmers.

. Firg, USTR is examining taking a possible disoute settlement case againgt the CWB in the
World Trade Organization (WTO).

. Second, the Administration is working with the NDWC and the U.S. whesat industry to examine
the possihility of filing U.S. countervailing duty and antidumping petitions, with a specid
emphasis on gpplying our trade remedy laws to the unique factud circumstances ariang from the
CWB'sdangle desk datus.

. Third, working with industry, USTR is identifying specific impedimentsto U.S. wheet entering
Canada and will present these to the Canadians so as to ensure the possibility of fair, two-way
trade. At our request, Canada has agreed to consultations to discuss various issues surrounding
two-way wheat trade.

. Fourth, these short-term actions are complemented with the Administration’ songoing
commitment to vigoroudy pursue comprehensive and meaningful reform of sate trading
enterprises in the WTO agriculture negotiations.

With the launch of the Doha Development Agendain November 2001, the United States has an
unprecedented opportunity to pursue permanent reform of the CWB through the development of new
disciplines and rules on gtate trading enterprises that export agricultura goods. USTR shares the god
with the NDWC to end the CWB' s single desk trading status and enhance the trangparency of this
government-backed inditution. The goals are important priorities for the NDWC and were highlighted
in my meetings in North Dakota.

Inthe WTO, the United States seeks:

. To end exclusive export and domestic procurement rights to ensure private sector competition
in markets controlled by single desk exporters;

. To diminate the use of government funds or guarantees to support or ensure the financia



viability of sngle desk exporters, and,



. To establish WTO requirements for notifying acquisition cogts, export pricing, and other sdes
information for single desk exporters.

Asrecently asthe last week in March, the U.S. WTO negotiating team succeeded in having "export
competition”, including state trading enterprises, placed first on the negotiating schedule as we launch
intendve discussons following Doha. This next year will be critical in developing an internationa
codition to support meaningful rules and disciplines on STEs with a deadline of next March to agree on
modalities for the agriculture negatiations.

In weighing the NDWC' s seventh objective to impose an immediate tariff rate quota (TRQ) on imports
of Canadian whesat, USTR'’ s over-riding objective, supported by the NDWC, was to ensure that we
achieve reform of the CWB. Canada and other countries would have seen a TRQ as aviolation of
U.S. WTO and NAFTA obligations. Therefore, unilaterdly imposing a TRQ on imports of Canadian
wheet would sgnificantly detract from our mutua objectives of diminating the CWB's specid privileges
and improving the trangparency of its operations during the same time we are seeking to build an
international consensus to support these objectives.

Conclusion

USTR sharesthe god of the NDWC and U.S. wheet farmers in seeking meaningful and permanent
reform of the CWB, echoing demands from some Canadian farmers for reform. We are dso building
internationa coditions to seek reform of the CWB in the WTO.

Through this aggressive srategy, USTR is pursuing actions which mutualy reinforce each other in the
ultimate god to reform the single desk, government-sanctioned CWB and improve U.S. whesat access
to the Canadian marketing system, thereby achieving relief for U.S. wheet farmers from the unfair
trading practices of the CWB.



