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PREFACE

On December 7, 2005, the United States and Peru concluded negotiations on a free trade
agreement. On January 6, 2006, President Bush signed a letter notifying Congress of his
intent to enter into the U.S.-Peru Trade Promotion Agreement (TPA). In a letter dated
January 13, 2006, the United States Trade Representative requested thisinvestigation under
section 2104(f)(a) of the Trade Act of 2002, which requiresthat the U.S. International Trade
Commission submit a report to the President and the Congress not later than 90 calendar
days after the President enters into a trade agreement.

The purpose of this report is to assess the likely effect of the U.S.-Peru TPA on the U.S.
economy as awhole and on specific industry sectors. Section 2104(f)(3) of the act requires
that the Commission, in preparing its assessment, review available economic assessments
regarding the agreement. The Commission’ s assessment should include literature regarding
any substantially equivalent proposed agreement, and provide a description of the analyses
used, the conclusions drawn in such literature, and a discussion of areas of consensus and
divergencebetweenthevariousanaysesand conclusionsregarding thefreetrade agreement.

The United Statesand Peru signed the trade promotion agreement on April 12, 2006. A copy
of the request letter for this investigation is in appendix A; the Commission's notice of
institution, published in the Federal Register of February 10, 2006, isin appendix B. The
Commission held a public hearing for this investigation on March 15, 2006. A calendar of
thehearingisincluded in appendix C of thisreport, and asummary of hearing testimony and
written submissionsis provided in chapter 7.






ABSTRACT

Thisreport assessesthe possible effect of the U.S.-Peru Trade Promotion Agreement (TPA)
on the U.S. economy as awhole and on specific industry sectors. If implemented, the TPA
may spur U.S. trade with Peru in goods and services by eliminating tariff and nontariff
barriers. The expected growth in U.S. trade with Peru under the TPA may have a positive
effect on the U.S. economy, but this positive effect will likely be small because Peru's
economy issmall relativetothe U.S. economy, itsshare of total U.S. tradeissmall, and Peru
has existing duty-free access to the U.S. market under the Andean Trade Preference Act
(ATPA). The TPA will immediately eliminate duties on awide range of originating goods,
while phasing out duties on other goods over differing transitional periodsof upto 17 years.
More than 99 percent of U.S. industrial and textiles tariff lines and 80 percent of Peruvian
industrial and textilestariff linesare already duty free or will be duty freeimmediately upon
entry into the TPA. More than 89 percent of U.S. agricultural tariff lines and 56 percent of
Peruvian agricultural tariff linesare already duty free or will be duty freeimmediately upon
entry intothe TPA. The TPA providesfor apermanent preferential tariff-rate quotafor sugar
from Peru.

Given Peru's access to tariff preferences under ATPA, Peruvian exporters generally face
substantially lower tariffsin the U.S. market than do U.S. exportersin the Peruvian market.
Consequently, the TPA islikely to result in alarger increasein U.S. exportsto Peru thanin
U.S. imports from Peru. As most of the effects of tariff elimination on goods are driven by
Peru's removal of tariffs facing U.S. exports, the economy-wide model used by the
Commissionindicatesthat, asaresult of full implementation of the market access provisions
(tariff elimination) of the TPA, U.S. imports from Peru may be higher by approximately
$439 million, U.S. exportsto Peru higher by $1.1 billion, and U.S. GDP higher by morethan
$2.1 billion. Only three U.S. sectors—metals n.e.c. (mainly gold, copper, and aluminum),
crops n.e.c. (e.g., cut flowers, live plants, and seeds), and paddy rice—are estimated to
experience adecline in output, revenue, or employment of more than 0.10 percent.

Although the TPA may have a perceptible effect on U.S.-Peru bilateral trade in certain
sectors, the overall effect is likely to be small because of the small size of U.S.-Peru trade
relative to total U.S. trade and U.S. sector-specific markets. The U.S. International Trade
Commission identified eight sectors for additiona sector-specific analysis in this report:
grain (wheat, rice, and corn), cotton, sugar and sugar-containing products, asparagus, meat
(including beef and pork), textiles and apparel, leather goods and footwear, and
pharmaceuticals.

The TPA may also increase trade and investment through enhanced logistics, an improved
regulatory environment, andincreased transparency. Tradefacilitation measuresare designed
to expedite the movement of goods and the provision of services. Investment provisionsare
intended to strengthen protections for U.S. investors operating in Peru. Provisions on
intellectual property rights, government procurement, labor, environment, and dispute
settlement are designed to improvetheregulatory climatefor bilateral trade and investment.
The effects of these trade facilitation and regulatory environment provisions are more
difficult to quantify, but may be larger in the medium to long term than in the short term.
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Executive Summary

TheU.S.-Peru Trade Promotion Agreement (TPA) will grant immediate duty-free accessfor
90 percent of tariff lines (combined U.S. and Peru), addresses many nontariff barriers,* and
liberalizes trade in services between the United States and Peru. Ninety-two percent of
qualifying “industrial and textile” goods tariff lines and 78 percent of tariff lines covering
agricultural products will be duty free upon implementation of the TPA. Because of Peru’'s
access to tariff preferences under the Andean Trade Preference Act (ATPA), Peruvian
exportersgenerally face substantially lower tariffsin the U.S. market than do U.S. exporters
in the Peruvian market. This tariff asymmetry implies a larger increase in U.S. exports to
Peru than U.S. imports from Peru as aresult of the TPA. The TPA also contains provisions
intended to expedite the movement of goods and the provision of services between the two
countries and improve the regulatory climate for bilateral trade and investment.

This report provides a quantitative assessment of the effect of tariff and tariff-rate quota
elimination on trade in goods and a qualitative assessment of the effects of all TPA
provisions, including those on trade in services, trade facilitation, and the regulatory
environment. A summary of the key TPA provisions appearsintable ES-1 at the end of this
executive summary.

Summary of Findingson Market Access

TheU.S.-Peru TPA may haveasmall, positive effect onthe U.S. economy. Thebenefitswill
likely be moderated by the relatively small size of Peru’s economy in relation to the U.S.
economy, Peru’s small share of U.S. trade—Peru accounted for approximately 0.3 percent
of total U.S. goodstradein 2005—and Peru’ saccessto duty-free entry under ATPA and the
Generalized System of Preferences. With the exception of sugar, all eligible goods traded
will be duty free after 17 years. For example, while the United States will grant immediate
duty-free access for most tariff lines, tariff lines covering certain tuna, footwear, dairy
products, bovine products, peanuts, and tobacco will be phased out over 10to0 17 years. U.S.
tariff lines subject to 3-year staging cover certain wool products.?

Most of the economy-wide and sector-specific effects of tariff elimination on goods are
driven by Peru’ sremoval of tariffsfacing U.S. exports and the subsequent improvement in
Peru’ s terms of trade. Given the substantially larger tariffs faced by U.S. exportersto Peru
than Peruvian exporters to the United States, the TPA islikely to result in a much larger
increaseinU.S. exportsthaninU.S. imports. Economy-wideanalysisestimatesU.S. imports
from Peru will increase by $439 million and U.S. exports to Peru will increase by
$1.1 billion, an 8 percent and 25 percent increase, respectively. As a result of tariff
elimination in the TPA, U.S. GDP will be higher by over $2.1 hillion, or approximately
0.02 percent. Three U.S. sectors—metalsn.e.c. (mainly gold, copper, and aluminum), crops
n.e.c. (e.g., cut flowers, liveplants, and seeds), and paddy rice—woul d experiencereductions
in output, revenue, or employment of more than 0.10 percent.

1 U.S. quotas will remain on sugar imports after full implementation of the TPA.
2 Seetables 2-1 and 2-2 in chap. 2 of this report for further information on the tariff commitments of the
United States and Peru under the TPA.

XV



The U.S. International Trade Commission (Commission) identified eight sectors for
additional sector-specific analysis. Textiles and apparel, leather goods and footwear, and
asparagus are sectorsin which Peru has benefited substantially fromthe ATPA program and
that may experience increased U.S. imports from Peru as a result of the TPA spurred by
additional investment stemming from permanent market access. Grains, meat (including beef
and pork), and pharmaceuticals are sectors that may experience increased U.S. exports to
Peru as aresult of the TPA. Cotton and sugar are sectors for which the TPA isnot expected
to substantially affect U.S.-Peru trade, but for which the TPA reflects a substantial change
in U.S. trade policy with respect to Peru.

The U.S.-Peru TPA would provide U.S. service firms levels of market access, national
treatment, and regulatory transparency that generally exceed those afforded by Peru's
commitments under the General Agreement on Tradein Services (GATS). Improved access
for U.S. service firmsin Peru is largely attributable to the "negative list" approach in the
agreement. This approach extends the trade disciplines found in the services chapters of the
TPA to many services for which Peru made no commitments under the GATS, such as
computer and related services, rea estate services, construction services, environmental
services, and pipelinetransport services. Nevertheless, the TPA isexpected to generate only
asmall increasein U.S. servicesexportsto Peru. The U.S.-Peru TPA isnot likely to have an
observable effect on U.S. imports of services from Peru largely because the U.S. service
sectors are aready generally open to foreign firms and because the Peruvian service
industries are small.

Summary of Findingson Trade Facilitation and the
Regulatory Environment

The TPA provisions on trade facilitation are designed to expedite the movement of goods
and the provision of services between the United States and Peru. This effort is addressed
through specific improvements in technical barriers to trade, customs administration, and
sanitary and phytosanitary measures, as well as facilitation of electronic commerce. The
regulatory climate for bilateral trade and investment will be improved by the provisions on
transparency, trade remedies, government procurement, investment, intellectual property
rights, labor, the environment, and dispute settlement.

Although the economic effectsof the TPA provisionson tradefacilitation and the regul atory
environment cannot be quantified for thisstudy, their overall effect ontheU.S. economy and
industry islikely to be small, largely reflecting the relatively small size of Peru’s economy.
Nevertheless, U.S.-based firms are likely to benefit from the application of the TPA trade
facilitation provisions by Peru, which are intended to establish a secure, predictable legal
framework for U.S. firms operating in Peru.

The provisionson trade facilitation are likely to expand export opportunitiesfor U.S. firms,
particularly for goods often subject to technical and regulatory standards and requirements,
and arelikely to develop amore stable and reliabl e trading environment, further buttressing
U.S.-Peru trade and investment. Benefits directly attributable to the TPA are tempered,
however, by past and ongoing improvements that Peru has made in the areas of customs
administration, sanitary and phytosanitary measures, technical barriers to trade, and
electronic commerce.
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Benefits from provisions related to the regulatory environment are likely to be marginal
because of the relative size of the Peruvian market and the relatively high level of
transparency already existing in Peru's current regulatory regime, as well as the country's
structural changes resulting from economic reforms and privatization programs already in
place. The TPA provisions on investment, though expected to have a small effect on the
level of U.S. direct investment in Peru and thelevel of Peru’ sdirect investment in the United
States, arelikely to provide U.S. investors operating in Peru greater opportunities and equal
treatment with Peruvian investors. Additionally, the protection of intellectual property in
Peru isexpected to be significantly improved if theintellectual property rights provisions of
the TPA arefully and effectively implemented and enforced through appropriatelegislation,
regulations, and procedures.
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Table ES-1 U.S.-Peru TPA: Summary of key provisions on market access, trade facilitation, and regulatory
environment

Market access for trade in goods and services

Chapter 2 (Natlonal Treatment and Market Access for Goods), Chapter 3 (Textiles and Apparel), and Chapter 4 (Rules of Origin)
Liberalizes all qualifying goods trade, with the exception of sugar, immediately or phased in over periods of up to 17 years.
« Makes permanent the duty-free access currently provided to most imports from Peru under ATPA and the GSP.
« Establishes a Committee on Trade in Goods to consider matters arising under Chapter 4 (Rules of Origin) and Chapter 5 (Customs
Administration).
« Enhances and makes permanent ATPA trade preferences for apparel and makes them reciprocal; for the first time, extends trade
preferences to textiles.
« Grants duty-free treatment to unlimited quantities of apparel made in Peru of Peruvian yarn and fabric.
« Contains a cumulation-style specific rule that allows the use of nylon filament yarn only from the United States, Canada, Mexico, and
Israel in originating apparel from Peru.
« Makes textiles and apparel duty free and quota free immediately if the products meet the TPA rules of origin requirements.
« Does not provide trade preference levels.
« Requires a "yarn-forward" rule of origin for most textiles and apparel to qualify for duty preferences.
Chapter 11 (Cross-border Trade in Services), Chapter 12 (Financial Services), and Chapter 14 (Telecommunications)
« Provides national treatment and nondiscriminatory guarantees in most service sectors, guarantees market access in most service
sectors, and improves regulatory transparency in Peru.
« Improves upon Peru’s commitments under the WTO General Agreement on Trade in Services.

Trade facilitation

Chapter 5 (Customs Administration and Trade Facilitation)

« Improves transparency, efficiency, accountability, and predictability of customs regulations and procedures.

« Provides special measures to liberalize express shipments.
Chapter 6 (Sanitary and Phytosanitary Measures)

« Follows existing WTO Agreement on the Application of Sanitary and Phytosanitary (SPS) Measures.

« Establishes a bilateral Standing Committee to address relevant SPS issues, as outlined in letters of exchange on SPS/TBT issues.
Chapter 7 (Technical Barriers to Trade)

« Improves implementation of WTO Technical Barriers to Trade (TBT) Agreement by intensifying efforts to improve transparency,
enhance bilateral cooperation, and increase mutual acceptance of each party's technical regulations and conformity assessment
procedures.

« Establishes a committee comprising representatives of each party to monitor implementation of the TPA's TBT chapter and address
any issues arising from each party's standards, technical regulations, and conformity assessment procedures.

Chapter 15 (Electronic Commerce)

« Provides nondiscriminatory treatment of digital products.

« Requires parties to agree not to impose customs duties, fees, and other charges on digital products (parties are not prevented from
imposing internal taxes, charges, or other fees on the domestic sale of such products); and to agree on a method of valuation for
physically delivered digital products.

Regulatory environment

Chapter 8 (Trade Remedies)
« Provides a framework for procedures covering the application of safeguards.
Chapter 9 (Government Procurement)
« Provides nondiscriminatory treatment for covered government purchases in excess of agreed monetary thresholds.
 Includes transparent disciplines on government procurement procedures.
« Maintains criminal and other penalties for bribery in government procurement.
Chapter 10 (Investment)
« Provides national treatment, most-favored-nation treatment, and nondiscriminatory treatment.
« Includes a secure, predictable legal framework and an investor-state dispute settlement process.
Chapter 13 (Competition Policy)
« Addresses issues of anticompetitive business practices, state monopolies, and state enterprises.
« Provides for cooperation and consultation on competition law, policy, and enforcement matters.
Chapter 16 (Intellectual Property Rights, including Biodiversity and Traditional Knowledge)
« Includes state-of-the art protection for copyrights, patents, trademarks, and trade secrets, and addresses Internet and digital piracy
issues.
« Strengthens enforcement measures and civil and criminal penalties for piracy and counterfeiting.
« Recognizes the importance of traditional knowledge and biodiversity and their potential contribution to cultural, economic, and social
development.
Chapter 17 (Labor) and Chapter 18 (Environment)
« Requires that parties agree to effectively enforce respective domestic labor and environmental laws.
* Includes cooperative mechanisms for labor and environmental issues.
Chapter 19 (Transparency)
« Requires that each party make publicly available all laws, regulations, and procedures regarding any and all matters covered by the
agreement.
« Provides for anticorruption provisions that require parties to establish criminal prosecution and penalty procedures for bribery and
corruption.
Chapter 21 (Dispute Settlement)
« Establishes standards of transparency, requires the use of special labor or environmental expertise for disputes in these areas, and
emphasizes the use of consultations and trade-enhancing remedies to promote compliance.
« Includes enforcement mechanism that provides for the use of monetary assessments and trade retaliatory measures.

Source: Compiled from the text of the U.S.-Peru TPA, available at http://www.ustr.gov.
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CHAPTER 1
| ntroduction

Scope and Approach of the Report

Thisreport assessesthelikely effect of the U.S.-Peru Trade Promotion Agreement (TPA) on
the U.S. economy as a whole and on specific industry sectors, including the effect of the
TPA on gross domestic product; exports and imports, aggregate employment and
employment opportunities; and the production, employment, and competitive position of
industries likely to be significantly affected by the TPA. The report also assessesthe likely
effect of the TPA on U.S. consumers. The assessment isbased on areview of all 23 chapters
of the final text of the TPA, including its annexes and associated side letters. Table 1-1
identifies the chapters of the U.S.-Peru TPA and where they are analyzed in this report.

To quantitatively assessthe TPA, the U.S. International Trade Commission (Commission)
employed the Global Trade Analysis Project (GTAP) model and database. The GTAP isa
multicountry model with economy-wide coverage of merchandise and service sectors (a
global computable general equilibrium (CGE) model) used in this report to estimate the
likely trade and economic effects of the U.S.-Peru TPA.* The 56 commodity and services
aggregations adopted here cover all sectors, including those with relatively high domestic-
world price gapsasaresult of tariffsand tariff-rate quotas (TRQs) and relatively large trade
flows. The economies covered in the analysis include the United States and Peru, the three
other Andean? countries (Bolivia, Colombia, and Ecuador), as well as three regional
aggregates representing the rest of the world.

The GTAP database, which represents the global economy in 2001, was adjusted to reflect
expected economic growth in theworld and in thetwo TPA partnersthrough 2007, the year
the proposed U.S.-Peru TPA is expected to enter into force. The adjusted database reflects
the removal of textile and apparel quotas under the Agreement on Textilesand Clothing, as
well as other international agreements.® The analysis is comparative static and assumes the
U.S.-Peru TPA isfully implemented and its effects are felt on January 1, 2007. The TPA’s
provisions are not phased in over time, nor are its effects assumed to be gradually realized
over time. The analysis does not completely model rules of origin, but the concept is
reflected in the model’s product differentiation by country source. In addition, although
services trade is included in the model, changes in services trade are not estimated in the

! The GTAP database and CGE model are described more fully in app. D of this report; the general effects
of trade agreements are described in app. E of this report.

2 Inthisreport, “Andean” refers only to Bolivia, Ecuador, Colombia, and Peru.

3 The adjusted database also reflects Uruguay Round tariff reductions insofar as they are reflected in trade
data projected to 2005. Moreover, the free trade agreements (FTAS) between Peru and its trading partners are
modeled for selected products where necessary data are available. Benchmark adjustments specifically
incorporate provisions of NAFTA and ATPA, aswell as liberalized sugar import quotas under CAFTA-DR.
Other bilateral trade agreements, such as U.S. FTAswith Chile, Singapore, and Australia, are reflected in the
overall update of the model with current trade statistics. Trade with these partnersisincluded in trade with
large aggregates (rest of the Americas and rest of the world), in which their specific tariffs do not have an
observable effect.



Table 1-1 U.S.-Peru TPA: Location of analysis of TPA chapters in the Commission report®

Chapter of Commission report where

TPA chapter and brief description analyzed

1. Initial Provisions and General Definitions Chapter 1
2. National Treatment and Market Access for Goods Chapter 2
3. Textiles and Apparel Chapter 2
4. Rules of Origin Procedures Chapter 2
5. Customs Administration and Trade Facilitation Chapter 5
6. Sanitary and Phytosanitary Measures Chapter 5
7. Technical Barriers to Trade Chapter 5
8. Trade Remedies Chapter 6
9. Government Procurement Chapter 6
10. Investment Chapter 6
11. Cross-Border Trade in Services Chapter 4
12. Financial Services Chapter 4
13. Competition Policy Chapter 6
14. Telecommunications Chapter 4
15. Electronic Commerce Chapter 5
16. Intellectual Property Rights Chapter 6
17. Labor Chapter 6
18. Environment Chapter 6
19. Transparency Chapter 6
20. Administration of the Agreement and Trade Capacity Building Chapter 1
21. Dispute Settlement Chapter 6
22. Exceptions Chapter 1
23. Final Provisions Chapter 1

Biodiversity-Traditional Knowledge Understanding Chapter 6 (included with IPR)

! Chaps. 1, 20, 22, and 23 of the U.S.-Peru TPA address primarily administrative and legal matters with respect
to the agreement and, hence, are summarized in this chapter but not analyzed in this report.

model because of the lack of quantitative data on the ad valorem equivalent (AVE) values
of services sector barriers.

The Commission also used qualitative analysis to assess the effect of the market access
provisionsof the U.S.-Peru TPA on U.S. product sectors, including grain, cotton, sugar and
sugar-contai ning products, asparagus, meat, textilesand apparel, |eather goodsand footwear,
and pharmaceuticals. I nitial review of product sectorsinvolved acomprehensive examination
and consideration of the TPA’s trade liberalization schedules for tariff and nontariff
measures and U.S.-Peru bilateral trade flows, and drew on the expertise of Commission
industry analysts. Sectors were selected for analysisin this chapter on the basis of anumber
of criteria, including the importance of the sector in terms of bilateral trade; the likelihood
of increased export opportunities for U.S. producers relative to other foreign suppliers; the
extent and speed of trade liberalization under the TPA and its potential for increasing U.S.
trade; the opinions of industry representatives; and the apparent sensitivity of certain U.S.
industriesto tradeliberalization. The Commission’ sassessmentsin thischapter arebased on
industry knowledge and expertise of USITC industry analysts, industry sources, reports by
U.S.industry and functional tradeadvisory committeesonthe TPA, and written submissions
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received in response to the Commission’s Federal Register notice of ingtitution for this
investigation.*

Other effectsof the TPA areassociated with provisionson tradein services, tradefacilitation
(e.g., customs administration, technical barriersto trade, and el ectronic commerce), and the
regulatory environment (e.g., government procurement, investment, competition policy, and
intellectual property rights). The effects of these provisions are more difficult to quantify
because of their intangible nature and data limitations. The limited ability to quantify the
effects of tradefacilitation and regul atory environment-related provisionsdoesnot diminish
the potential effect these provisions can have on increasing U.S.-Peru trade in goods and
services. Nontariff issues, which hamper trade with and investment in Peru, have been cited
asareasof concern by theU.S. government and international organizations. V ariouschapters
of the TPA seek to address some of these issues, which are listed in table 1-2.

Four Andean countries—Bolivia, Colombia, Ecuador, and Peru—are beneficiaries of the
Andean Trade Preference Act (ATPA), as amended by the Andean Trade Promotion and
Drug Eradication Act (ATPDEA).> As this unilateral trade preferences program is set to
expire at the end of 2006, two policy scenarios are assessed in this report with regard to
market access provisions.® Giventhat ATPA expiredin 2001 and was renewed retroactively
in 2002, the first policy scenario, referred to as “ATPA preferences continue,” assumes
implementation of a U.S.-Peru TPA and continued ATPA preferences for the remaining
three Andean countries. The second policy scenario, referred to as “ATPA preferences
expire,” assumes implementation of the U.S.-Peru TPA and the simultaneous expiration of
ATPA preferencesfor theremaining three Andean countries. The economy-wide and sector-
specific analysesidentify the policy scenario assumptions, as appropriate. For example, the
effect of the different policy scenarios on potential increases in U.S. exports is minimal.
Consequently, U.S. export-oriented discussions do not analyze different policy scenarios.’

Data and other information for the study were obtained from industry reports, interviews
with government and industry contacts, official reports of the trade advisory committees,
hearing testimony 2 written submissions to the Commission, and the GTAP database. Other
sourcesincludethe U.S. Department of Agriculture, the U.S. Department of Commerce, the
U.S. Department of State, the World Trade Organization, the World Bank, and the Global
Trade Atlas.

4 A copy of the Federal Register noticeisin app. B.

® Use of the acronym “ATPA” in this report refersto ATPA as amended by ATPDEA.

6 “Market access’ provisionsin this report refer to those provisions primarily reflected in chaps. 2—4 of
the TPA.

" Given the minimal differencein most information in the associated CGE/GTAP results, tables for the
“ATPA preferences expire” scenario are provided in app. F.

8 The Commission held a public hearing for this investigation on Mar. 15, 2006. A calendar of the hearing
isincluded in app. C of thisreport, and a summary of hearing testimony and written submissions is provided
inchap. 7.
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Table 1-2 Selected nontariff impediments in Peru

Source TPA-relevant
Topic Selected nontariff issue year chapter(s)®
Agriculture Five percent “temporary” surcharge on agricultural products 2005° 2
Peru maintains local-content requirements in relation to various
government nutrition programmes, as well as a trade-related investment
Agriculture measure in dairy. 2000" 9
Import surcharges (variable levy) introduced in 1991 on some basic
agricultural commodities of which rice, corn, sugar and dairy products
Agriculture remain taxed (surcharges were replaced by a price-band system in 2001). | 2005"¢ 2
Of 330 tariff items, 23 items are also subject to variable specific duties
intended as a price stabilization and protection mechanism. These duties
Agriculture affected five product groups: milk, maize, sorghum, rice, and sugar. 2000" 2
Government Government procurement concerns, including 20-point (on a 100-point
procurement scale) preferential treatment for national companies 2005° 9
Government A number of provisions favor domestic suppliers in government
procurement procurement. 2000" 9
Infringement of intellectual property remains a serious problem in Peru,
IPR especially in the area of e-commerce. 2005' 16
Concerns about continued high rates of copyright piracy and inadequate
IPR enforcement of IPR laws 2005 16
IPR concerns, including enforcement, copyright piracy, protection of
IPR confidential test data, and patent protection on second uses 2005° 16
Private investment is undermined by uncertainties about economic
policies, laws, government regulations, the resolution of commercial
Regulatory disputes, and contract enforcement. 2004° 10, 19, 21
Complaints about regulatory administration and predictability of dispute
Regulatory settlement 2005° 10, 19, 21
Dispute settlement continues to be problematic in Peru, although the
government of Peru has taken steps in 2005 to improve the dispute
Regulatory settlement process. 2005° 10, 21
Current law limits foreign employees to no more than 20 percent of the
total number of employees in a local company, however, there are a
variety of exceptions to these limits, including foreign banks and service 10, 11, 12,
Regulatory companies, and international transport companies. 2005" ¢ 14
Concerns of lack of transparency in telecommunications regulatory
Regulatory decision-making process 2005° 14,19
Although Peru eliminated most restrictions and requirements on imports
in the 1990s, the system is, nevertheless, dynamic, and decisions are
Regulatory often made on an ad hoc basis. 2005' 5,19
Remanufacture | Prohibition on the importation of remanufactured goods 2005 ¢ 2
SPS bans, import requirements and permits, e.g., on poultry (lifted 2004),
SPS live animals, beef and beef products, and paddy rice 2005° 2,6
SPS SPS measures banning live bovines, bovine products, and derivatives. 2005° 2,6
A discriminatory system giving certain tax advantages to second-hand
cars imported to Peru for re-conditioning in the CETICOS (and the
Used vehicles ZOTAC) has been in operation since 1996. 2005° 2
Import ban on used cars and parts (though imports of used industrial
Used vehicles machinery and equipment is permitted). 2005' 2

Sources: As cited.

Note: Examples selected based on survey of standard sources regarding nontariff trade impediments. Citations represent
the Peruvian environment in the year of publication; no assumptions are made as to whether these represent the current

environment.

2 Including annexes and side letters. U.S.-Peru TPA, available at http://www.ustr.gov.
® USTR, 2005 National Trade Estimate Report on Foreign Trade Barriers.

¢ European Commission, EU Market Access Sectoral and Trade Barriers Database.
4 US&FCS and U.S. Department of State, Doing Business in Peru.

¢ USDOC, ITA, Industry Trade Policy reports 2005.

"EIU, Country Commerce: Peru.

9 IMF, Country Report, Peru: Selected Issues.

"WTO, “Trade Policy Review, Peru.”
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Theremainder of thisreport isorganized asfollows:. chapter 1 providesan overview of U.S.-
Peru trade, aliterature review, and acountry profilefor Peru; chapter 2 provides asummary
of market access provisions for goods and the economy-wide analysis; chapter 3 presents
selected sector-specific analyses; chapter 4 covers the effect of market access for services
sector-related provisions; chapter 5 coversthe effect of trade facilitation-related provisions;
chapter 6 covers the effects of regulatory-related provisions, including investment; and
chapter 7 summarizesthe views of interested parties. Thisreport also includesthefollowing
appendices. (A) the request letter from the USTR; (B) the Federal Register notice
announcing theinstitution of theinvestigation and scheduling ahearing; (C) a list of hearing
participants; (D) atechnical appendix that explains the methodology used in chapter 2; (E)
genera effects of trade agreements based on economic theory; (F) GTAP tables for the
economy-wide analysis; and (G) achapter-by-chapter review of the provisions of the TPA.

Overview of the U.S.-Peru TPA

Likeother freetrade agreements (FTAs) to whichthe United Statesisaparty,’ the agreement
with Peruwould create apreferential trade regimewith aspecific, negotiated range of goods
and servicesmeasuresof mutual benefit or interest to the parties, with commitmentscovering
other trade-related matters. Under this TPA, duties on categories of originating goods will
be phased out over periods of up to 17 years.’ It also will provide a set of commitments on
mattersthat were not previously subject to the World Trade Organization (WTO) regime or
that are covered by agreements to which one or the other of the partnersis not a party. The
TPA will not cover every aspect of bilateral trade or give preferencesfor all goodsunder any
tariff category, but will accord benefitsto originating goods. The TPA’ srulesof origin grant
special tariff treatment to particular goods upon importer claim, and certain sensitive
agricultural products are subject to TRQs for a specific time period. Among the TPA's
objectives, the preambl e states that the pact is meant to strengthen cooperation, help expand
trade within a structure of rules, and ssimplify regional trade.

Thetext of the U.S.-Peru TPA™ islargely modeled on other recent U.S. FTAS, particularly
theU.S.-Central American-Dominican Republic Free Trade Agreement (CAFTA-DR). The
TPA contains separate commitments of each party set forth in schedules and annexes on
market access, rules of origin, services, and procurement, aswell as general disciplinesthat
apply to both parties. Some provisions also draw upon multilateral instruments of the WTO
or other treaties, or state that the same obligations apply under the TPA. These obligations
exist separately, even if the corresponding WTO agreement provision is eliminated. Some
TPA commitments deal with specific aspects of trade relations between the parties, and side
|etters provide for ongoing cooperation or cover other specific matters. Below isasummary
of thetext of TPA chaptersthat address primarily administrative and legal mattersregarding

® To date, the United States has implemented FTAs with Israel, Canada, Mexico, Jordan, Singapore,
Chile, Australia, Morocco, and Central America and the Dominican Republic (as of the date of this report,
only El Salvador, Honduras, and Nicaragua have implemented CAFTA-DR). The U.S. Congress has
approved implementing legislation for an FTA with Bahrain; however, to date, it has not been implemented.
Although signed, Congress has not approved implementing legislation for the U.S.-Oman FTA. On Feb. 27,
2006, the United States announced the conclusion of FTA negotiations with Colombia. In addition, the
United Statesis negotiating FTAs with Korea, Maaysia, Panama, Thailand, the United Arab Emirates, and
the five nations of the Southern African Customs Union.

1% Information on the tariff commitments of the United States and Peru is available in chap. 2 of this
report.

" The text of the U.S.-Peru TPA isavailable at http://mww.ustr.gov.
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the TPA (TPA chapters 1, 20, 22, and 23); these are not further analyzed in thisreport.* For
a chapter-by-chapter review of the TPA provisions, see appendix G of this report.

TPA Chapter 1—Initial Provisions and General Definitions

The text states that the parties agree to set up the TPA in away that is consistent with the
1994 General Agreement on Tariffs and Trade (GATT), and that reaffirms the existing
application of bilateral rights and obligations continue to apply. The text also states that
nothing in the TPA isto beread as altering any legal obligation under another international
pact. Among the general definitions in the TPA, the term "territory” is defined by both
parties to cover the "land, maritime, and air space under its sovereignty and the exclusive
economic zone and the continental shelf within which it exercises sovereign rights and
jurisdiction in accordance with international law and its domestic law" without any mention
of free trade zones or other areas.

TPA Chapter 20—Administration of the Agreement and
Trade Capacity Building

This chapter sets up aFree Trade Commission of cabinet-level representativesto supervise
theimplementation of the TPA, consider all types of mattersraised under it, resolve disputes
that may ariseregarding theinterpretation or application of thisagreement, establish and task
working groups, and fulfill other similar duties. The Free Trade Commission comprisesthe
USTR and the Peruvian Ministro de Comercio Exterior y Turismo. Under this chapter, each
party shall al'so designateaTPA coordinator to preparefor Free Trade Commission meetings
andfollow up onitsdecisions. Thechapter al soincludesprovisionson administering dispute
settlement proceedings.

In recognition that trade capacity building is a catalyst for the reforms and investments
needed to foster trade-driven economic growth and reduce poverty, section B of thischapter
establishesa Committee on Trade Capacity Building. Thiscommittee will seek to prioritize
trade capacity-building projects and invite the participation of international donor
organizations, private-sector entities, and nongovernmental organi zationsto encouragetrade
and reform. The committee also will provide oversight to a working group on customs
administration and trade facilitation created under the provisions of this chapter, but tasked
to implement the provisions of Chapter 5—Customs Administration and Trade Facilitation.

TPA Chapter 22—Exceptions

This chapter discusses general exceptions to various chapters of the TPA and mentions
specific provisions of various WTO agreements, which are incorporated by reference. This
chapter also exempts the disclosure of essential security, taxation, or other information,
which would impede law enforcement or be contrary to the public interest.

12 Other chapters of the TPA are summarized and analyzed in chaps. 26 of this report. Summaries are not
intended to interpret them or to identify the negotiators' intent.
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TPA Chapter 23—Final Provisions

This chapter contains the mechanisms for acceding to the TPA and putting it into force as
well as an article on the legal significance of annexes. The parties must consult on any
changes made to provisions of the WTO agreement incorporated in thistext to determineif
the same principle will apply herein. If the parties agree, any country or group of countries
may accede to the TPA. The TPA will enter into force on or after the exchange of written
notifications by the United States and Peru that each has completed its respective domestic
legal procedures. “The English and Spanish texts of the Agreement are to be equally
authentic.”** Any withdrawal from the TPA will take effect 6 months after written notice.

U.S.-Peru Trade Overview

Andean Trade Preference Act

The U.S. Congress enacted ATPA in 1991 to grant the Andean nations of Bolivia,
Colombia, Ecuador, and Peru certain unilateral trade preferences to promote broad-based
economic development and viable economic alternatives to coca cultivation and cocaine
production in the region. ATPA expired in December 2001, but was renewed retroactively
and amended on August 6, 2002, by ATPDEA.*®

ATPA, asamended by ATPDEA, provides duty-free treatment to qualifying products from
the four designated beneficiary countries. ATPDEA expanded preferential treatment to
additional products previously ineligible under the original ATPA, namely certain textiles
and apparel, footwear, tunain foil or other flexible airtight packages (not cans), petroleum
and petroleum derivatives, and certain watchesand watch parts. Inall, nearly 6,300 tariff rate
lines or products are covered by ATPA trade preferences, of which about 700 were added
by ATPDEA.* Thefollowing products are excluded from preferential tariff treatment under
ATPA: textile and apparel articles not otherwise eligible for preferential treatment under
ATPDEA; canned tuna; above-quota imports of certain agricultural products subject to
tariff-rate quotas, including sugars, syrups, and sugar-containing products; and rumandtafia.

The four ATPA beneficiary countries are also GSP beneficiaries.” ATPA and GSP
provisions are similar in many ways, and many products can enter the United States free of
duty under either program. However, Andean producers tend to prefer the more
comprehensive ATPA for threereasons. First, ATPA authorizesduty-freetreatment on more
tariff categories than the GSP, including some textile and apparel articlesineligible for the
GSP. Second, unlike the GSP, imports under ATPA are not subject to competitive-need

18 U.S-Peru TPA, article 23.7.

¥ puplic Law 102-182, title I1; 105 STAT. 1236, 19 U.S.C. 3201-3102.

5 public Law 107-210, title XXXI. ATPDEA duty-free treatment became effective for all four
beneficiary countries on Oct. 31, 2002 (Presidential Proclamation 7616, 67 F.R. 67283).

8 USTR, "Fact Sheet: New Andean Trade Benefits.” Accordingly, approximately 90 percent of rate lines
provide duty-free treatment to U.S. imports from the ATPA region (60 percent under ATPA and 30 percent
have normal trade relations (NTR) rates of free). U.S. imports under the remaining approximately 10 percent
of tariff rate lines are dutiable.

" The U.S. GSP program originally was enacted for 10 years pursuant to title V of the Trade Act of 1974
(Public Law 93-618, 88 Stat. 2066 et seq.). The program has expired and been renewed several times.
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limits and country income restrictions. This provision means that preferential treatment is
not forfeited if imports of aproduct or national income exceed a certain threshold.® Third,
ATPA-qualifying rules of origin for products are more liberal than those of the GSP; the
GSP requires that 35 percent of the value of the product be added in a single beneficiary
country or in a specified association of GSP-eligible countries, whereas ATPA alows
regional aggregation within ATPA plus U.S. and Caribbean content. Duty-free treatment
under both the ATPA (as amended by ATPDEA) and GSP programs is due to expire on
December 31, 2006.

Bilateral Trade

Peru accounted for 0.31 percent, or $5.1 hillion, of the $1.7 trillion total U.S. importsin
2005. Between 1991 (when ATPA was signed into law) and 2005, U.S. imports from Peru
increased at acompound annual growth rate of 15.0 percent (figure 1-1). Importsfrom Peru
have increased even more rapidly since the 2002 renewa and expansion of ATPA by
ATPDEA. Since the expansion of these trade preferences, imports from Peru increased by
acompound annual growth rate of 37.9 percent from 2002 to 2005; however, thisgrowthis
largely the result of increasing values (driven by price increases) of mineral and energy-
related imports.

U.S. imports from Peru are highly concentrated in a few product categories, primarily
minerals and metals, apparel, energy-related products, coffee, and vegetables (table 1-3).
Gold, copper, silver, tin, and zinc combine to make up approximately one-half of U.S.
imports from Peru. Petroleum products and apparel each account for more than 10 percent
of total U.S. importsfrom Peru. Coffee, fruitsand nuts, prepared vegetabl es, asparagus, fish,
and wood each represent more than 1 percent of U.S. importsfrom Peru. Of the $5.1 billion
worth of importsfrom Peru, 97 percent entered free of duty, 50 percent under most-favored-
nation (MFN)* provisions, and 46 percent under ATPA (figure 1-2). Of the $2.3 billion in
imports that entered under ATPA, 9 percent were also eligible for preferential treatment
under the GSP. The remaining 91 percent were “ATPA-only,” meaning they were eligible
for duty-free treatment only under ATPA.

18 Under th GSP, a beneficiary developing country loses benefits for an eligible product when U.S.
imports of the product exceed either a specific, annually adjusted value or 50 percent of the value of total
U.S. imports of the product in the preceding calendar year—known as the competitive-need limit. See sec.
503(c)(2) of the Trade Act of 1974, as amended. As mentioned above, ATPA has no competitive-need limits.

¥ Nondiscriminatory tariff treatment is commonly and historically called "most-favored-nation” (MFN)
status and is currently called normal trade relations (NTR) status in the United States.
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Figure 1-1 U.S. trade with Peru, 1991-2005
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Table 1-3 Leading U.S. imports from Peru, total U.S. imports from the world, and Peruvian share of total,

2005
HTS Imports from Imports from Peruvian
subheadings Description Peru world share
---------- 1,000 dollars---------- -Percent-
7108.12.10  Gold, nonmonetary, bullion and dore 1,555,783 3,573,530 43.54
7403.11.00 Refined copper cathodes and sections of cathodes 556,350 3,238,489 17.18
2710.11.25 Naphthas (exc. motor fuel/mtr fuel blend. stock) fr
petroleum oils & bitumin minerals (o/than crude) or
preps 70%+ by wt. fr petroleum oils 324,062 6,615,774 490
6110.20.20  Sweaters, pullovers and similar articles, knitted or
crocheted, of cotton, n.e.s.o.i. 276,178 7,585,160 3.64
2710.19.05 Distillate and residual fuel oil (including blends) derived
from petroleum or oils from bituminous minerals, testing
under 25 degrees A.P.I. 228,655 23,819,186 0.96
6105.10.00 Men's or boys' shirts, knitted or crocheted, of cotton 173,459 1,548,195 11.20
7106.91.10  Silver bullion and dore 151,098 991,963 15.23
6109.10.00  T-shirts, singlets, tank tops and similar garments, knitted or
crocheted, of cotton 146,971 3,424,241 4.29
8001.10.00  Tin (o/than alloy), unwrought 138,341 284,902 48.56
0709.20.90  Asparagus, n.e.s.o.i., fresh or chilled 86,400 188,872 45.75
2608.00.00  Zinc ores and concentrates 84,967 116,985 72.63
0901.11.00 Coffee, not roasted, not decaffeinated 74,283 2,222,981 3.34
2709.00.10 Petroleum oils and oils from bituminous minerals, crude,
testing under 25 degrees A.P.I. 73,565 48,435,154 0.15
6106.10.00 Women's or girls' blouses and shirts, knitted or crocheted,
of cotton 55,538 863,223 6.43
2901.21.00 Ethylene 48,606 2,560,773 1.90
7113.19.29 Gold necklaces and neck chains (o/than of rope or mixed
links) 40,264 947,605 4.25
4407.24.00 Virola, Mahogany, Imbuia and Balsa wood sawn or chipped
lengthwise, sliced or peeled, over 6 mm thick 38,246 114,821 33.31
7106.92.10  Silver (incl. silver plate w gold/platinum), semimanufacture,
rectangular/near rectangular shape,99.5% or > pure,
marked only by wgt/identity 32,450 39,738 81.66
0904.20.20  Paprika, dried or crushed or ground 28,113 44,306 63.45
0306.13.00  Shrimps and prawns, cooked in shell or uncooked, dried,
salted or in brine, frozen 25,714 2,803,362 0.92
Subtotal 4,139,043 109,419,259 3.78
Other 983,547 1,552,960,409 0.06
Total 5,122,590 1,662,379,669 0.31

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

Note: The abbreviation “n.e.s.o.i.” stands for “not elsewhere specified or otherwise included.”
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Figure 1-2 U.S. imports from Peru, by preference program, 2005
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Table 1-4 lists the leading U.S. ATPA-only imports from each of the ATPA beneficiaries,
and the AVE for each of these products that would apply in the absence of ATPA
preferences. Thelower the AVE and theless of the product produced by Bolivia, Colombia,
and Ecuador, thelesslikely there would be trade diversion to Peru under the U.S.-Peru TPA
in the event ATPA preferences expire (the “ATPA preferences expire” scenario). Apparel
represented 38 percent of ATPA-only imports. These apparel products benefit substantially
from ATPA as imports would have faced duty rates ranging from 16.5 percent to
19.7 percent ad valorem. In addition to potentially facing relatively large MFN tariff rates,
in the absence of ATPA, apparel aso represents leading ATPA-only imports from Bolivia
and Colombia, increasing the likelihood for trade diversion from these countriesto Peruin
the “ATPA preferences expire” scenario.

2 Other apparel products not listed in the top five could have been subject to duties of up to 28.6 percent.

2! The economy-wide and sector-specific analyses discuss the various factors that limit possible trade

diversion in apparel.
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Table 1-4 U.S. ATPA-only imports by value, by Andean country, 2005

Country and
HTS

Ad valorem Percent

subheading Description Customs value equivalent of total
-1,000 dollars- ~ -------- Percent--------
Peru
7403.11.00 Refined copper cathodes and sections of cathodes* 556,350 1.0 26.68
6110.20.20 Sweaters, pullovers and similar articles, knitted or crocheted, of cotton,
n.e.s.o.i. 274,270 16.5 13.15
2710.11.25 Naphthas (exc. motor fuel/mtr fuel blend. stock) fr petroleum oils & bitumin
minerals (o/than crude) or preps 70%+ by wt. fr petroleum oils 242,469 0.2 11.63
2710.19.05 Distillate and residual fuel oil (including blends) derived from petroleum or
oils from bituminous minerals, testing under 25 degrees A.P.I. 213,694 0.2 10.25
6105.10.00 Men's or boys' shirts, knitted or crocheted, of cotton 172,107 19.7 8.25
Subtotal 1,458,890 69.95
Other 626,655 30.05
Total 2,085,545 100.00
Colombia
2709.00.20 Petroleum oils and oils from bituminous minerals, crude, testing 25 degrees
A.P.l. or more 1,725,838 0.3 41.90
2709.00.10 Petroleum oils and oils from bituminous minerals, crude, testing under 25
degrees A.P.1. 1,171,245 0.2 28.44
2710.19.05 Distillate and residual fuel oil (including blends) derived from petroleum or
oils from bituminous minerals, testing under 25 degrees A.P.I. 312,474 0.2 7.59
0603.10.60 Roses, fresh cut 188,965 6.8 4.59
6203.42.40 Men's or boys' trousers and shorts, not bibs, not knitted or crocheted, of
cotton, not containing 15% or more by weight of down, etc 143,042 16.6 3.47
Subtotal 3,541,564 85.99
Other 577,044 14.01
Total 4,118,607 100.00
Ecuador
2709.00.10 Petroleum oils and oils from bituminous minerals, crude, testing under 25
degrees A.P.I. 3,937,316 0.2 93.26
0603.10.60 Roses, fresh cut 74,108 6.8 1.76
2710.11.25 Naphthas (exc. motor fuel/mtr fuel blend. stock) fr petroleum oils & bitumin
minerals (o/than crude) or preps 70%-+ by wt. fr petroleum oils 73,288 0.2 1.74
1604.14.30 Tunas and skipjack, not in oil, in airtight containers, not of U.S.
possessions, over quota 47,814 12.5 1.13
1604.14.40 Tunas and skipjack, not in airtight containers, not in oil, in bulk or in
immediate containers weighing with contents over 6.8 kg each 16,721 0.3 0.40
Subtotal 4,149,247 98.28
Other 72,562 1.72
Total 4,221,809 100.00
Bolivia
2709.00.20 Petroleum oils and oils from bituminous minerals, crude, testing 25 degrees
A.P.l. or more 44,501 0.3 46.89
7113.19.21 Gold rope necklaces and neck chains 13,816 5.0 14.56
6105.10.00 Men's or boys' shirts, knitted or crocheted, of cotton 12,130 19.7 12.78
6106.10.00 Women's or girls' blouses and shirts, knitted or crocheted, of cotton 7,270 19.7 7.66
6109.10.00 T-shirts, singlets, tank tops and similar garments, knitted or crocheted, of
cotton 7,167 16.5 7.55
Subtotal 84,887 89.44
Other 10,017 10.56
Total 94,901 100.00

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

Note: The abbreviation “n.e.s.o.i.” stands for “not elsewhere specified or included.”

* Although this product is also GSP eligible, it is excluded from GSP for Peru because imports exceed the competitive-need limit;
consequently, it can only enter duty free under ATPA, which does not apply competitive-need limits.
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Copper cathodes represented 27 percent of ATPA-only imports; the applicable MFN duty
rate is 1.0 percent ad valorem. Petroleum and other energy-related products represented
25 percent of ATPA-only imports; the applicable MFN duty rate is 0.3 percent ad valorem.
Given these low MFN duty rates, effects directly attributable to the U.S.-Peru TPA are
expected to be small. Asparagus, which accounts for 6 percent of ATPA-only imports, also
benefits substantially from ATPA, as the applicable rates of duty would have been
5.0 percent or 21.3 percent for these imports, depending mainly on the season of entry.
However, asparagus is not a leading ATPA-only import from the other three Andean
countries, and therefore, is not likely to experience trade diversion under the “ATPA
preferencesexpire” scenario. Althoughthese ATPA-only importsarenot expected toreceive
preferential market access under a U.S.-Peru TPA above what was received under ATPA,
substantial historical trade flows are expected to continue after implementation of the U.S.-
Peru TPA, and the permanence of market access under the TPA may stimulate increased
investment.

Peru accounted for 0.25 percent or $2.0 billion of the $804.0 billionin total U.S. exportsin
2005. U.S. exportsto Peru have increased at a compound annual growth rate of 6.8 percent
since 1991, and acompound annual growth rate of 12.2 percent since 2002. U.S. exportsto
Peruarerelatively diversified. Morethan 35 percent are el ectrical and mechanical appliances
and machinery. Refined petroleum products and organic chemicals account for 10 percent
and 5 percent, respectively (table 1-5). Many agricultural and related products have
significant flows, including wheat, paper, cotton, fertilizers, rubber, corn, and animal and
vegetable fats and oils.

Based on Peru’ stariff schedule summarized in the tabulation below, more than 95 percent
of tariff rate lines have a base rate between 12 percent and 40 percent. Forty-three percent
of Peru’ stariff rate lines have a base rate of 12 percent and 36 percent have a base rate of
40 percent.

Peru applied tariff rates

Tariff base
rate (percent) Number of tariff lines Percent of total tariff lines
0to 9 197 2.86
12 3,005 43.08
17 41 0.59
20 762 10.92
25 311 4.46
30 4 0.06
35 11 0.16
40 2,515 36.05
52to 70 130 1.86
Total 6,976 100.00

Source: U.S.-Peru TPA, “Peru Tariff Schedule (Industrial and Textiles)” and “Peru Tariff
Schedule (Agriculture),” available at http://www.ustr.gov.

Note: Does not include tariff lines with base rate values of zeroes or blanks.
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Table 1-5 Leading U.S. exports to Peru, total U.S. exports to the world, and Peruvian share of total, 2005

HTS Exports to Exportsto  Peruvian
subheadings Description Peru world share
-------- 1,000 dollars--------  -Percent-
2710.19 Petroleum oils & oils (not light) from bituminous
minerals or preps n.e.s.o.i. 70%-+ by wt. from
petroleum oils or bitum. min 210,746 9,653,155 2.18
8431.49 Parts and attachments, n.e.s.o.i., for derricks,
cranes, self-propelled bulldozers, graders etc.
and other grading, scraping, etc. machinery 87,346 3,022,815 2.89
1001.90 Wheat (other than durum wheat), and meslin 78,046 4,206,085 1.86
8473.30 Parts and accessories for automatic data
processing machines and units thereof, magnetic
or optical readers, transcribing machines, etc.,
n.e.s.o.i. 57,572 12,171,725 0.47
3907.60 Polyethylene terephthalate, in primary forms 56,576 586,063 9.65
9880.00 Estimate of non-Canadian low value export
shipments; compiled low value shipments to
Canada; and shipments not identified by kind to
Canada 55,677 20,443,326 0.27
8525.20 Transmission apparatus incorporating reception
apparatus for radiotelephony, radiotelegraphy,
radiobroadcasting or television 52,039 3,266,140 1.59
8431.43 Parts for boring or sinking machinery, n.e.s.o.i. 49,362 5,680,194 0.87
5201.00 Cotton, not carded or combed 38,437 3,920,176 0.98
3100.00 Fertilizers (exports only; includes crude fertilizers
from other areas) 37,157 2,906,094 1.28
2926.10 Acrylonitrile 31,660 954,602 3.32
9504.30 Coin- or token-operated games, other than
bowling alley equipment; parts and accessories
thereof 25,046 601,494 4.16
8402.90 Parts for super-heated water boilers and steam
or other vapor generation boilers (other than
central heating hot water boilers) 24,008 123,351 19.46
1005.90 Corn (maize), other than seed corn 20,289 4,860,457 0.42
7308.90 Structures and parts of structures n.e.s.o.i., or iron
or steel 16,029 489,588 3.27
8432.90 Parts for agricultural, horticultural or forestry
machinery (for soil preparation or cultivation) and
parts for lawn or ground rollers 14,103 164,534 8.57
8704.10 Dumpers (dump trucks) designed for off-highway
use 13,888 1,605,676 0.86
3906.90 Acrylic polymers n.e.s.o.i., in primary forms 13,570 1,159,231 1.17
8479.90 Parts of machines and mechanical appliances
having individual functions, n.e.s.o.i. 13,451 2,150,630 0.63
3901.10 Polyethylene having a specific gravity of less
than 0.94, in primary forms 13,332 1,571,457 0.85
Subtotal 908,333 79,536,793 1.14
Other 1,129,706 724,455,097 0.16
Total 2,038,039 803,991,890 0.25

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

Note: The abbreviation “n.e.s.o.i.” stands for “not elsewhere specified or included.”
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PERU

ECONOMIC PROFILE
Economic indicators Economic overview
2000 2004 P Peruis a lower-middle-income country located in the Andean
Population (mn) ................. 26.3 27.9 region (figure 1-3). Its population is less than one-tenth of that of
GDP (US$BN) ..o, 53.7 77.6 the United States, and its GDP in 2004 was less than 1 percent
GDP per capita (US$) .. .......... 20418 27814 of the U.S. GDP.
Real GDP growth (%) ............ 0.2 5.9 . . . .
P The Peruvian economy is characterized by relatively modern
Goods exports (USsmn).......... 7,025.7 16,6917 sectors on the coastal plains and subsistence sectors in the
Goods imports (USSmn) .......... 7,221.2 12,079.0 mountains of the interior. Peru has a wide diversity of climates,
Trade balance (US$mn) .......... -1955  4,612.7 encouraging the cultivation of many varieties of crops.
p Peru’s GDP increased by 45 percent between 2000 and 2005,
GDP by economic activities, 2004 largely resulting from the political and economic reforms
(nominal GDP = $68.6 billion) enacted in the 1990s and continued in recent years.! Increased

exports of nontraditional goods and high mineral prices in
2004 and 2005 also helped export earnings and GDP growth.
Other, 11.6%
Fisheries, 0.5%
Construction, 4.8%

Mining, 6.6%

P Services represent approximately one-half of Peru’s GDP. The
manufacturing sector is small, accounting for 15 percent of
GDP, but fairly diverse; the largest sectors are food processing,
fishmeal, metals and minerals, steel, and textiles and apparel.

Services. 53.3% However, low demand in both Peru and the regional market

' has resulted in limited growth in the manufacturing sector.

Agriculture, 8.3%

P Export-earning industries are primarily mining, specifically
copper, gold, silver, zinc, and lead, as well as fishing and
fishmeal processing. Peru has been ranked as high as the
second-largest fishing nation in the world, but overfishing and
the effects of El Nifio have led to reduced catches in recent
years.

Manufacturing, 14.9%

P The United States is Peru’s largest single-country trading

Peru’s main trade commodities, US$ million, 2004 partner, accqunting for approximately 29 percent of Peru’s
exports and imports.

Exports Imports

Copper .......... 2,446.0 Intermediate goods . 5,358.4 P Sectors targeted for expansion by the Peruvian government
Gold ............ 2,383.1 Capital goods . .. .. 2,366.6 include tourism, petroleum and natural gas (large deposits have
Fishmeal ......... 1,103.7 Consumer goods ... 1.974.4 been located but need development), textiles (locally grown
zine 576.8 Other goods ... ... 126.2 Pima cotton is highly regarded, and animals native to Peru such

as alpacas and llamas have high-quality wool), and agriculture
(the climate lends itself to growth of a wide range of products).

Peru’s main trading partners, percent of total, 2004

P Foreign direct investment from Spain, the United States, and the

Exports Imports United Kingdom has been concentrated in the communications,
United States . . . . 29.0 United States . . ... 28.7 energy, and mining sectors.

China ......... 9.3 Spain .......... 74

United Kingdon . . 75 Chile ........... 6.6

Chile .......... 5.0 Brazil .......... 6.0

Source for economic indicators, GDP figure, and trade data:
“Peru: Economic Structure”; 2005 data are EIU estimates

1 Although not as pervasive as in the past, Peru’s informal economy is still
large. In general terms, an estimated 38 percent of GDP and 60 percent of
man-hours worked took place in the informal sector in Peru in the late 1980s.
DeSoto, Chersi, and Ghibellini, “El Otro Sendero.”
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PERU-CONTINUED

U.S. merchandise trade with Peru, 2000-2005
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Leading U.S. exports to Peru, US$ million, 2005

Machineryandparts........................ 709.2
Plastics and chemicals ....................... 3575
Mineral fuelsandoils ....................... 216.4
Cereals . ... 107.2
VehicleS .. ... 73.3
Other .. .. 574.4
Total ... 2,038.0
Leading U.S. imports from Peru, US$ million, 2005
Precious stonesand metals ................... 1,827.4
Mineral fuels & organic chemicals ............. 777.4
Apparel .. ... 746.6
Copper & related articles .................... 592.7
Vegetables ............. .. ... 160.6
Other ... ... 1,017.9
Total . 5,122.6

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

p Peruis a member of the WTO, the Asia-Pacific Economic
Cooperation (APEC) forum,2 and the Latin American
Integration Association (ALADI).3

P Peru is a member of the Andean Community* and an
associate member of Mercosur.®

P Peru has full or partial bilateral trade agreements with more
than 12 countries (some through ALADI), including Argentina,
Bolivia, Brazil, Chile, Cuba, Mexico, Paraguay, Thailand,
and Uruguay.

P Peru is negotiating preferential trade agreements with other
countries/regions, including the European Union and some of
the members of APEC, hilaterally and through the Andean
Community.

P Peru has signed bilateral investment treaties with 28
countries® and is a member of the Multilateral Investment
Guarantee Agency, the Overseas Private Investment
Corporation, and the International Center for Settlement of
Investment Disputes.

U.S.-Peru trade in goods

p U.S. trade with Peru is small, accounting for approximately
0.3 percent of total U.S. goods trade in 2005.

p The U.S. trade deficit with Peru increased during 2000
through 2005, primarily as a result of increased imports
from Peru, driven by increasing values (driven primarily by
price increases) of energy-related products and
minerals/metals.

P U.S. exports to Peru in 2005 totaled more than $2.0 billion
and consisted mainly of various types of machinery,
plastics, mineral fuels and oils, and cereals.

p U.S. imports from Peru in 2005 totaled more than $5.1
billion and consisted mainly of minerals and metals,
mineral fuels and oils, organic chemicals, apparel, and
vegetables.

p Approximately 6,300 tariff rate lines or products from Peru
are eligible to enter the United States duty free under the
ATPA program.

2 APEC members are Australia, Brunei, Canada, Chile, China, Hong
Kong, Indonesia, Japan, Korea, Malaysia, Mexico, New Zealand, Papua
New Guinea, Peru, the Philippines, the Russian Federation, Singapore,
Taiwan, Thailand, the United States, and Vietnam.

3 ALADI members are Argentina, Bolivia, Brazil, Chile, Colombia,
Cuba, Ecuador, Mexico, Paraguay, Peru, Uruguay, and Venezuela.

4The Andean Community is a customs union that includes Bolivia,
Colombia, Ecuador, Peru, and Venezuela.

5 Mercosur includes Argentina, Brazil, Paraguay, and Uruguay. On
Dec. 8, 2004, the Andean Community signed a cooperation agreement
with Mercosur, and the two blocs published a joint letter of intention for
future negotiations toward integrating all of South America in the context
of the South American Community of Nations. In Dec. 2005, Mercosur
began considering Venezuela for membership.

6 The countries are Argentina, Australia, Bolivia, Chile, China,
Colombia, Cuba, the Czech Republic, Denmark, Ecuador, El Salvador,
Finland, France, Germany, Italy, Malaysia, the Netherlands, Norway,
Paraguay, Portugal, Romania, Singapore, Spain, Sweden, Switzerland,
Thailand, the United Kingdom, and Venezuela.



PERU-CONTINUED

Figure 1-3 Map of Peru
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Literature Review

The Commission found four studies in its review of the literature that directly assess the
economic effect of a proposed U.S.-Peru/Andean FTA. Two studies analyze a proposed
U.S.-PeruFTA; oneanalyzesaproposed U.S.-Andean FTA; and afourth study assessesthe
effect of the U.S.-Peru TPA specifically on the agricultural sector.?? Although the focus of
most of these studiesis primarily on the effect of the agreements on Peru or the Andean
Community, the general effects, when reported, on U.S. trade and GDPwerevery small and
mitigated by Peru’ sexisting preferential accesstothe U.S. market under ATPA. In addition,
estimated val ues by those studies reporting economy-wide effects on the United States of an
agreement similar tothe U.S.-Peru TPA and using similar modeling techniquesdid not differ
substantialy from those determined by Commission analysisin this report.

Inthefirst study, Eduardo Moron® used acalibrated dynamic stochastic general equilibrium
model of the Peruvian economy to simulate results of the proposed FTA with the United
States. On the basis of a three-sector economy model (exportable, importable, and
nontradeable goods), Moron examines seven scenarios.?* The author finds that, from the
perspective of Peru’'s economy, a combination of al reforms results in a higher GDP (by
3.29 percent) for Peru, asubstantial increase in exports, imports, and investment, and areal
exchange rate depreciation. Moron does not report results for the United States. In terms of
trade creation and trade diversion, Moron’ s analysis suggests there should be minimal trade
diversion because of the substantial difference in the level of industrial development and
production bases between the United States and Peru.

In addition to his analysis, Moron references two papers that use CGE models to examine
the effects of an FTA on the Peruvian economy. In the first paper, Cuadra et al.”® use the
GTAP CGE model (version 5) to simulate the FTA with the United States aswell asFTAs
with various other regiona groups and global free trade. Depending on the scenario and
assumptions, Peru’s GDP increases between 0.11 and 7.02 percent. Moron does hot cite
results for the United States. In the second paper referenced by Moron, Rodriguez et al.?®
also use a CGE model. The authors' analysisindicates that, under an FTA, Peru’simports
fromthe United Stateswill be higher by 30.3 percent and Peru’ sexportsto the United States
will be higher by 3.0 percent.?’

In the second study that the Commission identified, Vernon O. Roningen®® uses a partial
equilibrium model to analyze Peru’ shilateral tradewith anumber of countries, including the

2 References to FTAsin this section imply proposed, possible, or hypothetical FTAS.

2 Moron, “The Effect of the Free Trade Agreement with the U.S. in the Peruvian Economy.”

% The seven scenarios are: 1) reduction in tariff rates, 2) increased access to the U.S. market for Peru's
exports, 3) increased value-added tax (VAT) to compensate for lower tariff revenue and to compensate
contracting industries, 4) increased VAT for importable goods to cover increased property rights protection,
5) increased government expenditure, 6) increased total factor productivity, and 7) combined effects.

% Cuadra, Fairlie, and Florian, “ Escenarios de integracion del Peru,” referenced in Moron, “ The Effect of
the Free Trade Agreement with the U.S. in the Peruvian Economy.” This paper is unpublished, written in
Spanish, and not available on the Internet.

% Rodriguez, et al. * Efectos macroeconomicos del acuerdo de libre comercio,” referenced in Moron, “The
Effect of the Free Trade Agreement with the U.S. in the Peruvian Economy.” This paper is unpublished,
written in Spanish, and not available on the Internet.

2" Moron reports that the two papers show very different results, partly because the models are so
different. He cites both papers as a comparative static exercise rather than using them for analysis of the
transitional dynamics.

28 Roningen," The Economic Impact of a Peru Free Trade Agreement with the United States.”
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United States, inthe sugar, cotton, and other selected sectors.?® Scenariosincluded (1) global
freetradein all products, (2) an FTA between Peru and the United States, (3) an FTA with
the removal of the U.S. sugar import quota system, (4) an FTA with abalanced tripling of
the Peru sugar quotainto the United States, (5) an FTA with the removal of the U.S. cotton
export subsidy, and (6) an FTA with theremoval of both the United Statesand the EU textile
import quota systems.

For the various scenarios of an FTA between the United States and Peru, the model
distingui shed between the benefitsalready obtained through ATPA (i.e., what can belost for
Peru if the FTA is not enacted before ATPA expires) and the benefits from the proposed
FTA. Model results for the sugar sector show that most of the gains stem from the FTA
rather than ATPA, but for cotton/textiles, most of the gains have already been obtained under
the ATPA program. Therefore, the cotton/textiles sector will bethemost negatively affected
sector if ATPA preferences are not renewed and the FTA is not signed. In examining and
comparing scenariosthat include the FTA and additional changes, reform of the U.S. sugar
import quotascheme (e.g., atripling of the current quota) would produce moregainsfor Peru
than an FTA with the United States, and removal of the U.S. cotton export subsidieswould
provide a small increase in benefits for Peru. In sum, according to Roningen, with respect
to the sugar and cotton sectors, provisions of the FTA are less liberalizing of the sugar and
cotton/textile sectorsthan would be reforms of the import quota and export subsidy regimes
evaluated in hisanalysis.

The third study the Commission identified examines FTAs involving Latin American
countries, and Peru is included and analyzed as a member of the Andean Community. The
authors, Josefina Monteagudo and Masakazu Watanuki,* use a trade-focused CGE model
with variables that represented three kinds of trade barriers. ad valorem tariff equivalents,
export subsidies, and domestic supports. The effects of the following FTAswere analyzed:
a South American Free Trade Agreement, an Andean FTA with the United States, and the
Free Trade Areaof the Americas (FTAA). Theresults show a high correlation between the
size of the trade agreement and the potential economic gains. For example, the FTAA
produces the largest benefits for the Andean Community*! in terms of both GDP and total
export growth® (3.0 percent and 8.3 percent, respectively). The Andean FTA withtheUnited
States produces small gains for the United States (0.2 percent GDP growth and 0.3 percent
total export growth) because of existing ATPA preferences and Peru’s export structure,
which includes mining, energy products, and chemicals that already face low or no barriers
intotheU.S. market. Theauthorsnotealargetradediversion effect inthe Andean-U.S. FTA
because of the Andean countries’ shift from third parties to U.S. sources for imports,
increasing U.S. exports by 4.0 percent and U.S. imports by 0.2 percent.

Thefourth study, conducted by the American Farm Bureau Federation (AFBF), assessesthe
effect of the TPA on the U.S. agricultural sector.® The AFBF s general conclusion isthat,
despite theincrease in U.S. sugar imports, the TPA will have a positive effect on the U.S.

# Roningen’s report was designed to examine specific sectors in detail for Peru, subsequent to a
GTAP/CGE-based study commissioned by Peru’s Ministry of Commerce and Tourism.

% Monteagudo and Watanuki, “What Kind of Trade Integration Helps Latin Americathe Most?’

31 The results separate Colombia and Venezuela from the “rest of the Andean Community,” and so the
results listed here are for Bolivia, Ecuador, and Peru combined.

% The effect on exports and imports is measured by changes in trade in goods and excludes trade in
services.

3 American Farm Bureau Federation, Implications of a Peru Trade Promotion Agreement on U.S,
Agriculture.
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agricultural sector. The AFBF smethodol ogy comparestwo scenarios: “thefirst assumesno
agreement is implemented and the second assumes that the current agreement is put in
place.”* This methodology was conducted for four commodities: major grain, oilseed,
livestock, and fiber products. For scenario one (without the TPA), the AFBF estimates
Peruvian demand for imports in 2025 by projecting current demand and supply based on
historical production trends and estimatesfor popul ation and economic growth. To estimate
U.S. exports of these products, the authors assume the U.S. market share in Peru remains at
its current value of 8 percent. For scenario two (with the TPA), the authors adjust projected
Peruvian demand and supply in 2025 using supply, demand, price, and income elasticities
developed by the Food and Agricultural Organization of the United Nations.® To estimate
the gainin U.S. exports of these products, the authors assume an across-the-board increase
of 25 percent in U.S. market share in the Peruvian market.*® The difference between
estimates from these two scenarios is the estimated increase in U.S. exports to Peru, or
$477 million for the four commodities combined. Although the four sectors represent those
facing the most restrictions in the Peruvian economy, the authors estimate the overall
increase in other agricultural products by applying the same growth rate to al U.S.
agricultural exports to Peru for an additional increase of $229 million, and an overal
increase for all U.S. agricultural exportsto Peru of $706 million. In aseparate analysis, the
AFBF estimates an increase of more than $6 millionin U.S. sugar imports from Peru based
on the quota increases provided for in the TPA. Consequently, the AFBF's analysis
“suggests atotal surplus of [TPA-related] gainsin exports over imports of $699 million.”*

*1bid., 12.

* The eladticities used in the AFBF assessment are not Peru specific, but based on regional estimates from
the mid-1990s.

% For example, the U.S. aggregate agricultural market share increases from 8 to 10 percent, and the U.S.
wheat market share increases from 32 to 40 percent. The AFBF did not provide the basis for employing this
increase in market share.

5" American Farm Bureau Federation, Implications of a Peru Trade Promotion Agreement on U.S,
Agriculture, 15.
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CHAPTER 2

Effect of Market Access Provisionsfor
Goods: Goods M arket Access and
Economy-Wide Analysis'

This chapter has two major sections: a goods market access assessment and an economy-
wide analysis. The goods market access assessment provides a summary and assessment of
the tariff commitments made by the United States and Peru in the TPA. The goods market
access assessment is followed by an economy-wide analysis of the potential effects of the
market access provisions of the TPA. Using ageneral equilibrium model, the Commission
estimates the potential effects of thetariff cutsin the TPA on the U.S. economy asawhole,
including theeffectson GDP, exportsand i mports, production, employment, the competitive
position of industries, and consumers.

Summary of Assessment

Goods Market Access

The U.S.-Peru TPA providesfor the elimination of duties on bilateral tradein all qualifying
goods with the exception of sugar. The staging of tariff elimination varies from immediate
for the majority of tariff lines to a 17-year phase-in, with some provisions providing for
preferential TRQs, primarily for sensitive agricultural goods, which are, with the exception
of sugar, eventually phased out.

v

Industrial and textiletariffs: Morethan 99 percent of U.S. and 80 percent of Peruvian
“industrial and textile” tariff lines are already duty free or will become duty free
immediately upon TPA implementation.

» Agricultural tariffs: More than 89 percent of U.S. and 56 percent of Peruvian
agricultural tariff linesare already duty free or will become duty freeimmediately upon
TPA implementation.

» Treatment and rules of origin: The commitments on national treatment and market
access are similar in form to the corresponding provisions of GATT 1994. The parties
agree to eliminate their customs duties on “originating goods,” unless otherwise
provided, and to refrain fromincreasing any duty rate, imposing anew rate, or imposing
or expanding performance requirements to obtain a TPA benefit.

» Textilesand apparel provisions: The TPA will immediately eliminate al tariffs on
U.S. trade with Peru in textiles and apparel that meet the TPA rules of origin, thereby
making permanent the duty-free benefits currently available under ATPA for almost al

! Although most chapters of the TPA deal with improving market access by addressing trade facilitation,
investment, and regulatory environment aspects, “market access provisions’ described in this chapter
specifically refer to TPA chaps. 2, 3, and 4 of the TPA (and related annexes and side letters).
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U.S. imports of Peruvian apparel. The TPA will grant duty-free treatment for the first
timeto U.S. imports of textiles from Peru and to U.S. exports of textiles and apparel to
Peru.

Economy-wide Analysis

The Commission'ssimulation of theeconomy-wideeffect of tariff elimination, assumingthat
ATPA preferences continue, found that U.S. welfare will increase by $346 million
(0.002 percent of GDP) and GDP will increase by more than $2.1 billion (0.02 percent).
These effects are driven by Peru'sremoval of itstariffs and the subsequent improvement in
the U.S. termsof trade. Results of the second policy simulation, whereby ATPA preferences
expire, differ minimally from the first simulation.

>

Tariff asymmetry: Asaresult of Peru'saccessto ATPA, Peruvian exporters generally
face substantially lower tariffsin the U.S. market than do U.S. exportersin the Peruvian
market. With few exceptions, Peru's average AVE tariff rates in the economy-wide
model range from 12 to 25 percent, whereas amost all U.S. sector average tariff rates
inthemodel arezero or near zero, with only one exceeding 3 percent (sugar). Giventhis
tariff asymmetry, the TPA islikely to result in amuch larger increasein U.S. exportsto
Peru than in U.S. imports from Peru.

U.S. exportsto Peru: Based on theresults of the economy-widemodel simulation, U.S.
exports to Peru are estimated to be higher by $1.1 billion. The largest estimated
increasesin U.S. exports, by value, arein machinery and equipment; chemicals, rubber,
and plastic products; electrical machinery; and wheat. The largest estimated increases
in U.S. exports, by percent, are in paddy rice and meat (e.g., swine and poultry)
products.

U.S. importsfrom Peru: Based on the results of the economy-wide model simulation,
U.S. importsfrom Peru are estimated to be higher by $439 million. Thelargest estimated
increase in imports, by value, isin metals n.e.c. (mainly gold, copper, and aluminum);
the largest estimated increases in U.S. imports, by percent, are in leather products and
bovine meat products.

U.S. industries: The wheat sector is estimated to experience the largest increases in
output and employment. Only the U.S. paddy rice, crops n.e.c. (e.g., cut flowers, live
plants, and seeds), and metalsn.e.c. (mainly gold, copper, and aluminum) sectorsdecline
by more than 0.10 percent in output or employment.

ATPA expires scenario: The largest effects of the second scenario include increased
domestic output of flowers (as Colombia, alarge exporter to the United States, would
face tariffs) and minimal trade diversion from other Andean countries to Peru in some
sectors.



Goods M arket Access

TPA Tariff Commitments

TheU.S.-Peru TPA will eliminate duties on awide range of the partner countries' originating
goods immediately, while phasing out duties on other originating goods over differing
transition periods and providing for preferential TRQs on certain sensitive (primarily
agricultural) goods.? Many originating goods from Peru under the TPA’ srules of origin will
be guaranteed existing duty-free access or receiveimmediate duty-free entry into the United
States, corresponding to the duty-free status currently available for most tariff rate lines
under the GSP or ATPA. The U.S. and Peruvian “industrial and textile,” and agricultural
tariff schedules (with annexes and notes) cover all goods. Tables2-1 and 2-2 and figures 2-1
and 2-2 summarize the U.S. and Peruvian tariff commitments. Of the more than 8,800 U.S.
and 6,000 Peruvian industrial and textiletariff lines, more than 99 percent of U.S. tariff lines
and 80 percent of Peruvian tariff lines are already duty free or are duty free immediately
upon entry into force of the TPA. More than 89 percent of U.S. agricultural tariff linesand
56 percent of Peruvian agricultura tariff lines are already duty free or are duty free
immediately upon entry into the TPA. A comparison of U.S. and Peruvian tariff schedules
indicatesthat, whilethe United Stateshasarelatively large percent of tariff lines categorized
asalready duty free, very few (lessthan 1 percent) of Peru’ sindustrial and textiletariff lines
are categorized as already duty free.

Table 2-1 U.S.-Peru TPA: Summary of industrial and textile tariff commitments

Staging

U.S. commitments (8,817 tariff lines) Peru commitments (6,072 tariff lines)

Already free of duty

(MFN)

3,403 tariff lines included in 63 HS chapters 47 tariff lines included in agriculture related inputs
and machinery (such as tractors, harvesting
machines, and mineral and chemical fertilizers) in

chapters 28, 29, 31, 38, 84, 85, & 87

Immediate duty-free

5,376 tariff lines included in 71 HS chapters 4,863 tariff lines included in 75 HS chapters;

entry 52 percent of which and 32 percent of which had
original 4 percent and 12 percent tariff bases,
respectively

Free without bond 17 tariff lines in HS chapter 98 primarily None

included in items for exhibition, repair, or
temporary use

5-year staging None 592 tariff lines included in 46 HS chapters;
96 percent of tariff lines had an original 12 percent
tariff base

7-year staging None 39 tariff lines in HS chapters 32-34, 39, 48, 73,

84-85, & 87, primarily plastic products and misc.
machinery; 97 percent of tariff lines had an original
12 percent tariff base

10-year staging

20 tariff lines in HS chapters 16 and 64 (tuna
and skipjack, and footwear)

529 tariff lines included in 34 HS chapters;
94 percent of tariff lines had an original 12 percent
tariff base

Subject to import
restrictions

None

2 tariff lines included in used clothing and used tires

Subject to possible duty
based on
production-sharing
section

One tariff line included in further-processed
metal articles in subheading 9802

None

Source: U.S.-Peru TPA, “US Tariff Schedule (Industrial and Textiles)” and “Peru Tariff Schedule (Industrial and Textiles),”
available at http://www.ustr.gov.

Note: Tariff rates stated in percent mean “percent ad valorem.”

2 With the exception of sugar, duties on all qualifying goods will be phased out over a period of up to 17

years.
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Table 2-2 U.S.-Peru TPA: Summary of agricultural tariff commitments

Staging U.S. commitments (1,817 tariff lines) Peru commitments (909 tariff lines)

Already free of 388 tariff lines included in 31 HS chapters 59 tariff lines in HS chapters 01, 05-07, 10, & 12
duty (MEN) (including live animals, grains, seeds, & beans)
Immediate 1,241 tariff lines included in 33 HS chapters 451 tariff lines included in 30 HS chapters
duty-free entry

2 to 5-year linear
and nonlinear
staging

3 tariff lines (all 5-year linear) included in wool

257 tariff lines included in 19 chapters; 240 of which are
5-year linear staging

7 to 9-year linear
staging

None

17 tariff lines in HS chapters 02, 04, 11, & 15-16
(primarily processed meat products)

10 to 17-year linear
staging

56 tariff lines in HS chapters 02, 04, 12, &
18-24 (primarily bovine, dairy products,
peanuts, cocoa/chocolate, & tobacco); 51 of
which are 15-year staging

78 tariff lines in HS chapters 02, 04, 10-12, 15-17,
19-23, 35, 38, 41, 43, & 50-51 (including meat, eggs,
dairy products, grains, animal & vegetable oil, orange
juice, and alcoholic products); 69 of which are 10-year
staging

Tariff-rate quotas

129 tariff lines in HS chapters 04, 15, 17-19,
& 21-22 covering cheese, milk, processed
dairy products, & sugar; in-quota items are
free of duty; TRQs are liberalized over 15 to
17 years and ended thereafter, except for

sugar

47 tariff lines in HS chapters 02, 04-05, 10, 15-16, 19,
& 21 covering dairy products, beef, chicken, corn, rice,
and soybean oil; in-quota items are free of duty; TRQs
are liberalized over 10 to 17 years and ended thereafter

Source: U.S.-Peru TPA, “US Tariff Schedule (Agriculture)” and “Peru Tariff Schedule (Agriculture),” available at

http://www.ustr.gov.

Figure 2-1 U.S.-Peru TPA: Summary of tariff commitments, by number of tariff lines
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Figure 2-2 U.S.-Peru TPA: Summary of tariff commitments, by percent of tariff lines
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TPA Market Access Provisions

TPA Chapter 2—National Treatment and Market Accessfor Goods

The commitments on national treatment and market access are similar in form to the
corresponding provisions of the GATT 1994. Under this chapter, the parties agree to
eliminate their customs duties on originating goods under the attached schedules, and to
refrain from increasing any duty rate, imposing a new rate, or imposing or expanding
performance requirements to obtain a TPA benefit. Further, they can agreeto accelerate the
elimination of any duty. Duty-level ceilingsare providedinthe event that aconcession must
be withdrawn; a party can impose a duty authorized by the WTO Dispute Settlement Body
or return to a higher TPA scheduled rate after a unilateral duty reduction.

Other provisionsin this chapter are similar to those of other FTAs and deal with temporary
importations, re-entry of repaired or altered goods, and other customs procedures. Article X
of GATT 1994 controls whether a specific measure is allowed under the TPA. Legitimate
prohibitions or restrictions on trade with nonparties are to be allowed and are recognized
under this article. Import licensing must comply with the WTO agreement on that subject,
and the partners are barred from restricting or banning imports from another party on the
grounds of alleged violations of local law. Still other provisions ban consular transactions
and the U.S. merchandise processing fee (the so-called "customs user fee") and would
reguire other fees and charges that are not duties or their equivalent to be directly related to
administrative services being rendered. All fees and charges on trade in goods are required
to be published on the Internet. The parties are required to recognize Bourbon Whiskey and
Tennessee Whiskey as distinctive U.S. products; they can request that the TPA Committee
on Trade in Goods offer amendments to the agreement to recognize a good as a distinctive
product. The agreement establishes a Committee on Trade in Goods to consider matters
arising under Chapter 4—Rules of Origin Procedures and Chapter 5—Customs
Administration and Trade Facilitation.

The Agricultural Market Access Text (section G) deals with the implementation and
administration of TRQs, agricultural export subsidies and export state trading enterprises,
agricultural safeguard measures, a sugar compensation mechanism, and consultations on
trade in chickens, and establishes aCommittee on Agricultural Trade. Thereisan annex on
agricultural safeguard measuresfor beef, bone-in chickenlegs, rice, milk powder, butter and
dairy spreads, and cheese. This section aso includes the agricultural tariff schedules and
appendixes for both parties, as well as both parties industrial and textile tariff schedules.
There is also a side letter in which Peru acknowledges its commitment to become a full
participant in the WTO Information Technology Agreement (ITA) no later than
December 31, 2007.

TPA Chapter 3—Textilesand Apparel
TheTPA will immediately eliminateall tariffson U.S. tradewith Peruintextilesand apparel

that meet the TPA rulesof origin (“ originating goods”), thereby making permanent the duty-
free benefits currently available under ATPA for aimost al U.S. imports of Peruvian



apparel 2 The TPA will grant duty-freetreatment for thefirst timeto U.S. imports of textiles
from Peru and to U.S. exports of textiles and apparel to Peru. The rules of origin under the
TPA for textiles and apparel will generally be based on the “yarn-forward rule” found in
most other U.S. FTAS, which requires that imports of such goods from the TPA party be
made in the United States or Peru from the yarn stage forward to qualify for duty-free
benefits.* Although ATPA aso generally requires apparel to be made in beneficiary
countriesfrom the yarn stage forward to qualify for duty-free preferences, the TPA contains
provisions relating to allowable foreign content and application of the rules of origin that
will likely provide the parties more flexibility than ATPA in using third-country inputs.
However, the TPA does not contain certain provisions found in other recent U.S. FTAsthat
expand opportunities for parties to use third-country inputs, such astariff preference levels
(TPLs) and cumulation provisions (discussed below).

The TPA rules of origin for textiles and apparel (annex 3.2 to TPA chapter 3) are based on
changesin tariff classification from third-country inputsto goods processed or madein one
or both parties. The rules will generally apply only to the component that determines the
tariff classification of the garment, rather than to all fabric components of the garment, as
is the case under ATPA. For example, a garment subject to the yarn-forward rule will be
eligiblefor TPA preferencesif the component that determinesthetariff classification of the
good is made of originating yarns and fabrics, without regard to the source of any collar,
cuffs, or most other components incorporated into the garment.® Apparel components that
must be originating include certain visible linings,® narrow elastic fabrics,” sewing thread,
and pocketing fabrics.

In addition, the de minimis foreign content rule under the TPA will, like in CAFTA-DR,
permit up to 10 percent of the total weight of the component that determines the tariff
classification of the good to consist of third-country fibers or yarns, except for elastomeric
yarns, which must be made in a TPA party. By contrast, the ATPA de minimis foreign
content rule permits third-country yarnsto account for not more than 7 percent of the total
weight of the garment. Unlike ATPA, the TPA will grant duty-free benefits to garments
madein Peru from U.S. fabricsthat are dyed, printed, and finished in Peru and to unlimited
quantities of garments made in Peru from Peruvian fabrics of U.S. or Peruvian yarns.®

Notwithstanding these enhancementsof ATPA, the TPA doesnot contain certain provisions
found in other recent U.S. FTASs that permit the parties to use third-country inputs in

% U.S. imports of textiles and apparel from Peru totaled $821 million in 2005 and consisted almost entirely
of apparel (data are from the U.S. Department of Commerce, Office of Textiles and Apparel). Apparel and a
few textile articles (textile luggage and handloomed, handmade, and folklore articles) are eligible for special
tariff benefits under ATPA, as amended by ATPDEA, as provided for in subchapter XX of chap. 98 of the
HTS (subheadings 9821.11.01 through 9821.11.25).

4 A "fiber-forward rule" appliesto alimited number of articles (mainly yarns and knit fabrics).

® ATPA allows originating garments to contain findings, trimmings, and interlinings of foreign origin if
the value of these items (e.g., zippers, buttons, and lace trim) does not exceed 25 percent of the cost of the
components of the assembled article.

® Applies only to the visible lining fabric in the main body of certain suits, sport coats, skirts, and coats
(excluding sleeves), which coversthe largest surface areg; it does not apply to removable linings. The fabrics
include woven fabrics of wool, cotton, and manmade fibers (except certain artificial-filament-yarn fabric),
and certain pile, warp, and other knitted fabrics.

" Appliesto narrow fabrics of HT'S subheading 5806.20 (woven) or heading 6002 (knitted), of a width not
exceeding 30 centimeters, containing by weight 5 percent or more of elastomeric yarn or rubber thread.

8 ATPA grants duty-free treatment to U.S. imports of apparel made in Andean countries from fabrics
formed in the Andean region of U.S. or Andean yarns, subject to an annual cap (the cap for the 12-month
period ending Sept. 30, 2005, had afill rate of just 3.5 percent).
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originating goods.® For example, the TPA does not include any TPLs that would provide
duty preferencesto specified quantities of U.S. imports of specific apparel articles madein
Peru from third-country inputs. It also does not contain a single-transformation rule that
permitscertain garmentsto be made of third-country fabricsaslong asthefabricsare cut and
sewn in an agreement party.'® With respect to cumulation provisions, which permit the use
of inputsfrom other FTA partner countriesin originating goods, the TPA containsasingle,
limited specific rule (introduced in ATPA) that allows the use of nylon filament yarn only
from pre-1995 FTA partner countries (Canada, Mexico, and Isragl) in originating apparel
(article 3.3(11)).

TPA chapter 3 also sets out the general legal principles on origin (article 3.3), including a
consultation provision for the parties to consider whether to revise the rules of origin after
the agreement has been implemented to address issues of availability of fibers, yarns, or
fabrics. Article 3.3 al'so provides an expedited process to add to the “short supply list” a
fiber, yarn, or fabric in an unrestricted or restricted quantity, if the United States determines
that such input is not available in commercial quantitiesin atimely manner in any party, or
if nointerested entity objectsto therequest.™ TPA chapter 3 also includesauthority to apply
bilateral textile safeguard measures(article 3.1), under which either party may reinstate MFN
tariffsif imports from the other party cause serious damage or threat of serious damage to
the domestic industry. It has detailed customs enforcement and cooperation provisions to
ensure the accuracy of claims of origin, to prevent circumvention of the agreement, and to
enforce measures affecting textiles and apparel (article 3.2).

TPA Chapter 4—Rules of Origin Procedures

The TPA's tariff benefits would apply to "originating goods" unless otherwise provided.
Such goodsfall into two categories—namely, those comprising inputsonly fromthe parties,
and those complying with rules of origin based largely on stated changes in tariff
classification from foreign inputs to finished goods or containing alowable de minimis
foreign content. Eligibility for some goodscontaining third-party inputsare covered by value
content or other specified requirements. Goods containing de minimis foreign content that
do not undergo the requisite tariff shifts (limited in the aggregate for all such materials to
10 percent of the adjusted value of the good, with the component-based formula applicable
to textile and apparel products) can also qualify as originating, though their value will still
be counted as"nonoriginating” when aregional value content test applies. A limited number
of products—all in the agricultural sector and primarily sensitive commaodities covered by
U.S. TRQs—cannot use the de minimis rule to become originating goods. In general, the
principles used parallel therulesin NAFTA and in FTAswith Singapore and Chile.

The provisions of this chapter are similar to that in recent FTAs. An originating material of
one party that is used in another party to make agood will be considered to originate in the
latter party; agood involving production in multiple parties or by multiple firmswithin the
region will be considered to originate if it meets the specific tests of this chapter. Rules and
formulas for computing regional value content are provided, with two types of

® The tighter regime under the TPA, compared with other recent U.S. FTAS, likely reflects the fact that
Peru has an integrated textile and apparel sector with the capacity to produce fibers, yarns, and fabrics.

1© CAFTA-DR contains a single-transformation rule for certain boxer shorts, pajamas, and girls’ dresses
of woven fabrics; umbrellas; and textile luggage.

™ The United States may, within 6 months after adding a restricted quantity of afiber, yarn, or fabric to
thelist, modify or eliminate the restriction. A total of 20 yarns and fabrics are included in the short supply
list in annex 3.3 to TPA chap. 3.
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computations—the build-down method and the build-up method—designed to take into
account all nonoriginating content. As is true under existing U.S. FTAs and preference
programs, direct shipment is required, and agood that undergoes subsequent production or
other operations outside the parties (not counting minor preservation or |oading operations)
will not be considered originating. Rulesfor goods classified as sets pursuant to Harmoni zed
System (HS) general interpretive rule 3 are provided and are quite technical in nature.

Other provisionsof the chapter deal with consultationsamong the partiesand theverification
and documentation of origin needed under the TPA. Benefits are to be given unless the
partieslearn that particular goods do not qualify and make a"factual or legal determination
that the claim isinvalid." Importers who make errors are not to be punished if they act in
good faith or correct the entry documents and pay necessary dutieswithin 1 year or alonger
period set by a party. Written or electronic certifications of origin can be required and are
valid for 4 years from the date of issuance; records must be kept for 5 years after entry to
establish the origin of goods. The parties are to publish agreed "common guidelines for the
interpretation, application, and administration” of the rules, preferably before the date of
entry into force of the agreement.

Economy-wide Simulation: Effectson U.S. Imports,
Exports, Employment, and Welfare

This section provides the results of aquantitative economy-wide simulation of the possible
effect on the U.S. economy of the elimination of industrial and agricultural tariffs and
selected TRQs as a result of TPA chapters 2—4. The economy-wide experiment herein
assumes that all phased-in tariff reductions are accelerated such that they take effect on
January 1, 2007. Thisis a comparative static model. The economy-wide analysis does not,
however, incorporate the myriad of world events or economic trends that could counter or
mitigate the estimated effects of this analysis. For instance, it does not take into account
numerous factors such as the effect of increasing Chinese demand on commodity markets,
changes in interest rates, or other factors that may affect the expansion or contraction of
sectors. It simply compares one scenario with another. In this case, it compares aworld in
equilibrium without a U.S.-Peru TPA to aworld in equilibrium with the TPA. The second
scenario is a world in which the FTA is fully implemented and all markets have fully
adjusted to it, al other things held equal. Hence, it maintains a balance in the factors of
production- abor, capital, and natural resources. Therefore, if some sectorsexpand and need
more |abor, other sectors must contract and release that much labor. In contrast, in the real
world thereisadynamic process of adjustment to the policy changesinherentinan FTA; the
expansion of certain sectors does not require the contraction of other sectors, and the overall
supply of labor may increase or resources may remain unemployed.

Results identified in the simulation, therefore, are illustrative and valuable for showing
direction of sectoral and factor movement inaworldinwhich all other thingsareheld equal .
It is not a forecast of what will occur. The results are best used in the context of actual
domestic and international economic trends. For example, the substantial reduction of
Peruvian tariffs on U.S. goods means Peru will import more from the United States. To pay
for this, Peru must acquire moreforeign capital. It must either borrow more (or receive more
foreign investment) or it must export moreto earn foreign currency. The simulation model,
focused on trade, assumes most of the foreign currency comes from increased exports. In
Peru, that means an increase in Peru's export of metals. An increase in supply from a
significant player in the world market, like Peru, will tend to put downward pressure on the
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world price of metals. The model captures this price effect and, untouched by actual global
trends, calculates the effect of a drop in world metal prices on terms of trade and U.S.
imports. In this exercise, the United States consumes more at lower prices and its trade
deficitincreases, albeit minutely. Inreality, thisincreasein supply would barely dampen the
rapidly increasing world pricefor metals. In another example, themodel estimatesdiversion
of U.S. apparel imports to Peru from other sources. But this calculation does not take into
account the pending expiration of quotas on Chinese apparel imports. Consequently, the
effect of the economy-wide simulations should be inferred as limiting Peru'sloss of market
share of U.S. apparel imports rather than bolstering it.

Many institutional - and industry-specific factorsqualify the economy-widemodel estimates.
For example, the effects of historical price-band levies and SPS measures in Peru, which
affect the grain and meat sectors, are highly variable and difficult to quantify. As aresult,
Peru’s current tariffs and TRQs on U.S. grain and meat exports to Peru, and the effect of
elimination of these barriers, are possibly underestimated. On the other hand, lack of data
ontheshare of U.S. exportsof textilesand apparel that benefitsfrom duty reductionsor duty
drawbacks in Peru under joint production arrangements precludes estimating the effect of
such adjustments.”* As aresult, Peru's current tariffs on textiles and apparel imported from
the United States, and the effect of elimination of theseduties, arepossibly overstated. These
are discussed in detail in chapter 3.

The effect of removing import barriers relating to services was not estimated in this
simulation. The reported changes in trade and output in services arise from secondary
(general equilibrium) effects, including trade balance effects, changesin demand for services
by other sectors, and changes in supply of services resulting from the reallocation of labor
and capital resourcesto other sectorsthat are growing more strongly asaresult of the policy
changes. Thus, whilethe reported resultsfor services sectors reflect effects of some parts of
the TPA, they areindirect effects, and do not result from TPA-negotiated policy changesin
services trade. A detailed discussion of the changes in trade in services that might be
expected from provisions of the TPA is presented in chapter 4.

Table 2-3 shows the relationship between the Commission-identified sectors analyzed in
chapter 3 of thisreport and the corresponding aggregated GTAP model sectors analyzed in
thissection. For exampl e, the grain sector discussed below representsthe GTAPTice, wheat,
and other grains sectors analyzed in this section. All of the GTAP paddy rice sector (100
percent) is contained in the Commission-identified “grain” sector, asis all of the GTAP
wheat sector, whereas only 3.4 percent of U.S. exportsin the GTAP food products sector is
in the Commission-identified sugar sector.

Itisalsoimportant to notethat Peru’ stariffs onimportsfrom the United Statesarein general
much higher, and cover many more products, than U.S. tariffs on imports from Peru (figure
2-3 reports average ad valorem tariff equivalents for aggregate industry sectors).™® While
most of Peru’s average tariff rates range from 12 to 25 percent, most of the U.S. average
tariff rates are zero, with only one (sugar, 46.3 percent) exceeding 3 percent.** As discussed
below, it isthe elimination of Peru’ s high tariffsthat drive most of the estimated effects of
the TPA.

12 These data are industry specific and are available, if at all, only from the Peruvian government.

¥ The AVE tariffs for some products such as sugar include the estimated effect of TRQs.

4 For additional examples of the imbalance in U.S. and Peruvian imports, see also USITC, hearing
transcript, 16-21; and Gales, written submission.
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Table 2-3 Percent of GTAP sector included in Commission-identified U.S.-Peru bilateral sector trade, 2005
Commission-identified

sector GTAP sector (GTAP code) U.S. imports U.S. exports
Grains Paddy (unprocessed) rice (1) - 100.0
Wheat (2) 100.0 100.0
Cereal grains n.e.c. (3) 100.0 100.0
Processed rice (23) - 100.0
Cotton Plant-based fibers (7) 77.9 100.0
Sugar Sugar beet and sugar cane (6) 100.0 100.0
Sugar (24) 100.0 100.0
Food products n.e.c. (25) 10.0 34
Asparagus Vegetables, fruits, nuts (4) 2.3 1.0
Food products n.e.c. (25) 0.0 0.0
Meat (beef) Bovine meat (19) 86.4 78.0
Meat n.e.c. (20) 18.9 15
Meat (pork) Bovine meat (19) 0.2 16.5
Meat n.e.c. (20) 66.8 42.5
Textiles and apparel Textiles (27) 100.0 100.0
Apparel (28) 100.0 100.0
Leather goods and
footwear Leather goods (29) 100.0 100.0
Pharmaceuticals Chemical, rubber, plastic products (33) 0.0 3.0

Source: Compiled from official statistics of the U.S. Department of Commerce and GTAP version 6.1 database.

Notes: The abbreviation “n.e.c.” stands for “not elsewhere classified.” Zero values represent rounded numbers.

Analytical Framework

The Commission’s simulation of the possible effects of the removal of tariff and quota
restraints under the TPA includes a number of measures of U.S. economic activity,
including the possible effects on U.S. imports, exports, production, and employment. The
model analysis presented in this section does not consider effects of all provisions of the
TPA discussed elsewhere in this report; among other things, it does not consider changes
in the investment or regulatory environments in Peru because of the lack of data on the
scope of these changes that can be incorporated into the model. The method chosen for
guantitative analysis is a CGE simulation. The specific CGE model used for this analysis
isthe GTAP model. The model includes domestic economic activity and trade patternsfor
multipleregionsof theworld economy and for multiple productsproduced inthoseregional
economies. The use of a model simulation permits the Commission to illustrate
quantitatively the possible marginal® effect of negotiated TPA tariff and TRQ
liberalizations on aggregate sectors, labor markets, and exports and imports.

! The use of “marginal” is not intended to imply insignificant, minor, or small, but rather to mean, in the
economic sense, the additional effect attributable to a specific policy change.
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Figure 2-3 U.S.-Peru TPA: Bilateral GTAP sector benchmark ad valorem equivalent tariffs (percent)
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Understanding the model's role in providing estimated marginal effects is essential in
accurately interpreting its results. For example, a negative effect, such as a decrease in a
commodity price or decrease in a sector's output, does not imply that the overall value will
benegative asaresult of the TPA. Rather it impliesthat the marginal effect of the TPA could
be to buttress or suppress existing economic trends.™

The model framework is discussed in more detail in appendix D. It is important to note,
however, that model results reflect long-term adjustments to supply, demand, and resource
alocations to the TPA. The model does not consider interim effects that might be felt as
different provisionsof theagreement enter into force, nor doesit consider vari ous adjustment
costs(such astemporary unemployment or changesin asset prices) that may occur over time.
The model results are not intended as aforecast of what will happen to trade and output in
2007, or after full implementation of the agreement. Rather they reflect estimates of the
marginal effect on the economy, relative to the base year, of the removal of tariffs specified
inthe TPA. Many other eventsor economic trends such asnatural disasters, changesin other
government policies, and rapid changesin commodity priceswill undoubtedly occur during
the relevant time period which could have greater effects on global and national trade than
doesthisagreement. The sectoral analysespresented inthefollowing chapter consider short-
to medium-term and transitional effects of the agreement asit is phased in.

The model considers the effects of the agreement on an economy that might be similar to a
U.S. economy in 2007; the standard GTAP model beginswith data reflecting conditionsin
2001. Aselaborated onin appendix D, trade data through 2005 and projections of U.S. and
global GDP growth through 2007 are used to update the database.” The model describes
production and tradein 56 aggregate industry sectors, including 42 merchandise sectorsand
14 service sectors. While liberalization of trade in services is not treated in the model
because of the lack of quantitative data on barriers to such trade, services are anayzed
qualitatively in chapter 4 of thisreport. In addition, the Commission did not explicitly model
the effect of rules of origin, but the simulation performed is consistent with the existence of
such rules. In the simulation, it is assumed that traded commodities are differentiated by
country of origin, whichimpliesalimit to the ability of TPA partnersto sourceimportsfrom
athird country.

Two policy scenarios are presented. The principal policy simulation in this report assumes
that ATPA preferences for Bolivia, Colombia, and Ecuador will continue in force after
implementation of the TPA between Peru and the United States. At this time, the ATPA
preferences are scheduled to expire at the end of 2006. Given the possibility that the
preferences may not be renewed, a second policy simulation was constructed on the
assumption that ATPA preferences expire at the same time the TPA with Peru is
implemented. Although the second simulation is described below, tables containing the
model results for this simulation are presented in appendix F.

%8 |n addition, the model results presented in the discussion below depend on awide array of assumptions
about the economic structure and relationship of variables (parameters) in the model. Altering these
variables, and the underlying assumptions they reflect, would change the resulting estimated effects. For
example, making a substantial change to only one variable, such as the rate at which investment returns
respond to increased investment flows, could shift the U.S. global trade balance change from a small import
surplus to a small export surplus.

7 App. D provides more information on the update procedures. Benchmark 2007 trade flows shown in
tables 2-5 and 2-6 are not meant to be forecasts of trade. Estimates of the effects of trade policy, e.g., of the
U.S.-Peru TPA, are calculated as percent changes of base rates, and are largely independent of the actual
levels of the benchmarks.
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ATPA Preferences Continue

The change in economic welfare provides a measure of the comprehensive marginal tariff
and TRQ-related effect of the simulated TPA in amanner that is consistent with economic
theory, summarizing the benefits to consumers, aswell as the effects on householdsin their
rolesasprovidersof 1abor, ownersof capital, and taxpayers. Table 2-4 presentsthe simulated
welfareand GDPeffectsof tariff liberalization under the TPA.*® The Commissionsimulation
of these components of the TPA suggests that the welfare value to the United States of the
tariff liberalization under the TPA is$346 million, approximately 0.002 percent of projected
U.S. GDPin 2007. This effect can be interpreted as stating that, when fully implemented,
the removal of tariffs specified in the TPA will provide annual benefitsto U.S. consumers
worth $346 million in the economy of 2007."° As aresult of this tariff removal, U.S. GDP
will be higher by approximately $2.1 billion, or 0.02 percent.

Table 2-4 U.S.-Peru TPA: Simulated effects of trade liberalization on U.S. welfare, GDP, and payments to factors
relative to projected 2007 baseline

Indicator Million dollars Percent change
Welfare 345.73 0.00
Efficiency -6.71 -0.00
Terms of trade 352.44 0.00
GDP 2,054.00 0.02
Payments to factors
Land 91.48 0.39
Unskilled labor 724.00 0.02
Skilled labor 513.00 0.02
Capital 742.50 0.02
Natural resources -4.33 -0.04

Source: Commission calculations and GTAP version 6.1.

Note: Zero values represent rounded numbers.

The analysis decomposes the change in welfare into changes resulting from alocative
efficiency and changesresulting from theterms of trade.® Allocative efficiency referstothe
gain or loss to the economy as aresult of the distortions imposed by taxes or subsidies on
particular activities, which cause those activitiesto beengaged in or avoided inwaysthat are
economically inefficient. The model finds a small allocative efficiency loss, a result of
increased output in agricultural sectors that benefitted from subsidies. The agricultural
subsidy programsin force in 2001 (and introduced into the GTAP model) have since been
revised, so that the measured $7 million efficiency loss may in fact be an overstatement.

The model estimates a $352 million welfare gain resulting from terms-of-trade effects. An
increase in the terms of trade means that the price of a country’s exports increases relative
tothe price of itsimports. In this case, thiseffect isaresult of upward pressure on the prices
of products exported by the United States asaresult of increased export demand from Peru,
as well as downward pressure on the prices of products imported by the United States,

18 Unlike the change in welfare, measures of changes to GDP include both price and quantity changes.
® This welfare measure is often referred to as the “ equivalent variation.”
2 For additional information on “terms of trade,” see app. E.
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resulting from acombination of the elimination of some U.S. tariffs, and more significantly,
from a downward pressure on the world price of most of Peru’s exports.

As aresult of the removal of tariffs specified in the TPA, factor payments in the United
States to land are higher by $92 million, an increase of 0.4 percent (mainly reflecting the
increase in production of grains). Payments to unskilled labor and skilled labor are higher
by $724 and $513 million, respectively. Payments to capital are higher by $743 million.
Payments for natural resources are lower by $4 million, reflecting slight declines in output
for various mining and mineral sectors.

Simulated Changesin Trade Volumes

Asmentioned above, Peru hassubstantially higher trade barriersthan doesthe United States,
so the TPA islikely to result in a much greater marginal increase in U.S. exports to Peru
(because of theeffect of lowering Peru’ srelatively higher tradebarriers) thanin U.S. imports
fromPeru (theU.S. economy isalready relatively opento Peru’ simports). However, because
Peru’ stariffs are so high, and because so much of itsimports are from the United States, its
reduction of the tariffs on imports from the United States has alarge effect on Peru’ sterms
of trade. Although the domestic prices of Peru’simports from the United States generally
declineasaresult of Peru’selimination of tariffs on these goods, this does not significantly
affect the world prices of the goods. However, because the domestic price of imports
declines, demand increases, as does overall expenditure on imports. Under the constraints
of the model, to maintain a balance in its international payments, Peru must increase its
exports.

As Peru does influence the global price in some of its export markets, particularly metals,
theworld price of Peru’ sexportsfall (or if thereisan increasing trend, it isdampened). The
world price of itsimports remains relatively unchanged, and the terms of trade decline (or
do not increase asrapidly asthey might otherwise). Asaresult, Peru’ s exportsincrease, hot
just to the United States but to the rest of the world. This terms-of-trade effect on Peru’s
exportsdominatesthe effect of the elimination of U.S. dutieson Peru’ sexportsto the United
States. However, it is not necessary for Peru to increase its exports to pay for increasesin
importson adollar-for-dollar basis; standard model assumptions allow some of the balance
of payments to be met by increases in financia flows, such as foreign investment. This
allows shrinkage of a surplusin the balance of merchandisetrade, or an increasein adeficit.
It is possible for changes in policy with respect to financial services and investment to
increase the share of the balance of paymentsthat is met through such instruments, thereby
reducing the extent to which Peru would have to increase its exports to balance its
international payments.

Table 2-5 reports the simulated changes in bilateral trade for selected sectors between the
United States and Peru as a result of the immediate removal of the tariffs specified in the
TPA (see table F-1 in appendix F for results for all model sectors). The trade effects are
reported on a landed, duty-paid value basis, relative to the projected 2007 base, and thus
reflect changesin the value of trade including tariff payments. In general, the sectorsfacing
the greatest trade barriers are the ones experiencing the greatest effects of eliminating the
trade barriers. Onthe U.S. export side, the largest increasesin exportsarein machinery and
equipment and in chemical, rubber, and plastic products ($338 and $223 million,
respectively), with substantial increases in electronic equipment, textiles, paper products,
wheat, and motor vehicles and parts. As has been noted, the high level of tariff protection
currently given to many of Peru’s products suggests that the removal of tariffs under the
TPA may have significant effects on Peru’simports from the United States. Many of these
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increases in U.S. exports, such as those in unprocessed rice, represent changes from small
initial levels, so that moderate increasesin exports represent large percentage changes, asa
result of the reduction of high levels of protection.

Table 2-5 shows that U.S. imports of metals n.e.c. (mainly gold, copper, and aluminum)
from Peruincrease substantially (by $261 million, or 11.4 percent), accounting for morethan
one-half of the total net increase in imports from the Peru. This sector is one of the few
sectors on which duties were collected on U.S. imports before the TPA (though a very
minuscule amount). As a percentage, theincrease in U.S. imports of products in this sector
isnot out of line with many other products, but because of Peru’ s position asamajor global
producer and because of the magnitude of thisincrease, Peru’ s additional exports of metals
to the United States (and to the rest of the world) affect the world price of this commaodity
group. The other significant increases are in other crops (e.g., cut flowers, live plants, and
seeds); vegetables, fruits, and nuts; textiles; wearing apparel; and leather products. Many
goods imported into the United States from Peru do not face tariff barriers. Since there are
few import barriers to eliminate, such sectors might not be expected to show increases in
their imports except as driven by terms-of-trade forces. In fact, several sectors show fairly
highincreasesin U.S. importsfrom Peruin percentage terms (wheat, bovine meat products),
but these increases are on a small base, and amount to relatively small trade val ues.

Theeffect of the removal of thetariffs specified in the TPA ontotal U.S. trade by sector for
selected sectorsis reported in table 2-6 (seetable F-2 in appendix F for resultsfor all model
sectors). Total U.S. imports of metals n.e.c. (mainly gold, copper, and aluminum) increase
by $58 million, which means that a large share of the increase in imports from Peru
($261 million) isdiverted from imports from other countries. Trade diversion in imports of
textiles and apparel aso occurs.

Aggregate U.S. trade with the world may increase by a small amount as a result of the
increased market access under the TPA. The last row in table 2-6 reports the simulated
changesin total U.S. trade. Total importswill be higher by $737 million on alanded, duty-
paid basis and total exportswill be higher by $640 million on anf.0.b. basis, a0.04 percent
increase in both cases. The estimation of the change in overall U.S. trade flows may be
counterintuitive. As mentioned earlier, in this case the increased exports of U.S. goods to
Peru push more exports from Peru to the rest of theworld. The shift dropsthe terms of trade
for Peruand, givenitsability to affect animportant market—metal s—it isnot surprising that
it lowersworld prices, which in turn could result in more imports from other countries by
the United States. Theincreasein U.S. exportsto Peru also displaces third-country exports
to Peru. The simulation model results are, in apractical sense, not different than zero.
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Table 2-5 U.S.-Peru TPA: Simulated effect on U.S.-Peru bilateral trade for selected sectors (landed, duty paid) from a projected 2007 baseline

U.S. imports from Peru

Peruvian imports from United States

GTAP sector Base before TPA Change after TPA Base before TPA Change after TPA
Million dollars Percent Million dollars Percent
Paddy (unprocessed) rice 0.001 0.000 12.50 0.031 0.154 495.84
Wheat 0.037 0.007 18.93 116.893 111.355 95.26
Cereal grains n.e.c. 1.241 0.026 2.07 27.378 4.467 16.32
Vegetables, fruit, nuts 497.531 11.984 2.41 8.471 5.538 65.38
Crops n.e.c. 116.360 7.901 6.79 12.397 4.209 33.95
Bovine meat products 0.593 0.138 23.29 12.242 3.858 31.52
Meat products n.e.c. 3.846 0.397 10.32 0.967 3.461 357.99
Textiles 266.973 29.359 11.00 33.280 34.994 105.15
Wearing apparel 524.495 49.298 9.40 11.930 12.681 106.30
Leather products 2.241 0.730 32.56 2.037 3.340 163.99
Wood products 78.435 5.022 6.40 10.281 7.266 70.68
Paper products, publishing 22.495 1.391 6.18 85.007 41.549 48.88
Chemical, rubber, plastic products 117.695 10.427 8.86 494.979 223.037 45.06
Metals n.e.c. 2,297.791 260.742 11.35 0.667 0.786 117.88
Motor vehicles and parts 1.303 0.075 5.78 87.170 38.780 44.49
Electronic equipment 4,915 0.624 12.69 267.986 133.779 49.92
Machinery and equipment n.e.c. 100.220 9.467 9.45 655.561 337.871 51.54
Other sectors 1,233.064 51.218 4.15 2,694.225 178.544 6.63
Total 5,269.236 438.806 8.33 4,521.502 1,145.669 25.34

Source: Commission calculations and GTAP version 6.1.

Notes: The abbreviation “n.e.c.” stands for “not elsewhere classified.” Zero values represent rounded numbers. See table F-1 for list of effects for all sectors.
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Table 2-6 U.S.-Peru TPA: Simulated effect on U.S. global trade in selected sectors from a projected 2007 baseline

GTAP sector

U.S. imports from the world (landed, duty-paid)

U.S. exports to the world (f.0.b.)

Base before TPA

Change after TPA

Base before TPA

Change after TPA

Million dollars Percent Million dollars Percent

Paddy (unprocessed) rice 45.365 0.152 0.33 524.311 -1.198 -0.23
Wheat 188.975 2.040 1.08 4,876.625 82.813 1.70
Cereal grains n.e.c. 411.027 0.364 0.09 5,854.666 4,989 0.09
Vegetables, fruit, nuts 10,524.808 10.250 0.10 8,189.847 -2.088 -0.03
Crops n.e.c. 9,128.844 20.663 0.23 3,201.863 -3.651 -0.11
Bovine meat products 4,897.194 4.962 0.10 1,960.432 3.017 0.15
Meat products n.e.c. 2,375.468 2.618 0.11 5,492.470 -1.749 -0.03
Textiles 46,384.617 24.969 0.05 13,525.035 27.145 0.20
Wearing apparel 72,649.461 34.391 0.05 4,323.503 10.931 0.25
Leather products 33,202.898 7.031 0.02 2,392.141 1.423 0.06
Wood products 64,269.664 25.164 0.04 9,142.157 2411 0.03
Paper products, publishing 30,392.398 13.727 0.05 22,374.684 33.842 0.15
Chemical, rubber, plastic products 170,172.844 74.641 0.04 126,709.227 184.836 0.15
Metals n.e.c. 33,324.480 58.273 0.17 13,791.521 -3.135 -0.02
Motor vehicles and parts 196,769.797 48.609 0.02 79,066.625 28.609 0.04
Electronic equipment 231,362.281 74.891 0.03 105,021.000 103.086 0.10
Machinery and equipment n.e.c. 304,697.844 119.406 0.04 200,889.953 286.594 0.14
Other sectors 627,068.160 214.600 0.00 947,991.940 -117.749 -0.00
Total 1,837,866.125 736.750 0.04 1,555,328.000 640.125 0.04

Source: Commission calculations and GTAP version 6.1.

Notes: The abbreviation “n.e.c.” stands for “not elsewhere classified.” See table F-2 for list of effects for all sectors. Zero values represent rounded numbers.



U.S. Gross Output and Employment Effects

Full implementation of the TPA may result in expansion of those U.S. industries that
experience higher export demand asaresult of Peru’ sremoval of tariffsonimportsfromthe
United States. In addition, the reallocation of resources and direct competition from goods
that are given preferential import treatment into the United States may cause the output of
some U.S. industries to be lower. However, asis suggested by the percentage changes for
total U.S. sectoral trade in table 2-6, these changes are likely to be very small. According to
the model estimates, there may be minimal to no effect on output or employment for most
sectors in the U.S. economy, as shown for selected sectors in table 2-7 (see table F-3 in
appendix F for results for all model sectors). A few sectors show a decline of more than
0.10 percent in output, revenue, or employment—paddy rice, cropsn.e.c. (e.g., cut flowers,
live plants, and seeds), and metals n.e.c. (mainly gold, copper, and aluminum). The sector
experiencing the greatest decline in output and employment is metals n.e.c. (mainly gold,
copper, and aluminum), for which output and employment, by all measures, are lower by
0.16 percent. These estimates are consistent with the increase in imports of these products
from Peru. The sector exhibiting the largest increase is wheat, with an output quantity
increase of 0.93 percent, a revenue increase of 1.16 percent,” and a labor increase of
1.01 percent for both skilled and unskilled labor employed in the sector.??

Table 2-7 U.S.-Peru TPA: Simulated effects on U.S. output and employment in selected sectors from a projected
2007 baseline (percent changes)

Output Labor guantity
GTAP sector Quantity Revenue Skilled Unskilled
Paddy (unprocessed) rice -0.14 -0.07 -0.12 -0.12
Wheat 0.93 1.16 1.01 1.01
Cereal grains n.e.c. 0.00 0.07 0.02 0.02
Vegetables, fruit, nuts -0.09 -0.01 -0.06 -0.06
Crops n.e.c. -0.11 -0.02 -0.09 -0.09
Bovine meat products -0.01 0.02 -0.01 -0.01
Meat products n.e.c. -0.01 0.01 -0.01 -0.01
Textiles 0.00 0.01 0.00 0.00
Wearing apparel -0.02 -0.01 -0.02 -0.02
Leather products -0.02 -0.01 -0.02 -0.02
Wood products -0.01 0.00 -0.01 -0.01
Paper products, publishing 0.01 0.02 0.01 0.01
Chemical, rubber, plastic products 0.02 0.04 0.02 0.02
Metals n.e.c. -0.16 -0.16 -0.16 -0.16
Motor vehicles and parts 0.00 0.01 0.00 0.00
Electronic equipment 0.02 0.03 0.02 0.02
Machinery and equipment n.e.c. 0.03 0.04 0.03 0.03

Source: Commission calculations and GTAP version 6.1.

Notes: The abbreviation “n.e.c.” stands for “not elsewhere classified.” Zero values represent rounded numbers. See
table F-3 for list of effects for all sectors.

2L Changes in revenues by industry incorporate both the quantity and producer price changes generated by
the smulated TPA.

2 The simulation model does not consider changes in total labor supply, nor does it consider potential
unemployment effects; labor supply in the model is assumed to be fixed, and the labor market clearsin
equilibrium, as do all other simulated markets either for other factors or for goods or services. The model
serves to indicate the ways in which afixed labor supply would be reallocated among sectors in response to
trade policy changes.

2-19



ATPA Preferences Expire

The assumptions underlying this second simulation are the same as those in the first
simulation, except that, with the expiration of ATPA, imports of certain products from
Bolivia, Colombia, and Ecuador would face new and higher tariffs into the United States,
whereas products from Peru will continue to receive preferential market access under the
TPA that are similar to those under ATPA. Hence, the comparison made in this scenario is
between a situation in which al four countries (Bolivia, Colombia, Ecuador, and Peru)
receive preferences under ATPA, and a situation in which Peru continues to receive those
tariff preferences (slightly augmented by the TPA), while the others do not. Expiration of
ATPA and implementation of the U.S.-Peru TPA will have other implications; among them
will be certain changes in the rules of origin qualifying some imports from Peru for
preferentia tariffs.

Appendix table F-4 shows the estimated incremental duties that will be faced by U.S.
importsfrom Bolivia, Colombia, and Ecuador upon expiration of ATPA. These increments
wereestimated from current importsfrom these countriesunder ATPA, aswell asunder GSP
and under NTR (normal traderel ations, or importsnot receiving preferences). In some cases,
products imported to the United States can benefit from preferential treatment under GSP
aswell as ATPA. In the present exercise, it is assumed that GSP preferences will continue
in force, and that imports eligible for GSP as well as ATPA preferences will continue to
receive preferential treatment under GSP.

Appendix table F-5 shows the welfare effects on the United States of implementing a TPA
with Peru while allowing ATPA preferencesfor Bolivia, Colombia, and Ecuador to expire.
Compared with the scenario described above (in which ATPA preferences continue), the
United States benefits from a dightly higher increase in its terms of trade. This result is
largely because of effectsin the crops n.e.c. sector, which includes cut flowers. Increasing
the duties dlightly on these products imported from Colombia and Ecuador (appendix table
F-4) causes such imports from Peru to increase slightly more than under the first scenario;
Peru captures some of the trade lost by Colombiaand Ecuador (compare appendix table F-6
with table 2-5). Overall, total U.S. imports of these products (crops n.e.c.) are lower by
$3 million under the “ ATPA preferences expire” scenario (appendix table F-7) , while they
are higher (by $21 million) under the first scenario. Most of the difference is taken up by
U.S. growers. Output, revenue, and employment in the domestic sector are higher when
ATPA preferences expire (appendix table F-8), with revenue increasing more than output
as pricesfor the domestic product increase; domestic output islower in thefirst scenario. In
addition, asthe U.S. market accounts for virtually all of Colombia s exportsin this sector,
and Colombia exports less to the United States when it loses ATPA preferences, its export
price declines. Theworld price of U.S. imports of cropsn.e.c. (e.g., cut flowers, live plants,
and seeds) al so declines (Colombiasuppliesabout 10 percent of U.S. importsin this sector).
The decline in the world price of U.S. imports, and the increase in the world price of U.S.
output, contribute to an increase in the terms of trade resulting from the elimination of
preferences for Colombian (and to a lesser extent, Ecuadoran) output.

The textile, apparel, and leather products sectors are among the few GTAP aggregates in
which significant preferences will be lost upon expiration of ATPA preferences. Among
these sectors, expiration will cause dlightly greater increases in imports from Peru, most
notably in apparel. U.S. imports of goods in these sectors from the world as a whole will
increase by lessthan under thefirst scenario. Infact, total imports of apparel arelower when
the expiration of ATPA preferences imposes significant tariffs on imports of apparel from
the ATPA beneficiary countries. For most other sectors, the expiration of ATPA preferences
has little effect.
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CHAPTER 3
Effect of Market Access Provisionsfor
Goods. Sector-specific Assessment

This chapter provides assessments and views of interested parties on specific merchandise
sectors. Many sectorsin U.S.-Peru bilateral trade that represent leading products by volume
were not selected for in-depth analysis because these sectors are not expected to experience
large changes directly as aresult of the implementation of the U.S.-Peru TPA. In addition,
the productsin many of these high-volume sectors enter the United States free of duty or at
very low rates of duty; the removal of such small barriersis not expected to substantially
affect trade flows or investment. Examples of high-volume sectors include minerals and
metals, such as copper, gold, silver, tin, and zinc, and energy-related products, such as
petroleum and natural gas.

Sectors were selected for analysis in this chapter on the basis of a number of criteria,
including theimportance of the sector in terms of bilateral trade; the likelihood of increased
export opportunities for U.S. producers relative to other foreign suppliers; the extent and
speed of trade liberalization under the TPA and its potential for increasing U.S. trade; the
opinions of industry representatives; and the apparent sensitivity of certain U.S. industries
to trade liberalization. The Commission’ s assessmentsin this chapter are based on industry
knowledge and expertise of USITC industry analysts, industry sources, reports by U.S.
industry and functional trade advisory committees on the TPA, and written submissions
received in response to the Commission’s Federal Register notice of institution for this
investigation.! These sectors are grain, cotton, sugar and sugar-containing products,
asparagus, meat, textiles and apparel, leather goods and footwear, and pharmaceuticals.
Unlikethe assessment conducted in the previous chapter, which analyzed the potential effect
of the TPA from an economy-wide perspective, thischapter focuses primarily on sector- and
industry-specific ingtitutional factors. These include sector-specific assessments of the
potential effects of factors such as price-band levies, duty drawback, SPS measures,
government land policy, and consumer perceptionsand tastes. Thispartia equilibriumfocus
of the sector-specific assessments complements the economy-wide analysis, providing both
breadth and depth to the Commission’ s assessment of the potential effect of the U.S.-Peru
TPA.

Summary of Assessment

Although the TPA may have a perceptible effect on U.S.-Peru bilateral trade in a specific
sector, given the small size of U.S. trade with Peru in relation to total U.S. trade and the
entire U.S. sector-specific markets, the TPA is not expected to have alarge effect on tota
U.S. imports, exports, or production for any given sector.

» Grain: The TPA is expected to increase U.S. exports to Peru of wheat, rice, and corn
asaresult of theimmediate removal of tariffsfor some products and eventual phase-out
of TRQs and associated large over-quota tariff rates. The TPA will also enhance U.S.

L A copy of the Federal Register noticeisin app. B.
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suppliers’ competitive position vis-avis other regional suppliers and remove the
distortions created by Peru’s price-band levy system.

» Sugar and sugar -containing products: The TPA isnot expected to substantially affect
U.S. imports or exports of sugar or sugar-containing products primarily because of the
TPA requirement that Peru be a net exporter. Peru’s less efficient production, limited
growth of the U.S. sugar TRQ for Peru, and the relatively small market in Peru
compared with the U.S. market are other mitigating factors.

» Agparagus: Although the TPA isnot expected to have additional market-access effects
on U.S. asparagusfarmers, permanent duty-freeaccesstothe U.S. market, especially for
frozen and preserved asparagus, may spur additional investment in Peru by U.S.
grower-suppliersand processors, expanding year-round imports of fresh asparagus, and
increasing Peruvianimportsof frozen and preserved asparagus at the expense of imports
from other sources.

» Meat: Despite the long phase-out periods for tariffs on some meat products, the
increased market access (some limited to duty-free access through TRQs) provided by
the TPA is expected to increase market penetration of U.S. exporters in the Peruvian
market. This increase will likely result from the removal of high tariffs, enhanced
competitive advantages vis-a-vis regional suppliers, and increased regulatory and SPS
cooperation. Giventhesizeof theU.S. market and efficiency of U.S. producers, the TPA
isunlikely to have an effect on U.S. imports of meat products.

» Textiles and apparel: Liberalization of textiles and apparel trade under the TPA is
likely to result in asmall increase in imports from Peru, largely at the expense of other
import sources rather than domestic producers. These effectsaredriven by Peru’ ssmall
shareinthe U.S. market, certain rules of origin constraints, and increasing competition
from other suppliers, especialy China. As a result of the existing duty drawback
program? in Peru, the TPA effect on U.S. exports of textiles is expected to be minimal.
Given the differing types of apparel products supplied by the Andean countries, the
expiration of ATPA will not likely induce much trade diversion in the short term.
Possible long-term trade diversion will be mitigated by increasing international
competition from other foreign suppliers.

» Leather goods and footwear: Although the TPA may result in a large percentage
increase inimports of leather goods and footwear from Peru, the absolutevalueislikely
to be small. The ability of Peruvian producers to take advantage of increased market
access is mitigated by a lack of economies of scale and increasing competition from
other import sources, such as China

» Pharmaceuticals: Given Peru’ sexpanding domestic health caremarket, theintell ectual
property rights (IPR) protection provisionsin the TPA, and immediate duty-free entry
into Peru for many pharmaceutical products, the TPA is expected to increase U.S.
exports of pharmaceutical products. Anticipated increases are, in large part, driven by
government procurement-related provisions alowing U.S. exporters to be more
competitive in supplying Peru’s state health care institutions.

2 The duty drawback program allows Peruvian producers to recoup duties paid on textilesif subsequent
apparel products are exported to the United States.
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Grain (Wheat, Rice, and Corn)?

Assessment

The TPA islikely to have asubstantial positive effect on U.S. grain exports, especially over
the long term. The positive export effect results from increased market access through tariff
removal and TRQ phase out, removal of Peruvian government support measures, and
removal of competitive disadvantagesvis-&visother grain suppliersto the Peruvian market.
Exports couldincrease by an estimated 50 to 80 percent abovethe $107 millioninU.S. grain
exported to Peru in 2005. Approximately two-thirds of the expected additional U.S. grain
exportswill consist of U.S. rice, with the remainder divided equally between exportsof U.S.
corn and U.S. wheat. U.S. wheat exports should benefit immediately, but corn and rice
exports will increase more slowly, over 6 to 17 years, because initial accessis limited by
TRQs. These results are generally consistent with the economy-wide analysis results that
U.S. grain exports to Peru will increase substantially. However, by considering factors
outsidethescopeof thesimul ation exercise(e.g., historic price-band protection that wasvery
low in the simulation year), this analysis reaches different conclusions regarding the
distribution of the increase among wheat, corn, and rice.

The TPA islikely to have no impact on U.S. imports of grain. Peruis ahigh-cost producer
of grain and a net importer, exporting only small amounts, mostly to adjacent Andean
countries. U.S. imports of grain from Peru averaged about $1 million annually from 2001
t0 2005. U.S. MFN tariffson grain are generally quitelow, averaging 2.9 percent AVE from
2001 to 2005, and U.S. grain imports from Peru are duty free under ATPA.

Thefirst full year of market accessfor U.S. grain exportsto Peruisoutlined in the tabulation
below. Some highlights of the tabulation are immediate duty-free treatment for U.S. wheat
and popcorn exports to Peru upon implementation of the agreement; up to 500,000 metric
tons (MT) of U.S. yellow corn exports to Peru will receive duty-free access under the
provisionsof aTRQ; and upto 78,000 M T of U.S. riceexportsto Peru will receive duty-free
treatment in the first full marketing year of the agreement.*

U.S. grain exportsto Peru in 2005 accounted for 1 percent of total U.S. grain exportsto all
countries ($11.4 billion).> Approximately 73 percent of U.S. grain exports to Peru in 2005
consisted of wheat; 19 percent, corn; and most of the remainder, rice. U.S. wheat exportsto
Perutotaled $78 million, and were primarily bread wheat rather than durumwheat. U.S. corn
andriceexportsto Peru totaled $20 million and $9 million, respectively, in 2005. The United
States is a highly competitive grain exporter to many countries of the world, and supplied

% Includes HTS headings 1001 through 1006. The grain sector as described in this section of the report
focuses on wheat, corn, and rice. Corn is the primary grain destined for livestock feed in the world. However,
in Peru white corn is used solely in food, and yellow corn mainly in animal feed. Corn, barley, and sorghum
are called “coarse grains’ or “feed grains.” Riceistraded as unmilled (rough) form, dehulled (brown) form,
and milled or semimilled form.

4 The TRQ for rice designates an Oct. 1 to Sept. 30 marketing year; therefore, assuming an
implementation date of Jan. 1, 2007, the duty-free in-quota quantity of rice for marketing year one will be
prorated to 9/12 of the base amount of 74,000 MT. The first full marketing year with a duty-free in-quota
quantity of 78,000 MT will begin on Oct. 1, 2007 and run through Sept. 30, 2008.

® Compiled from official statistics of the U.S. Department of Commerce.
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about 42 percent of Peruvian imports of grain in 2004 (the latest year for which data are

available).®

U.S. grain exports to and market access in Peru

Product

Wheat
Corn

Yellow
White
Popcorn

Rice®

U.S. exports to Peru

Peruvian market access

2001-05 Over quota Basic rate,
average 2005 First year TRQ tariff

-------------------- (1,000 metric tons) (Percent AVE)------------
685 484 No quota Free 17
170 196 500 25 122
0 0 No quota 25 17
0.15 0 No quota Free 12
16 27 78 52 25°

Source: U.S.-Peru TPA, General Notes, Tariff Schedule of Peru, app. |; official statistics of the U.S. Department of
Commerce; and USDA, FAS, “Peru Grain and Feed Annual 2005,” 5, 8, and 12.

@ Applied duty included a price-band levy that averaged 2 percent in the second half of 2004.

® Rice weight is given in milled rice equivalents; TRQ quantity is for the first full marketing year, which runs from
Oct. 1, 2007 to Sept. 30, 2008.

¢ Applied duty included a price-band levy that averaged 14 percent in the second half of 2004.

Wheat

U.S. wheat exports will benefit immediately from the elimination of the applied 17 percent
tariff on U.S. wheat; there are no quotas under the TPA nor does Peru impose a price-band
duty on wheat imports (unlike rice and corn).” U.S. wheat exports to Peru are likely to
increase by 5 to 15 percent above the 2005 level of U.S. wheat exports of approximately
$78 million.

Asthe United Statesis the major supplier of wheat to Peru,® most of the expected increase
in exports is driven by increased wheat consumption in Peru as a result of wheat duty
elimination,® although some U.S. export sales may occur at the expense of competitors such
as Argentinaand Canada. South American grain has generally undersold U.S. grainin Peru
in recent years, but the duty-free access that will be afforded by the TPA will narrow the
price disadvantage. However, freight costs from the United States have been higher than
from Argentina and Uruguay.’

® U.S. grain exports accounted for 42 percent of the $467 million of reported Peruvian imports in 2004,
according to UN Comtrade data.

" The price-band system in Peru applies to imports of dairy goods, corn, sugar, and rice; the price-band
system is similar to that maintained in the other Andean countries and Chile. Under this system, variable
monthly duties, which may be positive or negative, are imposed on top of ad valorem tariffs to keep domestic
prices within a predetermined range set annually. The system sets a floor price for domestic producers, and
mitigates the changes in global prices on producers and consumers. USITC, U.S-Chile Free Trade
Agreement, 5, 90; and, USDA, FAS, “Peru Export Guide Annual 2005,” 3, 5, and 8.

81n MY 2004/05, Peru imported 90 percent of its domestic consumption of wheat. In 2004, the United
States supplied about two-thirds of Peru's imports of wheat, with Canada and Argentina supplying the
remainder. USDA, FAS, “Peru Grain and Feed Annual 2005,” 3, 6, and 10.

° A 10 percent decline in wheat pricesin Peru will likely lead to anearly 4 percent increase in the quantity
demanded. USDA estimated the Peruvian price elagticity of demand for wheat at -0.355. Elasticities
represent 1989 data. USDA, ERS, International Food Consumption Patterns.

' USDA, FAS, “Peru Agricultural Situation CCC Programs in Peru 2003, 2.
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In marketing year (MY') 2003/04, Argentine wheat (delivered to Peru) was priced about 3 to
5 percent below U.S. wheat.** Under Mercosur, Argentina received an 80 percent tariff
reduction from the applied MFN rate.*? In 2004, for example, Argentine wheat was dutiable
at 3.4 percent AVE, and U.S. wheat was dutiable at 17 percent. The TPA immediately
eliminates the competitive disadvantage for U.S. wheat exports inherent in Argentina's
preferential duty in the Peruvian market.

Theprimary Peruvian government support for wheat hasbeen therel atively highimport duty
and the 17 percent value-added tax (VAT) that Peruvian growers do not generally pay.
Peruvian wheat production is quite small, supplying lessthan 10 percent of domestic wheat
consumption. The effect on Peruvian wheat production is likely to be small.

Rice

U.S. riceexports are likely toincrease in the long term by 10- to 15-fold above the 2005 U.S.
rice export level of $9 million. Peruvian market access for U.S. exports of rice (and corn)
will gradually expand through elimination of the Peruvian price band and the establishment
and subsequent growth of TRQsfor riceand corn (over aperiod of 6to 17 years). Inthe 16"
year of the TPA, duty-free access viathe TRQ for rice amountsto 177,000 MT (currently
valued at $50 million).** The expected increase in U.S. rice exports will likely stem from
increased consumption caused by lower pricesfor riceafter theduty eliminationand, equally
as important, a reduction in Peruvian rice production.’* U.S. rice exports in 2004 to Peru
consisted of 78 percent milled or semimilled rice, and 22 percent brown (husked) rice. As
aresult of an import ban (discussed below), there were no exports to Peru of U.S. rough or
paddy ricein 2004; therewas $3 million of U.S. rough rice exportsto Peruin 2002. Removal
of the SPS ban on rough rice under the TPA may result in future U.S. exports of rough rice
to Peru.

The TPA also eliminates the competitive disadvantage of U.S. rice exportsto Peru inherent
in rice duty preferences for Uruguay. In 2004, Uruguay accounted for three-quarters of
Peru’s rice imports, with the United States supplying the remainder. As Peru imported
relatively little rice (less than 3 percent of domestic consumption in MY 2004/05),% any
increased U.S. exportstaken from competitor suppliers, such as Uruguay, will likely not be
large.

™ In MY 2003/04, U.S. soft red wheat (f.0.b. U.S. Gulf) was priced $2 per ton above Argentine wheat
(f.0.b. Trigo Pan); the freight cost to Peru from Argentina was about $3 to $5 per ton lower than from the
United States. Thus, the delivered price of Argentine wheat was $5 to $7 per ton (3 to 5 percent) below U.S.
wheat. USDA, FAS, “Peru Grain and Feed Annual 2005,” 7; and IGC, World Grain Satistics 2003, 9a-9b.

12 USDA, FAS, “Peru Grain and Feed Annual 2005,” 2.

13 U.S-Peru TPA, General Notes, Tariff Schedule of Peru, app. |, note 7(a). The average price of U.S.
Southern long-grain milled rice, U.S. Gulf ports, was $312 per metric ton in MY 2004/05. USDA, ERS, Rice
Outlook, table 6.

4 On the basis of USDA studies of Peru, a 10 percent declinein therice pricein Peru will likely lead to a
nearly 4 percent increase in the quantity demanded, based on the price elasticity of demand for grain.
Meanwhile, a 10 percent decline in the rice price would likely lead to a5 percent drop in Peruvian rice
production. Elasticity of supply represents database South American regional grouping, and trade
liberalization elasticities represent 1989 data. USDA, ERS, International Food Consumption Patterns; and
USDA, ERS, Eadticitiesin the Trade Liberalization Database.

® USDA, FAS, “Peru Grain and Feed Annual 2005, 3, 6, and 10.
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The TPA provides that the Peruvian price-band system will not apply to U.S. agricultural
products, including those granted market access under the TRQs.*® The over-quotatariff is
aceiling binding on the price band applied to rice (and corn) imports. However, if the price-
band levy islower than the over-quotatariff, then U.S. goods are dutiable at the lower price-
band rate.” In the second half of 2004, the average price-band rate on rice amounted to
14 percent.®® However, since 2001, price-band duties on rice have been as high as
116 percent.”

The Peruvian government has historically had an import substitution policy with regard to
rice, which substantially increased domestic rice production, sometimes leading to lower
producer prices, and excessive carryover stocks.” Rice imports were dutiable at 25 percent
AVE, subject to the levy under the price-band system, and subject to the 17 percent VAT
that domestic producers frequently do not pay.

The Peruvian SPS authority, SENSA, imposed an SPS ban on imports of rough rice from
countries where the Kharpra Beetle is persistent, including the United States.?* Under the
TPA, the Peruvian government indicated that it would withdraw the specific decree banning
rough riceimports from the United States, and would in the future, “apply standardsonrice
imported fromthe United Statesno lessfavorabl ethan those applied to domestic products.” #
However, the Peruvian government reserves the authority to reimpose the ban, although as
more scientific information on controlling the pest is exchanged between the United States
and Peru, this may not occur. %

Corn

Over the long term, U.S. corn exports are likely to more than double from the $20 million
level of U.S. exportsto Peruin 2005. In the short term, however, growthislimited by quotas
on U.S. yellow corn, with prohibitive over-quota tariffs. Nonetheless, there will be a
substantial increasein U.S. duty-free access astheinitial quotas are set well abovethelevel
of U.S. exports to Peru during the past 5 years. For white corn (and popcorn), there will be
immediate duty-free, quota-fee access to the Peruvian market.

Anticipated increases in exports of U.S. corn will likely result from increased corn
consumption in Peru stimulated by alower domestic price (asthetariff isremoved), aswell
as areduction in Peruvian corn production.?* In MY 2004/05, Peru imported 38 percent of
its corn consumption;® in recent years, Argentina accounted for two-thirds of Peru’s corn
imports, withthe United Statestheonly other significant supplier. InMY 2003/04, Argentine

8 U.S-Peru TPA, General Notes, Tariff Schedule of Peru, app. |, note 2(a).

7 ATAC for Grains, Feed and Oilseeds, Draft GF&O Report on U.S-Peru TPA, 2.

18 USDA, FAS, “Peru Grain and Feed Annua 2005,” 8 and 12.

% In Feb. 2002, the levy was $221/metric ton, and the U.S. export price was $190/metric ton. USDA,
FAS, “Peru Grain and Feed,” 10.

P USDA, FAS, “Peru Grain and Feed Annual 2005,” 12.

2 | bid. U.S. rough rice was imported in 2002, but the ban was reimposed in 2003.

2 peru’s Council of Ministers, Letter Exchange on SPS'TBT Issues for the U.S-Peru TPA, #4.

2 ATAC for Grain, Feed and Oilseeds, Draft GF&O Report on U.S-Peru TPA, 4.

% The USDA studies of Peru indicate that a 10 percent decline in corn pricesin Peru will likely lead to a
near-4 percent increase in the quantity demanded, based on the price elasticity of demand. The same
10 percent declinein price will likely lead to a4 percent drop in Peruvian corn production. Elasticity of
supply represents database South American regional grouping, and trade liberalization elasticities represent
1989 data. USDA, ERS, International Food Consumption Patterns; and USDA, ERS, Elagticitiesin the
Trade Liberalization Database.

% USDA, FAS, “Peru Grain and Feed Annual 2005, 3, 6, and 10.
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Cotton®!

corn (delivered to Peru) was priced approximately 9 to 10 percent below U.S. corn.® In
2004, as aresult of a previous trade agreement, Argentine corn was dutiable at 3.4 percent
while U.S. corn was dutiable at 17 percent.”” The TPA eliminates the competitive
disadvantage of U.S. corn exports to Peru inherent in duty preferences for Argentine corn.
Consequently, asaresult of the TPA, some market share may be taken from other suppliers,
such as Argentina.

In the second half of 2004, the average price-band levy on yellow corn amounted to
2 percent, but price-band rates have been as high as 21 percent since 2001.% In addition to
the price band, the government of Peru has provided support and assistance for corn growers
in the form of rotating credit funds and a policy encouraging local poultry growers to
purchase locally produced corn.® Some poultry operations purchase only Peruvian corn
through agreements with Peruvian growers sponsored by the government (so-called
“absorption requirements”). Under the TPA, the absorption requirementswill be eliminated,
further increasing the competitive advantage of U.S. grain exporters.

Views of | nterested Parties

TheU.S. grainindustry endorsesthe TPA, and indi catesthat the agreement reduces Peruvian
tariffs on grain and negates the adverse effects of Peruvian policies, such as price bands and
the absorption requirements. The agreement will provide, in the industry’s view, both
immediate and long-term benefits to U.S. producers and processors of grain, feed, and
oilseeds.®

Assessment

The cotton provisions of the U.S.-Peru TPA are uniquely significant because the U.S.-Peru
TPA isthefirst U.S. bilateral FTA that provides for immediate duty-free, quota-free trade
in cotton fiber between the United States and another trading partner.® The provisions of the
U.S.-Peru TPA arelikely to haveasignificant, positive effect on U.S. cotton exportsto Perul.
However, the increase is unlikely to have a significant effect on total U.S. cotton exports.
From 2003 to 2005, total U.S. cotton exports averaged more than 2.9 million MT. Peru
accounted for about 1 percent of thistotal. If the United States were to supply 100 percent
of Peru’'s current cotton imports, U.S. exports would be expected to increase by about
3,500 MT, less than 0.2 percent of total U.S. cotton exports. The TPA isnot likely to have

% |n MY 2003/04, the price of U.S. corn (f.0.b. U.S. Gulf) was $7 per metric ton above Argentine corn
(f.0.b. Up River), making the delivered price of Argentine corn $10 to $12 per ton (9 to 10 percent) below
the price of U.S. corn. USDA, FAS, “Peru Grain and Feed Annual 2005,” 7; and IGC, World Grain Statistics
2003, 9a-9b.

' USDA, FAS, “Peru Grain and Feed Annual 2005,” 2.

% | bid, 8; and “Peru Grain and Feed Annual 2002,” 7.

% Pperu imports a substantial amount of yellow corn for poultry feed. By year 11 of the TPA, the import
quota for U.S. corn expands to 895,000 metric tons, currently valued at $90 million. The average price of
U.S. corn, No. 3 yellow. f.o.b., U.S. Gulf ports, was $99 per metric ton in crop year 2004/05. U.S.-Peru TPA,
General Notes, Tariff Schedule of Peru, app. I, note 7(a); and Oil World.

% ATAC for Grains, Feed and Oilseeds, Draft GF&O Report on U.S-Peru TPA.

31 This sector includes cotton fiber classified under HTS headings 5201, 5202, and 5203, but the analysis
focuses on trade in cotton classified under HTS 5201, cotton, not carded or combed.

%2 ATAC for Tobacco, Cotton, Peanuts and Planting Seeds, Advisory Committee Report.
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an effect on U.S. cotton imports from Peru. These results are consistent with the economy-
wide simulation that shows a small increase in Peruvian imports of U.S. plant-based fiber
products.

The TPA makes permanent the duty-free treatment currently provided under ATPA for U.S.
imports of Peruvian apparel and grants additional duty-free access to U.S. imports of
Peruviantextiles. Since ATPDEA expanded ATPA in 2002, Peru’ stextileand apparel sector
has grown by morethan 25 percent, stimulating Peru’ sdemand for cotton. Peru’ stextileand
apparel industry currently has capacity to process about 100,000 MT of cotton annually.*
From 2000 to 2004, Peru’s cotton production averaged 53,556 M T.* To use its textile and
apparel production capacity efficiently, Peru imported an average of 39,625 MT of cotton
annually from 2000 to 2005, of which 27,155 M T, or more than two-thirds, were imported
from the United States. Although the permanence of the TPA may induce additional
investment in textile and apparel capacity, which likely will increase further Peru’ sdemand
for cotton, low productivity and high cost mitigate Peruvian producers’ ability to supply
additional cotton. Therefore, increased cotton demand isunlikely to be entirely supplied by
domestic cotton production, and Peru can be expected to continue asanet importer of cotton.

Technical production issues will continue to limit Peru’'s ability to efficiently grow and
supply cotton for the domestic textile and apparel industries. In the 1980s, Peru planted
nearly 140,000 hectares of cotton; by 2000-2004, planted area had dropped to fewer than
76,000 hectares. The primary variety of cotton grown in Peru is along-staple variety that
accountsfor approximately 78 percent of total cotton production. Thisvariety requiresalong
growing season that makes it more susceptible to pest infestations, such as boll weevils,
which can require the use of pesticides that can double production costs.® Other factors
contributing to production and market inefficiencies include the small size of farm
production units, low yields resulting from poor production practices and low seed quality,
the lack of technical assistanceto improve production practices, and the lack of agricultura
credit.*®

In addition, in response to cotton growers' protests against the TPA, Peru instituted a $4.30
per hundredweight cotton subsidy,* which is equivalent to about $95 per metric ton,® but
only offsets about 57 percent of the likely price effect of immediate duty-free treatment for
U.S. cotton exports to Peru. While the subsidy may stabilize or even stimulate increased
Peruvian cotton production in the short run, without improvementsin those conditions that
result in low productivity and high costs among Peruvian cotton growers, Peru’s cotton
production sector islikely to decrease in size, resulting in lower production and increased
demand for cotton importsin the long run.

However, the TPA may indirectly result in some increased production of Pima cotton as
growers respond to the phase-out of duties on rice. Production of Pima cotton, the second
most popular variety accounting for about 18 percent of production, has been unstable and
insufficient to supply local demand for extra-long-stapl efiber because Pimacotton producers

¥ USDA, FAS, “Peru Cotton and Products, Update 2005.”

# |bid.

* | bid.

% |bid.

¥ |bid.

% The average unit value of Peru’s cotton imports from 2000 to 2005 was $1,382 per MT. The applied
duty of 12 percent trandates into protection of about $166 per MT.
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chooseto grow cotton only if thereisinsufficient water to grow rice.* Because the Peruvian
rice market has been more highly protected than the cotton market,* the TPA may alter the
relative domestic prices of rice and Pima cotton so Pima cotton production becomes more
consistently attractive in the future.

U. S. cotton exporters’ ability to take advantage of increased market accessmay be mitigated
by increasing international competition. As indicated, the United States has been the
dominant supplier of cotton to Peru, holding a 68.5 percent import market share from 2000
to 2005. However, Peru’ simport market share composition has changed in the last 5 years
asnew competitors have entered the market. Brazil entered the Peruvian market in 2002 and
has become a primary competitor for U.S. cotton exports. Peruvian imports of cotton from
Brazil began with 367 MT in 2004 rising to an average of 8,112 MT in 2005. Peruvian
cotton imports from Bolivia have been fairly stable throughout this period, accounting for
nearly 7 percent of the import market share, while cotton imports from Argentina dropped
from 12,800 MT and a 32.3 percent share in 2001 to zero in 2005.*

The TPA does not provide U.S. cotton a competitive advantage rel ative to Bolivian cotton
in the Peruvian market because, as a member of the Andean community, Bolivian cotton
receives duty-free treatment. The agreement does, however, provide U.S. cotton a price
advantage over Brazilian and Argentinian cotton in the Peruvian market for 12 years. All
cotton imports from Brazil, and cotton imports with a staple length greater than 27.8 mm
from Argentina, currently receivea30 percent margin of preferenceinthe Peruvian market.*
However, under the Peru-Mercosur trade agreement, cotton imports from Argentina and
Brazil do not receive duty-free treatment until January 1, 2019.% If U.S., Argentinian, and
Brazilian cotton are highly substitutable, the near-term increase in U.S. cotton exports to
Peru could besignificant. Recently, Argentinian cotton hasbecomelesscompetitive because
increased domestic demand has resulted in low volumes available for export, and because
of contamination problems.* On the other hand, the Brazilian cotton industry is rapidly
becoming ahighly competitiveexport supplier, with Brazilianindustry leadersbelieving that
Brazilian cotton exports may significantly replace U.S. cotton exportsasU.S. cotton support
programs are adjusted to comply with the WTO “ Subsidies on Upland Cotton” ruling.*

Views of I nterested Parties

The U.S. cotton industry supports the U.S.-Peru TPA because it believes that the cotton
provisions of the agreement will be strongly beneficial to both the United States and Peru,
given the characteristics of cotton, textile, and apparel trade between thetwo countries. The
cotton industry aso notes that the agreement contains acceptable rules of origin for cotton-
based textiles with fewer exceptions than other U.S. free trade agreements.*

¥ USDA, FAS, “Peru Cotton and Products, Update 2005.”

“0 Rice has been subject to the Andean price band with AVE duties ranging from 40 percent to
120 percent from 2001 to 2004.

4l Global Trade Atlas.

“2 The margin of preference represents the percentage discount off the MFN duty rate, e.g., a 30 percent
margin of preference on the 12 percent cotton duty represents a discount of 3.6 percentage points, resulting in
an applied duty of 8.4 percent. ALADI, Acuerdo de Complementacion Econdmica.

“3 1bid., AAP.CEN.58, apéndice 1-A.

“ USDA, FAS, “Argentina Cotton and Products, Update 2005.”

4 USDA, FAS, “Brazil Cotton and Products, Update 2005”; and WTO, United States — Subsidies on
Upland Cotton.

4 ATAC for Tobacco, Cotton, Peanuts and Planting Seeds, Advisory Committee Report.
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Sugar and Sugar -containing Products”’

Assessment

The U.S.-Peru TPA provisions concerning sugar and sugar-containing products (SCP) are
unlikely to have asignificant effect on the U.S. sugar market for either producers or users.®
Historic production, consumption, and trade patterns suggest that Peru may not be able to
consistently meet the TPA’ s net-exporter provision.*® Moreover, even when Peruis able to
meet the net-exporter provision, Peru’ s duty-free access to the U.S. market under the TPA
islimited to theinitial size (9,000 MT) and growth rate (180 MT annually) of the TRQ in-
guota quantity, which is small relative to the size and growth of the U.S. sugar market.
Furthermore, U.S. over-quotatariff rates are not affected by this agreement. Although U.S.
market access commitments above the WTO minimum have been increasing as aresult of
NAFTA and CAFTA-DR, theincrease proposed under the U.S.-Peru TPA isrel atively minor
and likely would not result in import levels that would trigger the suspension of domestic
marketing allotments. In addition, the U.S.-Peru TPA contains a compensation mechanism
whereby the United States could limit sugar imports under the agreement in exchange for
compensation (amount not specified in the TPA). Although the provisions of the TPA are
unlikely to have an effect on U.S. exports of raw cane and beet sugar, the TPA may affect
the exports of other sweeteners and syrups and sugar-containing confectionery to Peru.
These results are consistent with the economy-wide simulation results that show a small
increase in the value of sugar trade between the United States and Peru.

Peru is unlikely to meet the net exporter provision of the TPA, which limits Peru’s sugar
exports to the United States (beyond those allocated by the U.S. WTO TRQSs) to the lesser
of the specified TRQ quantity or the amount by which Peru’ s total imports exceed its total
exports, excluding sugar trade with the United States. Peru would not have met the net-
exporter provision of the agreement in 5 of the past 6 years (2000-2005).*° Peru has
generally been a net importer of sugar as domestic production has fallen short of domestic
consumption by an average of 153,000 MT annually since 1983.>' Furthermore, sugar

4" The discussion of U.S. importsin this sector includes raw sugar, refined sugar, sugar syrups, and sugar-
containing products classified in chaps. 17, 18, 19, and 21 of the HTS that are subject to TRQs, and all items
that are covered by the sugar provision of the TPA. The discussion of U.S. exportsin this section islimited to
raw sugar, refined sugar, sugar syrups, and sugar-containing products classified in chap. 17.

“8 The U.S. sugar-producing sector addressed in this section of the report primarily consists of sugarcane
growers, sugarcane millers, raw cane sugar refiners, sugar beet growers, and sugar beet refiners. This section
of the report does not generally address producers of corn-based sweeteners, e.g., high-fructose corn syrup.
The U.S. sugar-using sector generally consists of awide range of food and beverage manufacturers, though
the three largest sugar-consuming sectors in the United States are nonchocolate confectionery, chocolate and
chocolate confectionery, and breakfast cereal.

49 The net-exporter provision of the TPA reads as follows: “In any year, duty free tariff treatment under
subparagraph (a) for Peru shall be accorded to the lesser of (i) the aggregate quantity set out in subparagraph
(@) for Peru, or (ii) aquantity equal to the amount by which Peru’s exports to all destinations exceeds its
imports from all sources (“trade surplus”) for goods classified under the following subheadings: HS 1701.11,
HS 1701.12, HS 1701.91, HS 1701.99, HS 1702.40, and HS 1702.60, except that Peru’ s exports to the
United States of goods classified under subheadings HS 1701.11, HS 1701.12, HS 1701.91, and HS 1701.99
and itsimports of originating goods of the United States classified under HS 1702.40 and HS 1702.60 shall
not be included in the calculation of its trade surplus. Peru’ s trade surplus shall be calculated using the most
recent annual data available.” (U.S-Peru TPA, annex 2.3, 14-5.)

% Based on USITC staff estimates using Global Trade Atlas.

L USDA, FAS, “Dataset for centrifugal sugar.”
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exported to the United States to obtain quota rents*® under the U.S. WTO sugar TRQs has
been replaced by imports over this period.> Therefore, to fully supply the average domestic
shortfall since 1983 and the minimum U.S. WTO TRQ access alotment of 43,174 MT,
Peru’s average production would have needed to be 196,000 MT greater, or 26 percent
greater than the average production of 752,000 MT over this period.>

Recent changesin the structure of Peru’ s sugar industry, however, may affect Peru’ s ability
to achieve net-exporter statusin the future. Much of the historic shortfall in domestic sugar
production has been attributed to a 1968 land reform in which expropriated assets of private
sugar companies were distributed to workers' cooperatives, resulting in production
inefficiencies and lack of investment to upgrade cane fields and sugar mills.>® Sugar
production fell from a 1974 peak of more than 1 million MT to 415,000 MT by 1993.%
Peruvian laws were changed in 1996 to encourage private investment in the sugar
cooperatives. These changesincreased private investment in the sugar industry, resulting in
increased production. By 2004, Peru had its first sugar surplus since 1985.>" The 2005
shortfall has been attributed to drought conditions, and production is expected to recover in
2006.%® Furthermore, in January 2006, the Peruvian government sold the 31 percent share
it had acquired to support Peru’'s largest sugar cooperative, Casa Grande, to a private
conglomerate, Grupo Gloria.* Grupo Gloriaisexpected toincreaseinvestment in canefields
and milling technology. The Casa Grande mill is currently operating at one-third of its
300,000 M T capacity.*® USDA estimates that increased investment in the Casa Grande mill
and sugar fieldsthat supply it canincrease Peru’ stotal sugar productionto 1.2 millionMT %
sufficient to make Peru anet sugar exporter based on current domestic demand. In addition,
Peru's cost of production is significantly lower than the typical U.S. market price and the
loan forfeiture price administered in the U.S. sugar program.®

Other factors, however, can offset the potential for increased sugar exports. First, genera
economic growth could increase the domestic demand for sugar in Peru. Second, high oil
pricesand recent Peruvian legidlation toincreasethe use of biofuelshaveinduced sugar mills
to consider ethanol as an alternative to sugar production.® Third, dependence on irrigation
makes Peruvian sugar production susceptible to drought, which can make production
variable from year to year.

%2 U.S. border protection measures (TRQs) help maintain an internal price that istypically greater than the
price available on the world market. Therefore, allocation of licenses to quota holders for sugar imports
creates quota rents.

% Peru’s basic WTO TRQ alocation of 43,174 MT of raw cane sugar is among the largest allocations,
ranking sixth, and accounting for nearly 3.9 percent among the U.S. WTO minimum market access
commitment of 1,117,195 MT. Furthermore, during FY 2005, Peru received an additional allocation of 8,476
MT for atotal of 51,651 MT; and for FY 2006, Peru has been allocated up to 73,664 M T of duty-free access
for raw cane sugar.

% USDA, FAS, “Dataset for centrifugal sugar.”

*® USDA, FAS, “Peru Sugar Annual, 2005.”

% USDA, FAS, “Dataset for centrifugal sugar.”

* |bid.

% USDA, FAS, “Peru Sugar Annual, 2005.”

% Reuters, “Gloria Takes Over Peru Sugar Mill.”

% | bid.

1 USDA, FAS, “Peru Sugar Annual, 2005.”

2 The current U.S. raw sugar price is about 24 cents per pound. USDA, ERS, “Table 4—U.S. raw sugar
price.” The current loan forfeiture price under the U.S. sugar program is 18 cents per pound for raw cane
sugar and 22.9 cents per pound for refined sugar. USDA, ERS, "Sugar and Sweeteners. Policy." Dataon
Peru's cost of production are proprietary and are from LMC, LMC Worldwide Survey.

8 USDA, FAS, “Peru Sugar Annual, 2005.”
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If in the future, Peru is able to meet the net exporter provisions of the agreement, the TPA
is still unlikely to have a significant effect on the U.S. domestic sugar market. Additional
duty-free access for Peruvian sugar and SCPs in the U.S. market is initially limited to
9,000 MT, which grows by 180 MT annually, plus 2,000 MT of specialty sugar.%* These
provisionswill [imit Peruvian sugar exportsto the U.S. market because current MFN over-
guotaduty ratesassociated with WTO TRQsfor sugar and SCParegenerally prohibitiveand
not affected by the TPA. Theinitial additional in-quotaquantity of 9,000 MT representsless
than one-tenth of 1 percent of the 9.7 million MT of sugar expected to be consumed in the
United States during FY 2006.%° Furthermore, comparing U.S. sugar consumption at the
average annual growth rate of 1.3 percent (1994—-2005) with the TPA duty-free in-quota
quantities over the same period of time indicates that the TPA in-quota quantity is unlikely
to ever exceed more than one-tenth of 1 percent of U.S. domestic sugar consumption, nor
isitlikely to exceed anearly-insignificant amount in terms of thetotal U.S. domestic market
for sweeteners.

Furthermore, any potential effect of increased duty-free access for sugar and SCP imports
from Peru depends on the potential effect of imports from other trading partners subject to
bilateral or regiona trade agreements with the United States that have yet to be fully
implemented or phased in. Under NAFTA provisions, Mexico has been allocated more than
250,000 MT (about 2.6 percent of U.S. domestic consumption) of sugar exportsto the U.S.
market during FY 2006, and, as of January 2008, Mexico will have unlimited duty-free
accessto the U.S. sugar market subject to a net-exporter provision. Under the provisions of
the as yet not fully implemented CAFTA-DR, the Dominican Republic and other Central
American countrieswill haveadditional duty-freeaccessof 109,000MT (about 1.19 percent
of U.S. domestic consumption) initially, growing at 2 percent of theinitial amount annually.
Imports of sugar and SCP resulting from these agreements are far more likely to affect the
U.S. market than therelatively small amount of additional duty-free accessinthe U.S.-Peru
TPA, particularly with respect to the potential to trigger the suspension of U.S. marketing
allotments.

The TPA isunlikely to have asignificant effect on U.S. exports of raw cane and beet sugar
because the United States is primarily an importer of these products. Furthermore, though
the TPA may result in increased exports of other sweeteners and SCP classified in HS
chapter 17, itisunlikely to have an effect onthetotal exportsof sugar, other sweeteners, and
SCP classified in that chapter because Peru is a small market relative to total U.S. exports
of these products. From 2001 to 2005, U.S. exportsto Peru werelessthan 0.5 percent of total
U.S. chapter 17 exports, averaging $3 million to Peru compared with a world total U.S.
exports of $697 million.®® The United States is a competitive producer of alternative
sweeteners, including lactose and high-fructose corn syrup (HFCS). Without the benefits of
the TPA, U.S. lactose exports to Peru have grown from less than $4,000 in 2000 to more
than $1 million in 2005.5” Duty-free treatment of U.S. lactose exports upon implementation
of the TPA should continue to facilitate the growth of U.S. lactose exports to Peru. High
fructose syrups (those with 50 percent or more fructose by weight on a dry matter basis)
were subject to a high and unpredictable price band. Consequently, U.S. exports of these

% Peru has been given an allocation of 2,000 MT of specialty sugar, which represents a country-specific
allocation within the current chap. 7, note 5, TRQ which was allocated on a first-come, first-served basis.
U.S-Peru TPA, annex 2.3, 14-5.

® USDA, ERS, Sugar and Sweeteners Outlook, Table 4, 10; converted to MT at rate of 1 metric ton =
1.10231123 short tons.

% USITC, Dataweb.

7 Ibid.
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products were highly variable, recently ranging from $100,780 in 2003 to $704,102 in
2005.% Elimination of the price band and a5-year phase-out of the remaining dutieson high
fructose syrups should make U.S. exports of HFCS more competitive in the Peruvian
sweetener market, especially as an input into soft drink production.

Views of | nterested Parties

Both U.S. sugar producers and U.S. sugar consumers agree that the U.S.-Peru TPA is
unlikely to negatively affect the U.S. sugar-producing industry.® However, U.S. sugar
producers believe that including sugar in bilateral FTAs does not promote the objectives of
the U.S. sugar-producing sector.” The American Sugar Alliance (ASA), representing U.S.
sugar beet and sugar cane growers, prefersthat U.S. sugar market accessisnegotiated inthe
multilateral WTO context in which foreign subsidiesto sugar production can beaddressed.”
Sugar producers on the ATAC characterized that the additional market access extended to
Peru as considerably more reasonabl e than the additional access extendedin CAFTA-DR.”
Sugar producerson the sweeteners ATAC also noted that, asalarge net importer, the United
States has no prospects for exporting sugar to Peru.

U.S. sugar consumers also believe that the TPA isunlikely to have negative effectson U.S.
sugar producers; moreover, sugar users believe that the agreement will promote fair
competition and help ensure an ample supply of sugar in the U.S. market.” U.S. sugar
consumers support comprehensive product coverage, including sugar, in U.S. regional and
bilateral FTAs. In addition, sugar consumers expressed their view that the increased access
extended to Peru was extremely modest and that maintaining over-quota rates indefinitely
was a substantial compromise from the goal of fully liberalized trade.” The Grocery
M anufacturers A ssoci ation, representing many sugar-consuming food manufacturers, stated
that the agreement will stimulate increased manufactured food exports to Peru, helping
bal ancethe exchange of goodsbetween thetwo countries, and will stimulate U.S. job growth
in food manufacturing.”

Aspar agus’

Assessment

TheU.S.-Peru TPA islikely to maintain and potentially expand the positive effectsof ATPA
on U.S. consumers, importers, and distributors of asparagus. The TPA is unlikely to have
additional negative effects on U.S. growers of fresh asparagus, though continued
consolidation, rationalization, and relocation in the processing industry is likely to effect

8 |bid.

% ATAC for Sweeteners and Sweetener Products, Advisory Committee Report.

™ bid., majority view, 5-7. In addition to representatives of cane and beet producers, the American
Beekeeping Federation participated in the mgjority view.

™ American Sugar Alliance, Statement from U.S. Sugar Producers.

2 ATAC for Sweeteners and Sweetener Products, Advisory Committee Report.

| bid., minority view, 7-8.

™ ATAC for Sweeteners and Sweetener Products, Advisory Committee Report.

™ Grocery Manufacturers Association, “News Release: GMA Commends the Conclusion of Successful
Trade Negotiations.”

" This section considers imports of fresh, frozen, and processed asparagus classified under HTS tariff
lines 0709.20.1000, 0709.20.9000, 0710.80.7060, 0710.80.9710, and 2005.60.0000.
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growers in Michigan and Washington that historically had grown asparagus primarily for
processing. Increases in current import growth rates of fresh asparagus may be stimulated
by increased demand through expansion of seasonal availability and increased U.S. grower-
shipper investment in the Peruvian industry. Furthermore, increased investment by U.S.
processorsin the Peruvian industry, which has been linked to divestment in U.S. asparagus
processing capacity, may push additional domestic productioninWashington and Michigan
into the fresh market and increase U.S. imports of canned and frozen asparagus. ATPA
preferences have provided Peru with duty-free treatment for fresh, frozen, and processed
asparagus since 1991. These preferences are scheduled to expire at the end of 2006. Without
renewal, dutieswould increaseto between 5.0 and 21.3 percent, because Peruvian asparagus
isnot eligible for GSP treatment.”” Under the terms of the TPA, Peru’ s duty-free access to
the U.S. asparagus market is made permanent. The results discussed in this section are not
comparable to the economy-wide simulation results because asparagus trade makes up a
small portion of the GTAP food products n.e.c. and vegetables, fruits, and nuts sectors, and
thusitsindividual effect is not measurable.

Sinceimplementation of ATPA preferencesin 1991, U.S. asparagusimportsfrom Peru have
increased at an average annual rate of 157.4 percent, compared with an average annual rate
of 10.8 percent for U.S. asparagus imports from Mexico, and an average annua rate of
274 percent for total U.S. asparagusimports. By comparison, U.S. asparagus production has
declined at an average annual rate of 1.9 percent over the same period. By 2001, asparagus
importsfrom Peru exceeded asparagusimportsfrom Mexico, making Peruthelargest foreign
supplier of asparagusto the U.S. market. In 1991, Mexico held a 75 percent share of U.S.
asparagus imports versus 12 percent for Peru; by 2005 Peru held 59 percent versus
39 percent for Mexico.” Historically, more than 90 percent of U.S. asparagusimports from
Peru were fresh. More recently, however, canned asparagus imports from Peru have
increased from 401 MT in 2001 to morethan 7,219 M T in 2005. Asaresult, fresh asparagus
imports from Peru decreased to 86 percent of the total asparagus imports from Peru in
2005.7

Initially, fresh asparagus imports from Peru were seasonal and declined beginning in
January, lessening the effect on U.S. producers. Over time, as Peru became a year-round
producer and shipper, the effect on U.S. producers increased. Peru now supplies fresh
asparagusto the U.S. market year round, including February and March,® which coincides
with the beginning of the California production season. California is the primary U.S.
supplier of fresh asparagus, providing about 74 percent of U.S. fresh asparagus production
in 2005; Californiaisthe only U.S. supplier from January to March. Some growers report
that pricesarelower when imported supplies overlap with their normal shipping season. For
example, even though prices for fresh asparagus from California are lower in late January,
some U.S. retailers in the Southeast continue to purchase Peruvian asparagus as long as
suppliesare available.®* Other grower-shippers suggest that rising imports have forced them
to become more efficient in their overal operations. Some larger-volume U.S. grower-
shippers are investing in operationsin California, Mexico, and Peru in an effort to supply

" Imports of asparagus from Peru under HTS 0709.20.10, which are limited to the period between
Sept. 15 and Nov. 15, are GSP eligible; however, imports from Peru exceed the competitive-need limit.

" USITC, Dataweb.

”bid.

8 Vance Publishing, “Peru Leads Growth in Asparagus,” C2.

& |bid.

3-14



asparagus to their customers year round.® Two major U.S. asparagus shippers merged into
anew company in late 2003 to improve their ability to ship fresh asparagus year round by
combining product from California, Mexico, and Peru.®

Californiaasparagus acreage hasdeclined, falling from arecent high of 40,900 acresin 2000
to 30,000 acres in 2005, a 27 percent decrease; acreage totaled 35,500 acres in 1991.%
Despite this acreage reduction, California produced more asparagus in 2005 than it did in
1991; yields have increased from 2,800 pounds per acre to 3,600 pounds per acre, and
production has increased from 93.8 million pounds to 104.4 million pounds.® In 1991, the
California asparagus crop was valued at more than $73 million, and in 2005, it was valued
at more than $119 million.®® The competition for fresh California asparagusis not limited
to fresh asparagus imports from Peru. From 2001 to 2005, 70 percent of fresh asparagus
imports from Mexico entered from January through June in direct competition with most
U.S. domestic producers.®” By contrast, 81 percent of fresh asparagus imports from Peru
entered the United Statesfrom July to December, when fresh domestic asparagusisgenerally
not available.®

Peru’s ability to ship fresh asparagus year round has provided positive benefits to U.S.
consumersof fresh asparagus. U.S. consumption of fresh asparagus hasincreased asimports
from Peru and Mexico have extended the season of availability to year round. The Peruvian
Asparagus Importers Association (PAIA) directly attributes the near doubling of U.S.
consumption, from 0.6 pounds per capitain 1995 to 1.1 pounds per capitain 2003, to the
year-round availability associated with imports of fresh asparagus from Peru.®

Peru’ sability to grow asparagusyear round has a so affected the U.S. market for processing
asparagus. Asparagus produced in Michigan and Washington has been used primarily for
processing. In 2003, Del Monte Foods moved its asparagus processing operations from its
plant in Toppenish, Washington, to Peru.*® Also around this time, Green Giant announced
that it would also end asparagus processing at its WallaWalla, Washington, facility. Those
asparagus processing operations were closed at the end of the 2005 growing season before
the TPA negotiations were complete, leaving Washington growersto find other processing
optionsor competein thefresh market.** Evenwithout the TPA, itisunlikely that processing
capacity will return to Washington; Green Giant has stated that domestically canned
asparagusis not afinancialy viable alternative to supplies of canned asparagus from Peru,
China, or Mexico.”

As aresult of losing processing capacity, the Washington asparagus industry has declined
sharply in recent years. Washington State asparagus acreage has dropped from a peak of

82 vance Publishing, “Imports Help Lift Yearly Sales,” C7.

8 Vance Publishing, “Alpine Deals To Increase Asparagus From Peru,” A2.

8 USDA, NASS, QuickStats Database.

8 1bid.

% Not adjusted for inflation; adjustment using the CPI for food and beverages suggests that 1991
production would have been equivalently valued at about $103 million in 2005.

8 1bid.

8 USITC staff estimates from Dataweb data.

89 USITC, hearing transcript, Mar. 15, 2006, 29-36.

% Egan, “War On Peruvian Drugs Takes a Victim: U.S. Asparagus.”

°t Milkovich, “Asparagus Growers Prepare for Processing Plant Loss.”

%2 Shapiro, written submission.
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approximately 32,000 acres in the late 1980s™ to the current 12,000 acres. Washington
growers expect to lose an additional 3,000 acres as processing asparagus acreage is
eliminated from production; nonethel ess, some Washington growers believe that prospects
to supply the fresh market are good.** During 2003 to 2005, prices for fresh-market
asparagus averaged $2,163 per ton versus $426 per ton for asparagus used for processing.®
Asaresult, growersexpect more suppliesto enter thefresh market inducing lower pricesand
lost revenue. Furthermore, without accessto processing capacity, growersal so loserevenue
from the sale of asparagus that does not meet fresh-market grading standards.

Peruvian asparagus production was estimated to be 196,000 M T in 2005 and is expected to
increase to 200,00 MT in 2006.% Recent increases in production have been facilitated by
replacement of older, less productive plants with new onesto improveyields.%” Land tenure
changes also facilitated continued growth in the Peruvian asparagus industry, which has
averaged 5.4 percent annually since 1994. Inthemid 1990s, small producerswith low levels
of production technology found themselves squeezed by an inability to access credit, high
taxes on inputs, and increasing labor costs.® Land tenure reforms facilitated the
consolidation of small holdings and attracted local as well as foreign investment into the
Peruvian asparagusindustry.® Despitelower pricesand the belief by Peruvian exportersthat
the world asparagus market has matured, continued new investment and increased
production’® suggest that, under the TPA, Peruvian asparagus will continue to be highly
competitive in the U.S. market relative to domestic production and imports from other
sources, including fresh asparagus from Mexico and canned asparagus from China.

Views of | nterested Parties

TheAgricultural Technical Advisory Committee (ATAC) onTradein Fruitsand V egetables
doesnot believethat the duty-free treatment afforded to asparagus under ATPA should have
been made immediately permanent in the TPA . Rather, ATAC believesthat the dutieson
Peruvian asparagus should be phased out slowly over time from MFN duty rates. A
representative of the Michigan Asparagus Advisory Board states that the industry was
disappointed but not surprised that asparagusi mportsfrom Peruwill receiveimmediate duty-
free treatment under the terms of the agreement.'® This representative acknowledged that
ATPA was not intended to negatively affect the U.S. asparagus industry; however it
provided the Peruvian industry the opportunity to expand and become ayear-round shipper
of fresh asparagus, and then move into the processed sector in competition with domestic
producers.'® Despite the negative reaction from most producers, one industry source
reported that the TPA would not cause any additional negative effect than was already done
by ATPA .2

% USDA, NASS, “Vegetables, Final Estimates 1987-1992.”

% Milkovich, “Asparagus Growers Prepare for Processing Plant Loss.”
% USDA, NASS, Crop Values 2005 Summary.

% USDA, FAS, “Peru Asparagus Annual 2005, 4.

" USDA, FAS, “Peru Asparagus Annual 2003,” 3.

% USDA, FAS, “Peru Asparagus Annual 1995,” 4.

% USDA, FAS, “Peru Asparagus Annual,” various issues.

10 USDA, FAS, “Peru Asparagus Annual 2005,” 5.

102 ATAC on Trade in Fruits and Vegetables, Advisory Committee Report.
102 |_ehnert, “No Relief Yet for U.S. Asparagus Producers.”

103 | pid.

104 Jackson, “Globalization Hits Michigan’s Asparagus Industry.”

3-16



The National Asparagus Council (NAC) believes that U.S. asparagus growers have been
economically injured by the growth of the Peruvian asparagusindustry asaresult of ATPA
duty-free access for fresh, chilled, and preserved asparagus.’® U.S. asparagus planted
acreage has fallen from 93,000 acres before ATPA to fewer than 53,000 acres today.
Processors that used to can 55 million pounds of asparagus have left Washington State and
moved to Peru. The NAC believes that this reduced U.S. asparagus acreage and the loss of
U.S. asparagus processing capacity to Peru has resulted in lost income for U.S. asparagus
growers and lost jobsin rural communities in California, Washington, and Michigan.

PAIA strongly supportsthe TPA, believing it will providetangible and significant economic
benefits for both the United States and Peru.'® PAIA believesthat the TPA will continueto
provide economic benefitsto U.S. consumers, U.S. importing companies, U.S. distributors,
and other companies involved in the distribution of fresh asparagus in the United States.
Furthermore, PAIA states that, without the TPA, the loss of duty-free treatment associated
with the possible expiration of ATPA would have resulted in discernable economic harm to
these parties. Furthermore, a PAIA representative estimates that imports of Peruvian fresh
asparagus directly and indirectly generate 5,000 jobsin the United States. Moreover, of the
$300 million of revenue generated by fresh asparagus imports from Peru in 2003, PAIA
estimates that 70 percent, or $210 million, accrued to U.S. companies. PAIA also believes
that imports of fresh Peruvian asparagus arelargely countercyclical to U.S. production, and
benefit U.S. consumers by providing year-round availability.

ThePeruvian Asparagusand V egetabl es| nstitute (IPEH) supportsthe TPA and believesthat
it will continue to provide substantial economic benefits to both Peru and the United
States.’” The | PEH representsgrowersand exportersthat accounted for $183 million of U.S.
imports of asparagus, artichokes, chile peppers, paprika, and pimientosin 2005. The IPEH
states that the Peruvian asparagus industry, which accounted for 71 percent of these U.S.
importsin 2005, hasgrowninto amatureindustry that achieved the objectivesof ATPA, and
spurred economic development as an alternative to the production of illegal narcotics. The
IPEH members believe the production and export of artichokes and paprika, which are
expected to account for total world exports of more than $165 million in 2006, to further
contribute to economic development and provide alternatives to the production of illegal
narcotics. The IPEH believes that the TPA will expand and increase these benefits.

Genera Mills, the owner of Green Giant vegetables, states that the TPA will provide long-
term economic benefits to consumers, manufacturers, and producers in both the United
States and Peru, particularly with respect to trade in prepared and preserved asparagus.'®
Green Giant stated that, to providethe best-val ued product to consumers, the company began
sourcing canned asparagus from Peru in June 2005. Green Giant states that it is unable to
supply canned asparagus from U.S. sources in a financially viable manner. Furthermore,
even if Peruvian canned asparagus were not afforded continued duty-free treatment under
the TPA, Green Giant states that it would not source canned asparagus from domestic
sources, but would consider Mexico or China as viable alternatives.

105 Bakker, written submission.

106 USITC, hearing transcript, Mar. 15, 2006, 29-36.

107 Paz-Soldan on behalf of the Peruvian Asparagus and V egetables Institute, written submission.
108 General Mills, written submission.
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M eat 109

Assessment

The provisions of the U.S.-Peru TPA will likely have a significant, positive effect on total
U.S. exportsof beef and pork to Peru. However, increased exports may not have asignificant
effect on thetotal U.S. industry because of the relatively small size of the Peruvian market.
Peruiscurrently alargeimporter of beef variety meats, and the TPA will give U.S. exporters
of directly competing products acompetitive advantage over other suppliersin the Peruvian
market, primarily Mercosur countries.™® USDA prime and choice beef, which tends not to
compete directly with local production and imports from the region,™* will receive
immediate duty-free treatment, while beef other than USDA prime and choice will receive
duty-freetreatment withinan 800 M T TRQ, with all dutiesto be phased out within 12 years.
U.S. pork and pork variety meat exportsarelikely to increase because the TPA will enhance
the competitiveness of pork vis-avis other domestic protein sources (primarily fish and
poultry), as well as pork imports from Chile that currently receive duty-free treatment.
Furthermore, U.S. beef and pork exportswill benefit from an exchange of | ettersthat address
outstanding SPSissues havelimited U.S. meat exportsin the past. Thisanalysisisgenerally
consistent with the economy-wide simulation results that show significant increases in
Peruvian imports of U.S. bovine and other meat products, and small changesin the volume
of U.S. imports of Peruvian meat products.

The provisions of the U.S.-Peru TPA are unlikely to cause anincreasein U.S. beef and pork
importsfrom Peru, because the Peruvian beef and pork industries primarily consist of small
andindigenousproducersthat producefor household and local consumption.™? Furthermore,
Peru does not currently have any slaughter or processing facilitiesthat are eligible to export
meat to the United States.™ Therefore, it is unlikely that the TPA will have a significant,
negative effect on U.S. cattle and beef producers or U.S. swine and pork producers.

Provisions of the TPA include a TRQ for beef variety meats™* that provide U.S. suppliers
with up to 10,000 MT of immediate duty-free access, thereafter growing at the rate of
6 percent annually until all imports of theidentified products are duty free by year 10 of the
agreement.™*® Peruvian imports of beef variety meats averaged 19,268 M T, valued at more
than $15 million from 2001 to 2005.™® The United States supplied lessthan 5 percent of this
total. Furthermore, U.S. suppliers shipped nothing in 2004 and 2005 because of an import

1% This section primarily covers beef, beef variety meats, pork, and pork variety meats classified in chaps.
2,5, and 16 of the HTS.

10 This group includes Argentina, Brazil, Paraguay, and Uruguay.

1 Y.S. prime and choice beef istypically produced from young animals fed a high energy ration, i.e.,
grain-fed beef; local and regional production tends to be produced from animals of varying ages fed
primarily forages, i.e., grass-fed beef.

12 Sallyards, informal written industry description — Beef, Pork, Bovine Offal.

13 USDA, FSIS, “Import Information.”

14 This TRQ covers items classified under Peru HTS items 0206.21.00, 0206.22.00, 0206.29.00, and
0504.00.10, and includes items such as livers, hearts, tongues, and tripe.

15 U.S-Peru TPA.

116 Global Trade Atlas. Thistotal includes Peru HTS items imported under subheadings 0202.21, 0206.22,
0206.29, and heading 0504. Under heading 0504, item 0504.00.10 accounted for more than 99 percent of
imports; thisitem may include items from all species though, according to industry sources, imports are
primarily bovine items. The beef variety meat TRQ includes items classified under HTS subheadings
0202.21, 0206.22, 0206.29, and 0504.00.10.
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ban related to bovine spongiform encephal opathy (BSE).**” The primary suppliers of these
products to the Peruvian market are the Mercosur countries. These countries have
preferential trade agreementswith Peru; however, dutieson most of theseitemsfor Mercosur
countries will not be completely phased out until 2014 or 2016."8 Until that time, U.S.
suppliers will enjoy preferential access to the highly price sensitive Peruvian beef variety
meat market. The United States should be able to be price competitive in the variety meat
market because, if not exported, these items have very low U.S. domestic demand for
consumption, and have much lower values in aternative domestic uses such as pet food.

The provisions of the TPA provide U.S. suppliers with immediate duty-free accessfor beef
that isgraded USDA primeor choice. The TPA aso providesU.S. supplierswitha TRQ that
providesimmediate duty-free accessfor up to 800 MT of beef that does not grade prime or
choice, growing at 6 percent annually, until al imports of these products are duty free by
year 12 of the agreement.™® Peruvian imports of beef averaged 3,750 MT valued at
$8 million from 2001 to 2005; the U.S. share of this market was only approximately
1 percent, and no imports came from the United Statesin 2004 and 2005 because of the BSE
ban.?® Peru’s primary suppliers are the Mercosur countries. Peru’s trade agreements with
these countries do not completely phase out tariffs on beef until 2019, meaning that U.S.
supplierswill have preferential accessrelativeto Mercosur suppliersto the Peruvian market
for beef.

The degree to which U.S. beef, which is primarily grain fed, and Mercosur beef, which is
primarily grassfed, will competein the Peruvian market depends on tastes, preferences, and
price. Historically, Peruvian consumers have had limited accessto U.S. grain-fed beef, but
are familiar with grass-fed beef from local production and imports, which have been
dominated by the Mercosur countries. U.S. beef exportsgraded USDA primeand choiceare
likely to be initially targeted at the hotel and restaurant segment, as well as the high-end
retail segment.’? Although thisinitially creates amarket that may depend on tourist trade,
it is also expected to create a market opening among upper- and middle-income Peruvian
consumers, creating local demand for grain-fed beef that is expected to expand as local
incomes increase. The TPA affords U.S. beef the ability to be price competitive with
comparable cuts of beef from Mercosur countries while alocal market for grain-fed beef is
developed.

Theprovisionsof the TPA provide U.S. pork with duty-free accessfor most muscle cutsand
variety meat itemsby year 5 of the agreement, with duty-free treatment for all pork items by
year 10, putting U.S. pork in abetter competitive positioninthisgrowing market. Peruvians
have not historically been large pork consumers; per capita consumption of pork is about

17 Upon discovery of a BSE-infected cow in the U.S. cattle herd in Dec. 2003, 72 of 133 countries that
had imported U.S. beef during 2003 banned imports of U.S. beef and beef variety meats. Most of these
countries have since reopened their marketsto U.S. beef, though access may be limited, typically to boneless
beef from animals fewer than 30 months of age. As of Feb. 17, 2006, 27 countries, including Peru, were still
closed to U.S. beef and beef variety meats. The Letter Exchange on SPS/TBT Issues for U.S.-Peru TPA set
as Mar. 1, 2006, the date by which Peru would permit imports of U.S. beef and beef products accompanied
by an FSIS Export Certificate of Wholesomeness. As of this writing, the Peruvian market had not been
opened to U.S. beef shipments.

18 ALADI, Acuerdo de Complementacién Econémica.

19 The beef TRQ includes items classified under HT S items 0201.30.00, 0202.20.00, and 0202.30.00 not
graded USDA prime or choice.

120 Global Trade Atlas.

128 ALADI, Acuerdo de Complementacién Econémica.

122 USMEF, “USMEF Strategic Market Profile.”
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2.6 kg (5.7 pounds) annually, compared with 20.7 kg (45.5 pounds) of fish and seafood and
13.0 kg (28.6 pounds) of chicken.'”® Low consumption has been attributed to Peruvian
perception of pork as aless healthy alternative to fish or chicken and the conditions under
which most animals are raised (backyard production).*?* Though imports of pork products
have been small, they areincreasing. Thevalueof fresh, chilled, and frozen pork importshas
increased from less than $2,000 in 2001 to more than $1 million in 2005. Imports of
processed pork items increased in value from approximately $80,000 to nearly $240,000
from 2001 to 2005; and importsof pork variety meatsincreasedin valuefrom approximately
$72,000 in 2001 to nearly $257,000 in 2005. Most of this increase, however, benefited
Chilean pork producers. Chile was the only supplier of fresh, chilled, and frozen pork and
pork variety meats in 2004 and 2005. This predominance can be attributed to an FTA
reached between Chile and Peru in 1998 that now provides Chile with duty-free access for
most pork and pork variety meats.

Peru’ s commitments with respect to sanitary issues'® are also likely to enhance the market
access of U.S. beef and pork exports. In an exchange of lettersin connection with the TPA,
the Peruvian government has committed (1) to continue to recognize the U.S. meat and
poultry inspection system as equivalent to Peru’s inspection system and not require
individual plant approval; (2) to continueto accept meat and poul try shipmentsaccompanied
by USDA Food Safety and Inspection Service (FSIS) Certificates of Wholesomeness; (3) to
recognize FSIS certification statements as meeting import requirements for pork and pork
products, and poultry and poultry products; and (4) to recognize that U.S. measures
regarding BSE meet World Organization of Animal Health (also known as OIE) guidelines
and to complete the verification process that will allow resumption of U.S. beef imports.
Furthermore, these provisions should enhance future market access for U.S. beef and pork
exports by assuring exporters and importers that sound scientific principles for food safety
and wholesomeness will be transparently applied to U.S. beef and pork exports.

Views of I nterested Parties

The ATAC for Trade in Animals and Animal products praises the U.S.-Peru TPA as an
excellent example of the type of agreement that is in the best interest of the United States
because it expands trading opportunities to the benefit of U.S. agriculture.® Nonetheless,
the ATAC is disappointed with the 12-year phase-out on over-gquota duties on beef not
grading USDA primeor choice. Despiteimmediate duty-freeaccessfor all USDA primeand
choicebeef, 10,000 M T of beef variety meats, and 800 M T of beef not grading USDA prime
or choice, and the 5-year phase-out of most dutieson pork and pork variety meats, the ATAC
believes that failure to secure the same preferential duties that Peru provides to parties
subject to agreements concluded before December 7, 2005—thi swoul d appear to bedirected
at Peru's preferential trade agreements with Chile and the Mercosur
countries—disadvantages U.S. livestock industries vis-a-vis these parties.

The National Cattlemen’s Beef Association (NCBA) views the U.S.-Peru TPA as a great
opportunity for the U.S. cattle and beef industry. The NCBA indicates that Peruvian beef
consumersarevery pricesensitive and that immediate elimination of the 25 percent duty will
alow U.S. suppliersto provide products at alower price. This advantage is very important

12 EAOSTAT data.

124 Sallyards, informal written industry description — Beef, Pork, Bovine Offal.

125 See chap. 5 of this report for a discussion of the TPA’s SPS chapter.

126 ATAC for Trade in Animals and Animal Products, Advisory Committee Report.
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to both Peruvian consumers and U.S. producers. The NCBA also believesthat the TPA sets
acritical precedent for future FTA negotiations.**’

The Ranchers-Cattlemen Action Legal Fund, United Stockgrowers of America (R-CALF
USA, hereafter R-CALF), states that it assesses each FTA on a case-by-case basis subject
tofour criteria: (1) reduction of global market distortions, such ashightariffs; (2) application
of aborn, raised, and slaughtered beef rule of origin; (3) creation of special safeguards to
protect against import surges and excess price volatility; and (4) upward harmonization of
health and safety standards. On the basis of these criteria, R-CALF has concerns about the
U.S.-Peru TPA. Specifically, R-CALF points out that the TPA does not include a special
safeguard, nor does it apply a born, raised, and slaughtered beef rule of origin, which will
allow beef from Argentinian and Brazilian cattle that is shipped to Peru to qualify for
preferential access to the U.S. market.'®

The National Pork Producers Council (NPPC) expresses strong support for the U.S.-Peru
TPA. Anaysis conducted for the NPPC found that the agreement, when fully implemented,
will be extremely beneficial to U.S. pork producers; U.S. pork exportsto Peru will increase
U.S. hog prices by 83 cents per head, and producer profits by 7 percent.*

Textilesand Apparel

Assessment

Tariff liberalization under the U.S.-Peru TPA will likely result in asmall increasein U.S.
imports of textiles and apparel from Peru. The textile and apparel sector in Peru is an
important sector, butiscomparatively small, eventhoughit isintegrated from the production
of raw materials (mainly cotton) to the manufacture of intermediate goods (yarn and fabric)
and finished goods (mainly apparel).*** Because almost all imports of such goods from Peru
aready enter free of duty under ATPA (96 percent in 2005) and because the rules of origin
under the TPA for apparel are similar to those under ATPA, the principal benefit of the TPA
isto makethetrade preferences permanent and reciprocal. ATPA benefitshaveenabled Peru
to expand its shipments of textiles and apparel to the United States by 108 percent since
2002, to $821 millionin 2005.** The TPA can further boost U.S. apparel importsfrom Peru
to the extent that it spursforeigninvestment in Peru’ stextileand apparel sector'* toincrease
itscapacity and itscompetitivenessin theface of greater competitioninthe U.S. market from

127 NCBA, “Peru to Lower Beef Tariffs.”

128 R-CALF, 2006 Position Paper: International Tradein Cattle and Beef.

12 NPPC, “NPPC to Champion U.S.-Peru Trade Agreement.”

130 The textile and apparel sector is aleading source of economic activity in Peru, representing
approximately 10 percent of the country’s exports and reportedly accounting for 14 percent of industrial
production and directly employing 150,000 workers. Italo Acha, counselor, Embassy of Peru, e-mail
message to Commission staff, Mar. 23, 2006; and Paz-Soldan on behalf of Exporamerica, written
submission.

3! |mport data are from the U.S. Department of Commerce, Office of Textiles and Apparel (OTEXA).

132 The “relatively short life span” of ATPA preferences for apparel has reportedly deterred foreign
investment in Peru’ s textile and apparel sector. U.S. Department of State, “USITC 2004 Annual Andean
Investment and Drug Crop Survey.”
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lower-cost exporting countries' following the elimination of U.S. import quotason textiles
and apparel in 2005."** The results of the economy-wide analysis indicate that tariff
liberalization will result primarily in asmall increasein U.S. imports of apparel from Peru,
which accounted for 97 percent (or $800 million) of U.S. textile and apparel imports from
Peru in 2005. Although Peru supplied just 1 percent of total U.S. apparel importsin 2005,
it was the fifth-largest source of knit cotton shirts and blouses, with shipments of
$644 million and a5 percent import market share. The expected increase in apparel imports
from Peru will likely displace U.S. apparel imports from other countries, rather than
domestic production, which generally consists of time-sensitive and niche market goods.

The expected increase in U.S. apparel imports from Peru under the TPA will likely not
change appreciably if ATPA preferences for the other three Andean countries (Bolivia,
Colombia, and Ecuador) are extended beyond their current expiration date of December 31,
2006. If ATPA preferences expire, the expected increase in U.S. apparel imports from
Peru under the TPA a so will likely not change appreciably inthe short or long term, because
U.S. textile and apparel imports from Bolivia ($37 million in 2005), Colombia
($618 million), and Ecuador ($19 million) are small. Although Colombia was the second-
leading Andean supplier of textiles and apparel to the United States after Peru, with
41 percent of total Andean shipments in 2005, the import product mix differs between
Colombia and Peru. Cotton trousers and wool trousers, suits, and sport coats accounted for
37 percent and 14 percent, respectively, of total U.S. textile and apparel imports from
Colombia in 2005, while cotton knit shirts and blouses accounted for 78 percent of U.S.
textileand apparel importsfrom Peru. Inthelong term, thegrowth in U.S. apparel tradewith
Peru will likely be moderated by the expected growth in imports from lower-cost exporting
countriespreviously constrained by U.S. import quotas, particularly China, whose shipments
of knit shirts, blouses, and other textile and apparel articles are now subject to U.S.
safeguards through 2008.'%

Although the results of the economy-wide analysis indicate that tariff liberalization under
the TPA will likely result in asmall value, but large percentage, increasein U.S. exports of
textiles and apparel to Peru, this potential effect is unlikely largely because most U.S.
exports of textilesto Peru are believed to be aready eligible for duty savingsin the form of
duty drawback, afactor not accounted for in the economy-wide model, and local demand for
U.S. apparel is limited by income.™®” U.S. exports of textiles and apparel to Peru are small
($21 millionin 2005) and likely consist mostly of inputs (yarns, fabrics, and garment parts)

133 A trade report stated that production costs in Peru are estimated to be as much as 50 percent higher
than those in China. “Peru Textile Trade.”

1% The WTO Agreement on Textiles and Clothing (ATC) obligated the United States, the EU, and Canada
to phase out their import quotas on textiles and apparel from WTO member countries over 10 years ending
on Jan. 1, 2005. The United States did not maintain import quotas under the ATC on such goods from Peru.

1% U.S. imports of textiles and apparel from Colombia, Bolivia, and Ecuador totaled $674 million, or less
than 1 percent of total U.S. imports of such goods in 2005.

1% U.S. imports of knit cotton shirts and blouses from Chinain 2005 increased 194 percent over the 2004
level to $636 million. Imports of these and certain other textile and apparel articles from China are now
subject to safeguards (or quotas), as provided for under the terms of China's Protocol of Accession to the
WTO, through 2008. U.S. imports of textiles and apparel from China totaled more than $22.4 billion, or
25 percent of total U.S. textile and apparel importsin 2005.

37 Duty drawback is arefund of duties paid on inputs imported into a country and incorporated into goods
for export. Peru’simports of U.S. materials are currently eligible for duty drawback upon exportation of the
finished goods from Peru to the United States. Although duty drawback and rules of origin requirements are
important in estimating the potential effect of the TPA on U.S. bilateral textile and apparel trade with Peru,
they are not comprehensively incorporated into the CGE model (GTAP), resulting in apossible
overestimation of the marginal tariff effectsin this sector by the model.
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used in the production of apparel for export to the United States. In addition, the low level
of per capita income in Peru will likely dampen Peruvian demand for U.S. exports of
finished goods, which tend to be more costly than the locally-produced apparel products.

Views of I nterested Parties

U.S. textile firms™® generally support the rules of origin for textiles and apparel under the
TPA because the rules "will ensure [that] the benefits of the agreement flow mainly to the
signatory parties' and that the yarn-forward rule will advance regional integration goals.
They support the requirement in the TPA that pocketing fabrics be made and finished in the
parties, aswell astheexclusionfromthe TPA of certain provisionsfoundin other U.S. FTAs
that permit the use of third-country inputssuch ascumulation provisions, TPLs, andasingle-
transformation rule. By contrast, U.S. apparel firms that source and market globally
generally oppose the yarn-forward rule of origin; they state that this origin rule will be
burdensometo administer and, inturn, prevent expansion of trade and investment in textiles
and apparel. The apparel firms oppose the exclusion of TPLs, cumulation provisions, and
asingle-transformation rule from the TPA, stating that it will limit the built-in flexibility of
CAFTA-DR. The apparel firms also oppose the added requirements that sewing thread,
elastomeric yarns, certain narrow fabrics, and pocketing fabrics be made in the TPA region.
Textileand apparel firmssupport the expedited “commercial availability” processunder the
TPA, athough some apparel firms support theinclusion of more apparel inputsontheinitial
short-supply list. The apparel firms also support the continuation of the existing customs
duty drawback program under the TPA that provides important cost savings.

U.S. retailers and distributors of textile and apparel goods**® oppose the TPA rulesof origin
for textilesand apparel, stating that theyarn-forward ruleisnot commercially viable because
itisoverly restrictiveand fail storeflect therealitiesof global production and sourcing. They
statethat the yarn-forward ruleimposes aval ue-added requirement that ishigher for apparel
than for other goodsand that the absence of certain exceptionsto theyarn-forward rule, such
as TPLs and cumulation provisions, will limit production flexibility, increase costs for
apparel producersin Peru, and prevent the integration of hemispheric-wide production. The
retailersand distributors state that, although Peru has an integrated textile and apparel sector
producing fibers, yarns, fabrics, and apparel, the Peruvian sector iscomparatively small and
unable to compete effectively with “full-package” suppliers in China. The retailers and
distributors state that the TPA short-supply provisions are unclear and provide insufficient
product coverage. They support provisionsin the TPA that will grant immediate duty-free
treatment to originating textileand apparel articlesand permit the use of third-country inputs
(the de minimis foreign content rule). The retailers and distributors also support the
continued use of duty drawback following implementation of the TPA.

The American Apparel & Footwear Association (AAFA) stated that it is “extremely
disappointed that the U.S./Peru TPA contains very restrictive and, in many cases,
unworkable rules of origin for apparel and textiles. Because of the agreement’ s apparel and
textile provisions, webelievethe U.S./Peru Trade Promotion Agreement representsamissed
opportunity to preserveand expand theregion’ sappare! andtextileindustries.” *** The AAFA
addsthat it prefers provisions similar to thosein CAFTA-DR, and would have preferred to

138 ITAC 13, The U.S/Peru Trade Promotion Agreement.

¥ The industry views expressed in this paragraph are from ITAC 5, The U.S/Peru Trade Promotion
Agreement.

140 Burke, written submission.
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see the inclusion of features such as cumulation, a larger short-supply list, single
transformation for key products, and a yarn-forward rule on essential character.

Peruvian apparel exporters support the TPA, stating that it builds on the benefits of ATPA.
They assert that the TPA will strengthen and expand the strategic alliance between Peru and
the United States, thereby enabling both countries to compete more effectively against
Chinese and other Asian suppliers.™* Peruvian apparel exporters note that the TPA will
benefit both Peru and United States by boosting U.S. exports of cotton, yarn, and fabricsto
Peru and increasing Peru’ s exports of price-competitive apparel to the United States.

L eather Goods and Footwear 142

Assessment

Tariff liberalization under the U.S.-Peru TPA for leather goods and footwear (including
leather and leather articles as well as footwear, travel goods* and other products
characteristic of the leather trade but al so made from materials such astextiles and plastics)
will likely resultinanincreasein U.S. |eather goods trade with Peru that issmall in absolute
value but large in percentage terms. Under the TPA, tariff liberalization, coupled with
flexiblerules of origin, can spur foreign producersto assemble certain leather goodsin Peru
from nonoriginating materials and export the goods to the United States for sale in niche
market segments. However, despite the TPA, the leather goods sector in Peru reportedly
lacks the economies of scale necessary to compete in the U.S. market with China, which
supplied 69 percent, or $17.5 billion, of total U.S. imports of leather goods in 2005.*

Theresults of the economy-wide analysisindicate that tariff liberalization for |eather goods
will result in estimated increases of approximately $1 million (33 percent) in U.S. imports
from Peru and $3 million (164 percent) in U.S. exportsto Peru, and that these increases will
likely have almost no effect on total U.S. trade or domestic production of leather goods.'*
The modeling results reflect the current small volume of U.S. leather goods trade with Peru
(U.S. importsand U.S. exports each totaled less than $2 million in 2005);* the large share
of U.S. leather goods imports from Peru already eligible for duty-free entry (75 percent in
2005); the domination of the U.S. footwear market by China and other, mostly Asian

141 Paz-Soldan on behalf of Exporamerica, written submission.

142 This product grouping covers |leather and composition leather (HTS headings 4102-4115); saddlery and
harness (4201); luggage, handbags, and similar goods (4202); articles of leather or composition leather used
in machinery or mechanical appliances or for other technical uses (4204); other articles, except apparel, of
leather or composition leather (4205); footwear and footwear parts (HTS chap. 64); watch straps of non-
metallic materials (HTS subheading 9113.90); and personal travel sets (9605.00).

3 Travel goods include luggage, brief cases, computer cases, handbags, purses, duffle bags, wallets, and
related goods.

144 peru’ s exports of leather goods totaled $33 million in 2005 and consisted mostly of leather ($18
million) and footwear and travel goods ($14 million), according to data from Global Trade Atlas. Peru’s
exports of footwear are expected to grow 20-25 percent in 2006. Latin America News Digest, “Peru
Forecasts up to 25 Pct Y/Y Rise.”

145 The modeling results apply to leather goods, whether or not ATPA preferences for the other Andean
nations (Bolivia, Colombia, and Ecuador) are extended beyond their current expiration date of Dec. 31, 2006.
U.S. leather goods imports from al four Andean nations totaled $46 million, or 0.2 percent of total U.S.
imports of such goodsin 2005.

148 |n 2005, total U.S. imports and total U.S. exports of leather goods were $25.2 billion and $2.7 billion,
respectively.
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suppliers (import market share was 98 percent in 2004);” and the low level of per capita

income in Peru, which dampens Peruvian demand for U.S. leather goods.

The TPA will grant immediate duty-free market access for tariff lines covering ailmost all
leather goods currently traded between the United States and Peru, with tariffs on all the
remaining leather goods phased out within 10 years.**® The only U.S. tariff lines subject to
10-year staging arethe 17 linescovering “ sensitive” rubber footwear; the NTR duty ratesfor
such footwear range from 20 percent ad valorem to 55 percent AV E, based on 2005 trade.**
Peru will phase out its uniform ad valorem tariff of 20 percent on rubber footwear and
12 percent on most tanned leather over 10 years, and its 12 percent tariff on personal travel
sets over 5 years.™ The rule of origin under the TPA for the 17 sensitive footwear articles
will be similar to that under NAFTA, requiring a qualifying good to have aregional value
content of not less than 55 percent of the appraised value of the article, which effectively
restricts the use of nonoriginating uppers because of the high labor content associated with
stitching. The TPA will apply amore flexible “substantial transformation” rule of origin to
al other footwear, permitting the use of nonoriginating uppers and other materials in
qualifying goods, subject to a 20 percent local value-added content requirement. The
substantia-transformation rule will also apply to travel goods except those of textiles.
Textiletravel goodswill be subject to a“fabric-forward” rulethat requires qualifying goods
to be made of originating fabrics.

Views of | nterested Parties

U.S. footwear companies that source and market footwear globally generally support the
U.S.-Peru TPA because footwear, other than the 17 sensitive rubber footwear articles, will
receive immediate duty-free market access and a flexible rule of origin (albeit with a
20 percent local value-added content requirement).** U.S. producers of the 17 sensitive
rubber footwear articlesstatethat these goodswere excluded from duty-freetreatment under
ATPA and should be excluded from any FTA with the Andean countries because duty-free
treatment for such footwear made in the Andean region will pose a serious threat to the
domestic industry.™ The Travel Goods Association (TGA) does not support the U.S.-Peru
TPA. TGA statesthat the TPA has highly restrictive provisions on textile travel goods that
prevent U.S. travel goods companies from using the best available inputs.’*® Certain U.S.
travel goodsindustry representativessupport the TPA provisionsfor nontextiletravel goods,
but oppose the fabric-forward rule of origin for textile travel goods, stating that thisruleis
“so restrictive that it effectively renders the [TPA] useless’ for the industry.** These
representatives state that al travel goods (both textile and nontextile) should become duty

14T USTR, hearing transcript, 54-63; and Lamar, written submission.

48 The “baseling” trade-weighted average ad valorem tariff used in the Commission modeling for leather
goods was 2.8 percent for U.S. imports from Peru and 16.6 percent for Peru’ s imports from the United States.

9 There were no U.S. imports from Peru in 2005 under the 17 tariff lines, which cover rubber or plastic
protective footwear and certain athletic and other footwear with rubber or plastic soles and fabric uppers
(HTSitems 6401.10.00, 6401.91.00, 6401.92.90, 6401.99.30, 6401.99.60, 6401.99.90, 6402.30.50,
6402.30.70, 6402.30.80, 6402.91.50, 6402.91.80, 6402.91.90, 6402.99.20, 6402.99.80, 6402.99.90,
6404.11.90, and 6404.19.20).

1%0 Pery maintains a uniform MFN ad valorem tariff of 12 percent for all leather goods except footwear
(subject to a uniform rate of 20 percent) and leather articles used in machinery or mechanical appliances or
for other technical uses (4 percent).

131 ITAC 13, The U.S/Peru Trade Promotion Agreement.

152 Cooper, written submission.

153 pittenger, written submission.

1% ITAC 13, The U.S/Peru Trade Promotion Agreement.
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free immediately under simple and flexible rules of origin. U.S. footwear retailers and
distributors state that they support immediatetariff elimination and liberal rulesof origin for
al footwear under a U.S.-Andean FTA, and that the Andean region lacks the footwear
production capacity to affect the U.S. footwear market in any meaningful way.* Finally, the
American Apparel & Footwear Association (AAFA) generally supports the TPA’'s
provisionsfor footwear, stating that the provisions “will ensure that the growth in footwear
trade between the United States and Peru started under the current Andean Trade Promotion
& Drug Eradication Act (ATPDEA) will continue.”**® The AAFA notes, however, that it had
hoped “for an even more liberal rule of origin for non-import-sensitive footwear articles
along the lines of what was negotiated in [CAFTA-DR].”*’

Phar maceuticals

Assessment

The U.S.-Peru TPA is expected to have a positive effect on U.S. pharmaceutical exportsto
Peru. Pharmaceutical exportswill benefit fromtheliberalization of government procurement
in Peru, which currently gives preferential treatment to local manufacturers.*®® Stronger
intellectual property laws, specifically thoserel ated to patent protection and confidential test
data, should also assist U.S. suppliers in expanding exports to Peru.™> Demand for health
care in Peru is expected to rise as life expectancy and urbanization increase, further
increasing possiblelong-term market opportunitiesfor U.S. suppliers.’® Thisanaysisisnot
comparabl e to the economy-wide simulation results because pharmaceutical s trade makes
up avery small portion of the GTAP chemical, rubber, and plastic products sector.

The TPA offers significant immediate duty reductions for U.S. pharmaceutical exports.
Peruvian imports of all pharmaceuticals are taxed at 12 percent ad valorem. Of the 69
headings or subheadingsin the Peruvian schedul efor pharmaceutical products (chapter 30),
53 become duty freeimmediately with the enactment of the TPA, 15 become duty free after
5 years, and 1 heading (waste pharmaceuticals) becomes duty free after 10 years. The 16
items that do not immediately become duty free accounted for 18.7 percent of U.S. exports
to Peru in 2005.'%*

The United States is one of the top suppliers of pharmaceuticals to Peru, exporting
$14 millionin 2005. Importsaccounted for approximately 40 percent of the Peruvian market
for pharmaceuticals; U.S. exports represent approximately 9 percent of Peruvian imports.*
Thelargest U.S. exports of pharmaceuticalsto Peru in 2005 were medicamentsin measured
doses ($6 million), vaccines for veterinary medicine ($4 million), and adhesive dressings
($1 million). The Peruvian market for pharmaceuticals was $544 million in 2004 and is
expected to grow by 4 percent annually for the next few years, expanding long-term
opportunities for U.S. suppliers.'®®

1% USTR, hearing transcript, 54-63.

16 Burke, written submission.

7 1 bid.

1% US& FCS and U.S. Department of State, “ Drugs and Pharmaceuticals,” 7.

1% PhRMA, “Special 301 Submission: Peru,” 251.

180 EJU, Industry Briefing, Peru: Healthcare and Phar maceuticals Background.
18! Global Trade Atlas.

162 S& FCS and U.S. Department of State, “ Drugs and Pharmaceuticals,” 7.

83 | bid., 2.
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Views of | nterested Parties

In general, the U.S. pharmaceutical industry favorsthe Peru TPA and supports “immediate
tariff elimination in accordance with the multilateral understanding on elimination of
pharmaceutical tariffs.”*** Industry representatives are pleased that all of the tariff lines
eventually go to zero, but expressed disappoi ntment with the number of linesin this sector
subject to staged reduction of tariff rates.*®® A prominent industry group indicates that the
TPA will increase legal certainty for U.S. companies and help create “an environment that
hel psto encourage thelaunch of new medicines.”**® Industry representatives are encouraged
by the obligations to improve intellectual property protection. However, the industry notes
the absence of explicit obligations for the protection of second-use patents and new clinical
information, and restrictions on compulsory licensing, parallel imports, and pre-grant
opposition.**’

18 ITAC 3, The U.S-Peru Trade Promotion Agreement, 4.

185 | hid., 3.

1% PhRMA, “PhRMA Welcomes Peru Free Trade Agreement.”

1871 TAC 15, Report on the U.S-Peru Trade Promotion Agreement, 16.
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CHAPTER 4
Effects of Market Access Provisions
for Services

This chapter assesses the potential effect of the U.S.-Peru Trade Promotion Agreement
(TPA) on the services sector and services trade. The analysis first focuses on cross-border
trade in services, generally, and then discusses financial and telecommunications services,
specifically. Each TPA chapter discussion includes an assessment, summary of TPA
provisions, and views of interested parties.

Summary of Assessment

The U.S.-Peru TPA will provide U.S. service firms with levels of market access, national
treatment, and regulatory transparency that generally exceed those afforded by Peru’s
commitments under the General Agreement on Trade in Services (GATYS).

>

Small potential effect: The TPA is expected to generate only asmall increasein U.S.
services exportsto Peru. Asthe U.S. service market isaready generally opentoforeign
firms and as the Peruvian industries are small, the U.S.-Peru TPA is not likely to have
ameasurable effect on U.S. imports of services from Peru.

Benefit of “ negativelist” approach: Improved accessfor U.S. servicefirmsin Peruis
largely attributable to the “negative list” approach in the agreement. This approach
extendsthetrade disciplinesfound in the services chapters of the TPA to many services
for which Peru made no commitments under the GATS such as computer and related
services, real estate services, construction services, environmental services, and pipeline
transport services.

Financial services. The financial services chapter will contribute to favorable
conditionsfor U.S. providers of asset management and insurance services. Particularly
important provisions for U.S. industry include new commitments regarding asset
management and cross-border insurance services. However, because of the small size
of the Peruvian market and the unsettled nature of Peruvian regulations with regard to
the nation’s privatized socia security program, substantial new investment by U.S.
financial companiesis unlikely in the short term.

Telecommunicationsservices: Theexisting level of opennessand small size of Peru’'s
telecommuni cations services market will limit any measurable effect of the TPA onU.S.
cross-border exports or affiliate sales of telecommunications services.



TPA Chapter 11—Cross-Border Tradein Services

Assessment

The U.S.-Peru TPA will broadly provide many U.S. service firms with levels of market
access, national treatment, and regul atory transparency that exceed those afforded by Peru’s
commitmentsunder the GATS, though significant restrictionsplaced on banksand securities
firms remain.! However, the effect of TPA disciplines on overall bilateral servicestradeis
likely to be minimal, because of Peru’s relatively small and domestically-focused service
sector (box 4-1 and table 4-1) and the small size of the Peruvian market.? Improvement in
U.S. firms' accessto the Peruvian market under the TPA is attributable in large part to the
use of a“negativelist” approach in the agreement. Under thisapproach, all trade disciplines
included in TPA chapters 11, 12, and 14 will automatically cover al service industries and
industry segments except those specifically exempted in TPA annexes | through I11 on
nonconforming measures (table 4-2).° Use of the negative list approach extends the trade
disciplinesfound in the services chapters of the TPA to many servicesfor which Peru made
no commitments under the GATS, including those yet to be offered commercially.* For
instance, Peru elected not to make GATS commitments in services such as computer and
related services, real estate services, construction services, environmental services, and
pipeline transport services, but did not exempt these services from TPA disciplines.
Consequently, U.S. providers of such services will receive unrestricted market access,
nondiscriminatory regulatory treatment, and improved transparency under the terms of the
TPA.

Summary of Provisions

Chapter 11 coversservicesother thanfinancial servicesand air transport services.> The TPA
will guarantee national and MFN treatment for providers of the covered services. Loca
presence is not required, and regul ation of services and qualification requirements may not
be unduly burdensome. There are transparency requirements in addition to those set out in
TPA chapter 19 on transparency. The parties are permitted but not required to recognize
education, experience, licenses, or certifications obtained in particular nonparty countries.

LWTO, Peru: Schedule of Specific Commitments.

2|t isnot currently feasible to establish an overall quantitative measure of the effect of the U.S.-Peru TPA
on trade in services because of the unavailability of sufficient data (see table 4-1 for the available data on
Peru’ s services trade).

3 The United States specified 5 service industries for which it currently maintains cross-border
nonconforming measures, whereas Peru specified 19 service industries subject to cross-border
nonconforming measures. However, because of the fact that the U.S. market is already alargely open market
and Peru’s service industry is relatively small, the commercial effect of these measures on U.S. imports and
exportsis likely to be small.

* The negative list approach tends to yield greater market access and transparency than the “positive list”
approach employed in the GATS, wherein market access and national treatment apply only to the provision
of specifically listed services. Under a positive list approach, the extension of trade disciplines to newly
created services would have to be negotiated individually.

® The covered measures include those adopted or maintained by central, regional, or local governments
and authorities and by nongovernmental bodies exercising powers delegated by such governments and
authorities.

4-2



Box 4-1 Profile of service industries in Peru and the United States

The services sector in Peru accounted for 65 percent of the country’s GDP in 2003. Peru posted a services trade
deficit in that year, with imports and exports of $2.6 billion and $1.7 billion, respectively. Services accounted for
16 percent of Peru’s overall exports, with the travel and tourism sector accounting for 55 percent of services exports
in 2003. International tourist arrivals have increased steadily in recent years, reaching more than 1 million visitors in
2004 for the first time. However, owing to Peru’s inadequate hotel infrastructure, social unrest, and a global slowdown
in the tourism industry, growth in Peru’s tourism sector has fallen short of expectations. Thus, in an effort to stimulate
investment and growth, the government of Peru has introduced tax exemptions on tourist packages sold abroad, and
33 hotels of the state chain, Enturper, have been transferred to private ownership.

As of December 2005, 17 commercial banks were operating in Peru with substantial foreign investment, along with
several smaller municipal and rural savings banks, one government-owned deposit-taking bank, and the government-
owned development bank. The Bolsa de Valores de Lima, Peru’s stock exchange, is open to foreign investors. At the
end of 2004, total market capitalization was $19.6 billion.

The insurance market in Peru in 2004 recorded total premiums of $883 million, of which 45 percent were for life
insurance and 55 percent for nonlife insurance. Based on total premium volume, Peru’s insurance market is ranked
56 out of 88 countries in the Swiss Re database. In November 2005, 12 insurance companies were operating in Peru,
with the top 3 companies (Rimac Internacional, El Pacifico Peruano Suiza, and El Pacifico Vida) accounting for
63 percent of total premiums. Peru recorded $88 million in global exports of insurance services, compared with a
negative $263 million in imports of such services.* By contrast, the U.S. insurance market recorded premiums of
$1.1 trillion in 2004, equal to 34 percent of the global insurance market, and U.S. insurers recorded cross-border
exports of $6.1 hillion in 2004. Sales by U.S. carriers’ foreign affiliates totaled $108.1 billion in 2003, the most recent
year for which such information is available.

The telecommunications market in Peru was valued at $1.4 billion in 2002, of which 75 percent was fixed-line/Internet
services and 25 percent was mobile services. In the first quarter of 2006, three firms were operating in the fixed-line
market (Comunicaciones Mdviles del Peru, Telefonica de Peru, and Telmex Pert) and three firms in the mobile sector
(Movistar, Claro, and Nextel). In 2005, U.S.-owned firms, AT&T and BellSouth, were bought out and subsequently
withdrew from Peru. U.S.-owned Nextel is reportedly interested in bidding for an additional mobile license scheduled
to be auctioned in 2006.

The U.S. services sector accounted for 83 percent of U.S. private-sector GDP and 85 percent of private-sector
employment in 2004. The United States is the world’s largest services exporter, with cross-border private services
exports totaling $323.4 billion in 2004, and maintains the largest cross-border services trade surplus, measuring $65.3
billion in 2004. The principal U.S. services exports in 2004 were travel and tourism ($74.5 billion), followed by services
generating royalty and license fees, such as software licensing and distribution ($52.6 billion), and other transportation
services, primarily maritime and freight transportation ($36.9 billion). Sales of services by foreign affiliates of U.S.
parent firms, the value of which has exceeded that of U.S. cross-border services exports since 1996, totaled $477.5
billion in 2003 (latest available). Such sales follow U.S. direct investment in foreign markets, and in part reflect the
degree to which foreign markets are open to U.S. service firms.

Sources: USDOC, BEA, Survey of Current Business, May 2005, Aug. 2005, and Oct. 2005; IMF, Balance of Payments
Statistics Yearbook, 729-35; EIU, Country Profile 2005: Peru, 36—38; US&FCS and U.S. Department of State, Doing
Business in Peru; La Superintendencia de Banca, Seguros, y AFP; Swiss Re, Sigma, 35-39; TeleGeography, “Peru
Country Overview”; and International Telecommunications Union, World Telecommunications Indicators Database.

! Cross-border trade in insurance services principally reflects estimates of premiums earned minus claims paid
or recovered in a given year. A negative value for imports of insurance services indicates that premiums paid by
Peruvian residents to foreign insurers were smaller than claims paid by foreign insurers to Peruvian residents.




Table 4-1 Cross-border trade in services with all trading partners, the United States and Peru, 2003
(Millions of U.S. dollars)

United States Peru
Service industry Exports Imports Exports Imports
Total services 304,090 256,300 1,679 2,609
Passenger transport 15,690 20,960 36 258
Freight transport 14,100 31,770 16 615
Other transport 17,730 12,990 245 105
Travel 84,120 59,660 923 620
Other services! 172,440 130,910 459 1,012

Source: International Monetary Fund, Balance of Payments Statistics Yearbook, 2004, Part 1: Country Tables, vol.
55, 2004, 730 and 985.

Notes: As noted by the International Monetary Fund regarding data summation discrepancies: Columns may not
sum to totals due to rounding. Most data in the tables are expressed in units of one million; users should not
assume that any IMF table showing smaller units necessarily contains more accurate figures. The unit is chosen to
present the figures conveniently. Because of the calculation routines used, there may be rounding differences
between an aggregate and the sum of its components.

Y Included in “other services” are communications; construction; insurance; financial; computer and information;
royalties and license fees; other business services; personal, cultural, and recreational; and other government.

Thepartiesmust permit unfettered transfersand paymentsrel ating to the cross-border supply
of services and must allow such transactions to occur in a freely usable currency at the
prevailing exchange rate on the date of transfer, subject to explicit exceptions. The benefits
of this chapter may be denied under limited circumstances if the service supplier is
controlled by persons of a nonparty. Chapter 11 includes specific language on express
delivery services, which defines the scope of coverage, confirms the desire to maintain
market access no less favorable than that in effect when the TPA was signed, and delineates
the relationship between covered services and each party’ s postal monopoly (annex 11-D).

Inannex 11-A, the parties agree that if a party establishes or maintains afund to promote a
particular service within its territory, discriminatory disbursement of such funds will be
allowed under the TPA, even when thefund isadministered in part or wholly by aprivately-
owned entity. In annex 11-B, the parties agree to encourage relevant bodies to develop
mutually acceptable standards and criteria for licensing and certification of professional
service suppliers. This annex permits the parties, by mutual agreement, to encourage the
relevant bodies in their respective territories to develop procedures for the temporary
licensing of oneanother’ s professionals. Moreover, thisannex establishesaWorking Group
on Professional Services, including representatives of each party, to facilitate the activities
listed previously, with priority consideration given to engineering, architecture, and
accounting services. At its first meeting, the working group shall consider establishing
proceduresfor the temporary licensing of engineers. Annex 11-C will allow Perutoreserve
the right to maintain certain limitations regarding labor mobility, except to the extent that
these limitations restrict the ability of enterprises to employ professionals and specialty
personnel of other parties on atemporary basis. Finally, the TPA includes U.S. side letters
concerning the review of selected state permanent residency and citizenship requirements
and the maintenance of certain Peruvian measures relating to costs associated with
archaeological research projects, the granting of monetary prizes to Peruvian
cinematographic works, and tax credits and refunds for publishing activitiesin Peru.

4-4



Table 4-2 U.S.-Peru TPA: Service sectors subject to nonconforming measures related to cross-border

trade

Peru

United States

Current measures

Potential measures

Current measures

Potential measures

Air transport
Archaeological services
Architecture services
Audiovisual services
Banking and other financial
§ervices, excluding
insurance

Bullfighting

Customs warehouses

Energy-related services

Free-to-air radio
communications

Insurance and insurance-
related services

Land transport

Land transport of
passengers

Maritime tourist transport

Maritime transport and
related services

Merchant marine services
Notary services

Port services

Security services

Specialty air services

Audiovisual industry

Cultural industries
Handicraft industries

Jewelry design

Indigenous communities,
peasant, native, and minority
affairs

Music

Public sewage services

Public supply of potable
water

Publishing
Social services
Theater arts

Visual arts

Air transportation

Business services

Insurance

Professional services—patent
attorneys, patent agents, and

others who practice before the
Patent and Trademark Office

Transportation
services—customs brokers

Communications
Minority affairs
Social services

Transportation

Source: U.S.-Peru TPA, annex |, annex Il, and annex IIl.

Note: Nonconforming measures, or areas in which countries wish to take reservations, are found in annexes | through

Il of the TPA. Annex | contains reservations for cross-border services, excluding financial services, to preserve

existing measures that are inconsistent with the disciplines concerning nondiscrimination, performance requirements,
and senior personnel. Annex Il contains reservations for cross-border services, excluding financial services, to ensure

that a party maintains flexibility to impose measures in the future that may be inconsistent with the disciplines of the
TPA. Annex Il contains both existing and potential future nonconforming measures related to financial services,

including insurance.
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Views of | nterested Parties

Overdl, U.S. industry representatives are generally satisfied with the TPA provisions on
services and transparency.® U.S. industry sources statethat the TPA will provide afavorable
environment for professional services trade. They state that the TPA contains few
nonconforming measureson professional services, and that equity and reciprocity will likely
result from the provisions in annex 11-B on professional services.” In particular, U.S.
industry sources are encouraged by the proposed working group’s initial objective that
focuses on the temporary licensing of professionals. U.S. industry sourcesindicate that the
TPA'’ schapterson investment, government procurement, cross-border tradein services, and
transparency provide a framework that can increase opportunities in Peru for U.S. energy
services firms, as Peru has proven reserves in both petroleum and natural gas.® However,
U.S. industry representatives note that, because of Peru’'s relatively small market, any
additional bilateral services trade between the United States and Peru will likely be
commercialy insignificant, from their perspective.®

TPA Chapter 12—Financial Services

Assessment

The financial services chapter of the U.S.-Peru TPA is expected to benefit some U.S.
providers of financial services, although the TPA does not reflect significant liberalization
beyond the GATS for banking services. Additionally, the Peruvian economy is small
compared with the U.S. economy, so new exports of financial services, or new investment
in the Peruvian financial services market by U.S. firms, are expected to be limited.
Particularly important provisions for U.S. industry include new commitments permitting
asset management compani esto provide servicesacross bordersand participatein managing
retirement accounts in Peru’ s mandatory socia security retirement account system.

Financial Services, Except Insurance

Asnoted, the TPA isexpected to generate only asmall increasein U.S. exports of financial
services except insurance (i.e., banking and securities services) to Peru. Such exports are
estimated to have accounted for not more than 2 percent ($534 million) of total U.S. exports
of financial services in 2004.° The TPA expands Peru’s commitments in the asset
management service industry by guaranteeing both rights of establishment and national
treatment to U.S. serviceproviders. Under the TPA, Peruwill also allow U.S. asset managers
of mutual fundsto provide cross-border portfolio management services. This commitment,
which has been apriority of U.S. asset managers in previous trade negotiations, reportedly
will permit U.S. mutual fund managers to offer their services in Peru without establishing
a commercia presence in that country, enabling them to control costs effectively and

5]TAC 10, U.S-Peru Free Trade Agreement, 2-3.

"1bid., 6-8.

8 Ibid., 9-10.

° Representatives of U.S. asset management and pension, education, engineering, legal, maritime trade,
and medical servicesindustries, e-mail messages and telephone interviews with Commission staff,
Mar. 8-9, 2006.

10 This figure represents exports to “other South and Central America’ countries, including Peru, for
which data are not individually available. USDOC, BEA, Survey of Current Business, Oct. 2005, 60.
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increase their competitivenessin the Peruvian market.' In addition, the agreement permits
U.S. providers of pension and asset management services to participate in management of
Peru’'s privatized socia security accounts (also known as AFPs). This commitment
reportedly serves as an important mode! for future trade promotion agreements.*? However,
as aresult of the small size of the Peruvian market and the unsettled nature of Peruvian
regulations with regard to the AFP program, substantial new U.S. investment isunlikely in
the short term.*

The market for U.S. financial services is already fairly open and the Peruvian industry is
relatively small. Asaresult, the U.S.-Peru TPA is not likely to have a significant effect on
U.S. imports of financial services from Peru. In 2004, total U.S. imports of banking and
securities services registered $11.2 billion, and sales of financia servicesby U.S. affiliates
of foreign firms totaled $24.5 billion.** While precise figures on financial service imports
from Peru do not exist, available data indicate that cross-border imports did not exceed
$95 million in 2004, or less than 1 percent of total U.S. banking and securities services
imports. Moreover, such Peruvian imports, if any, are most likely concentrated in the
provision of trade financing to U.S. clients importing goods from Peru, and do not directly
compete with U.S.-based banks.*® Any future growth in thisindustry segment will likely be
aresult of demand for these services generated by increased trade in goods between the
United States and Peru rather than a direct result of financial sector liberalization.

| nsurance

The TPA is expected to generate only a small increase in U.S.-Peru bilateral trade in
insurance services, with little or no change in overall U.S. insurance imports and exports.
Theinsurance market in Peruissmall compared with that inthe United Statesand, therefore,
the potential for cross-border U.S. exports or sales by foreign affiliates of U.S. firmsin this
sector reportedly islimited.’” With respect to the potential for increased U.S. imports from
Peru, the U.S. insurance market is already open to foreign firms, so market access gainsfor
Peruvian firmsare marginal. In 2004, U.S. cross-border imports of insurance services from
the world were $29.9 billion, and insurance sales by U.S. affiliates of foreign firms totaled
$83.3 hillion. Precise figureson U.S. cross-border imports of insurance services from Peru
are not available, but existing dataindicate that such imports did not exceed $23 millionin
2004, or lessthan 0.1 percent of total U.S. importsof insurance services.® Any futuregrowth
inthisindustry segment will likely result from demand for insurance generated by increased
tradein goods between the United States and Peru, rather than asadirect result of insurance
sector liberalization.

1 U.S. industry representative, telephone interview with Commission staff, Feb. 15, 2006; and ITAC 10,
U.S-Peru Free Trade Agreement.

2 U.S. industry representative, telephone interview with Commission staff, Feb. 14, 2006; and ITAC 10,
U.S-Peru Free Trade Agreement.

3 This conclusion is also supported by industry sources. U.S. industry representative, telephone interview
with Commission staff, Feb. 14, 2006; and ITAC 10, U.S-Peru Free Trade Agreement.

14 USDOC, BEA, Survey of Current Business, Oct. 2005, 60 and 77.

5 1bid.

16 As of Sept. 2005, there were no Peruvian banks with offices in the United States, so the existence of
measurable importsisunlikely. U.S. Federal Reserve Board, “ Structure and Share Data for U.S. Offices of
Foreign Banks.”

17 U.S. industry representatives, telephone interviews by Commission staff, Feb. 14-15, 2006.

18 Data are not available on sales of insurance services by Peruvian-owned affiliates in the United States.
USDOC, BEA, Survey of Current Business, Oct. 2005, 63 and 77.
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Summary of Provisions

Chapter 12 will generally require each party to allow cross-border tradein financial services,
accord national treatment and MFN treatment to investors of the other party, and provide
market access for financial institutions without limitations on the number of financial
ingtitutions, value of transactions, number of service operations, or number of persons
employed. As in previous bilateral U.S. FTAS, cross-border trade is limited to certain
segments of the financial services industry. For insurance, TPA coverage of cross-border
trade is limited to marine, aviation, and transit insurance; reinsurance; and insurance
intermediation services such as brokerage and agency services. For banking and securities,
TPA coverage of cross-border trade is limited to the provision and transfer of financial
information and financial data processing, advisory, and other auxiliary financial services
asdefinedinthetext of thechapter. Cross-border intermediation services(i.e., deposit-taking
and lending) are prohibited. Under the TPA, securities firms may not establish branches,
whereas banks may do so, though the operations of bank branchesarelimited by the amount
of capital they hold in Peru. However, the two parties confirm that they will permit financial
institutions to offer portfolio management services from one party to another on a cross-
border basis.

Each party will berequired to permit afinancial institution of the other party to provide new
financial services similar to those that it permits its own domestic institutions to provide,
without additional legidlative action. The chapter will not require either party to furnish or
allow accessto information related to individual customersor confidential information, the
disclosure of which would impede law enforcement, be contrary to the public interest, or
prejudice legitimate commercial concerns.

Under chapter 12, a party could not require financia institutions of the other party to hire
individuals of a particular nationality as senior managers or other essential personnel, and
could not require more than a simple mgjority of the board of directors to be nationals or
residents of the party. The parties agree that transparent regulations and policies are
important, commit to publishing in advance all regulations of general application, and agree
to maintain or establish mechanismsto respond to inquiries from interested persons. Where
aparty requires membership in aself-regulatory organization, the chapter providesthat such
organizations are subject to the national treatment and MFN obligations of thischapter. The
two partiesstatethat they recogni zetheimportance of maintaining and devel oping expedited
procedures for offering insurance services.

TheTPA will establishafinancial servicescommitteetoimplement the provisionsof chapter
12. Chapter 12 aso provides for consultations and dispute resolution, and includes cross-
referencesto the provisions covering dispute settlement procedures. Under the TPA, parties
may retain specific financial services measuresthat do not conformto the TPA by including
the measuresin annex |11 of the agreement.

Views of I nterested Parties

U.S. industry sources consider the financial services commitments in the TPA to be
relatively strong.” Of particular importanceto U.S. firmsisthe provision allowing them to
establish certain operations as either a branch or a subsidiary, and allowing 100 percent
foreign ownership of newly established entities. However, U.S. industry sources express

¥ Information in the paragraph is from the ITAC 10, U.S-Peru Free Trade Agreement, 8.
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concern that the TPA will not permit securities firms to establish branches in the Peruvian
market, and that forei gn firms participating in the AFP market will not be permitted toinvest
assets outside of Peru.® Financial services industry representatives also note that the TPA
is consistent with previous U.S. bilateral FTAs in limiting the scope of cross-border
commitmentsto asmall subset of financial services, which, intheir opinion, isinsufficient.*

U.S. insuranceindustry sourcesexpresssupport for the TPA, notingin particul ar that foreign
insurers in Peru will be permitted to participate in the government-mandated pension
program.”? According to industry sources, U.S. insurers supplying services in Peru are
expected to benefit greatly from the TPA. New rights for U.S. insurers in Peru include the
ability to establish acommercial presence through subsidiaries, branches, or joint ventures,
to supply marine, aviation, and transport insurance and reinsurance to Peruvian residentson
a cross-border basis; and to supply insurance-related services on a cross-border basis,
including brokerage, claims processing, actuarial services, and other auxiliary services.”

TPA Chapter 14—Telecommunications

Assessment

The U.S.-Peru TPA will likely have no measurable effect on U.S. cross-border exports or
affiliate salesrelated to telecommunications services, largely reflecting the existing level of
U.S. openness and small size of Peru’ stelecommunications servicesindustry. Additionally,
inthenear term, the small size of Peru’ stelecommunications servicesmarket and highlevels
of industry concentration, in both fixed-line and mobile services, will likely reduce the
incentive for additional U.S. telecommunications services firms to establish affiliates in
Peru.?*

Liberalization efforts began in Peru in 1993, following the formation of a national
telecommunications regulator, Organismo Supervisor de la Inversion Privada en
Telecomunicaciones(OSIPTEL).% 1n 1994, Peru’ sincumbent fixed-linetelecommunications
operators, Entel Perti and Compariia Peruanade Téléfonos, were merged into asingle entity,
Telefonicade Pert (TdP).% In observance of its commitments under the WTO's 1997 Basic
Telecommunications Agreement, the government of Peru introduced competition in the
local, domestic long-distance, and international markets in 1998.% In 1999 and 2000,
respectively, U.S.-owned firms BellSouth Peru and AT&T Peru received licenses and
launched fixed-line servicesin Peru. However, AT& T Peru® was acquired by Teléfonosde

2 U.S. industry representatives, telephone interviews with Commission staff, Feb. 14-16, 2006; and ITAC
10, U.S-Peru Free Trade Agreement.

ZITAC 10, U.S-Peru Free Trade Agreement.

2 U.S. industry representative, telephone interview with Commission staff, Feb. 14, 2006.

Z|TAC 10, U.S-Peru Free Trade Agreement.

2 Nextel del Pert, asubsidiary of U.S.-based Nextel International, is currently the only U.S.
telecommunication service provider operating in Peru; Nextel provides mobile services to business customers
inLima

% OSIPTEL’s mandate includes monitoring and promoting competition in Peru’ s telecommunications
services market, improving universal access, and ensuring regulatory transparency.

% After the merger, 35 percent of TdP' s shares were sold to Spanish telecommunications incumbent
Telefonica S.A.; Telefonica S.A. subsequently purchased additional share tranches, increasing its holdings to
97.1 percent.

2 Amendment No. 022-98-MTC (1998) Telecommunications Law No. 06-94-TCC (1994). In 2002,
amendment No. 029-2002-MTC (2002) further liberalized Peru’ s fixed-line and mobile services markets.

% AT& T Peru was renamed Telmex Peru upon acquisition by TelMex.
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México (Telmex), Mexico’ s former incumbent operator in 2004, and Bell South Peru® was
acquired by Spanish-owned Telefénica Moévilesin 2005.%

Mobile services were introduced by BellSouth Peru in 1990, with competition introduced
by TelefonicaMaévilesin 1992 and Telecom Italia Mobile (TIM) in 2001. Mobile services
were liberalized, along with the fixed-line market, via amendments to the national
telecommunications law in 1998 and 2002. The mobile sector also experienced significant
market consolidation resulting from mergers and acquisitions among the market’s main
players. In 2005, TelefénicaM dvilesacquired the mobile operationsof Bell South Peru,® and
América Movil* announced the takeover of TIM.*

The TPA will likely have no significant effect on U.S. imports of telecommunications
services, largely as a result of the relatively high existing level of openness in the U.S.
market for tel ecommunications services, asreflected intheWTO Basic Telecommuni cations
Agreement. Currently, Peru’ sthree main telecommunication services providers, Telefénica
S.A.* América Movil,*® and Telmex,* all maintain telecommunication operations in the
United States. In general, competitive pressures in the U.S. telecommunication services
market limitstheincentive for telecommunicationsfirmsto establish affiliatesin the United
States.

Summary of Provisions

Chapter 14 will commit each party to ensure a high degree of openness, transparency, and
nondiscriminationin providing both basi c and val ue-added tel ecommuni cations services. For
example, it will require each party to ensure that enterprises of the other party have access
to, and use of, any public telecommunications service offered in itsterritory on reasonable
and nondiscriminatory terms and conditions. The chapter imposes obligations on
telecommuni cations service providersrel ated to i nterconnection, number portability, dialing

% Bellsouth Peru was renamed Comunicaciones Moviles del Peru (CMdP) upon acquisition by Telefénica
Moviles. Since Telefénica controls both TdP and CMdP, many observers expect the two companies to
merge, amove that could further reduce competition in Peru’ s fixed-line market.

% Business Monitor International, Peru Business Forecast Report, 29; EIU, “Peru: Telecoms and
Technology Background”; and TeleGeography, “Peru Country Overview.”

3! The combined operations of Telefénica Méviles and Bell South were renamed Movistar.

32 Concerned about the anticompetitive effect of the Telfénica M 6viles/Bell South merger, OSIPTEL
issued a new wireless license, which was subsequently awarded to Sercotel, a subsidiary of AméricaMovil.
Shortly thereafter, América M évil announced plans to acquire TIM. The combined operations of Sercotel
and TIM were renamed Claro.

3 Following América Movil’ s announced acquisition of TIM, amove which may reduce competition in
Peru’s mobile sector, OSIPTEL announced plans to issue ancther mobile license in 2006. Nextel del Perti
and Luxembourg-based Millicom are reportedly interested in bidding for the new license. Business Monitor
International, Peru Business Forecast Report, 29; EIU, “Peru: Telecoms and Technology Background”; and
TeleGeography, “Peru Country Overview.”

% Telefénica S.A., the Spanish-based parent of Telefonica de Perti and Telefénica Moviles, operate in the
United States through three companies: Telefonica Contenidos, Telefonica Empresas, and Terra Networks.

% América Mavil operates in the United States through Tracfone Wireless Inc.

% Telmex operates in the United States through Telmex USA.
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parity, and resale services.® In addition, major suppliers® of one party are also required to
offer telecommunications services to entities of the other party on terms no less favorable
than those accorded to their own subsidiaries, affiliates, and nonaffiliated partners,®
particularly regarding the availability, provisioning, rates, and technical quality of such
services. Major suppliersalsoface additional obligationsrelated to network unbundling, co-
location, interconnection, leased circuits, resale services, and accessto pol es, ducts, conduits,
rights-of-way, and submarine cable systems.”’

Chapter 14 will require the governments of the United States and Peru to make all
regulations and measures publicly available, ensure the independence of the national
telecommuni cationsregulator, maintai n dispute resol ution procedures, and bestow competent
regulatory entities with the authority to enforce compliance with TPA obligations. The
chapter also contains commitments and obligations related to universal service, licensing,
and the all ocation/use of scarce resources. Chapter 14 will also allow each party to exercise
|atituderegarding the application of regul ationsto public telecommunicationsservices, if the
telecommuni cationsregul atory body determinesthat enforcement isnot necessary to protect
consumers, promote competition, or prevent discriminatory practices. Two annexes to
chapter 14 establish exemptions, in both the United States” and Peru,” to provide
telecommunications servicesin rural aress.

Views of | nterested Parties

Overdl, U.S. industry representatives approve of the commitments detailed in the chapter,
noting the strong “WTO-plus’ nature of many of the commitments. However, the industry

" Paragraph 2 (resal€e), paragraph 3 (number portability), and paragraph 4 (dialing parity) of article 14.3
(Obligations Relating to Suppliers of Public Telecommunications Services) do not apply to suppliers of
commercial mobile services.

% TPA chap. 13 defines “major supplier” as asupplier of public telecommunication services that has the
ability to materially affect the terms of participation in the relevant market due to its market position and
control over essential facilities.

% Each party is required to maintain measures preventing major suppliers from engaging in
anticompetitive practices. Such practices include, inter alia, cross-subsidization, using information obtained
from competitors with anticompetitive results, and not making relevant technical and commercial
information available to suppliers on atimely basis.

“ Paragraph 1 (treatment by major suppliers), subparagraph (2)(b)(iii) (availability of technical
information), paragraph 3 (resale), paragraph 4 (unbundling), paragraph 5 (interconnection), paragraph 6
(leased circuits), paragraph 7 (co-location), and paragraph 8 (access to poles, ducts, conduits, and rights-of-
way) of article 14.4 (Additional Obligations Relating to Major Suppliers of Public Telecommunications
Services) do not apply to major suppliers of mobile services.

“! In the United States, a state regulatory authority may exempt rural local exchange carriers from
obligations contained in article 13.4 and paragraph 2 (resale), paragraph 3 (number portability), and
paragraph 4 (dialing parity) of article 14.3 (Obligations Relating to Suppliers of Public Telecommunications
Services).

“2 |n Peru, rural telephone companies may be exempted from obligations contained in paragraph 2
(resale), paragraph 3 (number portability), and paragraph 4 (dialing parity) of article 14.3 (Obligations
Relating to Suppliers of Public Telecommunications Services) and the obligationsin article 14.4 (Additional
Obligations Relating to Major Suppliers of Public Telecommunications Services). In addition, for 10 years,
Peru may exempt service suppliersthat supply public telecommunications servicesin rural areas from the
obligations contained in paragraph 2 (resale), paragraph 3 (number portability), and paragraph 4 (dialing
parity) of article 14.3 (Obligations Relating to Suppliers of Public Telecommunications Services) and from
the obligations contained in paragraph 3 (resale), paragraph 4 (unbundling), and paragraph 7 (co-location) of
article 14.4 (Additional Obligations Relating to Major Suppliers of Public Telecommunications Services).
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representatives are opposed to a “carve out,”*® which exempts major suppliers from
obligations to institute cost-oriented interconnection related to mobile services. According
to some companies, trade associations, and U.S. government agencies, mobile termination
fees should be based upon acost-recovery methodol ogy. According to thisview, above-cost
termination fees inflate the settlement payments that U.S. carriers must pay to foreign
carriers, resulting in higher costs for U.S. consumers.*

“3 Footnote 4 to article 14.4 (Additional Obligations Relating to Major Suppliers of Public
Telecommunications Services) exempts major suppliers of commercial mobile services from, among other
things, obligations contained in paragraph 5 (interconnection). ITAC 8 believes that this“carve out” forfeits
an opportunity for the USTR to seek cost-oriented mobile termination ratesin Peru. ITAC 8, U.S-Peru Free
Trade Agreement, 8. In 2005, responding to pressure from both the USTR and U.S. Embassy representatives,
Peru’ s telecommunications regulator, OSIPTEL, issued Resolution No. 070-2005-CD/OSIPTEL, which
lowers interconnection rates over a4-year period. The resolution lowered the mobile termination rate to
$0.2053 for al carriersin June 2005 with further reductions thereafter. U.S. Department of State, “ Telecoms
Regulator Publishes Improved Mobile Termination Rate”; U.S. Department of State, “Peru: 1377 Telecom
Trade Agreements Review”; and U.S. industry representative, letter sent in response to a USTR Section 1377
Request for Comments.

4 U.S. industry representative, letter sent in response to a USTR Section 1377 Request for Comments.
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CHAPTERS
Effect of Trade Facilitation Provisions

This chapter assessesthe potential effect of provisionsinthe U.S.-Peru TPA related to trade
facilitation. These provisionsarecoveredin TPA chaptersaddressing customsadministration
and trade facilitation, SPS measures, technical barriers to trade (TBT), and electronic
commerce. Each TPA chapter discussion includes an assessment, summary of TPA
provisions, and views of interested parties.

Summary of Assessment

The U.S.-Peru TPA provisions on trade facilitation are designed to expedite the movement
of goods and the provision of services between the United States and Peru through specific
improvements in customs administration, SPS measures, TBT measures, and electronic
commerce. Benefits are tempered, however, by recent and ongoing improvementsthat Peru
has made in these areas. For example, during the 1990s, Peru undertook a major effort to
reform its customs administration that resulted in a significantly improved customs
organization with high levels of automation and transparency. In addition, thereisalso aa
general lack of TBT-related concernsin Peru.

» Customs Administration and Trade Facilitation: The customs administration and
trade facilitation commitments to transparent and efficient procedures, greater
accountability and predictability, improved customsefficiency, reciprocity and fairness,
and expedited goods clearance will likely further reduce paperwork, speed goods
delivery, and alleviate U.S. industry concernsabout Peruvian customs' transparency and
regulatory inconsistency. Moreover, these provisionswill likely provide greater control
over illegal activities such as fraud and corruption, and enhance Peru’s investment
climate. Both will be positive outcomes for U.S. industry.

» Sanitary and Phytosanitary M easur es(SPS): The SPSchapter of the TPA isexpected
to enhance market access provisions by facilitating scientific and technical cooperation,
such as recognition of regulatory regimes. A new feature, the bilateral standing
committee, will assist in more quickly addressing SPS issues. Such measures will
support increased trade, especialy in agricultural products such as rice, beef, poultry,
and pork products.

» Technical BarrierstoTrade(TBT): The TBT provisionswill benefit U.S. companies
by (1) reinforcing transparency obligationsin rulemaking, (2) increasing opportunities
for direct participation on a nondiscriminatory basisin Peru’s standards development
activities, (3) establishing informal mechanisms for rapid resolution of disputes, and
(4) reinforcing WTO TBT obligations. However, there will be little, if any, effect on
U.S. industriesor the U.S. economy dueto U.S. implementation of the TPA becausethe
United States and Peru already generally meet the principal TBT obligations of the
agreement. Product sectorsidentified aspotentially benefitting fromthe TBT provisions
include oil and gas field machinery, mining equipment, food processing equipment,
packaging equipment, and pharmaceuticals.
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» Electronic Commerce: E-commerce provisions may provide small, but increasing,
opportunitiesfor U.S. suppliers. Opportunities are supported by market growth in Peru,
potential reduction in transaction costs as aresult of the TPA, and improvement in the
business environment. Intellectual property rights and piracy concerns are expected to
mitigate opportunities in the short term.

TPA Chapter 5—Customs Administration and
Trade Facilitation

Assessment

U.S. industry will likely benefit from reduced transaction costs' with the implementation of
the customs administration and trade facilitation provisions of chapter 5. The commitments
to transparent and efficient procedures, greater accountability and predictability, improved
customs efficiency, reciprocity and fairness, and expedited goods clearance will likely
further reduce paperwork, speed goods delivery, and alleviate Peruvian customs concerns
for U.S. industry. Although certain provisions, such as those for express shipments and
advanced rulings, will receive deferments comparableto those provided in CAFTA-DR (see
below for clarification), their full implementation will build on commitments to streamline
goods processing and documentation and provide binding advanced rulings. Moreover,
chapter 5 provisionswill likely provide greater control over illegal activities, such as fraud
and corruption,? and enhance Peru’ sinvestment climate.® Both will be positive outcomesfor
U.S. industry.

However, benefitsto U.S. exporters began accruing years ago when Peru undertook amajor
effort during the 1990s to reform its customs administration that resulted in a significantly
improved customs organization with high levels of automation and transparency.* The
reform effort introduced customs autonomy, a higher level of staff professionalization,
computerization of all customsfunctionsand operations, el ectronic commerce, and uniform
customsand clearance procedures.® According to arepresentativefrom Caterpillar, Peruvian
customshasbeen described as* areasonably stabl e, reasonably transparent, reasonably quick
process.”® Despite these improvements, importers and exporters have reported issues with
Peruvian customs, such as problems with customs assigning higher-than-invoice valuesfor
goods.’

! For an in-depth discussion of the effect of trade facilitation on transaction costs, see OECD, “The
Economic Impact of Trade Facilitation,” 26.

2 OECD, “Trade Facilitation Reforms,” 27; USITC, hearing transcript, March 15, 2006, 13; and U.S.-Peru
Trade Coalition, “Why Support the Peru Trade Promotion Agreement? It's a Foreign Policy Imperative.”

3 OECD, “The Economic Impact of Trade Facilitation,” 26.

4 OECD, “Trade Facilitation Reforms,” 26.

5 DeWulf and Sokol, eds., Customs Modernization Initiatives, 76—77.

® USITC, hearing transcript, Mar. 15, 2006, 76.

" US&FCS and U.S. Department of State, Doing Businessin Peru, chap. 5.
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Summary of Provisions

This chapter is structured similarly to corresponding sections of CAFTA-DR and supports
many of the GATT goalsin the areas of fees and formalities (article V1I1) and publication
and administration of trade regulations (article X) (table 5-1). The TPA will facilitate the
goods clearance process through greater use of information technology to enhance
automation, establish proceduresfor resolving disputes, and improve risk management and
cooperation among parties. The parties will commit to immediate cooperation in the areas
of information exchange, technical advice and assistance for trade facilitation, and
enforcement of customs rules and regulations. They will aso continue to explore other
means of cooperation.? Additionally, chapter 5 calls for the immediate implementation of
articles that provide for customs automation,’ the use of risk maintenance systems,™ the
advanced publication of Peruvian customs regulations,™ confidential information
guidelines, review and appeal of customs matters,*® and penaltiesfor customs violations.

Table 5-1 Selected GATT articles and U.S.-Peru TPA commitments related to customs administration

GATT

U.S.-Peru TPA

Article VIIl—Fees and Formalities

1.(c) Minimize the incidence and complexity of import/export
formalities.

Article X—Publication and Administration of Trade
Regulations

1. (in part) Laws, regulations, etc. shall be published promptly
and in such a manner as to enable government and traders to
become acquainted with them; trade policy agreements in
force shall be published.

2. No measures may be enforced to change import duties or
charges or other customs administrative practices before
official publication.

Article X—Publication and Administration of Trade
Regulations

2. No measures may be enforced to change import duties or
charges or other customs administrative practices before
official publication.

Article X—Publication and Administration of Trade
Regulations

1. (in part) Prevents disclosure of confidential information.

Article X—Publication and Administration of Trade
Regulations

3. (b) Maintain and establish independent tribunals to review
and correct customs administrative actions.

Article 5.2—Release of Goods

1. Shall adopt or maintain simplified customs procedures for
the efficient release of goods (1-year deferment).

Article 5.1—Publication

1. Internet publication of laws, regulations, and administrative
procedures (2-year deferment).

2. Designate or maintain customs inquiry points and provide
procedural information for inquiries via Internet (2-year
deferment).

3. Advance publication of regulations governing proposed
customs matters and comment period (immediate).

Article 5.5—Cooperation

1. Advance notice of significant modifications of administrative
policy likely to substantially effect Agreement’s operation
(immediate).

Article 5.6—Confidentiality

1. Designated confidential information shall be maintained as
such and will not be disclosed without prior permission
(immediate).

2. Parties may decline to provide such information if
confidentiality has not been maintained (immediate).

3. Adopt or maintain procedures to protect unauthorized
disclosure (immediate).

Article 5.8—Review and Appeal

Importers will have access to independent administrative
review and judicial review of determinations (immediate).

Sources: U.S.-Peru TPA; and WTO, Trade Facilitation Documents.

8 U.S-Peru TPA, article 5.5.
9 U.S-Peru TPA, article 5.3.
10U.S-Peru TPA, article 5.4.
1 U.S-Peru TPA, article 5.1.3.
2 U.S-Peru TPA, article 5.6.
13 U.S-Peru TPA, article 5.8.
14 U.S-Peru TPA, article 5.9.
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The express shipments section,™ which will be subject to a2-year deferment,*® includestwo
notabl e provisions not incorporated in CAFTA-DR that will further liberalize such activity.
Such shipments will not be limited by a maximum weight or customs value, and under
normal circumstances, express shipments valued at $200 or less will not be assessed duties
or taxes and will not require any formal entry documents, except when expressly identified
by each party’ slaws and regulations. Like CAFTA-DR, the TPA will require each party to
adopt separate customs admini stration measuresfor express shipments. These measureswill
facilitate express shipment processing to allow (1) electronic submission of documents,
(2) prearrival processing of information, and (3) submission of a single manifest covering
al goodsinan express shipment, aswell asminimizerel ease documentation, where possible.
Chapter 5 requires release of express shipments within 6 hours.

Staggered implementation schedules comparabl e to those incorporated in CAFTA-DR will
aso defer the entry into force of other provisions. Simplified release procedures will be
deferred for 1year,'” and Internet accessto Peruvian customsinformation and assi stance will
be subject to a 2-year deferment.’® The requirement that importers be able to obtain binding
advanced rulings will not apply to Peru until 3 years after the date of entry into force of the
TPA.™ The United States already has a system in place allowing requests for advance
rulings.

Views of | nterested Parties

TheIndustry Trade Advisory Committee on Customs Mattersand Trade Facilitation (ITAC
14) states that the TPA substantially meets the committee’ s objectives® and will provide
equity and reciprocity in the area of customs administration.?> The committee notes that the
agreement includes the adoption of many current best practices in customs administration,
such as 48-hour release of goods and advanced publication of rules and regulations.
Moreover, the commitment to capacity building to better implement such provisions asrisk
assessment, review and appeal, and confidentiality, and the formation of a committee to
administer chapter obligations, are cited as critical to meeting the objectives in this
functional area.

15 U.S-Peru TPA, article 5.7.

!¢ Deferral of certain provisionsis provided in the TPA to allow parties to devel op the necessary technical
capacity.

" U.S-Peru TPA, article 5.2.

8 U.S-Peru TPA, article 5.1.1-5.1.2.

¥ U.S-Peru TPA, article 5.10.

% Committee objectives included transparency of rules and regulations and inclusion of a mechanism to
maintain “best practices’ for the import and export process. ITAC 14, U.S-Peru Trade Promotion
Agreement.

2 bid.
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TPA Chapter 6—Sanitary and Phytosanitary Measures

Assessment

Astariffsarelowered, nontariff barrierssuch as SPSrestrictions often require more attention
to ensure and maintain market access.”? Negotiation of the SPS chapter reportedly has
provided the United States and Peru an opportunity to resolve SPS barriers to agricultural
trade, especially regarding food safety inspection procedures for beef, pork, and poultry
products.”® Inclusion of these provisions could provide expanded market access for U.S.
farmers and ranchers exporting to Peru. The TPA chapter addressing SPS provisions is
similar to provisionsin recent FTAs. A facilitating feature of the TPA is that the partners
agree to establish a bilateral standing committee to address relevant SPS issues. Such a
committee should allow the United States and Peru to address SPS concerns in a more
efficient and timely manner. In addition, although substantive commitments on SPS
measures were already made in the WTO SPS agreement;* the U.S.-Peru TPA ensures
cooperation and continued attention in this area.

Summary of Provisions

This chapter covers the protection of human, animal, or plant life or health in the parties
territories, insofar as they directly or indirectly affect trade between them, and the
enhancement of the WTO Agreement on the Application of Sanitary and Phytosanitary
Measures (SPS agreement). The United States and Peru agree to establish a Standing
Committee on Sanitary and Phytosanitary Mattersto coordinate administration of the chapter
(article 6.3). The Standing Committee shall provide for consultation and cooperation
regarding implementation of the SPS agreement and provide a forum for resolving future
bilateral anima and plant health matters with a view to facilitate trade and engage in
scientific and technical cooperation regarding animal and plant health matters that affect
trade.” The chapter further outlinesthe process by which the standing committeewill review
issues of interest to either the United States or Peru. The chapter specifies that no party has
recourse to dispute settlement under the TPA for any matter arising under the chapter. Any
SPS issue that requires formal dispute resolution would be resolved through the formal
process established under the WTO SPS Agreement.

The TPA includes letters of exchange on SPS/TBT issues from both the United States and
Peru. The letters from the governments of Peru and the United States (1) confirm that Peru
will continue to recognize the U.S. meat and poultry inspection system as equivalent to its
own; (2) confirm that the certification statements from the U.S. inspection system, attached
in annexes 1 and 2, meet Peru’ simport requirements; (3) recognize that measures taken by
the United States regarding BSE % and avian influenza meet WTO guidelines; and

2 For an in-depth discussion of the effect of nontariff barriers on market access, see USDA, “Importance
of Trade to the U.S. Economy”; and UNCTAD and WTO, Improving and Maintaining Market Access, 4.

Z USTR, “Free Trade with Peru: Brief Summary of the U.S.-Peru Trade Promotion Agreement,” 1.

2 WTO, “The WTO Agreement on the Application of Sanitary and Phytosanitary Measures (SPS
Agreement).”

% U.S. government trade officials, interviews by Commission staff, Washington, DC, Feb. 9, 2006. The
U.S.-Australia FTA also provided for the establishment of a bilateral SPS working group; however, that
group is directed to resolve specific bilateral animal and plant health matters.

% See chap. 3 of thisreport for additional sector-specific information.
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(4) confirm that Peru has taken steps to eliminate restrictions on U.S. rice exportsto Peru.?’
These letters of exchange further recognize the TPA’s annexes 1 and 2 that provide
certification statements for certain livestock and poultry products.®

Views of | nterested Parties

In general, U.S. industry representatives consider the U.S.-Peru TPA a benefit for U.S.
farmersand ranchersby increasing export opportunitiesthrough the elimination of tariff and
nontariff barriers.® Regarding SPS matters, prior complaints by U.S. agriculture industry
representatives about Peru included failure to recognize U.S. meat inspection systems and
accept product from all USDA -approved facilities; lack of atransparent system for issuing
import permits; restrictions on all rice imports because of the alleged presence of certain
pests on sometypes of rice; and, more generally, the need to strengthen Peru’ s commitment
to the use of scientific evidence regarding SPS matters.*

TheU.S. agricultureindustry recognizesthat Peru has agreed to address many long-standing
SPSconcernswith the United Statesby “ fully complying withthe WTO regardingimporting
beef and poultry products, recognizing the U.S. meat inspection system as equivalent to
Peru’'s, modifying import permit requirements for the import of pork and poultry, and
agreeing to apply fair standards for the import of rice.”®* The ATAC for Grains, Feed, and
Oilseeds reports that the SPS provisionsin the TPA may not end the Peruvian ban on U.S.
paddy rice because of phytosanitary concerns, however, the TPA provides “an additional
vehicle for discussing these concerns.”* In particular, Peru’ s recognition of the U.S. meat
inspection system as the certifying authority for meat and poultry exports meetsakey U.S.
industry negotiating objective under the U.S.-Peru TPA.* Major trade associations
representing the U.S. livestock sectors consider this a significant precedent for other FTA
negotiations and hope the SPS commitments made by Peru will set a standard for all future
U.S. FTAs* The U.S. agriculture industry also supports the agreement’ s reaffirmation of
each party’ srights and obligations under the WTO SPS agreement and the establishment of
abilateral standing committee for providing aforum to address SPS concerns.®

2 peru’s Council of Ministers, “Letter Exchange on SPS/TBT Issues’; and USTR, “ Letter Exchange on
SPS/TBT issues.”

% Annex 1 Certification Statements: (1) matured, partially cooked (scalded) or cooked pork ham; (2)
edible offal products from refrigerated or frozen porcine species; and (3) de-boned meat, refrigerated or
frozen meat, channels, half channels and cuts of porcine species. Annex 2 Certification Statements:
fresh/frozen poultry meat.

2 APAC, The U.S-Peru Free Trade Agreement, 2.

0 NPPC, “Public Comments to USTR,” 3;: NAM, written comments, U.S-Andean Countries FTA, 2; and
USDA, FAS, “Sanitary and Phytosanitary Measures,” 2.

3L APAC, The U.S-Peru Free Trade Agreement, 2.

%2 ATAC for Grains, Feed, and Oilseeds, U.S-Peru Trade Agreement, 3.

3 ATAC for Trade in Animals and Animal Products, U.S-Peru Trade Agreement, 1; APAC, The U.S-
Peru Free Trade Agreement, 2.

3 NCBA, “Colombia/Panama Free Trade Agreements,” 3; and APAC, The U.S-Peru Free Trade
Agreement, 2.

% ATAC for Trade in Processed Foods, U.S-Peru Trade Agreement, 3.
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TPA Chapter 7—Technical Barriersto Trade

Assessment

Implementation of the TBT provisions of the U.S.-Peru TPA will likely benefit U.S. firms
investing in and exporting to Peru. However, because of the relatively high level of
transparency in Peru’s current standards and regulatory regime, and that country’ s lack of
significant TBT, any increase in revenues for U.S. firms as a result of the TPA TBT
provisions will likely be negligible. Among other things, the TPA TBT provisions will
benefit U.S. companies by (1) reinforcing transparency obligations in rulemaking,
(2) increasing opportunities for direct participation on a nondiscriminatory basisin Peru’'s
standards devel opment activities, (3) establishing informal mechanismsfor rapid resolution
of disputes, and (4) reinforcing WTO TBT obligations.*® Product sectors identified as
potentially benefiting from the provisions include oil and gas field machinery, mining
equipment, food processi ng equi pment, packagi ng equi pment, and pharmaceuticals.* There
will be little, if any, effect on U.S. industries or the U.S. economy based on U.S.
implementation of the TPA because the United States and Peru aready generally meet the
principal TBT obligations of the agreement.

Information obtained by the Commission indicates that Peru currently has a relatively
transparent and open standards, testing, certification, and labeling regime.® Its national
standards body operates within aregulatory framework similar to that of the United States,
which historically hasinvited participation by interested persons from all countries. Peru’'s
Commission of Technical Regulations publishesall new technical rulesand regulations and
notifiesthe WTO TBT committee of all changesin technical requirementsthat can have an
effect on trade.® In November 2004, Peru adopted a new uniform labeling and marking
regulation®® for al products that are manufactured, imported, consumed, and sold
nationwide, for the purpose of facilitating trade.** According to U.S. government and
industry officials, the new labeling requirementsfor food and other productsarefairly clear,
simple, and flexible.** When imported products do not comply with Peru’s requirements,
importersare permitted to label them properly in private storage before customs clearance.”
According to U.S. officias, there is little evidence of other certification, testing, or
regulatory practicesor issuesthat serve asunreasonable or unnecessary impedimentsto U.S.
exports to Peru.*

%6 U.S-Peru TPA, article 15.10.1.

57 U.S. industry representatives, telephone interviews by Commission staff, Feb. 13, 15, and 21, 2006.

% U.S. government trade and regulatory officials, interview by Commission staff, Washington, DC,
Feb. 8, 2006.

% US&FCS and U.S. Department of State, Doing Business in Peru, 39-46.

“0 (Ley del Rotulado) Law 28405.

“USDA, FAS, “Section I1. Labeling Requirements,” 7; and US& FCS and U.S. Department of State,
Doing Businessin Peru, 39-46.

“2U.S. government trade and regulatory officials, interview by Commission staff, Washington, DC,
Feb. 8, 2006;
U.S. industry representatives, telephone interviews by Commission staff, Feb. 13, 15, and 21, 2006; and
US&FCS and U.S. Department of State, Doing Businessin Peru, 39-46.

“USDA, FAS, “Section Il. Labeling Requirements,” 7.

4 U.S. government trade and regulatory officials, interview by Commission staff, Washington, DC,
Feb. 8, 2006.
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Summary of Provisions

The objectives of the TBT chapter are to affirm and improve on the implementation of the
WTO TBT agreement rather than to substantively expand it. The chapter requires both
parties to intensify efforts to improve transparency, enhance bilateral cooperation on
standards-related issues, increase mutual acceptance of one another’s regulations and
procedures, and reduce or eliminate unnecessary technical trade barriers.”® To improve
transparency, each party is to alow persons from the other party to participate in the
development of its standards, technical regulations, and conformity assessment procedures,
transmit proposals for new technical regulations and conformity assessment procedures
electronically to the other party at the same time they are transmitted to the WTO pursuant
tothe TBT agreement; allow the other party at least 60 daysto review and comment on such
proposals; and publish or otherwise make available to the public its responsesto significant
comments no later than the date it publishes the final technical regulation or conformity
assessment procedure.*® The chapter encourages each party to consider a broad range of
aternatives for accepting the results of the other’s conformity assessment procedures and
technical regulations, and when thisis not possible, to explain why.*” Finally, the chapter
establishesaCommittee on Technical Barriersto Trade, comprising representatives of each
party, to monitor the implementation and administration of the chapter and address any
issues arising from the other’ s standards, technical regulations, or conformity assessment
procedures.*®

Views of | nterested Parties

In general, U.S. industry representatives find the TBT provisions of the TPA conducive to
increasing trade and investment with Peru through increased transparency and bilateral
coordination.” A trade advisory committee representing a wide range of U.S. industries
reportsthat “it fully support[s] the results of the U.S.-Peru Trade Promotion Agreement.”*°
It statesthat the TBT chapter adequately addresses the standards and technical trade barrier
issues advanced at the beginning of the negotiations. U.S. industry representatives are
especially encouraged by provisions of the TPA that will enhance their opportunities to
participate in Peru’'s standards development activities and have their views taken into
account on proposed new Peruvian rulesontechnical regulationsand conformity assessment
procedures.>

% U.S-Peru TPA, articles 7.1-7.3.

4 U.S-Peru TPA, article 7.6.

47 U.S-Peru TPA, articles 7.4-7.5.

“ U.S-Peru TPA, articles 7.7—7.8.

49 U.S. industry representatives, telephone interviews by Commission staff, Feb. 13, 15, and 21, 2006.
% |TAC 16, U.S-Peru Trade Promotion Agreement, 1-3.

51 U.S. industry representatives, telephone interviews by Commission staff, Feb. 13, 15, and 21, 2006.
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TPA Chapter 15—Electronic Commerce

Assessment

Electronic commerce (e-commerce) provisions may provide small, but increasing,
opportunities for U.S. suppliers. These opportunities are supported by market growth in
Peru, potential reduction in transaction costs as a result of TPA implementation, and
improvementsin the businessenvironment. | PR and piracy concerns, however, areexpected
to diminish opportunitiesfor increased e-commercetradeand investment, at least in the short
term. Although it is small relative to U.S. and Latin American averages, the e-commerce
market in Peru is growing, albeit more slowly than the global market.* The Peruvian
e-commerce market has grown from $5 million in 1999 to $164 million 2004.>® Of the
estimated 1.2 million current Internet users in Peru, the number of e-commerce users has
grown from 100,000 to 545,000 during the same period.>* Growth rates are expected to
increase, and the provisionsand economic environment established by the TPA canfacilitate
U.S. providers' ability to profit on this potential future expansion.

The TPA provision providing for nondiscriminatory treatment of digital products may
promote e-commerce trade between the parties by limiting the transaction costs associated
with electronically traded goods and services. Themost preval ent application of e-commerce
is commercia transactions between large businesses. Virtual services aimed toward
consumers, such as electronic banking, bill-paying, and Internet shopping, exist in the
Peruvian market, but are not widely used. Firmswithin the telecommunicationsindustry are
leading purveyors of e-commerce services targeted at consumers, with most having Web
sites to interact with consumers and market a variety of services. Peru has recently begun
creating aregimefavorableto the growth of e-commerce. Peru wasone of thefirst countries
intheregiontolegally recognizedigital signatures, and it has established a predictablelegal
and regulatory framework that applies to e-commerce activities of both business and
consumers.®® Although legal protection for IPR is adequate, software piracy reportedly
remains a problem.®

%2 |nternet use and e-commerce growth in Peru islimited by the country’s relatively few fixed phone lines
and personal computers. Telephone density has increased continuously since 1994, but it is still well below
the regional average. The Lima Chamber of Commerce reported 511,000 computers were sold in 2004, up
from 348,000 the previous year. An estimated 80 percent of Internet usersin Peru access the Web through
public Internet booths. EIU, E-commerce.

%% Another factor influencing the growth of e-commerce in Peru isthe country’s status as a developing
economy. As such, e-commerce often is not the focus of attention among national economic priorities. For
example, Peru took the position that e-commerce should not receive disproportionate attention under the
TRIPS agreement at the expense of development-related subjects. WTO, WTO, E-commerce, and
Information Technologies.

% US& FCS, “E-Commerce in Peru.”

% EIU, “Peru: Telecoms and Technology Background.”

% USDOC, Information Technology—Opportunitiesin Peru.
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Asaresult of the TPA, Peruwill become asignatory tothe WTO ITA, which removestariff
and nontariff barriers to information technology (IT) products (box 5-1). Peru's ITA
membership is likely to promote e-commerce, reduce or eliminate duties on technol ogy
products and components, and strengthen intellectual property protection. U.S. exporters of
IT products that facilitate e-commerce, notably software, personal computers, and
networking equipment, are also likely to benefit, as Peru imports most of such products, and
U.S.-Peru bilateral tradein high technology products has grown in recent years (figure 5-1).
Asthe American Electronics Association notes “ The Peruvian Free Trade Agreement holds
the promise of new opportunities and expanded markets for U.S. high-tech merchandise
exports, manufacturers, services providers, and their employees [as the TPA requires Peru
jointheWTO'sITA].”> Tojointhel TA, Peru must present aschedul e of tariff commitments
tothe ITA committee, which must then approve the schedul e. Peru has agreed to become a
full participant in the ITA no later than December 31, 2007.

Box 5-1 WTO Information Technology Agreement

The Information Technology Agreement (ITA), endorsed by 28 WTO member countries and
currently including 63 participants that account for 95 percent of global trade in information
technology products, was finalized on March 26, 1997, and entered into force on July 1, 1997. The
ITA liberalizes market access for IT products by eliminating tariffs by January 1, 2000 on a wide
range of technology products. Developing countries have, however, been granted extensions.

The ITA only addresses tariff reductions. It provides for a review of nontariff barriers, but there are
no binding commitments concerning nontariff barriers. The agreement encompasses three basic
principles: (1) all listed products must be covered, (2) all tariffs must be reduced to zero, and
(3) other duties and charges must be bound at zero. ITA product coverage includes computers and
computer equipment, semiconductors and integrated circuits, computer software products,
telecommunications equipment, semiconductor manufacturing equipment, and computer-based
analytical instruments. Some limited staging up to 2005 was granted on a country-by-country basis
for individual products.

To date, the ITA is the only global sectoral agreement in which participating governments have
agreed on a uniform list of products on which all duties will be eliminated. Work to review
possibilities for expanding product coverage continues, as do efforts to address nontariff measures
affecting trade in ITA-covered products.

Sources: WTO, “Information Technology Agreement”; and American Electronics Association, “Free
Trade Peru.”

57 American Electronics Association, “Free Trade Peru.”
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Figure 5-1 U.S.-Peru high-tech trade, 1999-2005
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Summary of Provisions

Broadly, the parties have committed to nondiscriminatory treatment of digital products,
agreed not to impose customs duties on such products, and agreed to cooperate in numerous
policy areas pertaining to e-commerce.® The e-commerce chapter in the U.S.-Peru TPA
recognizes the importance of avoiding economic, regulatory, and technical barriers to
e-commerce, and the applicability of WTO rulesto e-commerce. Chapter 15 also affirmsthe
importance of maintaining and adopting transparent and effective measures to protect
consumers from fraudulent and deceptive commercial practices. The TPA alows for
nondiscriminatory treatment of digital products, providing broad national treatment and
MFN provisions. A party may not apply customs duties, fees, or other charges on or in
connection with the import or export of digital products by electronic transmission. The
customs value of imported carrier mediathat includes adigital product must be determined
by the cost of the medium aone, without regard to the value of the digital products stored
on the carrier medium.*® A party may not accord less favorable treatment to some digital
productsthanit accordsto other likedigital productson the groundsthat thedigital products
werecreated, stored, transmitted, published, or first made commercially availableoutsideits
territory or on the basis of the nationality of the author, performer, producer, devel oper, or
distributor of such digital products. However, the chapter does not prevent any party from
imposing internal taxes, charges, or other fees on the domestic sale of such products,
provided they are imposed in a manner consistent with the TPA.

% USTR, “U.S. Peru Trade Promotion Agreement Policy Brief.”
% Currently, countries use different methods to apply customs duties.
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Views of | nterested Parties

Industry representatives generally support the measures Peru has proposed or initiated that
are likely to simplify and encourage the use of e-commerce, such as higher levels of
protection regarding IPR, which strengthen the legal infrastructure for e-commerce and
improve market conditions for the distribution and transmission of materials over the
Internet.” Industry representatives recognize the need to make progress in various aspects
of e-commerce and emphasizes aspects such as capacity building, consumer protection,
network security, favorable and compatible legal frameworks, and the role of e-commerce
in trade facilitation to gain full benefit from e-commerce. The provision within the TPA
prohibiting parties from applying any additional costs to the trade of electronically
transmitted digital products is similar to the WTO Moratorium on Customs Duties and
Electronic Transmissions, which members of the Industry Trade Advisory Committee for
Information and Communications Technol ogies, Services, and Electronic Commerce favor
making permanent. Industry representatives believethat el ectronically-delivered goods and
services should receive no lessfavorabl e treatment under trade rules and commitments than
like products delivered in physical form, that trade classification should ensure the most
liberal treatment possible, and that trade in software and other digital products should be
duty free.* Whilethe TPA providesthat trade of digital products by €lectronic transmission
should be duty free, assurances that electronically-delivered goods and services receive
treatment comparable to that of their physical counterparts are not specifically addressed.
Industry representatives also support a moratorium on Internet taxes, although no such
requirement appears in the TPA. The International Intellectual Property Alliance also
expressed support for the TPA, commenting, “ The Peru TPA, once fully implemented, will
assist Peru in attracting new foreign investment and new trade in valuable digital and other
intellectual property-based products, particularly in the area of e-commerce.”

| TAC 15, Report on the U.S-Peru Trade Promotion Agreement.
81 |TAC 8, U.S-Peru Free Trade Agreement, 6.
8 |PA, written submission.
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CHAPTER 6
Effect of Regulator_y Provisions

This chapter assesses the potential effect of provisionsin the U.S.-Peru TPA related to the
regulatory environment, including investment. These provisionscover 10 TPA chaptersand
include topics such as government procurement, investment, intellectual property rights,
labor, and environment. Each TPA chapter discussion includes an assessment, summary of
TPA provisions, and views of interested parties.

Summary of Assessment

Though the effects are difficult to quantify, the TPA regulatory-related provisionsarelikely
to improve the regulatory climate for bilateral trade and investment, particularly over the
medium and long term.

» Small effect: Benefits are likely to be marginal because of the relative size of the
Peruvian market, the relatively high level of transparency aready existing in Peru’'s
current regulatory regime, and the country’ sstructural changesresulting from economic
reforms and privatization programs.

» Investment: Notably, the TPA incorporatesimportant investor protections, particularly
theinvestor-state dispute settlement mechanism, andincludescoverageof al investment
agreements concluded before the implementation of the TPA.

» Intellectual property rights(IPR): Additionally, theprotection of intellectual property
in Peru will likely be significantly improved if the IPR provisions of the TPA are fully
and effectively implemented and enforced through appropriate |egislation, regul ations,
and procedures.

TPA Chapter 8—Trade Remedies

Assessment

Thetrade remedy provisionsinthe U.S.-Peru TPA mirror bilateral provisionsinother FTAs
that the United States has implemented with other parties and are not likely to result in a
notable effect on U.S. industries or the U.S. economy. Each party will retain all rights and
obligationsof article X1 X of GATT 1994, theWTO Agreement on Safeguards, andtheWTO
agreements on antidumping and countervailing measures, but gain none under the TPA.

Summary of Provisions

Chapter 8 of the U.S.-Peru TPA providesthe legal framework to alow bilateral safeguards
on originating goods under the TPA, under terms similar to corresponding provisions of
existing FTAs with other countries. A party must notify the other party when an
investigationisinitiated and consult beforetaking any action under the safeguard provisions.
A bilateral TPA safeguard measure can be taken only if a party determines that, as aresult
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of thereduction or elimination of duty under the TPA, an articleis being imported from the
other party in such increased quantities (in absolutetermsor rel ative to domestic production)
as to be a substantial cause of serious injury or threat thereof to a domestic industry
producing alikeor directly competitive good. The measureimposed can taketheformof (1)
asuspension of the further reduction of the TPA duty rate on such goods, or (2) an increase
in that duty to alevel not exceeding the lower of the MFN duty rate at thetimethe actionis
taken or the applied MFN rate on the day before the date of entry into force of the TPA.
Such a safeguard is aimed at remedying serious injury and facilitating adjustment. A party
may not invoke a safeguard after the transition period (10 years after entry into force of the
TPA). During the transition period, a safeguard cannot be imposed for a period extending
longer than 2 years, unlessan additional 2-year extension isdeemed necessary by the proper
authorities. Measures continuing longer than 1 year must be progressively liberalized, and
the party invoking a TPA safeguard cannot subsequently impose another such measure on
aparticular originating good.

Therate of duty to be applied when the saf eguard measure terminates may be no higher than
the TPA rate that would have been in effect 1 year after application of the safeguard. Under
the chapter, the parties agree to try to provide compensation that will be mutually accepted
and will liberalize trade. Concerning antidumping and countervailing measures, the TPA
provisionssimply statethat each party retainsitsrights and obligations under the WTO, and
that the TPA does not impose any rights or obligations on the United States or Peru with
respect to antidumping or countervailing measures.

Views of | nterested Parties

Most of the trade advisory committee reports do not address the bilateral safeguard
provisionsin the U.S.-Peru TPA. Thereport of the Industry Trade Advisory Committee on
Steel states that the safeguard language in the U.S.-Peru TPA follows the same pattern as
previous FTAsreviewed by the committee, and therefore appears acceptable.t However, the
report of the Labor Advisory Committee (LAC) states that the safeguard provisions offer
inadequate import surge protection for U.S. producers.? The LAC report states that the
remediesallowed under the safeguard measuresin the TPA arenot strong enough to prevent
or reverse possible negative effects on U.S. workers from implementation of the TPA.

TPA Chapter 9—Gover nment Procur ement

Assessment

U.S. goods and services providers are likely to benefit from the provisions on government
procurement in the U.S.-Peru TPA, primarily as a result of improvements in regulatory
transparency and market access. However, considering the size of Peru’s economy and
market relative to the United States, any economic effects from increased access to the
Peruvian market for government purchases of goods and services are likely to be moderate.
Peru is neither a signatory nor an observer of the WTO Government Procurement
Agreement; therefore, the TPA establishes clear procedures, ensures greater predictability
in the government procurement process, and grants U.S. suppliers nondiscriminatory rights
to bid on goods and services contracts to supply numerous Peruvian central and subcentral

LITAC 12, The U.S-Peru Free Trade Promotion Agreement.
2LAC, The U.S-Peru Free Trade Agreement.
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(equivalent to U.S. state level) government entities.® Peru has reportedly applied domestic
preference policiesto government procurement contractsfor the purpose of supporting local
firms.* Although some of these practices have ceased, any further application of such
measures will be addressed by the national treatment and nondiscrimination provisionsin
the chapter.

Summary of Provisions

Chapter 9 of the U.S.-Peru TPA applies to covered government procurement of goods and
services by any contractual means where the value concerned exceeds thresholds set out in
an annex to the chapter. The thresholds will be adjusted every 2 years, with the first
adjustment taking place on January 1, 2008, according to aformulaset out intheannex. The
chapter sets out definitions, general principles such as nationa treatment and
nondiscrimination, criteria on the rules of origin used in the normal course of trade, and
restrictions on the use of offsets. The chapter’s provisions also set forth advance notice
requirements for intended procurements, time frames for the tendering process,
documentation requirements, rules on the declaration of technical specifications, conditions
for participation, criteriafor awarding contracts, requirements concerning the publication of
information on selected tenders, and amechanism for the review of supplier challenges. The
chapter also setsforth proceduresand conditions pertaining to sel ectivetendering and limited
tendering, and establishesthat a Committee on Procurement of representatives of each party
will handle matters related to implementation of the government procurement provisions.
The annex to the chapter lists covered entities, covered purchases, and exclusions, and
establishes the threshold amounts for purchases of goods and services by covered entities.
Theannex a so containsthethreshold adjustment formula. Overall, most goods and services
are covered by the agreement; however, both the United States and Peru exclude certain
purchases and service sectors. In the case of Peru, for example, excluded procurements
includeclothing for thearmed forces, architectural services, engineering and design services,
engineering services during construction and install ation, accounting and auditing services,
and arbitration and conciliating services, among others. In the case of the United States,
excluded procurements include certain procurements by the Departments of Agriculture,
Commerce, Defense, Energy, and Homeland Security; research and development services;
and operation services for government-owned facilities.

Views of | nterested Parties

Intheir reportsonthedraft text of the U.S.-Peru TPA, the trade advisory committeesindicate
genera support for the government procurement chapter, but note that certain reservations
remain. The Advisory Committee for Trade Policy and Negotiation (ACTPN) report
unanimously supports the U.S.-Peru TPA and states that the government procurement
commitmentswill lead toincreased U.S. accessto the Peruvian market.” The ACTPN report
states that the TPA covers most Peruvian government agencies, particularly those of key

3 The TPA chapter on government procurement covers the same major provisions asthe WTO
Government Procurement Agreement, including such areas as national treatment, tendering procedures, and
the awarding of contracts. Slight differences in the language of each article, the depth of coverage, and the
specific details of compliance can complicate coordination and adherence for countries that are parties to
both agreements.

4 USTR, 2005 National Trade Estimate Report, 481-82; and APEC, “Fact Sheet: Review of the Individual
Action Plan of the Peru Peer Review Study Report.”

® ACTPN, The U.S-Peru Trade Promotion Agreement.
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interest to U.S. suppliers, and provides for crimina penalties for bribery in government
procurement, whichwill promotefair competition and enhanced procurement processes. The
ACTPN expressesregret that some U.S. states have declined to accept the provisionsrel ated
to subfederal procurement.

TheIndustry Trade Advisory Committeefor Steel reportsthat the government procurement
provisions in the TPA mirror language in previously negotiated FTAS reviewed by the
committee and therefore appear acceptable. The report of the Industry Trade Advisory
Committee for Information and Communications Technologies, Services, and Electronic
Commerce (ITAC 8) expresses support for the TPA government procurement chapter. The
ITAC 8 report states that the provisions on government procurement offer greater certainty
to U.S. providers of goods and services and ensure access to the Peruvian market,
particularly for digital products and IT and communications products and services. ITAC
8 applauds the TPA language that allows for notification and documentation through
electronic media, and encourages future trade agreements to include similar language
promoting the use of electronic means.

Thereports of the Industry Trade Advisory Committees on Servicesand Finance Industries
(ITAC 10) and Small and Minority Business (ITAC 11) indicate mixed support for the
government procurement chapter of the TPA. The ITAC 10 report states that the TPA
provides “acceptable access’ to the government procurement market for construction
services, but excludes architectural services, engineering services, and engineering services
during the construction and installation phase.” ITAC 10 calls for the eventual removal of
this exclusion. ITAC 11 also objects to the exclusion of these sectors, in addition to
accounting and auditing services, particularly because many small businesses participatein
these serviceindustries and are capabl e of providing such serviceson aninternational level .2
ITAC 11 aso indicates that the threshold levels stated in the annex to chapter 9 are
exceptionally high; typically, many small businesses handle much smaller contracts, which
are not covered by the government procurement provisions of the TPA. At the same time,
the ITAC 11 report states that certain elements of the government procurement chapter,
namely the offset restrictions, notification measures, and provisions on time limits, are
particularly beneficial to small and minority businesses.

Additional concerns with chapter 9 are stated in the reports of the Labor Advisory
Committee (LAC) and the Intergovernmental Policy Advisory Committee (IGPAC). The
LAC report cautions that the regulations on government procurement in the TPA could
encroach on the U.S. government’s ability to advance public policy aims and social
objectives through federal level procurement, and hamper procurement practices such as
domestic sourcing and responsible contractor requirements.®

Inits report, IGPAC indicates overall agreement with the trade liberalizing content of the
TPA, but expresses significant reservations over the government procurement provisions.™
The IGPAC report expresses general support for the objectives of increased market access
and greater transparency in government procedures and regulatory decisions related to
procurement, aswell asthe preservation of the ability of state and local authoritiesto adopt

®ITAC 8, The U.S-Peru Trade Promotion Agreement.

"ITAC 10, The U.S-Peru Free Trade Agreement.

8| TAC 11, The United States.-Peru Trade Promotion Agreement.
° LAC, The U.S-Peru Free Trade Agreement.

1 |GPAC, The U.S-Peru Trade Promotion Agreement.
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legidation, standards, and procedures to best serve their interests. However, the IGPAC
report expresses concern over the “reciprocity policy,” included for thefirst timein atrade
agreement, whereby reciprocal market access in the foreign country is granted at the
subcentral level to businesses located in states that agree to the procurement provisions of
the TPA. IGPAC points out that the possible benefitsto states could be compromised by the
processes and boundaries of the policy. The report reiterates comments and feedback
concerning thereciprocity agreement provided by IGPAC memberstotheUSTR at anearlier
date, and asks that further negotiations take those observations into account. IGPAC also
notesthat certain government procurement provisionsdiffer from other FTAsandtheWTO
Government Procurement Agreement, and could cause undue confusion and difficultiesin
implementation.

TPA Chapter 10—Investment

Assessment

Investment provisions of the U.S.-Peru TPA are likely to contribute to a more secure and
stable investment environment for U.S. investorsin Peru. The TPA incorporates important
investor protections, particularly the investor-state dispute settlement mechanism, and
includes coverage of all investment agreements concluded before the implementation of the
TPA.™ The latter is of particular concern to U.S. investors in the mining industry, both
because mining representsthelargest share of U.S. foreigninvestment in Peru'? and because
mining investments have along time horizon between the initial investment and financial
profitability. However, the effect of the TPA on overall U.S. investment in Peru, or on
Peruvian investment in the United States, islikely to be small, resulting from the small size
of the Peruvian economy compared with that of the United States (box 6-1).

Summary of Provisions

The two principal objectives of the TPA investment chapter are to create a welcoming
environment for investors from each party by outlining the rights of investors and the rules
that govern new cross-border investment, and to provide aclear outline of theinvestor-state
dispute seftlement process. Section A of the chapter outlines the rules governing new
investmentsand setsforth thetypes of investmentsto which theserulesapply.*® Specifically,
the TPA requires each party to give national and MFN treatment to investors and covered

1 All investment agreements are covered; however, to be subject to arbitration under the terms of the
TPA, abreach of an investment agreement must occur after entry into force of the TPA.

2 USITC, hearing transcript, Feb. 10, 2004; and USTR, 2005 National Trade Estimate Report, 480.

3 Investment related to financial servicesis covered separately in the financial services chapter (TPA
chap. 12).
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Box 6-1: Foreign investment in Peru

The United States is the world’s largest destination for foreign direct investment (FDI), with 2004 inbound direct
investment stock of $1.5 trillion, representing 17 percent of total worldwide inbound investment stock. Inbound
FDI accounts for 13 percent of the U.S. GDP. Peru, with a much smaller economy, registered $13.3 billion in
inbound direct investment stock in 2004, equal to 19.4 percent of Peru’s GDP.!

United States and Peru: Investment data, 2004

Peru United States
Inbound investment stock (million dollars) 13,310 1,473,860
Inbound stock as percentage of GDP (percent) 19 13
Outbound investment stock (million dollars) 874 2,018,205
Outbound stock as percentage of GDP (percent) 1 17
Investment inflows (million dollars) 1,816 95,859
Bilateral outbound investment stock (million dollars) N.A. 3,934

Sources: Data on total investment stock and investment inflows: UNCTAD, World Investment Report
2005. Data on U.S. bilateral investment: USDOC, BEA, Survey of Current Business, Sept. 2005.

Note: Bilateral outbound investment stock reflects U.S. government statistics for U.S. outbound direct
investment position in Peru on a historical-cost basis, and U.S. inbound direct investment position from
Peru on a historical-cost basis.

Foreign investment in Peru is governed by the 1993 constitution, the Private Investment Growth Law, and the
November 1996 Investment Promotion Law.? Under these laws, the Peruvian economy has been generally open
to FDI from around the world. The United States is the third largest source of FDI in Peru, after Spain and the
United Kingdom.® The mining and oil industries together account for more than one-half of FDI in Peru, but
manufacturing and services, such as accounting and management consulting, are also well represented.* In
2005, more than 500 U.S.-based firms were operating in Peru, including Proctor & Gamble, Phelps Dodge,
Gillette, Pfizer, Mobil Qil, Bell South, Coca Cola, and Newmont Mining.

L UNCTAD, World Investment Report 2005, annex tables B.2 and B.3.

2U.S. Department of State, “Background Notes: Peru.”

3 USITC, hearing transcript, Feb. 10, 2004; and USTR, 2005 National Trade Estimate Report, 480.

4 USITC, hearing transcript, Feb. 10, 2004.

® USITC, hearing transcript, Mar. 15, 2006, 10-11; USITC, hearing transcript, Feb. 10, 2004; and Uniworld,
Directory of American Firms.

investments of the other party. The treatment of investors under the TPA must
comply with customary international law. Other provisions are as follows:

» Expropriation will be only for apublic purpose; it must be nondiscriminatory
and accompanied by payment of prompt, adequate compensation in
accordance with due process of law.

» All financial transfers relating to covered investments, including, but not
limited to, contributions to capital, payment of interest, and payments under
contracts, may cover the full value of the investment and may be made freely
and without delay.




» Neither party will impose performance requirements as a condition of
investment.*

» Neither party will requirethat senior management or boards of directors be of
any particular nationality.

The benefits of this chapter may be denied only in limited, delineated instances, as outlined
in the TPA annexes. This section of the chapter also deals with nonconforming measures,
special formalities, and information requirements, and provides for consultation and
negotiation of disputes.

Section B of this chapter provides detail ed information and procedures on the investor-state
dispute settlement process, including submission of claims to arbitration, selection of
arbitrators, conduct of the arbitration, transparency of the arbitral proceedings, governing
law, and awards of monetary damages (not including punitivedamages) or restitution. Under
the terms of the provisions of section B, each party will consent to claims being submitted
according to the process outlined in the TPA. The awards made by any arbitration tribunal
will have binding force only between the disputants and with regard to the particular case.
The chapter also contains definitions of terms and relevant conventions for use in the
resolution of investment disputes. An annex defines “customary international law” for
purposes of the chapter, while another dealswith expropriation (direct and indirect) in some
detail. To be considered expropriation, a party’s action or series of actions must interfere
“with atangible or intangible property right or property interest in an investment” based on
clear transfers of title or outright seizure. Other annexes deal with the service of documents
in such matters and the establishment of a possible future appellate body.

The investment chapter incorporates four annexes that have not been included in previous
FTAs. All four of these annexes safeguard the rights of the Peruvian or U.S. government in
the case of adispute resolved through the investor-state process. Annex 10-E applies specia
dispute settlement provisions to the TPA, requiring that investors wait a minimum of
12 months before sending a claim to arbitration, and ensuring that investors have the
opportunity to invest returns from investments in cases where they are not permitted to
transfer funds outside of Peru. Annex 10-F removes claims related to the rescheduling of
sovereign debt from arbitration under the investor-state dispute settlement process, unless
there is a claim that the rescheduling agreement violates national treatment or MFN
treatment. Annex 10-G requires a U.S. investor to choose to pursue an investment claim
either in the Peruvian court system or under the TPA’s investor-state dispute settlement
process. This provision states that once the dispute has been submitted to a Peruvian court,
the U.S. investor may no longer initiate the investor-state process. Under annex 10-H, the
Peruvian government may conclude a“ stability agreement” with aforeign investor, under
which the investor makes certain guarantees regarding the investment in exchange for a
guarantee of tax treatment and other legal treatment over acertain period of time. Under the
annex, a breach of a stability agreement does not constitute a breach of an investment
agreement unless the stability agreement is one of severa components of an investment
agreement.

4 Such provisions may include requirements to export agiven level or percentage of goods or services, to
purchase goods produced in a party’ s territory, or to transfer a certain technology or other proprietary
information.
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Nonconfor ming M easur es Related to I nvestment

Provisions for the treatment of existing or future measures that are inconsistent with the
agreement’ sinvestment disciplinesareincluded in annexes|, I, and 111 of the TPA. Annex
| lists exemptions for existing laws or regulations, maintained at the central or regional
government level, that violate the provisions of the agreement. Nonconforming measures at
thelocal government level are exempted without requiring any notationin an annex.> Annex
Il listsreservationsto ensurethat aparty maintainsflexibility toimpose future measuresthat
may beinconsistent with TPA disciplines. The actual content of the reservationsin annexes
I and Il varieswidely. Somereservations are horizontal in nature, meaning that they address
genera policy provisions that affect all investment, whereas others apply only to specific
industry segments. Annex 111 listsnonconforming measuresspecifictofinancial servicesthat
apply to both existing and potential laws and regulations.

Peru’'s only investment-related horizontal reservation under annex | states that foreign
nationals may not own land or water within 50 km of the Peruvian border, without a special
exception authorized through a Supreme Decree of the Council of Ministers. Thisrestriction
appliesto mines, forest lands, and energy sources, and to Peruvian companies owned wholly
or partialy by foreign nationals. There is one horizontal reservation listed by Peru under
annex Il. The measure accords differential treatment to countries that have signed
international agreements with Peru before the entry into force of the U.S.-Peru TPA,
specifically including agreements involving aviation, fisheries, or maritime matters.

Horizontal reservationstaken by the United Statesunder annex | addressthe programsof the
Overseas Private Investment Corporation and the registration of public offerings of
securities, aswell as existing nonconforming measures at the statelevel. Under annex 11, the
first horizontal reservation listed by the United States appearsto ensurethat U.S. obligations
under the TPA concerning the cross-border services trade or establishment of a service
enterpriseareequivaent tothoseundertakeninthe GATS. The second horizontal reservation
taken by the United States mirrorsthe reservation taken by Peru, which accords differential
treatment to countries under international agreementsthat were signed beforethe U.S.-Peru
TPA.

The specific sectors for which investment-rel ated reservations are listed in annexes | and |1
are presented in table 6-1.%° In several cases, the reservation indicates a potential constraint
on foreign investment that may not have a significant effect on investors activities or
business results. Consequently, the inclusion of a sector in an annex does not mean that the
entire sector has been exempted from coverage under theinvestment disciplinesof the TPA.

% U.S-Peru TPA, article 10.13(1)(a)(iii).
'8 | nvestment-rel ated reservations related to financial services, including insurance, are listed in annex I11,
and are presented in table 4-2 of this report.
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Table 6-1 U.S.-Peru TPA: Industry sectors subject to nonconforming measures related to investment

Peru

United States

Current measures

Potential measures

Current measures

Potential measures

(Annex I) (Annex I1) (Annex I) (Annex I1)
»  Communications: » Indigenous Communications: Minority affairs
Radio communities, Radio Satellite broadcasting

v v v v v v Vv

Audiovisual services
Notary services
Architecture services
Security services
Bullfighting

Customs warehouses
Transportation

peasant, native, and

Atomic energy

v Vv v vy

Social services

minority affairs Mining Transportation
» Fishing Transportation services: Maritime
»  Social services services: Air transportation
»  Cultural industries, transportation » Insurance

including publishing,
film, music recording,

Customs brokerage
Banking and other

services: Air theater arts, visual financial services
transportation arts, printed music, Insurance
Transportation handicrafts, radio,

services: Maritime and television

transportation » Handicraft industries

Banking and other
financial services

>

>

Audiovisual services
Insurance

Source: U.S.-Peru TPA, annex |, annex Il, and annex Ill.

Note: Nonconforming measures are found in annexes | through Ill of the TPA. Annex | contains reservations for
cross-border services, excluding financial services, to preserve existing measures that are inconsistent with the
disciplines concerning nondiscrimination, performance requirements, and senior personnel. Annex Il contains
reservations for cross-border services, excluding financial services, to ensure that a party maintains flexibility to
impose measures in the future that may be inconsistent with the disciplines of the TPA. Annex Il contains both
existing and future nonconforming measures related to financial services, including insurance. For information on
the nonconforming measures related to financial services, see table 4-2.

Views of | nterested Parties

U.S. industry representatives are satisfied with the investment provisions of the U.S.-Peru
TPA, and particularly citetheagreement’ senforcement, transparency, and dispute settlement
provisions as improving the climate for U.S. investors in Peru. The investor-state dispute
settlement process will particularly improve the existing investment climate for U.S.
investors in Peru. These representatives assert that the TPA may lead to some new U.S.
investment in Peru, but the levels are likely to be small, because of the small size of the
Peruvian economy relative to that of the United States.'” New investment is particularly
likely in the mining and energy sectors.’®

Service sector representativesnotethat theinvestment provisionsof the TPA areparticularly
important for service industries, and that the agreement creates new opportunities for U.S.
investorsin Peru and provides strong protections for such investment.'® Representatives of
the energy industry indicate that the TPA’s coverage of existing investment agreementsis
particularly significant.?

T USITC, hearing transcript, Mar. 15, 2006, 26-28; and U.S. industry representatives, telephone
interview with Commission staff, Feb. 13, 2006.

8 USITC hearing transcript, Mar. 15, 2006, 74-75.

¥ITAC 10, The U.S-Peru Free Trade Agreement.

2 As noted above, the energy industry comprises the largest share of existing U.S. investments in Peru.
ITAC 6, The U.S-Peru Free Trade Agreement.
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However, industry representatives cite the “extremely lengthy and onerous’ review
procedure for determining whether certain measuresfall within the prudential carve-out for
financial servicesmeasures® asadrawback to theinvestment provisions. Another drawback
cited isthe modificationsto the dispute settlement procedures outlined in annex 10-E, which
prolong the waiting period before investors are permitted to submit certain claims to
arbitration.?

While industry representatives strongly support of the investor-state dispute settlement
process, representativesof U.S. state and local governmentsare not in favor of investor-state
dispute settlement. In their opinion, legal challenges brought by foreign investors against
U.S. state and local regulations have overly burdened state and local governments and have
caused some confusion regarding the scope of their regulatory authority. However, they also
note that they consider the language of annex 10-G to be an improvement over the
investment provisions of previous FTAs.? In contrast, industry representativesindicate that
this language may prove confusing to some investors, leading them to unknowingly forgo
their rights under the investor-state dispute settlement process.*

Exporamerica, aprivate association of Peruvian apparel exportersbasedin Lima, whoseaim
isto promote increased trade between Peru and the United States, commentsthat the TPA’s
“Investment Chapter will facilitate transactions for U.S. industries and banks, as well as
commercial and service companies, among others, that haveinvestmentsor areinterested in
investing in Peru [such as U.S. textile companies].”®

TPA Chapter 13—Competition Policy

Assessment

Implementation of the competition policy provisions of the U.S.-Peru TPA islikely to have
little effect on U.S. firmsinvesting in and exporting to Peru, asaresult of therelatively high
level of transparency that already existsin Peru’ scurrent regulatory regimeandthecountry’s
prior economic reforms and privatization programs. Any benefit to U.S. firms stemming
from the TPA competition policy provisionswill likely be negligible.

2 The “prudential carve-out” refersto a provision in the U.S.-Peru TPA and other bilateral and
multilateral trade agreements that exempts certain financial services regulations from certain provisions of
the agreement, on the grounds that the regulations serve strictly prudential purposes. The generally accepted
definition comes from the WTO General Agreement on Trade in Services, as follows. “Notwithstanding any
other provisions of the Agreement, a Member shall not be prevented from taking measures for prudential
reasons, including for the protection of investors, depositors, policy holders or persons to whom afiduciary
duty is owed by afinancia service supplier, or to ensure the integrity and stability of the financial system.
Where such measures do not conform with the provisions of the Agreement, they shall not be used asa
means of avoiding the Member's commitments or obligations under the Agreement.” WTO, General
Agreement on Trade in Services, Annex on Financial Services, par. 2.

2 |TAC 10, The U.S-Peru Free Trade Agreement.

Z|GPAC, The US-Peru Trade Promotion Agreement.

2|TAC 10, The U.S-Peru Free Trade Agreement.

% Pgz-Soldan on behalf of Exporamerica, written submission.
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Peru’ s constitution bans monopoalies, oligopolies, and restrictive practices, except in some
temporary circumstances.® The Nationa Institute for the Defense of Competition and
Protection of Intellectual Property (INDECOPI) is the umbrella agency responsible for
competition policy as well as intellectual property. The organization administers and
enforcesthe competition lawsand cooperateswith both public and privateinstitutions (trade
associations and academic) to advocate the advantages of competition to Peruvian business
and industry leaders, as well as consumers.

INDECOPI has a broad mandate, designated through the Free Competition Law and the
Market Access Law, but the mandate fails to include some important competition policy
matters, including oversight of government entities acting in a regulatory manner and
governance of the telecommunications sector, where the law is enforced by the sectoral
regulator OSIPTEL .% In addition, the Free Competition Law does not apply to mergers and
acquisitions, although in recent years there has been increased interest by INDECOPI in
merger control.%

Summary of Provisions

Chapter 13 addresses competition policy, designated monopolies, and state enterpriseswith
aview to implementing economically sound policies and proscribing behaviors subject to
this chapter that would restrict bilateral trade and investment. The chapter commits the
United States and Peru to maintain competition laws that prohibit anticompetitive business
conduct and competition agenciesto enforce the laws, and to ensure national treatment, due
process, and a nondiscriminatory application of these laws. The parties agree to cooperate
in the area of competition policy and establish aworking group.

Thechapter also requiresthe partiesto ensurethat any private or public monopoliesthat they
designate, and any state enterprises, are subject to disciplines designed to eliminate abuses
of their special statusand that they will not operatein amanner that creates obstaclesto trade
and investment. There are provisions covering transparency, information requests,
consultations, and definitionsof terms. Neither party will have recourseto dispute settlement
under the provisionsof thischapter pertaining to national competition laws, cooperation, the
working group, or consultations.

Views of | nterested Parties

The Coalition of Service Industries reports that, although Peru continues to develop a
competitive telecommunications market, there are questions as to the independence of the
sectoral regulator OSIPTEL .*° The coalition reports alack of transparency in the regulatory
decision-making process and problems because of the high interconnection ratesfor callsto
mobile networks. In addition, the coalition cited some limited problems with air and water

% The state is considered an effective monopoly in areas such as water distribution and some types of
rura construction projects. In addition, the government of Peru used to be a major supplier of services,
particularly for financial services, transportation, and telecommunications, but its involvement in these
sectors has declined dramatically since the mid-1990s. WTO, “Trade Policy Review: Peru.”

% Orbach, “Competition Policy in Transition.”

% OECD, “Competition Law and Policy in Peru.” In addition, although INDECOPI enforces the Free
Competition Law in other infrastructure sectors, including transportation and energy, sector regulators have
jurisdiction over accessissues. INDECOPI’s mandate is not specifically addressed in the TPA.

2 |bid. Peru has a separate law applicable to mergers and acquisitions in the electricity sector.

30 Coadlition of Service Industries, written submission.
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transportation and broadcast media. It is unclear if the provisions in this chapter will
specifically address these concerns.

TPA Chapter 16—Intellectual Property Rights, including
Under standing Regarding Biodiversity and Traditional
Knowledge

Assessment

Full and effective implementation and enforcement of the U.S.-Peru TPA through
appropriate legisation, regulations, and procedures could result in asignificant reductionin
the current estimated 98 percent music piracy rate, one of the highest ratesin theworld, and
the estimated 75 percent optical disk piracy rate. This reduction will benefit both the U.S.
and Peruvian intellectual property industries, as well as related industries, including
distributors and other | egitimate businesses (box 6-2).%* According to the Business Software
Alliance, decreasing Peru'spiracy ratefrom 73 percent to 63 percent would add $286 million
toitseconomy, directly creating nearly 1,000 jobsandincreasing local industry revenuesby
$214 million. The aggregate effect could mean an additional $24 million in tax revenuesfor
the Peruvian government.*

The IPR chapter clarifies and improves upon Peru’s Trade-Related A spects of Intellectual
Property Rights (TRIPS) obligationsin all areasof intellectual property, taking into account
both the U.S.government’s experience in enforcing intellectual property since the
implementation of TRIPS and advancesin technology. These improvements are especially
critical in the enforcement section, where TRIPS is perceived to be rather vague and many
countries are lax. In negotiating FTAS, aprimary objective of the United Statesisto ensure
that the partner country’s or countries' laws are brought up to and in line with U.S.
intellectual property laws, which exceed TRIPS requirements.® In addition, the sections
regarding trademarks, geographical indications (Gls), and domain names go beyond TRIPS
in order to improve and clarify the obligations.

Summary of Provisions

The chapter on IPR reportedly provides for improved standards for protection and
enforcement that are consistent with both U.S. standards and emerging international
standards.* Suchimprovementsinclude state-of -the-art protectionsfor digital productssuch
as U.S. software, music, text, and videos; stronger protection for U.S. patents, trademarks
and test data, including an el ectronic system to register and maintain trademarks; and further
deterrence of piracy and counterfeiting by criminalizing end-user piracy.*®

3! See also U.S. Department of State, “Peru: Special 301 Review”; and I1PA, 2006 Special 301 Report:
Peru.

%2 BSA and IDC, Expanding the Frontiers of Our Digital Future.

% U.S. government officials, interview by Commission staff, Washington, DC, Apr. 19, 2006.

3 USTR, Peru TPA Facts. Brief Summary, 1.

* Ibid.
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Box 6-2 Recent conditions of IPR protection in Peru

Peru assumed obligations under the WTO TRIPS agreement following its accession to the WTO in January 1995 and
acceded to the WIPO Copyright Treaty (WCT) and WIPO Performances and Phonograms Treaty (WPPT) in 2002.
Both the ATPA and the ATPDEA required “effective protection” of intellectual property as a criteria for receiving
benefits. A summary of recent conditions of IPR protection in Peru appears below.

Trademarks and Copyrights

While Peru’s 1996 copyright law contains a broad scope of economic rights, as well as some of the highest levels of
criminal penalties in Latin America, and is generally consistent with the TRIPS agreement and the WIPO Internet
treaties, there are significant areas in which additional legislation is needed to clarify the rights of artists and
producers. In 2003, the Peruvian government published the Government Software Legalization Decree, which states
that all public entities must ensure the procurement and use of legal software. While Peruvian law generally provides
for the effective protection of intellectual property, effective enforcement of those laws, on both the administrative and
the criminal levels, is the trademark and copyright industries’ primary concern in Peru.

Piracy of music and sound recordings, business software, books, movies, and entertainment software is rampant in
Peru and has largely destroyed the legitimate industry. In 2005, the estimated piracy level for music and recordings
was 98 percent, resulting in the near-total collapse of the recording industry in Peru. Recording activity for local artists
is disappearing. The Business Software Alliance estimates a 73 percent piracy rate, which includes both illegal
duplication of business software within all levels of private-sector business and the sale of pirate copies in markets,
bazaars, and stores. Estimated trade losses resulting from book piracy in Peru increased to $9 million in 2005,
including both photocopying and pirated translations. Widespread book piracy over the last decade has reportedly had
significant and adverse effects on the local book industry.

Patents and Trade Secrets

Ineffective patent enforcement, lack of data exclusivity and linkage, and market access barriers are the intellectual
property concerns of the U.S. pharmaceutical industry. The Institute for the Defense of Competition and Intellectual
Property (INDECOPI), which is in charge of deciding administrative infringement actions, has raised the evidentiary
threshold to an unreasonable standard, making it almost impossible to obtain an injunction against an infringer before
significant market access damage has occurred to commercial interests of the patent owner. Also, the government
of Peru continues to provide sanitary registrations for marketing approval to copies of innovative pharmaceutical
products, many of which are still under patent. PhRMA members have reported that 8 patented products have been
copied, for which 294 sanitary registrations have been granted. Seven of these products face competition in the
Peruvian market from more than 76 copies. Regarding market access barriers, the government of Peru grants a
20 percent bonus or bidding preference to national manufacturers participating in a public “competitive” bidding
process. This includes national manufacturers of copied pharmaceutical products.

Enforcement

In July 2004, the High Level Multi-Sectorial Commission against Contraband and Piracy included the fight against
piracy and IPR infringement as one of its missions. This commission, a governmental entity that also has private-
sector participants, focuses primarily on recommending regulations to fight contraband and counterfeit goods.

According to the copyright industries, the Peruvian police protect the pirates of Mesa Redondo, a primary market area
in Lima that produces and sells pirate and counterfeit products. While the Peruvian authorities do conduct raids, they
have little effect on the level of piracy because the actions are inconsistent, the product is quickly replaced, and few
criminal cases reach the Peruvian judiciary. When they do, judges do not impose deterrent sentences or fines. No
copyright pirate has received deterrent sentences for criminal copyright infringements in Peru, despite the fact that
the copyright law contains adequate penalties. During 2005, the High Level Multi-Sectorial Commission against
Contraband and Piracy filed a petition before the Peruvian judiciary to request that a special criminal intellectual
property court be created. That request was rejected. Interventions by customs authorities to seize pirate or counterfeit
products, or blank optical media, are infrequent and ineffective.

Sources: BSA and IDC, Expanding the Frontiers of Our Digital Future; U.S. Department of State, “ Peru: Special 301
Review”; and PhRMA, Special 301 Submission: Peru.
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Trademarks, Geographical Indications, and Domain Names

The TPA clarifies what can be registered as a trademark, allowing for the possibility of
registering sound and scent marks; requires the protection of collective and certification
marks; enhances the protection for well-known marks, whether registered or not; and
eliminates the requirement that trademarks be registered to be protected. It stipul ates the
concept of “first-in-time, first-in-right” for trademarksand clarifiestherel ationship between
trademarks and Gls, prohibiting the protection or recognition of a Gl that is confusingly
similar to apreviously used, applied for, or registered trademark.*

Thisisimportant because of the differences between the U.S. and the EU approachesto the
protection of trademarks and Gls. The United States protects Gls through the trademark
system, with no hierarchy between the two. The EU, on the other hand, has a separate, sui
generis, system for Gls that gives preference to Gls. Regarding domain names, articles
16.4.1 and 16.4.2 combineto combat the problems of copyright and trademark cyber-piracy.
U.S. industry prefers a direct reference to the “Whois’ databases®*—something included
only, to date, in the Singapore FTA.*®

Copyrightsand Related Rights

Besides theinclusion of the WIPO Copyright Treaty (WCT) and WIPO Performances and
Phonograms Treaty (WPPT) (box 6-3) in the general provisions, the copyright and related
rights sectionscontain detailed provisionsthat requireimplementation of thenew obligations
provided in the WCT and WPPT in a manner consistent with the Digital Millennium
Copyright Act. These include provisions specifically regarding Technological Protection
M easuresand Rights Management I nformation. Peru agreed to extend itstermsof protection
to life of the author plus 70 years for most copyrighted works—a major advance and
significant TRIPS-plusprovision. Thetext al so containssomeprovisionsthat wereoriginally
included in NAFTA regarding “contractual rights,” and protection against the theft of
encrypted satellite signals and the manufacture of, and trafficking in, tools to steal those
signals.®* The copyright section does not contain a provision regarding parallel imports of
copyrighted works.”> The Morocco FTA is the only agreement to date to address the
treatment of parallel imports of copyrighted works.

Patents

The patent section of the TPA provides anumber of clarifications and improvementsto the
TRIPS agreement that generally reflect U.S. law and practice, although U.S. industry has
expressed concern over several provisions.* Peru agreed to accedeto the Patent Cooperation
Treaty and ratify or accede to the International Convention for the Protection of New
Varieties of Plants (also known as the Union for the Protection of New Varieties of Plants

% Ibid., 4.

57 “Whois” databases are the master directories for domain name registrations, providing a mechanism for
finding contact and other registration information.

% |TAC 15, Report on the U.S-Peru TPA, 10.

3 U.S-Peru TPA, articles 16.7.3 and 16.8.

“2 The United States does not provide border enforcement protection for parallel importations of
copyrighted works.

“ITAC 15, Report on the U.S-Peru TPA, 15.
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Box 6-3 The WIPO Internet treaties

The WIPO Copyright Treaty (WCT) and the WIPO Performances and Phonograms Treaty (WPPT) are often referred
to as the “Internet Treaties” because they provide new international standards for the protection of copyrights and
related rights in the digital economy. The two treaties entered into force on March 6, 2002, and May 20, 2002,
respectively, once the required minimum 30 countries had ratified each. Peru ratified both of these treaties, as has
the United States, which implemented them domestically via the Digital Millennium Copyright Act of 1998.

>

The WCT provides that traditional means for copyright protection (for products such as books, movies, and
software) should apply to works transmitted on the Internet or otherwise using digital media, technology, and
protections.

The WPPT similarly provides intellectual property protections to producers of sound recordings, as well as
performers, with respect to works on the Internet or in connection with the use of digital technology and media.

Both treaties clarify that traditional rights of reproduction continue to apply in the digital environment, including
the storage of material in digital form on an electronic medium.

The treaties establish IPR holders’ rights to maintain control of their works over the Internet and other digital
transmission of their works.

The treaties ensure that rights holders can use digital rights management technology to protect their rights on
the Internet. The treaties’ anticircumvention provisions address security and intellectual property infringement
risks by requiring that signatories provide minimum levels of legal protection, including civil and criminal penalties,
sufficient to deter the unauthorized circumvention of technological protection measures.

The treaties require signatory countries to prohibit the intentional modification or removal of digital rights
management information. This includes prohibitions against interfering with information and data that can be
incorporated into the digital code of a protected work and used “to identify the work, its author, performer or
owner, the terms and conditions for its use, and any other relevant attributes.”

Sources: Adapted, and parts excerpted, by Commission staff from information provided in the following sources:
WIPO, “WIPO Copyright Treaty”; “WIPO Performances and Phonograms Treaty”; and Gibson, WIPO Internet
Copyright Treaties Coming Into Force.

Convention) by January 1, 2008. Peru also agreed to provide patent protection for
transgenic* plants that meet the three-step test,”® as prescribed in the TRIPS agreement, but
did not agreeto provide protection for transgenic animals.* Peru agreed to placerestrictions
on how athird party may use a patented invention to generate data needed for the marketing
approval of generic pharmaceutical products. Article 16.9.6 compensatesfor delaysin patent
approva at the patent office of either country. The patent section does not contain
restrictions on compulsory licensing, parallel imports, and pre-grant opposition, nor doesiit
require the protection of “second-use” patents.*

2 The term “transgenic” describes an organism that has had genes from another organism put into its
genome through recombinant DNA techniques.

* The “three-step test” refersto TRIPS article 27.1, which states, “Patents shall be available for any
inventions, whether products or processes, in all fields of technology, provided that they are new, involve an
inventive step, and are capable of industrial application.”

4 U.S-Peru TPA, article 16.9.2; and ITAC 15, Report on the U.S-Peru TPA, 16.

2 |bid.
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M easur es Related to Certain Regulated Products

The provisions of the TPA clarify the obligationsin TRIPS article 39.3 with respect to data
exclusivity and provide for additional protection with respect to pharmaceutical products
subject to a patent.*® Of particular importance, article 16.10.1(a) imposes an obligation of
“non-reliance” on either the originator’ s approval or the originator’ s data package itself for
a period of at least 5 years from the date of approval for a pharmaceutical product, and
10 years from the date of approval for an agricultural chemical product. The TRIPS
agreement does not specify atime period for protection of confidential test data. This lack
of clarity hasled many countriesto allow third partiesto “rely” on the confidential test data
to get marketing approval for their copy pharmaceuticals, which may bein violation of an
innovator company’ s patent. Like CAFTA-DR, the TPA includes a 5-year cap for seeking
marketing approval. This cap was included to alleviate Peru’s—and previously Central
America s and the Dominican Republic’ s—concerns that U.S. pharmaceutical companies
would attempt to extend their period of exclusivity indefinitely by delaying seeking
marketing approval in different countries.

In tandem with the patent section, this section does not include additiona periods of
nonreliance for new clinical information related to the new use of a previously approved
chemical component. Article 16.10.2 clarifies that the period of protection for confidential
test data submitted for marketing approval is independent from the period of protection
granted for a patent. Article 16.10.3 requires Peru to implement measuresin its marketing
approval process to prevent generic drug approvals during the term of the patent covering
the pharmaceutical product (i.e., “linkage”) and requires the mandatory disclosure of the
identity of the generic applicant that seeks marketing approval to enter the market during the
patent term.

Enfor cement

Thefull and effectiveimplementation of the enforcement provisionsiskey to the success of
this chapter. The updated protections afforded in this agreement will be of limited value to
U.S. companies without the capability and willingness of the Peruvian government to
enforce those standards. The enforcement obligations go well beyond TRIPS in scope and
specificity, covering transparency and the dissemination of information, civil and
administrative procedures and remedies, provisional measures, special requirementsrelated
to border measures, criminal procedures and remedies, and Internet service provider (1SP)
liability. Of particular importance is article 16.11.23 that authorizes customs officials to
seize suspect items, ex officio, without the requirement of a court order.

Side L etters and Under standings

Thel PR chapter includesseveral sidelettersor “ understandings.” Thel SP SideL etter details
the specific administrative requirements for the notification to an ISP from a copyright
holder who believesthat infringing material is being posted by one of the | SP’' s subscribers
and counternotification from a subscriber who believes that removal or disabling of hisor
her material was a mistake or misidentification.

4 U.S-Peru TPA, article 16.10.
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The Retransmission Side L etter allowsfor consultations, at any time after the agreement has
been in force for 2 years, to determine the continued applicability of the obligation set out
in article 16.7.9 and whether, in light of technological and other relevant developments, it
should be modified. The Understanding Regarding Certain Public Health Measuresclarifies
that the obligations in the IPR chapter do not adversely affect a country’s ability to take
necessary measures to protect public health by promoting access to medicines for all. Nor
doesit prevent the effective use of the TRIPS/health solution.

In addition to containing the Understanding, the TPA contains a side letter in which the
United States confirmsto Peru itsview that thereferencesto chapter 16 inthe understanding
include article 10 on Measures Related to Certain Regulated Products.*” Although thisis a
highly unusual inclusion in an FTA, the letter serves only to clarify the understanding and
doesnot impose any additional obligationsbeyond those already foundinthe understanding.

The TPA aso includes an Understanding Regarding Biodiversity and Traditional
Knowledge. The understanding encourages the sharing of information regarding genetic
resources and traditional knowledge and the benefits derived from that information through
mutually agreed contracts. This is the first time any language regarding biodiversity and
traditional knowledge has been included in an FTA. While the understanding does not
obligate either country, it creates a precedent for future FTAs and for the continuing
discussion in WIPO. The United States has maintained that, because of the difficulty of
defining and regulating these subjects, they are best addressed within the context of WIPO.
Conversely, the inclusion of these subjects was of particular importance to the Andean
countries.

Views of | nterested Parties

Overadl, the U.S. intellectual property industry (ITAC 15) supports the U.S.-Peru TPA. It
notes, however, that although the Peruvian government has agreed to enhanced protections
for IPR, these provisions will not provide stability for the U.S. and Peruvian intellectual
property industries unlessthe Peruvian government hasthe political will to implement them
fully and effectively.®®

U.S. industry, as agenera rule, does not like to see transition periods in FTAS, including
thosein the TPA. Other than the transition periods, the copyright industry’ s main cause for
concern is the lack of a provision providing for the right of a copyright owner to prevent
parallel imports.* This concern is mirrored by pharmaceutical and biotechnology industry
representative members of ITAC 15 in the patent section regarding the lack of a provision
providing for the right of a patent owner to prevent parallel imports of pharmaceuticals.™
Whileitisavery important restriction for the U.S. copyright and pharmaceutical industries,
it isimportant to note that the concepts surrounding parallel imports—including national
versus international exhaustion—do not have consensus within the U.S. government, and
parallel import provisions have been included only, to date, in the Morocco FTA. The
pharmaceutical industry also expressed concern regarding the lack of provisionsto prohibit
pre-grant opposition and compulsory licensing, and the lack of protection for “second-use”

47 U.S-Peru TPA, Letter Regarding Certain Regulated Products.
“®|TAC 15, Report on the U.S-Peru TPA, 18.

“bid., 12-13.

* |bid., 16.
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patents or the accompanying clinical data.®* While U.S. industry largely supports the
advances made in the enforcement chapter, they note that the proof will lie in the
implementation of these new standards on the ground by police, prosecutors, judges, and the
admini strative agenciesresponsiblefor enforcement and implementati on of the | PR protected
in TRIPS and the TPA %

Other associations have expressed support of the TPA with respect to its IPR and
Biodiversity provisions. The International Intellectual Property Alliance (I1PA), whichisa
member of ITAC 15, specifically supports the U.S.-Peru TPA > [IPA notes that “the Peru
TPA offers atool for encouraging compliance with other evolving international trendsin
copyright standards...aswell as outlining specific enforcement provisions.” [1PA notesthat
copyright-based industries are among the fastest growing and most productive of any U.S.
sector, and that effective protection and enforcement can reduce an estimated $98 million
in trade losses in Peru in 2005. 11PA aso states that full implementation will benefit U.S.
companiesand assist in attracting foreign investment to Peru. TheU.S.-Peru Trade Coalition
aso adds that, “The Peru Trade Promotion Agreement serves as a good model of how
biodiversity protections can exist without encumbering the patent system, in part by
recognizing that ‘ access to genetic resource or traditional knowledge,” and benefit sharing
can be adequately addressed through contracts.”>*

TPA Chapter 17—L abor™

Assessment

Chapter 17 of the U.S.-Peru TPA isexpected to have little effect on labor market provisions
or on U.S-Peru trade because of the chapter’s focus on the enforcement of existing
regulations. Theprincipal |abor provisionsof the agreement requirethe partiesto effectively
enforce their own existing labor laws (box 6-4) and enable parties to challenge the failure
to enforce such laws under certain circumstances through consultations or the dispute
settlement procedures established in chapter 21 of the TPA. Industry and labor groups have
differing views regarding the adequacy and potential value of TPA labor provisions.

Summary of Provisions

Inthe TPA, the United States and Peru each agreesto effectively enforceitsrespectivelabor
lawswhile providing for reasonabl e exercise of discretion regarding such enforcement. This
requirement is the only provision in chapter 17 that is enforceable through the dispute
settlement provisions outlined in chapter 21 of the agreement. In addition, the parties
recognizetheir respectiveright to create and modify domestic labor laws, and acknowledge
that it is not appropriate to encourage trade or investment by weakening or reducing the

* 1bid., 15-16.

%2 1bid., 19.

S 11PA, written submission.

% USITC, hearing transcript, Mar. 15, 2006, 16-21; and U.S.-Peru Trade Coalition, written submission.

% Under the Trade Act of 2002, the U.S. Department of Labor (DOL) is responsible for the preparation of
three reports that address the labor issues associated with each new FTA: (1) Laws Governing Exploitive
Child Labor Report, (2) Labor Rights Report, and (3) United States Employment Impact Review. As of
April 2006, the DOL had not published those reports related to the U.S.-Peru TPA. DOL, ILAB,
“Labor-Related Reports for U.S. Free Trade Agreements.”
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Box 6-4 Labor market conditions in Peru

Peru has made progress toward the improvement of workers’ rights protections in recent years, having passed new
labor regulations and undertaken additional international obligations on labor standards. However, several groups
indicate that problems persist in Peru’s workers’ rights regime, most notably with regard to the right to organize,
freedom of association, and child labor.

As compared with the United States, Peru’s labor market is small and is characterized by relatively high unemployment
and low labor costs. Specifically, the Peruvian labor market comprised 10.7 million workers, posted an unemployment
rate of 9.7 percent, and registered an average labor cost of $1.28 per hour in 2003." In that same year, the U.S. labor
market comprised 149.4 million workers, had an unemployment rate of 6.0 percent, and had an average hourly labor
cost of $21.83.2 The service sector is the principal employer in both countries, having accounted for 73 percent and
75 percent of total employment in Peru and the United States, respectively, in 2001.°

Peru has undertaken significant international obligations on labor standards, having ratified the eight fundamental
International Labour Organization (ILO) conventions on workers' rights.* The ILO states that Peru has made progress
toward improving labor standards in several areas, such as collective bargaining and the right to organize, freedom
of association, and the rights of public-sector employees.® The U.S.-Peru Trade Coalition indicates that provisions on
collective bargaining, the right to organize and strike, and prohibitions on child labor and forced labor are included in
the Peruvian constitution.® The USTR notes that Peru has improved workers’ rights protections and labor law
enforcement in recent years. For example, Peru has increased the power of labor inspectors, provided for higher fines
for workers’ rights violations, and reduced or removed several limitations on the establishment, membership, and
operation of unions.” Further, an industry representative from the agricultural sector indicates that inspections have
improved in recent years, and that some farms have started to provide transportation to their employees.®

Despite these developments, several sources report continuing problems with the observance of labor standards in
Peru. The U.S. Department of State has identified a number of workers’ rights issues in Peru, such as inadequate
protections for union activities and child laborers.® The ILO has noted Peru’s progress in the application of labor
standards, but has requested further improvements regarding, inter alia, the regulations governing the number of votes
needed to declare a strike, efforts to eliminate instances of forced labor, and the implementation of measures related
to pensions and health care.'® A report published by the Institute for International Economics indicates that Peruvian
workers are subject to restrictions on the ability to strike and engage in collective bargaining, as well as discrimination
against unions.** Further, the AFL-CIO has provided testimony regarding several workers’ rights violations in Peru, such
as Peru’s failure to implement several recent labor regulations, the reduction in the minimum worker age to 12 years,
and the failure to adequately address incidents of forced labor.*?

L EIU, “Country Briefings: Peru”; and World Bank, World Development Indicators.

2 EIU, “Country Briefings: United States”; and World Bank, World Development Indicators.

® World Bank, World Development Indicators.

*1LO, “Ratifications of the Fundamental Human Rights Conventions by Country.”

® |LO, “General Report of the Committee of Experts.”

® U.S.-Peru Trade Coalition, “Peru Strong Commitment to Labor Rights.”

" USTR, “Real Results on Labor Rights.”

8 USITC, hearing transcript, Mar. 15, 2006, 105; and Barmmer, posthearing submission.

° U.S. Department of State, “Peru”; and Brevetti, “State Department Report Warns on Labor Rights Problems in
Peru.”

91LO, “CEACR: Individual Observation Concerning Convention No. 87”; ILO, “CEACR: Individual Observation
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protection afforded in those laws. The parties also reaffirm their obligations as members of
the International Labour Organization (ILO), seek to make their domestic laws provide for
standards consistent with internationally recognized worker rights, and strive to improve
those standards.

Each party agrees to provide domestic tribunal proceedings, allowing persons with a
recognized interest under itslaw in aparticular matter to seek enforcement of itslabor laws.
Such proceedings must befair, equitable, and transparent; adhere to due process of the law;
and provide an opportunity for persons involved in such proceedings to support or defend
their positions. Each party agreesto ensure independent review of tribunal actions, provide
legal remedies to ensure enforcement, and promote public awareness of itslabor laws. The
TPA defines labor laws as statutes or regulations that directly relate to internationally
recognized labor rights, including the right of association, the right to organize and bargain
collectively, aban onforced or compul sory labor, the protection of children and other young
laborers, and standards on conditions of work, including minimum wages, hours of work,
and occupational health and safety. The establishment of minimum wage standards and
levelsis specifically excluded from the definition of labor laws, as specified in this chapter.

TheTPA establishesal abor AffairsCouncil that will overseetheimplementation of chapter
17 provisions, prepare public reports on the implementation of the chapter, develop
guidelinesfor the consideration of input from personsof aparty, and striveto resolve matters
related to cooperative labor consultations. Each party is required to designate an office
within its labor ministry to serve as a contact with the other party and the public. The TPA
alowseach party to establish or consult existing national |abor advisory committees, which
may include members of the public and representatives of businessand labor. The TPA also
creates alabor cooperation and capacity-building mechanism to further advance common
commitmentson|abor matters, including thel L O Declaration of Fundamental Principlesand
Rightsat Work and Its Follow-up and ILO Convention No. 182 Concerning the Prohibition
and Immediate Action for the Elimination of the Worst Forms of Child Labour, and to
enhance opportunities to improve labor standards.

A party can request consultations with another party on matters under this chapter with a
view toward finding a mutually acceptabl e resolution. Failing to find amutually acceptable
resolution, a party can call upon the Labor Affairs Council to consider the matter, but TPA
dispute settlement actions will not be allowed except for matters regarding a party’ sfailure
to enforceits own labor laws. A separate mechanism on disputes dealing with the failureto
enforce labor laws (contained in chapter 21) can result in an annual assessment of up to
$15 million payable into a fund set up and administered by the Free Trade Commission
(established under chapter 20) for appropriate labor initiatives.

Views of | nterested Parties

U.S. advisory groups and other organizations differ in their views on the potential effect of
TPA labor provisions and on whether the TPA meets established negotiating objectives.®
The Advisory Committee for Trade Policy and Negotiations report states that the TPA
fulfills U.S. negotiating objectives on labor issues, ensures that |abor measures will not be
employed as a disguised means of trade protection, and establishes an efficient

% Under the Trade Act of 2002, U.S. negotiating objectives on labor issue include increasing the
observance of core |abor standards and eliminating or reducing regul ations and measures that comprise
sustainable development. USDOC, “ The Trade Act of 2002.”
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implementation process.”” The U.S. Chamber of Commerce and the U.S.-Peru Trade
Coadlition state that the TPA demonstrates U.S. support for workers' rightsin the countries
of the Andean region.® Further, the U.S.-Peru Trade Coalition contends that the TPA will
have apositive effect onthe Peruvian labor regime, asthe agreement providesfor substantial
cooperation on labor issues, and because the enforcement of |abor regulations, whichisone
of the principal concernsregarding the current state of workers' rights protectionin Peru, is
required under the TPA.*°

By contrast, the Labor Advisory Committeefor Trade Negotiationsand Trade Policy (LAC)
report states that the TPA does not fulfill U.S. negotiating objectives or protect the rights of
U.S. or Peruvian workers, noting that, inter alia, the TPA does not obligate partiesto adhere
to international workers' rights standards, preclude the weakening or elimination of labor
regulations. LAC further contends that insufficient safeguards fail to protect workers from
possible import surges that may result under the TPA.® The AFL-CIO has identified a
number of workers' rights violations in Peru, such asthe failure to implement certain labor
regulations and address instances of forced labor. The AFL-CIO also expresses concern
regarding measures that require parties to enforce their own labor laws and to assess fines
which are distributed back to the country in violation of the agreement. The AFL-CIO
indicates that such measures are insufficient to protect workers' rights.®* The AFL-CIO
contendsthat the TPA’ slabor provisions do not guarantee the preservation of existing labor
laws and do not require the parties to improve these laws.®

TPA Chapter 18—Environment®

Assessment

Chapter 18 of the U.S.-Peru TPA is expected to have little effect on environmental
provisions or on U.S.-Peru trade because of the chapter's focus on the enforcement of
existing regulations. Theenvironmental provisionsintheU.S.-Peru TPA aresimilar tothose
in certain recent FTAS, such as the U.S.-Oman FTA and U.S.-Bahrain FTA, but exclude
provisionsincludedin CAFTA-DR. Differencesinclude expanded and more specific public
participation requirements, expanded access to opportunities for redress of violations of a
party’ s environmental laws, anew Environmental Affairs Council to monitor and report on
implementation, and aspecific articleintendedtoreflect theparties’ support for biodiversity.

5 ACTPN, The U.S-Peru Trade Promotion Agreement, 6-7.

% U.S.-Peru Trade Coalition, “Why Support the Peru Trade Promotion Agreement?’ and U.S. Chamber of
Commerce, “U.S. Chamber Welcomes U.S. Peru Trade Deal.”

% U.S.-Peru Trade Coalition, “Peru’s Strong Commitment to Labor Rights.”

% | AC, U.S-Peru Free Trade Agreement, 1.

61 USTR, hearing transcript, 82-85.

62 Samuel, “Legidlative Alert!”

% |n a mandate separate from the Commission's mandate, the USTR is tasked with providing an
environmental review of the U.S.-Peru TPA. Although the USTR has not yet released its final environmental
review of the U.S.-Peru TPA, it appears unlikely that the agreement will have significant environmental
effectsin the United States. Pursuant to the Trade Act of 2002 and the environmental review guidelines, the
USTR reported to Congress in February 2005 on the probable environmental effects on the United States of a
broader U.S.-Andean FTA. Inits report, the USTR stated that such an FTA would be unlikely to result in any
significant economically driven environmental effectsin the United States but that it may have positive
environmental conseguences for Peru. The USTR added that such an FTA would not be expected to have a
negative effect on the ability of U.S. government authorities to enforce or maintain U.S. environmental laws
or regulations.
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Specific U.S. trade-negotiating objectives regarding environmental matters were (1) to
promote trade and environment policies that are mutually supportive, (2) to seek an
appropriate commitment by Peru to effectively enforce its environmenta laws, (3) to
strengthen the capacity of Peru to protect the environment by promoting sustainable
development, and (4) to seek market accessfor U.S. environmental technol ogies, goods, and
services.®

Summary of Provisions

Under the U.S.-Peru TPA, each party must ensure that its environmental protection laws
provide for high levels of protection and strive to improve those laws, provide appropriate
and effective remediesand sanctionsfor viol ationsof environmental protectionlaws, provide
opportunities for public participation, and promote public awareness of its environmental
laws. The parties agree that trade or investment should not be encouraged by weakening or
reducing domestic legal protections. To that end, the parties agree to ensure that domestic
judicial, quasijudicial, or administrative proceedings should be available to sanction or
remedy violations of environmental laws. Such proceedings must be fair, open, and
equitable; comply with due process of law; and provide access to persons with a
recognizable legal interest.

The parties agree to establish an Environmental Affairs Council that will meet to consider
the implementation of the environmental provisions and the separate Environmental
Cooperation Agreement (ECA), and to strive to resolve any controversies that may arise
regarding the environmental provisions. There is a draft text of a memorandum of
understanding between the parties concerning environmental cooperation, including
exchanges of experts or students and a joint forum of government officials that will meet
regularly to arrange and administer the various shared activities.

The parties agree to pursue cooperative environmental activities and provide for
environmental consultations, but neither party will have recourse to dispute settlement for
any matter arising under this chapter except for each party’s commitment to enforce its
respective domestic laws. A separate mechanism on disputes dealing with environmental
claims could result in an annual assessment of up to $15 million, payableinto afund jointly
administered by thetwo governmentsfor “ appropriateenvironmenta initiatives.” Theparties
recognizetheimportance of conservation and sustainable use of biological diversity, andthe
preservation of traditional knowledge and practices that contribute to this objective. The
parties also commit to working in multilateral forumsto enhance the mutual supportiveness
of multilateral environmental and trade agreements.

Views of | nterested Parties

The Advisory Committee for Trade Policy and Negotiations (ACTPN) report statesthat the
environmental provisions of the U.S.-Peru TPA meet Congressional environmental
objectives. The ACTPN endorsestheenvironmental provisionsof the TPA and believesthey
provide effective ways of contributing to environmental improvement.®® The ACTPN also
supports the establishment of the Environmental Cooperation Commission created under

 USTR, “Letter of Notification to Congress of Intent to Negotiate FTA with Andean Countries,” 5.
% ACTPN, The U.S-Peru Trade Promotion Agreement, 7.
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the ECA, whichisintended to strengthentheability toimplement and enforceenvironmental
laws, increase public participation, and promote clean technologies.

Overdl, the Trade and Environment Policy Advisory Committee (TEPAC) reports that a
magjority of the committee members believe that the U.S.-Peru TPA provides adequate
safeguardsthat U.S. environmental negotiating objectiveswill be met.% Although amajority
of TEPAC members consider that the public participation provisions in the TPA are
acceptable, TEPAC is concerned that the public participation provisions do not go asfar as
they should and fell short of the public participation framework in CAFTA-DR. A mgjority
a so believe that the dispute resol ution procedures are sufficient to meet U.S. environmental
negotiating objectives, that the monetary penalties in the TPA (up to $15 million per year
for noncompliance with rulings confirming violations of enforcement requirements) are
adequate, and that the ECA is areasonable basis for the fulfillment of objectives regarding
capacity building and sustainable development. The minority's differing views highlighted
concernsthat theincreased oversight of environmental i ssuesstemming fromincreased trade,
theuse of the" more extensive environment provisions® of other FTAsasatemplatefor Peru,
and the integration of the Memorandum of Understanding on environmental capacity
building were not necessary.®’

TPA Chapter 19—Transparency

Assessment

Transparency improvements already underway in Peru pair well with transparency
commitmentsinthe TPA. Additional transparency-related measuresinthe TPA inregul atory
sectorsvital to trade, such asinvestment rules and enforcement and tax authority, may result
in additional benefitsfor U.S. firms. The TPA’ stransparency reguirementsreflect broad and
ongoing U.S. government efforts and support existing transparency-related reforms by the
government of Peru. The U.S.-Peru TPA continues U.S. efforts to obtain bilateral
commitments to transparency disciplines for domestic regulation, though severa of these
provisions will not take effect until 2 years after the agreement’s entry into force. Such
commitments reportedly bind TPA partners to transparency disciplines that have been
extensively tested and very widely applied by the U.S. government.®® Aswith recent FTAs,
theprovisionswithintheU.S.-Peru TPA regarding transparency and the participation of civil
society in settling trade di spute casesarereportedly significant improvementsover historical
practices.®

Transparency-related provisions of the TPA can support increased U.S.-Peru trade and
investment. In Peru, many government entities with which foreign businesses frequently
interact have relatively transparent and predictable procedures. For example, banks,
insurance companies, and private pension funds are regulated primarily by the
Superintendency of Banking and Insurance, which is also seen as being transparent.”
However, industry representatives report that regulations affecting foreign trade and

% TEPAC, The U.S-Peru Trade Promotion Agreement, 2.

5 1bid,. 3.

% |TAC 10, The U.S-Peru Free Trade Agreement.

% TEPAC, The U.S-Peru Trade Promotion Agreement.

™ U.S. Department of State, 2005 Investment Climate Statement—Peru.
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investment are at times uneven and opagque. Rulings and enforcement can be slow,
ambiguous, and unpredictable. Consequently, business transactions in Peru can involve
cumbersome and complex procedures and regul ationsthat may cause delays, increase costs,
and leaveforeign firmsat acompetitive disadvantage. U.S. firms have al so noted that Peru’ s
autonomous tax authority’ s business practices are often contrary to the spirit of the law and
intent of government policies, and thereby complicate norma business operations.™
L egislation has been enacted to improve the situation, but trade barriersrel ated to tax issues
remain.”

Summary of Provisions

Chapter 19 of the U.S.-Peru TPA enhances and ensures communication and disclosure
between parties. For example, the chapter requires each party to make publicly available all
laws, regulations, and proceduresregarding any matter covered by theagreement. Each party
isto establish or maintain proceduresto providereview and appeal capabilitiesto theentities
that will be directly affected by actions, rulings, measures, or procedures under the TPA.
Such tribunals are to be impartial and independent, and empowered to correct the fina
administrative actions of the TPA. Generally, such rights already exist under U.S. law. The
chapter also includes anticorruption provisionsthat seek toimprovetrading environment by
requiring each party to establish criminal prosecution and penalty proceduresfor bribery and
corruption. Specific commitmentsobligate public official sof each party to protectinformers
and to work in other international forumsto aid and support anticorruption provisions. Each
government will also be required to establish transparent procedures for registering
trademarks, including Gls.

Views of I nterested Parties

U.S. industry favors promoting independent regulatory authorities and transparency in the
regulatory process. Industry also has strong views on market access and transparency in
government procurement, to the extent that U.S. representatives have proposed a WTO
agreement on transparency in government procurement. Industry al so encouragesan overall
effort to ensure that product testing, licensing and certification requirements, certificate of
origin mandates, and customs procedures are fair, transparent, and streamlined.”

TPA Chapter 21—Dispute Settlement

Assessment

Chapter 21 of the TPA isexpected to buttress the potential market access effects of the TPA
in part by developing a conducive environment for dispute settlement. The dispute panel
procedures of the U.S.-Peru TPA require that hearings be open and public, that the public
hasaccesstothelegal submissionsof the partiesto the panel, and that interested partieshave
the opportunity to submit views to the panel. The mgjor obligations of the TPA, including
labor and environment matters, are subject to the dispute settlement provisions of the TPA.
The dispute settlement provisions also require the use of specia labor or environmental

™ US&FCS and U.S. Department of State, Doing Business In Peru.
2 USITC, hearing transcript, Mar. 15, 2006, 44.
| TAC 8, The U.S-Peru Trade Promotion Agreement.
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expertisefor disputesin these areas. The dispute settlement provisions emphasize the use of
consultations and trade-enhancing remedies to promote compliance. The enforcement
mechanism includes the use of monetary assessments, aswell astrade retaliatory measures.

Summary of Provisions

Under this chapter, although the parties commit to consult and cooperate on TPA matters,
one party can invoke dispute settlement if it believes the other has a TPA-inconsistent
measure, hasfailed to carry out aTPA obligation, or that abenefit it reasonably expected has
not been given. Partiescan refer issuesto the Free Trade Commission (established in chapter
20) for resolution or arbitration; matters can aso be referred to the WTO or other forums
available to both parties. Once a panel constituted under the chapter has supplied its final
report, the report will be made public and the parties will be obliged to agree on the
resolution of the dispute in question in a manner “which normally shall conform with the
determinations and recommendations, if any, of the panel.” Absent agreement to resolvethe
issues, compensation can be negotiated. If nonimplementation of the agreed outcome is
evident, the complainant can advise the other party that it intends to suspend benefits of
equivalent effect. Certain matters—such aslabor laws and environmental laws—aretreated
separately. In such situations, “an annual monetary assessment” set in U.S. dollars (not to
exceed $15 million annually, adjusted for inflation, paid into afund relating to the pertinent
area at issue) can be imposed on the violating party. These assessments will be spent, as
directed by the Free Trade Commission, on appropriate labor or environmental initiatives.

Thischapter al so containsprovisionsdirecting compliancereviewsand 5-year reviewsunder
the TPA. Mattersunder the TPA can bereferred to the Free Trade Commission fromjudicial
or administrative proceedings of a party. Also, “no Party may provide for aright of action
under itsdomestic law against any other Party on the ground that ameasure of another Party
isinconsistent with this Agreement.” The chapter also states that partieswill encourage the
useof alternatedisputeresol ution to settleinternational commercial disputesbetween private
parties in the free trade area and authorizes the commission to establish an advisory panel
on private commercial disputes. Actions relating to excepted matters cannot be taken. The
chapter contains administrative procedures for requesting a panel, establishing a roster of
panelists, selecting panelists, and issuing reports.

Views of | nterested Parties

Industry response to the dispute settlement provisionsis generally favorable. The Advisory
Committee for Trade Policy and Negotiations (ACTPN) states that the provisions meet the
requirements of the Trade Act of 2002 and maintain the high standard of other U.S.
agreements, especially regarding transparency.” However, the Trade and Environment
Policy Advisory Committee comments that the provisions regarding public submissionsto
adispute panel arelessclearly worded than the equivalent provisions of the CAFTA-DR and
AustrdiaFTAs.”

The Labor Advisory Committee for Trade Negotiations and Trade Policy (LAC) criticizes
the dispute settlement provisions, stating that the U.S.-Peru TPA isastep backward fromthe
Jordan FTA and U.S. trade preference programs such asthe GSP. LA C believesthat the TPA

™ ACTPN, The U.S-Peru Trade Promotion Agreement.
® TEPAC, The U.S-Peru Trade Promotion Agreement.
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procedures* exclude enforceabl e obligationsfor governmentsto meet international standards
on workers' rights’ and do not contain enforceable provisions to prevent countries from
waiving or weakening existing labor lawsto increase trade. LAC also rai ses concerns about
potential use of monetary assessmentsinstead of trade sanctionsbecausethe assessmentsare
capped at an absolute level irrespective of the level of harm. LAC aso notes that the caps
and possibility of tradesanctionsarelower for labor disputes.” However, the ACTPN favors
the use of the monetary assessmentsin lieu of trade retaliatory measures.”

Inaddition, Exporamerica, aprivate association of Peruvian apparel exportersbasedinLima,
whose stated objective is to promote increased trade between Peru and the United States,
states that “the PTPA contemplates a dispute settlement mechanism, designed to provide
security to U.S. investors in Peru given that any controversy will be resolved on afair and
equitable basi s, without theintervention of political or other considerationsin the settlement
of disputes.””®

® LAC, The U.S-Peru Trade Promotion Agreement.
" ACTPN, The U.S-Peru Trade Promotion Agreement.
"8 Paz-Soldan on behalf of Exporamerica, written submission.
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CHAPTER 7
Summar_y of Views of I nterested Parties

Eduardo Ferrero,
Ambassador to the United States from Peru?

Ambassador Ferrero characterized the U.S.-Peru TPA asa“highly beneficial agreement for
the people of both countries.” He cited the historically strong and growing U.S.-Peru trade
and investment rel ationship; the United StatesisPeru’ slargest trading partner and itslargest
source of foreign direct investment.

Noting the size discrepancy between the United States and Peru in population, GDP, and
total trade, the ambassador expressed the view that, “our trade has no real negative impact
in the U.S. economy, and on the contrary, we believe it is mutually beneficial.” Mgor U.S.
imports from Peru are minerals, textiles and apparel, and counterseasonal products such as
paprika, mangoes, and artichokes, whereas magjor U.S. exports to Peru are machinery,
plastics, wheat, oil, and cotton. He said that although Peru has had largely duty-free access
to the U.S. market under APTDEA, the U.S.-Peru TPA “would lock in the benefits of the
ATPDEA with additional binding rules.” Also, in light of the tariffs faced by U.S. exports
to Peru, the ambassador said that “one of the most important effects of the PTPA is the
leveling of the playing field,” and highlighted opportunities for U.S. exports, especially in
the areas of agriculture (wheat and cotton), machinery, electronics, and vehicles.

The ambassador said that the TPA would bring additional benefits beyond the liberalization
of goods and servicestrade. For example, he said that it could foster a“ safe, predictable and
stable environment for investors,” fight drug trafficking, and increase transparency by
binding provisions on government procurement and customs administration. He added that
such factors could hel p to reduce poverty, createjobs, promote democracy and stability, and
reduce corruption. Heconcluded that the TPA “istruly awin-win casefor all partiesthat will
enhance the partnership, cooperation and friendship between Peru and the United States.”

American Apparel & Footwear Association?

The American Apparel & Footwear Association (AAFA), a national organization
representing firms that produce and market apparel and footwear in the United States and
abroad and their suppliers, statesthat it believes the U.S.-Peru TPA will have no impact on
the U.S. economy. The AAFA notesthat the presence of restrictive and cumbersometextile
and apparel rules of origin will deter the devel opment of trade and that the overall impactin
this sector will be marginal. The AAFA statesthat it supportsthe agreement's provisionsfor
footwear, which ensure that the growth in footwear trade between the United States and
Peru, started under ATPDEA, will continue.

! Eduardo Ferrero, ambassador to the United States from Peru, testimony before the U.S. International
Trade Commission, Mar. 15, 2006.

2 Kevin M. Burke, president and CEO, American Apparel & Footwear Association, written submission,
Apr. 17, 2006.
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The AAFA states that the TPA contains very restrictive, and in many cases, unworkable
rules of origin for apparel and textiles, which it believes represents a missed opportunity to
preserve and expand the region's apparel and textile industries. The AAFA notes many of
theforward-looking provisionscontained in CAFTA-DR that create export opportunitiesfor
U.S. textile firms and that ensure that the region has the tools it needs to compete, such as
cumulation, an ample short supply list, single transformation for key products, a
yarn-forward rule on essential character, andinclusion of all apparel and textile products, are
absent from the TPA. The AAFA is aso concerned that a possible gap between the
expiration of ATPDEA and the implementation of the TPA could erode existing trade
between the United States and Peru, and could create huge costs and disincentives for
industry. The resulting uncertainty about the duty-free environment of the TPA could drive
business out of theregion. Finally, because the FTAswith Peru and Colombiacurrently are
on separate tracks, the AAFA notes that the sharing of inputs between the countries will be
prohibited, which could disrupt the existing regionally-based industry partnership.

Council of the Americas®

The Council of the Americas is a New Y ork-based business organization representing
approximately 175 companies invested in and doing business throughout the Western
Hemisphere. The Council statesthat it representsthe majority of the U.S. privateinvestment
inLatin America. Itsgoal isto promotefreetradeand investment, open markets, democracy,
and the rule of law throughout the Americas, with the ultimate trade-related goal of a
hemispheric free trade area such as the FTAA.

The council strongly supportsthe U.S.-Peru TPA. The council viewsthe TPA asmoving an
existing unilateral trade relationship in which Peru has had substantial duty-free access to
the U.S. market, to areciprocal relationship that opens the Peruvian market to U.S. exports.
Another benefit cited by the council is improved discipline in the areas of services,
investment, and government procurement that should enhance transparency and
accountability, encourage foreign investment, reinforce the democratic process, and reduce
corruption. In addition to noting the efforts of the Peruvian government in addressing
investment disputesin preparation for the TPA, the council emphasized the TPA’ s effect on
theclimatefor U.S. investment, commenting that the TPA * provides cutting edge protections
which, when fully implemented, will give greater confidenceto investors.” The council also
highlighted the role the TPA plays in the larger goal of enhanced regional integration,
especidly in the Andes.

3 Eric P. Farnsworth, vice president, Council of the Americas, testimony before the U.S. International
Trade Commission, Mar. 15, 2006, and posthearing submission, Mar. 29, 2006.
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Exporamerica®

Exporamerica, aprivate association of Peruvian apparel exportersbased in Lima, whoseaim
isto promoteincreased trade between Peru and the United States, strongly supportsthe TPA.
Exporamerica states that the TPA builds on the benefits of the ATPA and will expand the
thriving relationship between the U.S. and Peruvian textile and apparel industries.
Exporamerica asserts that strengthening the strategic alliance between Peru and the United
States will enable both countries to compete more effectively against Chinese and other
Asian suppliers.

Exporamerica cites the importance of the textile and apparel sector to the Peruvian
economy—it represents about 10 percent of Peru’'s total exports and accounts for nearly
20 percent of Peru’ smanufacturing jobs. Peru’ sapparel industry allowsfor substantial value
added becauseitisverticaly integrated through the productive chain and specializesin "full
package" production. Exporamericaemphasizesthat increasing U.S.-Perutextileand apparel
tradewill benefit the United States because Peru already imports about 50 percent of itstotal
cotton consumption from the United States. Given Peru’ s shortfall of cotton production for
use in export garments, Peru will likely increase its imports of U.S. cotton fiber when the
TPA isimplemented. The immediate elimination of Peru’s import duties on U.S. cotton,
synthetic fibers, and yarns and fabrics will help boost U.S. exports of these products and
ultimately make Peruvian apparel more price competitivein the U.S. market. The growth of
U.S. imports of apparel from Peru will generate benefits to the U.S. economy across the
entiretransportation, distribution, and retail chain, and to the U.S. consumer in termsof cost
savings.

General Mills-Green Giant®

General Mills-Green Giant (GM-GG) is a Delaware corporation with headquarters in
Minneapolis, Minnesota. General Mills has owned Green Giant, which produces and
distributes frozen and canned vegetables, since 2001. GM-GG believes that, once
implemented, the TPA will provide long-term economic benefits to consumers,
manufacturers, and producers in both the United States and Peru, particularly with respect
to trade in prepared or preserved (canned) asparagus.

Green Giant sources vegetables from around the world. In assessing the source of any
individual product, Green Giant considers cost of production, regional processing methods,
availahility, and cost of transportation (including duties), among other factors. In June 2005,
Green Giant began to source asparagus from Peru, particularly because of the year-round
growing season and local processinginnovationssuch asglass-jarred asparagus, whichisnot
available from other suppliers. If duties had been retained on U.S. asparagus imports from
Peru, GM-GG statesthat it woul d have considered Chinaand M exico asother viableoptions.
Regardless of the duty status of U.S. imports of canned asparagus from Peru, GM-GG does
not consider domestically-canned asparagus afinancially viable option.

4 Carlos Mateo Paz-Soldan, Schmeltzer, Aptaker, & Shepard, P.C., written submission on behalf of
Exporamerica, Mar. 30, 2006.

® Jeffery A. Shapiro, Washington representative, General Mills-Green Giant, written submission,
Mar. 16, 2006.
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I nternational | ntellectual Property Alliance®

The International Intellectual Property Alliance (IIPA) is a coadlition of seven trade
associations that report representing a significant segment of the U.S. copyright-based
industries that collectively account for 6 percent of the U.S. gross domestic product. It
represents more than 1,900 companies producing and distributing materials protected by
copyright laws throughout the world. These companiesinclude those producing all types of
computer software; theatrical films, television programs, home videos, and digital
representations of audiovisual works, music, records, CDs, and audio cassettes, and
textbooks, trade books, reference and professional publications, and journas (in both
electronic and print media).

The I1IPA supports the U.S.-Peru TPA and advocates for the full and effective
implementation of the agreement by date of entry into force. If Peru implements the
agreement as intended, the I1PA is hopeful that its concerns regarding lack of effective
enforcement, both administrativeand criminal, will beaddressed. Thell PA isrecommending
that Peru be maintained on the Special 301 Watch List’ for 2006. The copyright industry
estimates the level of piracy for records and music in Peru at 98 percent, one of the highest
intheworld, and for business software at 73 percent. The |1 PA addsthat there are also very
high levels of book, audiovisual, and entertainment software piracy.

Although Peru's laws are generally consistent with TRIPS and the WIPO treaties, there are
significant areas where new legislation will be required in order for Peru to comply with the
requirementsof the TPA. Besidesnew legidlation required toimproveenforcement, thell PA
recommends more police actions against pirates and counterfeiters, especially at the black
markets in Lima; increased resources and training for enforcement officials; active pursuit
of piracy cases by prosecutors; deterrent sentences and fines; and improved border controls.
ThellPA asorecommendsimproved communication and coordination between INDECOPI
and SUNAT, the national tax authority.

National Asparagus Council®

The National Asparagus Council (NAC) representsthe interests of U.S. asparagus growers
and consists of the executive directors and board members of the Michigan Asparagus
Advisory Board, the Washington State Asparagus Commission, and the California
Asparagus Commission. NAC submitted that U.S. asparagus growers have been
economically injured as a result of ATPA duty-free access for U.S. imports of Peruvian
asparagus, whichwill be made permanent by the TPA. NA C believesthat increased Peruvian
exports to third-country markets have destroyed the market for U.S. asparagus exports.
Furthermore, NAC claimsthat increased U.S. imports of Peruvian asparagus have prevented
displaced U.S. processing asparagus from entering the fresh market.

® Maria Strong, vice president and general counsel, [1PA, written submission, Mar. 28, 2006.

7 Section 301 is the statutory means by which the United States assertsiits international trade rights,
including its rights under WTO agreements. In particular, under the " Special 301" provisions of the Trade
Act of 1974, the USTR identifies trading partners that deny adequate and effective protection of intellectual
property or deny fair and equitable market accessto U.S. artists and industries that rely upon intellectual
property protection. The Special 301 provisions are codified at 19 U.S.C. § 2411 et seq.

8 John Bakker, National Asparagus Council, and Alan Schreiber, Washington Asparagus Commission,
written submission, Mar 28, 2006.
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NAC states that imports of fresh Peruvian asparagus have increased from about 4 million
pounds annually before ATPA to the current total of more than 87 million poundsannually.
Similarly, U.S. imports of processed asparagus from Peru have increased from 500,000
poundsin 1990 to morethan 12 million poundsin 2005. Asparagus processorsthat annually
canned 55 million pounds of Washington State asparagus have rel ocated to Peru, displacing
production and workers. In 3 of thelast 5 years, Michigan producers have sold asparagus at
prices below the cost of production to retain Michigan’s asparagus processing industry.
Significant volumes of Peruvian asparagus enter the U.S. market during the domestic
growing season, with large portions of the United States, primarily the Southeast and East
Coast, relying on Peruvian asparagus throughout the year. NAC attributes decreased U.S.
asparagus acreage, from about 90,000 before ATPA to fewer than 53,000 acresin 2004, to
increased U.S. imports of Peruvian asparagus. While NAC agreesthat U.S. consumers have
benefited from ATPA duty-free access for U.S. imports of Peruvian asparagus, NAC
believesthat these benefits have come at ahigh cost to domestic asparagus growersand rural
communitiesin California, Washington, and Michigan.

Peruvian Asparagus | mporters Association®

The Peruvian Asparagus |mporters Association (PAIA) represents 24 U.S. companies that
import and distribute fresh asparagus from Peru. PAIA estimates that U.S. imports of
Peruvian fresh asparagus directly and indirectly generate 5,000 U.S. jobs. PAIA strongly
supports implementation of the TPA, asserting that it will provide tangible and significant
economic benefits for both the United States and Peru. PAIA detailed how duty-free
treatment of Peruvian asparagus under ATPA resulted in pronounced economic benefitsto
U.S. consumers, U.S. importing companies, U.S. distributors, and other companiesinvolved
in the distribution of fresh asparagusin the United States. Furthermore, PAIA believesthat,
without the TPA, theloss of duty-free treatment associated with the schedul ed expiration of
ATPA on December 31, 2006, for fresh asparagus imports from Peru will result in
discernible economic harm to these parties.

PAIA estimatesthat the majority of value generated by imports of fresh Peruvian asparagus
accrues to U.S. companies. Of the $300 million of revenue generated by fresh asparagus
importsfrom Peruin 2003, PAIA estimatesthat 70 percent, or $210 million, accruedto U.S.
companies, including companiesinvol ved in transportation, storage, wholesale distribution,
andretail distribution. Furthermore, PAIA believesthat imports of fresh Peruvian asparagus
are largely counterseasonal to U.S. production, and benefit U.S. consumers by providing
year-round availability; 85 percent of U.S. imports from Peru occur from July through
January. PAIA believesthat U.S. asparagus imports from Peru from February through June
are also largely complementary to production in California and Washington because most
Peruvian asparagus enters via the port of Miami and is predominately sold in East Coast
markets, which are difficult and costly to supply from California or Washington. PAIA
directly attributes increased consumption, from 0.6 poundsin 1995 to 1.1 poundsin 2003,
to year-round availability associated with imports of fresh asparagus from Peru. Finally,
PAIA states that the TPA does not extend additiona benefits to U.S. imports of Peruvian
asparagus and will preserve the benefits that have accrued to Peruvian exporters aswell as

® John-Campbell Barmmer, vice chairman, PAIA, and director of marketing, Chestnut Hill Farms,
testimony before the U.S. International Trade Commission, Mar. 15, 2006, and posthearing submission,
Mar. 29, 2006.
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U.S. consumers, importers, and distributors asaresult of nearly 15 yearsof duty-free access
under ATPA.

Peruvian Asparagus and Vegetables | nstitute™

The Peruvian Asparagus and Vegetables Institute (Instituto Peruano del Esparrago y
Hortalizas (IPEH)) represents the firms and associations in Peru that produce and export
asparagus, artichokes, peppers, pimientos, and paprika. U.S. imports of the products
produced and exported by IPEH members were valued at more than $183 million in
2005—71 percent consisted of fresh, chilled, and preserved asparagus; 15 percent consisted
of dried, crushed, or ground paprika; and 12 percent consisted of fresh and preserved
artichokes. The IPEH supports the TPA and believes that it will result in substantial
economic benefits for both Peru and the United States.

The IPEH believes that ATPA has provided remarkable benefits to Peruvian agriculture,
including economic development that offers alternative employment to the production of
illegal narcotics, and that the TPA will allow these benefits to continue and increase. The
IPEH statesthat the Peruvian asparagus industry provides employment for 60,000 workers,
many of whom come from areas where coca was traditionally produced. Furthermore, the
IPEH indicates that the Peruvian asparagus industry complies with rigorous international
standards on labor and environmental management. The IPEH suggests that the asparagus
industry has been used as amodel to develop other export-oriented agricultural production
sectors, including artichokes, peppers, mangoes, and grapes. Artichoke exports have grown
rapidly and are expected to exceed $65 million in 2006; historically, about 50 percent of
exports have been tothe United States. The paprikaindustry, with total 2005 exports of close
to $100 million, employs approximately 8,000 workers.

The IPEH believes that trade in these products also benefits the U.S. economy. U.S.
consumers benefit from year-round availability of asparagus. U.S. carriers, importers,
handlers, and distributors benefit because the IPEH estimates that 70 percent of the retall
value of Peruvian exports of these products accrues to U.S. firms. Furthermore, U.S.
exporters of seeds, fertilizers, and pesticides benefit as Peruvian growers purchase inputs
from U.S. suppliers. Finaly, the IPEH points out that the TPA does not increase the level
of preferential treatment afforded to U.S. imports of these products from Peru but simply
maintains the treatment that has been in place for nearly 15 years.

Travel Goods Association®!

The Travel Goods Association (TGA), anational organization representing manufacturers,
distributors, and retailers of luggage, |eather goods, businessand travel accessories, business
and computer cases, handbags, and other productsfor people who travel. The TGA does not
support the U.S.-Peru TPA. The TGA states that the TPA has highly restrictive provisions
on textile travel goods and consequently the TPA's impact on the U.S.
economy—particularly concerning the travel goods sector—will be marginal. Unlike
CAFTA-DR, which the TGA asserts has travel goods provisions that allow sufficient

10 Carlos Mateo Paz-Soldan and John B. Totaro, Jr., Schmeltzer, Aptaker, & Shepard, P.C., written
submission on behalf of the Peruvian Asparagus and V egetabl es I nstitute (Instituto Peruanon del Espérrago y
Hortalizas), Mar. 29, 2006.

" Michele Marini Pittenger, president, Travel Goods Association, written submission, Mar. 30, 2006.
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production flexibility to enable the region to compete, including the "cut and sew" rule for
travel goods, the TPA's highly restrictive rules prevent U.S. travel goods companies from
being able to use the best available inputs.

The TGA urges trade negotiators to craft the TPA so that it provides reciprocal and
immediate duty-free accessfor all travel goods, whether textile or nontextile, under asingle,
simple, and flexible substantial transformation rule of origin. Thismodificationwould allow
Andean and U.S. travel goods manufacturersto compete effectively inthe U.S. and Andean
markets against travel goods imports from Asia and el sewhere.

U.S.-Peru Trade Coalition, U.S. Chamber of Commerce, and
the Association of American Chambers of Commercein
L atin America'?

The U.S.-Peru Trade Coalition isabroad-based group of over 100 U.S. companies, farmers,
business organizations and other groups, and it claims to represent the largest and most
dynamic sectorsof theU.S. economy. TheU.S. Chamber of Commerceistheworld’ slargest
business federation, representing three million businesses of every size, sector, and region.
The Association of American Chambers of Commerce in Latin America represents 23
American chambers of commerce in 21 Latin American and Caribbean nations, and its
20,000 member companies represent more than 80 percent of all U.S. investment in the
region.

The groups’ support the U.S.-Peru TPA, stating that it will “ promote sustai nable economic
growth in the Western Hemisphere”; “substantially improve market access for American
products, industrial and other nonagriculturegoods, and servicesin Peru” ; and “ expand two-
way trade opportunities and lift employment and living standards in both countries.” A
spokesman noted that “ nearly al tariffs on U.S. manufactured goods would be eliminated
on the first day that the agreement goes into effect,” which would redress the current
differencein averagetariffsfaced by U.S. exportersto Peru versus Peruvian exportersto the
United States. He further noted that Peru and the region present “significant market
potential,” particularly in certain manufacturing sectors(growth areasinclude petroleumand
coa products; furniture-related products; and boilers, tankers, and shipping containers),
agriculture, and services. Thegroups spokesman said that the TPA would also benefit Peru
by making permanent Peru’s preferential access to the U.S. market. He also cited certain
parts of the TPA that he said will foster foreign direct investment into Peru, including
intellectual property protection, investment protection, dispute settlement, and regulatory
transparency. The posthearing submission from the U.S.-Peru Trade Coalition included an
assessment of the benefits of and/or statements regarding the TPA for entities representing
various sectorsincluding agriculture (farming, meat, and sugar); cotton and textile; distilled
spirits; entertainment; express delivery; food/grocery; hi-tech; manufacturing;
pharmaceutical's; and various services (telecommunications, financial, distribution, computer,
transport, audiovisual and entertainment, energy, construction and engineering, tourism, and
advertising).

2 Tom Gales, vice president, Latin America Division, Caterpillar, Inc., testimony before the U.S.
International Trade Commission, Mar. 15, 2006, and U.S.-Peru Trade Coalition, posthearing submission,
Mar. 29, 2006. On behalf of these three groups, Mr. Gales testified at the Commission hearing and the U.S.-
Peru Trade Coalition provided the posthearing responses and comments.

7-7






BIBLIOGRAPHY






Bibliography

Advisory Committee for Trade Policy and Negotiations (ACTPN). The U.S-Peru Trade Promotion
Agreement: The Report of the Advisory Committee for Trade Policy and Negotiations (ACTPN),
February 1, 2006.

Agricultural Policy Advisory Committee (APAC) for Trade. The U.S-Peru Trade Agreement:
Supplementary Report of the Agricultural Policy Advisory Committee for Trade,
February 15, 2006.

Agricultural Technical Advisory Committee (ATAC) for Grains, Feed, and Oilseeds. Draft GF&O
Report on U.S.-Peru TPA, February 15, 2006.

Agricultural Technical Advisory Committee (ATAC) for Grains, Feed, and Oilseeds. The U.S-Peru
Trade Agreement: Report of the Agricultural Technical Advisory Committee for Grains, Feed, and
Qilseeds, February 15, 2006.

Agricultural Technical Advisory Committee (ATAC) for Sweeteners and Sweetener Products.
Advisory Committee Report to the President, the Congress and the United States Trade
Representative on the U.S-Peru Free Trade Agreement, February 15, 2006.

Agricultural Technical Advisory Committee (ATAC) for Tobacco, Cotton, Peanuts and Planting
Seeds. Advisory Committee Report to the President, the Congress and the United States Trade
Representative — U.S-Peru Free Trade Agreement — Supplementary Views, February 8, 2006.

Agricultural Technical Advisory Committee (ATAC) for Tradein Animals and Animal Products.
Advisory Committee Report to the President, the Congress and the United States Trade
Representative on the U.S-Peru Free Trade Agreement, February 2, 2006.

Agricultural Technical Advisory Committee (ATAC) for Trade in Animals and Animal Products. The
U.S-Peru Trade Agreement: Report of the Agricultural Technical Advisory Committee for Trade
in Animal and Animal Products, February 2, 2006.

Agricultural Technical Advisory Committee (ATAC) on Trade in Fruits and Vegetables. Advisory
Committee Report to the President, the Congress, and the United States Trade Representative on
the United States-Peru Trade Promotion Agreement, February 2, 2006.

Agricultural Technical Advisory Committee (ATAC) for Trade in Processed Foods. The U.S-Peru
Trade Agreement: Report of the Agricultural Technical Advisory Committee for Trade in
Processed Foods, February 17, 2006.

American Electronics Association. “Free Trade with Peru.” AEA Competitive Series 7, March 2006.

American Farm Bureau Federation. Implications of a Peru Trade Promotion Agreement on U.S
Agriculture. Attachment to U.S.-Peru Trade Coalition. Written submission to the U.S.
International Trade Commission, March 29, 2006.

American Sugar Alliance. Satement from U.S. Sugar Producers Regarding U.S-Peru FTA,
December 8, 2005. http://www.sugaralliance.org/library/2005/Peru_statement 12-08-05.pdf
(accessed February 27, 2006).

Bibl-3



Asia-Pacific Economic Cooperation (APEC). “Fact Sheet: Review of the Individual Action Plan of the
Peru Peer Review Study Report.” http://www.apec.org/apec/news media/fact sheets/
peru_iap_peer review.html (accessed March 6, 2006).

Asia-Pacific Economic Cooperation (APEC). APEC Competition Policy and Law Database for APEC
Member Peru. http://www.apeccp.org.tw/doc/Peru.html (accessed March 7, 2006).

Association of Latin American Integration (ALADI). Acuerdo De Complementacion Econémica
Suscrito Entre Los Gobiernos De La Republica Argentina, De La Republica Federativa Del
Brasil, De La Republica Del Paraguay Y De La Republica Oriental Del Uruguay, Estados Partes
Del Mercosur Y El Gobierno De La Republica Del Peru (Peru-Mercosur Free Trade Agreement).
http: //www.aladi.or g/nsfweb/r edi seni oSti o/index.htm (accessed March 14, 2006).

Bakker, John, National Asparagus Council, and Alan Schreiber, Washington Asparagus Commission,
on behalf of the National Asparagus Council. Written submission to the U.S. International Trade
Commission concerning inv. No. 2104-20, U.S-Peru Trade Promotion Agreement: Potential
Economy-wide and Selected Sectoral Effects, March 28, 2006.

Barmmer, John-Campbell, vice chairman, PAIA and director of marketing, Chestnut Hill Farms.
Testimony before the U.S. International Trade Commission concerning inv. No. TA-2104-20,
U.S-Peru Trade Promotion Agreement: Economy-wide and Selected Sectoral Effects,

March 15, 2006.

Brevetti, Rossela. “ State Department Report Warns on Labor Rights Problemsin Peru.” International
Trade Daily, March 9, 2006. http://pubs.bna.conv (accessed March 9, 2006).

Burke, Kevin M., president and CEO, American Apparel and Footwear Association. Written
submission to the U.S. International Trade Commission concerning inv. No. TA-2104-20, U.S-
Peru Trade Promotion Agreement: Potential Economy-wide and Selected Sectoral Effects,
April 17, 2006.

Business Monitor International. Peru Business Forecast Report, Q1, 2006.
Business Software Alliance (BSA) and International Data Corporation (IDC). Expanding the Frontiers

of Our Digital Future: Reducing Software Piracy to Accelerate Global I T Benefits,
December 8, 2005. http://www.bsa.or g/idcstudy/pdfs/Peru.pdf (accessed March 17, 2006).

Coadlition of Service Industries. Written submission to the Trade Policy Staff Committee, Office of the
U.S. Trade Representative on the free trade agreement between the United States and the Andean
countries, March 17, 2004. http://www.uscsi.org/pdf/TPSC_testimony.pdf (accessed
February 27, 2006).

Cooper, Mitchell J., counsel to the Rubber and Plastic Footwear Manufacturers Association
(RPFMA). Written submission to the U.S. International Trade Commission concerning inv. Nos.
TA-131-28 and TA-2104-10, U.S-Andean Countries Free Trade Agreement: Advice Concerning
the Probable Economic Effect of Providing Duty-Free Treatment for Imports, January 20, 2004.

Council on Environmental Quality (CEQ). “ Guidelines for Implementation of Executive Order 13141:
Environmental Review of Trade Agreements,” Federal Register 65, No. 244, December 19, 2000:
79442-49.

Bibl-4



Creating Conditions for Economic Revitalization (CRECER) Project. Analytical Work to Support
Peruvian Trade Policy Decisions, February 2004. http://pdf.dec.org/pdf docs?PNADB379.pdf
(accessed March 13, 2006).

Cuadra, G., A. Fairlie, and D. Florian. “ Escenarios de integracion del Peru en la economia mundial: un
enfoque de equilibrio general computable,” Centro de Investigacion Economica y Social, 2004.

DeSoto, H., E. Chersi, and M. Ghibellini. “El Otro Sendero.” Editorial El Barranco,1986.

DeWulf, Luc, and José B. Sokol, eds. Customs Moder nization Initiatives: Case Sudies. The
World Bank. 2004.

Dimaranan, Betina V. and Robert A. McDougall. Global Trade, Assistance, and Production: The
GTAP 5 Data Base, Center for Global Trade Analysis, Purdue University, 2002.

Economist Intelligence Unit (EIU). “ Country Briefings. Peru, Economic Data,” February 14, 2005.
http: //www.economist.com (accessed March 15, 2006).

Economist Intelligence Unit (EIU). “ Country Briefings. United States, Economic Data,”
May 26, 2004. http://www.economist.comy (accessed March 15, 2006).

Economist Intelligence Unit (EIU). Country Commerce: Peru, 2005.
Economist Intelligence Unit (EIU). Country Profile 2005: Peru, 2005.
Economist Intelligence Unit (EIU). E-commerce: Growth of e-commerce, May 1, 2005.

http://www.eiu.convindex.asp?layout=displayl ssueArticle& article id=1019139887& text=
telecomst+technology (accessed March 21, 2006).

Economist Intelligence Unit (EIU). Industry Briefing, Peru: Healthcare and Pharmaceuticals
Background, March 1, 2005.

Economist Intelligence Unit (EIU). “Peru: Competition and Price Regulations.” ViewsWire,
June 8, 2005.

Economist Intelligence Unit (EIU), “Peru: Telecoms and Technology Background.” Viewswire,
March 1, 2005.

Egan, Timothy. “War of Peruvian Drugs TakesaVictim: U.S. Asparagus.” New York Times,
April 25, 2004.

Elliot, Kimberly Ann. “Labor Standards and the Free Trade Area of the Americas.” Institute for
International Economics, WP 03-7, August 2003.

Estudio Olaechea. “Peru’s Lega Guide,” updated April 2005. http://mwww.lexmundi.com/images/
lexmundi/PDF/quide_peru.pdf#sear ch="peru’ s%20legal%20quide’ (accessed March 3, 2006).

European Commission, DG Trade. EU Market Access Sectoral and Trade Barriers Database.
http: //mkaccdb.eu.int/mkaccdb2/indexPubli.html (accessed March 25, 2006).

Bibl-5



Food and Agricultural Organization of the United Nations. FAOSTAT DATA.
http: //faostat.fao.or g/faostat/collections?subset=agriculture (accessed March 14, 2006).

Gibson, Chris. WIPO Internet Copyright Treaties Coming Into Force. London: Steptoe and Johnson,
2002.

Global Trade Atlas. http://www.gtis.com/gta/usitc.cfm (accessed various dates).

Grocery Manufacturers Association. “News Release: GMA Commends the Conclusion of Successful
Trade Negotiations Between the U.S. and Peru,” December 8, 2009. http: //www.gmabrands.com/
news/docs/NewsRel ease.cfm?Docl D=1590& (accessed February 27, 2006).

Hertel, T.W., ed. Global Trade Analysis: Modeling and Application. Cambridge, UK: Cambridge
University Press, 1997.

Industry Trade Advisory Committee for Chemicals, Pharmaceuticals, Health/Science Products and
Services (ITAC 3). The U.S-Peru Trade Promotion Agreement: Report of the Industry Trade
Advisory Committee for Chemicals, Pharmaceuticals, Health/Science Products and Services
(ITAC 3), February 1, 2006.

Industry Trade Advisory Committee for Information and Communications Technologies, Services and
Electronic Commerce (ITAC 8). The U.S-Peru Free Trade Agreement: Report of the Industry
Trade Advisory Committee for Information and Communications Technologies, Services and
Electronic Commerce (ITAC 8), February 1, 2006.

Industry Trade Advisory Committee for Services and Finance Industries (ITAC 10). The U.S-Peru
Free Trade Agreement: Report of the Industry trade Advisory Committee for Services and Finance
Industries (ITAC-10), February 1, 2006.

Industry Trade Advisory Committee on Customs Matters and Facilitation (ITAC 14). The U.S-Peru
Trade Promotion Agreement: Report of the Industry Advisory Committee on Customs Matters and
Facilitation (ITAC 14), February 1, 2006.

Industry Trade Advisory Committee on Distribution Services (ITAC 5). The U.S/Peru Trade
Promotion Agreement, February 1, 2006.

Industry Trade Advisory Committee on Energy and Energy Services (ITAC 6). The U.S-Peru Free
Trade Agreement: Report of the Industry Trade Advisory Committee on Energy and Energy
Services, January 2006.

Industry Trade Advisory Committee on Intellectual Property Rights (ITAC 15). Report on the U.S-
Peru Trade Promotion Agreement (TPA): The Intellectual Property Provisions, February 1, 2006.

Industry Trade Advisory Committee on Small and Minority Business (ITAC 11). The United Sates-
Peru Trade Promotion Agreement: Report of the Industry Trade Advisory Committee on Small
and Minority Business (ITAC-11), February 1, 2006.

Industry Trade Advisory Committee on Standards and Technical Trade Barriers (ITAC 16). The
U.S-Peru Trade Promotion Agreement: Report of the Industry Trade Advisory Committee on
Sandards and Technical Trade Barriers (ITAC-16), January 26, 2006.

Bibl-6



Industry Trade Advisory Committee on Steel (ITAC 12). The U.S-Peru Free Trade Promotion
Agreement (U.S-Peru FTA): Report of the Industry Advisory Committee on Steel (ITAC 12),
January 2006.

Industry Trade Advisory Committee on Textiles and Clothing (ITAC 13). The U.S/Peru Trade
Promotion Agreement, February 1, 2006.

Intergovernmental Policy Advisory Committee (IGPAC). The U.S-Peru Trade Promotion Agreement
(TPA): Report of the Intergovernmental Policy Advisory Committee, February 1, 2006.

International Grains Council (IGC). World Grain Satistics 2003, July 2004.
International Intellectual Property Alliance (11PA). 2006 Special 301 Report: Peru, February 13, 2006.

International Labour Organization (ILO). “CEACR: Individua Observation Concerning Convention
No. 87, Freedom of Association and Protection of the Right to Organise, 1948 Peru (Ratification:
1960) Published, 2005,” 2005. http://www.ilo.org (accessed March 15, 2006).

International Labour Organization (ILO). “CEACR: Individual Observation Concerning Forced
Labour Convention 1930 (No. 29) Peru (Ratification: 1960) Published: 2006,” 2005.
http: //www.ilo.org/ (accessed March 15, 2006).

International Labour Organization (ILO). “General Report of the Committee of Experts on the
Application of Conventions and Recommendations, 2005,” 2005. http://www.ilo.org/ (accessed
March 15, 2006).

International Labour Organization (ILO). “ILCCR: Individual Observation Concerning Convention
No. 102, Socia Security (Minimum Standards), 1952 Peru (Ratification: 1961) Published: 2005,”
2005. http://www.ilo.org/ (accessed March 15, 2006).

International Labour Organization (ILO). “Ratifications of the Fundamental Human Rights
Conventions by Country.” March 13, 2006. http://www.ilo.org/ (accessed March 15, 2006).

International Monetary Fund (IMF). Balance of Payments Statistics Yearbook, 2004, Part |: Country
Tables, vol. 55, 2004.

International Monetary Fund (IMF). Country Report, Peru: Selected Issues, May 2004.

International Telecommunications Union (ITU). World Telecommunications Indicators Database,
2006.

Jackson, Paul W. “Globalization Hits Michigan’s Asparagus Industry.” The Vegetable Growers News,
November 2004. http: //www.vegetabl egr ower snews.com/pages/2004/issue
04 11/04 11 Asparagus.htm (accessed March 9, 2006).

L a Superintendencia de Banca, Seguros, y AFP (Peru SBS). http://www.sbs.gob.pe/ (accessed
March 3, 2006).

Bibl-7



Labor Advisory Committee for Trade Negotiations and Trade Policy (LAC). The U.S-Peru Free
Trade Agreement: Report of the Labor Advisory Committee for Trade Negotiations and Trade
Palicy (LAC), February 1, 2006.

Lamar, Stephen, senior vice president, American Apparel & Footwear Association (AAFA). Written
submission to the U.S. International Trade Commission concerning inv. Nos. TA-131-28 and TA-
2104-10, U.S-Andean Countries Free Trade Agreement: Advice Concerning the Probable
Economic Effect of Providing Duty-Free Treatment for Imports, February 10, 2004.

Latin America News Digest. “ Peru Forecasts up to 25 Pct Y/Y Rise in Footwear Exports for 2006,”
January 30, 2006. http://dial og.newsedge.com (accessed February 1, 2006).

Lehnert, Dick. “No Relief Yet for U.S. Asparagus Producers.” The Vegetable Growers News.
http: //www.vegetabl egr ower snews.compages/arts.php?ns=241 (accessed March 9, 2006).

LMC International Ltd. LMC Worldwide Survey of Sugar and HFCS Production Costs.
Meade, J. The Theory of Customs Union. Amsterdam: North Holland, 1955.

Michigan Asparagus Advisory Board. “ Asparagus Update,” August 2003.
http: //www.aspar agus.or g/maab/news.html (accessed February 20, 2004).

Milkovich, Matt. “ Asparagus Growers Prepare for Processing Plant Loss.” The Vegetable Growers
News. http://www.vegetabl egrower snews.comvpages/arts.php?ns= 113 (accessed March 9, 2006).

Ministerio de la Produccion. "Informe de Evaluacion Sobre Los Impactos del Acuerdo de Libre
Comercio con e Peru en la Economiade los Estados Unidos," March 6, 2006.

Monteagudo, Josefina and Masakazu Watanuki. “What Kind of Trade Integration Helps Latin
Americathe Most?" UNDP. Cooperation South Journal (2003): 19-32.

Moron, Eduardo. “The Effect of the Free Trade Agreement with the U.S. in the Peruvian Economy.”
Centro de Investigacion de la Universidad del Pacifico, May 5, 2005.

National Association of Manufacturers (NAM). Written submission to the Office of the U.S. Trade
Representative on the proposed U.S.-Andean countries free trade agreement, March 30, 2004.

National Cattlemen’s Beef Association (NCBA), Government Affairs Center. “Peru to Lower Beef
Tariffs.” Cattlemen’s Capitol Concerns, December 15, 2005. http: //hill.beef.org/newview.asp?
DocumentI D=16695 (accessed March 14, 2006).

National Cattlemen’s Beef Association (NCBA). “Colombia/Panama Free Trade Agreements.”
Cattlemen’s Capitol Concerns, February 10, 2006. http: //www.cattlenetwor k.com (accessed
March 15, 2006).

National Pork Producers Council (NPPC). “ NPPC to Champion U.S.-Peru Trade Agreement.” NPPC
news release, March 7, 2006. http://www.nppc.org/wm/show.php?id=536& c=1 (accessed
March 16, 2006).

Bibl-8



National Pork Producers Council (NPPC). Written submission to the Office of the U.S. Trade
Representative concerning the proposed U.S.-Andean countries free trade agreement,
March 30, 2004.

Office of the U.S. Trade Representative (USTR). 2005 National Trade Estimate Report on Foreign
Trade Barriers, Washington DC, 2005.

Office of the U.S. Trade Representative (USTR). “Brief Summary of the U.S.-Peru Trade Promation
Agreement,” December 2005. http://www.ustr.gov (accessed March 20, 2006).

Office of the U.S. Trade Representative (USTR). “Detailed Summary of the U.S.-Peru Trade
Promotion Agreement,” December 2005. http: //www.ustr.gov (accessed March 20, 2006).

Office of the U.S. Trade Representative (USTR). "Fact Sheet: New Andean Trade Benefits,"
September 25, 2002.

Office of the U.S. Trade Representative (USTR). “Free Trade with Peru: Brief Summary of the
U.S.-Peru Trade Promotion Agreement.” Peru TPA Facts, December 2005. http: //www.ustr.gov
(accessed various dates).

Office of U.S. Trade Representative (USTR). Interim Environmental Review, U.S-Andean Free Trade
Agreement, February 2005. http://www.ustr.gov (accessed March 3, 2006).

Office of the U.S. Trade Representative (USTR). “Letter Exchange on SPS/TBT issues for the U.S.-
Peru TPA.” Letter from Ambassador Robert Portman, to Prime Minister Pedro Pablo Kucynski,
President of the Council of Ministers, and Minister Manuel Manrique, Minister of Agriculture,
January 5, 2006.

Office of U.S. Trade Representative (USTR). “Letter of Notification to Congress of Intent to
Negotiate FTA with Andean Countries,” November 28, 2003. http: //www.ustr.gov (accessed
March 3, 2006).

Office of the U.S. Trade Representative (USTR). “Real Results on Labor Rights: Facts about Peru’s
Labor Law Protection and Enforcement,” December 2005. http://www.ustr.gov/ (accessed
March 15, 2006).

Office of the U.S. Trade Representative (USTR). Transcript of hearing on U.S.-Andean countries free
trade agreement, March 18, 2004.

Office of the U.S. Trade Representative (USTR). “U.S. Peru Trade Promotion Agreement Policy
Brief.” Peru TPA Facts, December 2005. http://www.ustr.gov/ (accessed April 4, 2006).

Oil World Weekly. ISTA Mielke Gmbh. March 17, 2006.

Orbach, Barak Y. “Competition Policy in Transition: Lessons from Peru.” working paper, 1999.
http: //www.law.har var d.edu/academi cs/graduate/publications/paper s/or bach.pdf (accessed
February 2, 2006).

Bibl-9



Organization for Economic Cooperation and Development (OECD). “ Competition Law and Policy in
Peru,” October 2004. http://www.oecd.or g/dataoecd/34/12/34728182.pdf#searach=
" competition%20and%20policy%20in%20peru’ (accessed February 2, 2006).

Organization for Economic Cooperation and Development (OECD). “ The Economic Impact of Trade
Facilitation,” working paper No. 21, October 12, 2005.

Organization for Economic Cooperation and Development (OECD). “ Trade Facilitation Reformsin
the Service of Development: Country Case Studies,” working paper No. 12, February 22, 2005.

Paz-Soldan, Carlos Mateo, attorney, Schmeltzer, Aptaker & Shepard, on behalf of Exporamerica.
Written submission to the U.S. International Trade Commission concerning inv. No. 2104-20,
U.S- Peru Trade Promotion Agreement: Potential Economy-wide and Selected Sectoral Effects,
March 28, 2006.

Paz-Soldan, Carlos Mateo, and Jeffrey Levin, attorneys, Schmeltzer, Aptaker & Shepard, on behalf of
the Peruvian Asparagus I mporters Association. Written submission to the U.S. International Trade
Commission concerning inv. No. 2104-20, U.S.-Peru Trade Promotion Agreement: Potential
Economy-wide and Selected Sectoral Effects, March 29, 2006.

Paz-Soldan, Carlos Mateo, and John B. Totaro, Jr., attorneys, Schmeltzer, Aptaker & Shepard, on
behalf of the Peruvian Asparagus and V egetables Institute. Written submission to the U.S.
International Trade Commission concerning inv. No. 2104-20, U.S-Peru Trade Promotion
Agreement: Potential Economy-wide and Selected Sectoral Effects, March 29, 2006.

“Peru Textile Trade,” December 22, 2004. http://www.latelinenews.com (accessed June 23, 2005).

Peru’s Council of Ministers. “Letter Exchange on SPS/TBT issues for the U.S.-Peru TPA.” Letter
from Prime Minister Pedro Pablo Kucynski and Minister Manuel Manrique to Ambassador Robert
Portman, U.S. Trade Representative, January 5, 2006.

Pharmaceutical Research and Manufactures of America (PhRMA). “PhRMA Welcomes Peru Free
Trade Agreement,” press release, December 12, 2005. http://www.phrma.org/news _room/
press releases/phrma_welcomes peru free trade agreement/ (accessed March 23, 2006).

Pharmaceutical Research and Manufacturers of America (PhRMA). “ Special 301 Submission: Peru,”
February 13, 2006.

Ranchers-Cattlemen Action Legal Fund, United Stockgrowers of America (R-CALF). 2006 Position
Paper: International Trade in Cattle and Beef. http://mwww.r-calfusa.comFTAA-TPA/ftaa.htm
(accessed March 14, 2006).

Reuters. “Gloria Takes Over Peru Sugar Mill for $12 Million,” January 25, 2006.

Rodriguez, M., B. Seminario, C. Astorne, and O. Molina. “Efectos macroeconomicos del acuerdo de
libre comercio con los Estados Unidos.” Universidad del Pacifico, 2004.

Bibl-10



Roningen, Vernon O. “The Economic Impact of a Peru Free Trade Agreement with the United States
on the Sugar, Cotton, and other Sectors in Peru—A Partial Equilibrium Analysis,” Nathan
Associates, October 10, 2004.

Salazar-Xirinachs, Jose M. “Proliferation of Sub-Regional Trade Agreementsin the Americas: An
Assessment of Key Analytical and Policy Issues.” Organization of American States, Trade Unit,
October 2002.

Sallyards, Melinda and Gaspar Nolte. Informal industry descriptions of the beef and pork industries
provided by U.S. Embassy staff. U.S. Department of Agriculture, Foreign Agricultural
Service, November 2004.

Samuel, William, director, American Federation of Labor and Congress of Industrial Organizations
(AFL-CIO). “Legidative Alert!” March 14, 2006.

Schiff, Maurice and L. Alan Winters. "Regional Integration as Diplomacy." World Bank Economic
Review 12, no. 2, 1998: 271-95.

Seng, Phil. “What Will We Do to Get the Beef Market Back?’ Poultry and livestock luncheon,
USDA 2006 Agricultural Outlook Forum, Arlington, VA, February 1617, 2006.
http: //www.usda.gov/oce/forunv2006 _speeches.htm (accessed March 24, 2006).

Shapiro, Jeffrey A., Washington representative, General Mills-Green Giant. Written submission to
the U.S. International Trade Commission concerning inv. No. TA-2104-20, U.S-Peru Trade
Promotion Agreement: Potential Economy-wide and Selected Sectoral Effects, March 16, 2006.

Strong, Maria, vice president and general counsel, International Intellectual Property Alliance.
Written submission to the U.S. International Trade Commission concerning inv. No. 2104-20,
U.S-Peru Trade Promotion Agreement: Potential Economy-wide and Selected Sectoral Effects,
March 28, 2006.

Swiss Re. Sgma. No. 2/2005.
TeleGeography. “Peru Country Overview,” Global Comms Database. February 28, 2006.

Trade and Environment Policy Advisory Committee (TEPAC). The U.S-Peru Trade Promotion
Agreement, February 2006.

Tyler, William. “Analytical Work to Support Peruvian Trade Policy Decisions, An Assessment.”
Submitted to USAID, CRECER Project, Nathan Associates, February 2004.

United Nations Conference on Trade and Development (UNCTAD). World Investment Report 2005.
Geneva: United Nations, 2005.

United Nations Conference on Trade and Development (UNCTAD) and World Trade Organization
(WTO), International Trade Centre (ITC). Improving and Maintaining Market Access using the
WTO Agreements on TBT and SPS, bulletin No. 75, December 2004. http://intracen.org
(accessed March 15, 2006).

Bibl-11



Uniworld Business Publications, Inc. Directory of American Firms Operating in Foreign Countries.
Version 2.0, 2005.

U.S. Chamber of Commerce. “U.S. Chamber Welcomes U.S. Peru Trade Deal,” December 7, 2005.
http: //www.uschamber.com (accessed March 21, 2006).

U.S. Department of Agriculture (USDA). “Importance of Trade to the U.S. Economy.” Specid
briefing for the House Agriculture Committee, March 5, 2003.

U.S. Department of Agriculture (USDA). Economic Research Service (ERS). (Authors. Walter
Gardiner et d.) Elasticities in the Trade Liberalization Database. May 1989.

U.S. Department of Agriculture (USDA). Economic Research Service (ERS). “Food Security
Assessment 2003.” Agriculture and Trade Report GFA-14, February 2003.

U.S. Department of Agriculture (USDA). Economic Research Service (ERS). International Food
Consumption Patterns. http://www.er s.usda.gov/Data/l nter national FoodDemand (accessed
March 2, 2006).

U.S. Department of Agriculture (USDA). Economic Research Service (ERS). "Real Projected Gross
Domestic Product (GDP) and Growth Rates of GDP for Baseline Countries/Regions (in billions
of 2000 dollars), 2000-2016." http://www.era.usda.gov/Data/macroeconomics/ (accessed
January 30, 2006).

U.S. Department of Agriculture (USDA). Economic Research Service (ERS). Rice Outlook.
February 2006. http://www.ers.usda.gov/Publications/Outlook/ (accessed February 22, 2006).

U.S. Department of Agriculture (USDA). Economic Research Service (ERS). (Authors:
Stephen Haley, D. Kelch, and A. Jerardo.) Sugar and Sweeteners Outlook, January 31, 2006.
http: //www.er s.usda.gov/publ ciati ons/so/view.asp?f= specialty/sss-bb/ (accessed
February 27, 2006).

U.S. Department of Agriculture (USDA). Economic Research Service (ERS). "Sugar and Sweeteners.
Policy." http://www.ers.usda.gov/Briefing/Sugar/Policy.htm# oan (accessed April 24, 2006).

U.S. Department of Agriculture (USDA). Economic Research Service (ERS). "Table 4—U.S. raw
sugar price, duty fee paid, New Y ork, monthly, quarterly, and by calendar and fiscal year."
http: //www.ers.gov/briefing/sugar/Data/Table04.xls (accessed April 24, 2006).

U.S. Department of Agriculture (USDA). Food Safety and Inspection Service (FSIS). “Import
Information, Eligible Foreign Establishments.” http://www.fsis.usda.gov/Regulations & Policies/
Eligible Foreign Establishments/index.asp (accessed March 14, 2006).

U.S. Department of Agriculture (USDA). Foreign Agricultural Service (FAS). “Argentina Cotton and
Products, Update 2005.” Global Agriculture Information Network (GAIN) Report No. AR5015,
May 11, 2005.

Bibl-12



U.S. Department of Agriculture (USDA). Foreign Agricultural Service (FAS). “Brazil Cotton and
Products, Update 2005.” Global Agriculture Information Network (GAIN) Report No. BR5628,
October 19, 2005.

U.S. Department of Agriculture (USDA). Foreign Agricultural Service (FAS). Grain: World Markets
and Trade, January 2006.

U.S. Department of Agriculture (USDA), Foreign Agricultural Service (FAS). “Peru Agricultura
Situation CCC Programs in Peru 2003.” Global Agriculture Information Network (GAIN) Report
No. PE3013, June 30, 2003.

U.S. Department of Agriculture (USDA). Foreign Agricultural Service (FAS). “Peru Asparagus
Annual 2003.” Global Agriculture Information Network (GAIN) Report No. PE3012, July 2, 2003.

U.S. Department of Agriculture (USDA). Foreign Agricultural Service (FAS). “Peru Cotton and
Products, Update 2005.” Global Agriculture Information Network (GAIN) Report No. PE5011,
June 23, 2005.

U.S. Department of Agriculture (USDA). Foreign Agricultural Service (FAS). “Peru: Food and
Agricultural Import Regulations and Standards, 2005.” Global Agriculture Information Network
(GAIN) Report No. PE5013, August 1, 2005.

U.S. Department of Agriculture (USDA). Foreign Agricultural Service (FAS). “Peru Export Guide
Annual 2005.” Global Agriculture Information Network (GAIN) Report No. PE5022,
November 3, 2005.

U.S. Department of Agriculture (USDA). Foreign Agricultural Service (FAS). “Peru Grain and Feed.”
Global Agriculture Information Network (GAIN) Report No. PE2004, February 5, 2002.

U.S. Department of Agriculture (USDA). Foreign Agricultural Service (FAS). “Peru Grain and Feed
Annual 2005.” Global Agriculture Information Network (GAIN) Report No. PE5001,
December 30, 2004.

U.S. Department of Agriculture (USDA). Foreign Agricultural Service (FAS). “Peru Grain and Feed
Corn Taxes 2003.” Global Agriculture Information Network (GAIN) Report No. PE3024,
November 7, 2003.

U.S. Department of Agriculture (USDA). Foreign Agricultural Service (FAS). “Peru Sugar Annual,
2005.” Global Agriculture Information Network (GAIN) Report No. PE5005, April 11, 2005.

U.S. Department of Agriculture (USDA). Foreign Agricultural Service (FAS). “ Dataset for centrifugal
sugar.” Production, Supply, and Distribution Official Satistics. http://www.fas.usda.gov/psd/
complete files/default.asp (accessed February 27, 2006).

U.S. Department of Agriculture (USDA). Foreign Agricultural Service (FAS). “Sanitary and
Phytosanitary Measures.” Grain Trade Policy: Peru, June 10, 2004.

U.S. Department of Agriculture (USDA). Foreign Agricultural Service (FAS). "Section I1. Labeling

Requirements.” Global Agriculture Information Network (GAIN) Report No. PE 5013,
August 1, 2005.

Bibl-13



U.S. Department of Agriculture (USDA). National Agriculture Statistics Service (NASS). Crop Values
2005 Summary, February 2006.

U.S. Department of Agriculture (USDA). National Agriculture Statistics Service (NASS). Quickstats
Database. http://www.nass.usda.gov/Data_and_Satistics/Quick Sats/index.asp (accessed
April 12, 2006).

U.S. Department of Agriculture (USDA). National Agriculture Statistics Service (NASS). Vegetables,
pub. no. Vg 1-2 (01), January 2002.

U.S. Department of Agriculture (USDA). National Agriculture Statistics Service (NASS). Vegetables,
pub. no. Vg 1-2 (02), January 2003.

U.S. Department of Agriculture (USDA). National Agriculture Statistics Service (NASS). Vegetables,
pub. no. Vg 1-2 (03), January 2004.

U.S. Department of Agriculture (USDA). National Agriculture Statistics Service (NASS).
“Vegetables, Final Estimates 1987—-1992,” Statistical Bulletin No. 902.
http://usda.mannlib.cor nell.edu/data-sets/special ity/95902/sh902.txt (accessed May 15, 2006).

U.S. Department of Agriculture (USDA). Office of Communications. “Malaysia Opens Market to U.S.
Beef Products,” news release no. 0068.06. Washington, DC, March 7, 2006.
http: //www.usda.gov/wps/portal/usdahome (accessed March 24, 2006).

U.S. Department of Commerce (USDOC). Information Technology—Opportunitiesin Peru,
September 2002.

U.S. Department of Commerce (USDOC) (Authors. Erin Mewirther and Michael Fullerton). “The
Trade Act of 2002: What Does it All Mean?’ Export America, November 2002.
http://www.ita.doc.gov/ (accessed March 17, 2006).

U.S. Department of Commerce (USDOC). Bureau of Economic Analysis (BEA). Survey of Current
Business, May 2005, August 2005, and October 2005.

U.S. Department of Commerce (USDOC). International Trade Administration (ITA). Employment
Changesin U.S. Food Manufacturing: The Impact of Sugar Prices.
http: //www.ita.doc.gov/media/Publications/pdf/sugar 06.pdf (accessed February 27, 2006).

U.S. Department of Commerce (USDOC). International Trade Administration (ITA). Industry Trade
Palicy Reports, 2005. http://www.ita.doc.gov/td/tradepolicy/sectorreports peru.html (accessed
March 29, 2006).

U.S. Department of Commerce (USDOC). Office of Textiles and Apparel (OTEXA). Major Shippers
Report. http://otexa.ita.doc.gov (accessed March 16, 2006).

U.S. Department of Commerce (USDOC). International Trade Administration (ITA). Industry Trade
Palicy Reports 2005. http: //www.ita.doc.gov/ (accessed March 25, 2006).

Bibl-14



U.S. Department of Homeland Security. United States Customs and Border Protection. “ Customs
Ruling NY 866724. The tariff classification of fruits and vegetables from Peru,”
September 26, 1991. Customs Rulings On-line Search System.
http: //rulings.cbp.gov/index.asp?ac=about (accessed March 9, 2006).

U.S. Department of Labor (DOL). Bureau of International Labor Affairs (ILAB). “Labor-Related
Reportsfor U.S. Free Trade Agreements.” http://www.dol.gov/ (accessed April 19, 2006).

U.S. Department of State. “2005 Investment Climate—Peru.”
http: //www.state.gov/e/eb/ifd/2005/43037.htm (accessed March 16, 2006).

U.S. Department of State. “ Background Notes: Peru,” December 2005. http: //www.stat-usa.gov
(accessed February 17, 2006)

U.S. Department of State. “Peru.” Country Reports of Human Rights Practices—2005, March 8, 2006.
http: //www.state.gov/ (accessed March 17, 2006).

U.S. Department of State. U.S. Embassy, Lima. “Peru: 1377 Telecom Trade Agreements Review
(LIMA 05343),” December 2005.

U.S. Department of State. U.S. Embassy, Lima. “Peru: Specia 301 Review (LIMA 000699),”
February 6, 2006.

U.S. Department of State. U.S. Embassy, Lima. “ Telecoms Regulator Publishes Improved Mobile
Termination Rate (LIMA 0507),” November 2005.

U.S. Department of State. U.S. Embassy, Lima. "USITC 2004 Annual Andean Investment and Drug
Crop Survey for Report on ATPA (telegram 2878)," June 30, 2005.

U.S. Federal Reserve Board. “ Structure and Share Datafor U.S. Offices of Foreign Banks.”
http: //www.feder alr eser ve.gov/r el eases/iba/current/struca.pdf (accessed February 14, 2005).

U.S. & Foreign Commercia Service (US&FCS). “E-Commercein Peru.” Industry Sector Analysis,
March 2005.

U.S. & Foreign Commercia Service (US&FCS) and U.S. Department of State. Doing Businessin
Peru: A Country Commercial Guide for U.S. Companies, January 2006.

U.S. & Foreign Commercia Service (US&FCS) and U.S. Department of State (Author: Flora Muroi).
"Drugs and Pharmaceuticals,” Market Research Reports. Peru, 2005.
http: //www.export.gov/mrktresear ch/index.asp. (accessed February 7, 2006).

U.S. General Accounting Office (GAO). Agricultural Trade: Impacts of the Andean Trade Preference
Act on Asparagus Producers and Consumers, GAO-01-315, Washington, DC, March 2001.

Bibl-15



U.S. industry representative. Letter sent in response to USTR Section 1377 Request for Comments
Concerning Compliance with Telecommunications Trade Agreements.
http://mww.ustr.gov/assetsTrade Sectors/Telecom-E-
commer ce/Section 1377/2006_Comments on_Review_of Compliance with_Telecom Trade
Agreement/asset_upload file944 8643.pdf (accessed March 8, 2006).

U.S. International Trade Commission (USITC). Interactive Tariff and Trade Dataweb (Dataweb).
http: //dataweb.usitc.qov/ (accessed various dates).

U.S. International Trade Commission (USITC). The Impact on the U.S. Economy of Including the
United Kingdomin a Free Trade Arrangement with the United States, Canada, and Mexico,
USITC Publication 3339, Washington, DC, August 2000.

U.S. International Trade Commission (USITC). Overview and Analysis of the Economic Impact of
U.S Sanctions with Respect to India and Pakistan, USITC Publication 3236, Washington, DC,
September 1999.

U.S. International Trade Commission (USITC). Shiftsin U.S. Merchandise Trade 2004, USITC
Publication 3789, Washington, DC, July 2005.

U.S. International Trade Commission (USITC). Transcript of public hearing concerning inv. No. TA-
2104-20, U.S-Peru Trade Promotion Agreement: Economy-wide and Selected Sectoral Effects,
March 15, 2006.

U.S. International Trade Commission (USITC). Transcript of public hearing concerning inv. Nos. TA-
131-28 and TA-2104-10, U.S-Andean Countries Free Trade Agreement: Advice Concerning the
Probably Economic Effect of Providing Duty Free Treatment for Imports, February 10, 2004.

U.S. International Trade Commission (USITC). U.S-Chile Free Trade Agreement: Potential
Economywide and Selected Sectoral Effects, USITC Publication 3605, Washington, DC,
June 2003.

United States Meat Export Federation (USMEF). “USMEF Strategic Market Profile: Central/South
America.” http://www.usmef.org/TradeL.ibrary/Central/SouthAmerica_ProfileBeef.asp (accessed
March 22, 2006).

U.S.-Peru Trade Coalition. “Peru’s Strong Commitment to Labor Rights: The Peru Trade Promotion
Agreement Advances Labor Rights and Promotes Enforcement.” http://www.usperutrade.org
(accessed March 7, 2006).

U.S.-Peru Trade Coalition on behalf of U.S. Chamber of Commerce, Association of American
Chambers of Commercein Latin America, Council of the Americas, and the U.S.-Peru Trade
Coalition. Written submission to the U.S. International Trade Commission concerning inv. No.
2104-20, U.SPeru Trade Promotion Agreement: Potential Economy-wide and Selected Sectoral
Effects, March 29, 2006.

U.S.-Peru Trade Coalition. “Why Support the Peru Trade Promotion Agreement?: Growth, Hope, and
Opportunity.” http://www.usper utrade.org/ (accessed March 7, 2006).

Bibl-16



U.S.-Peru Trade Coalition. “Why Support the Peru Trade Promotion Agreement? It'sa Foreign
Policy Imperative.” http://www.usperutrade.org (accessed March 7, 2006).

U.S-Peru Trade Promotion Agreement. http://www.ustr.gov/Trade Agreements/
Bilateral/Peru_TPA/Section Index.html (accessed various dates).

Vance Publishing. “ Alpine Deals to Increase Asparagus from Peru.” The Packer CX, no. 45,
November 10, 2003, A2.

Vance Publishing. “ Asparagus Delay May Prop Up Prices.” The Packer CXI, no. 5, February 2, 2004,
B1.

Vance Publishing. “Imports Help Lift Yearly Sales.” The Packer CXI, no. 7, February 16, 2004, C7.
Vance Publishing. “Peru Leads Growth in Asparagus.” The Packer CXI, no. 4, January 26, 2004, C2.

Vance Publishing. “Promotion Aims to Make Asparagus More Prevaent in Food Service.” The
Packer CXI, no. 7, February 16, 2004, C5, C7.

Vance Publishing. “ Recipes, Ads Designed to Remind.” The Packer CXI, no. 7, February 16, 2004,
C6.

Vance Publishing. “ Shippers Branching Out to Try Various Packaging.” The Packer CXI, no. 7,
February 16, 2004, C6.

Vance Publishing. “Weak Dollar Could Strengthen Asparagus Exports.” The Packer CXI, no. 7,
February 16, 2004, C7.

Viner, J. The Customs Union Issue. New Y ork: Carnegie Endowment for International Peace, 1950.
World Bank. Trade Blocs. New Y ork: Oxford University Press, 2000.

World Bank. World Development Indicators. http://devdata.worldbank.org/ (accessed
March 14, 2006).

World Intellectual Property Organization (WIPO). “WIPO Copyright Treaty (adapted in Genevaon
December 20, 1996.” http: //www.wipo.int/treaties/en/ip/wct/trtdocs wo033.html

World Intellectual Property Organization (WIPQ). “WIPO Performances and Phonograms Treaty
(WPPT) (adapted in Geneva on December 20, 1996).”
http: //www.wi po.int/treaties/en/i p/wppt/trtdocs wo034.html

World Trade Organization (WTO). “Information Technology Agreement.” http://www.wto.org.
(accessed March 28, 2006).

World Trade Organization (WTO). “Peru: Schedule of Specific Commitments.” General Agreement
on Trade in Services (GATS), GATS/SC/69, April 15, 1994.

Bibl-17



World Trade Organization (WTO). Report of the Panel. United States—Subsidies on Upland Cotton.
WT/DS267/R, September 8, 2004. http://wwww.wto.org/english/tratop_e/dispu_e/cases e/
ds267 _e.htm (accessed April 19, 2006).

World Trade Organization (WTO). Trade Facilitation Documents. http://www.wto.org (accessed
March 20, 2006).

World Trade Organization (WTO). “Trade Policy Review: Peru,” May 2000.

World Trade Organization (WTO). “The WTO Agreement on the Application of Sanitary and
Phytosanitary Measures (SPS Agreement).” http://www.wto.org (accessed March 15, 2006).

World Trade Organization (WTO). WTO, E-commerce, and Information Technologies.
http://wto.org/English/tratop_e/serv_e/sym april05_e/wunschvincent_e.pdf (accessed
March 21, 2006).

Bibl-18



APPENDIX A

REQUEST LETTER FROM THE USTR
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U.S. International Trade Commission
500 E Street, S.W. g
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Dear Chairman Koplan

As you know, the United States and Peru recently completed the negotiation of the United
States—Peru Trade Promotion Agreement, a comprehensive free trade agreement. The advice that
the U.S. International Trade Commission (“Commission”) provided over the course of these
negotiations assisted us greatly in bringing the negotiations to a successful conclusion.

The President notified Congress of his intent to enter into this Agreement with Peru on January 6,
2006. Pursuant to authority delegated to me by the President and in accordance with section 2104(f)
of the Trade Act of 2002 (Trade Act), I request the Commission to prepare a report as specified in
section 2104(f)(2)-(3) of the Trade Act assessing the likely impact of the Agreement on the United
States economy as a whole and on specific industry sectors and the interests of U.S. consumers.

I would greatly appreciate it if the Commission could issue its report as soon as possible. USTR
staff will provide the Commission with the details of the Agreement now and will be available to
answer questions or provide additional information. We expect to make the text of the Agreement
that will be the subject of legal review available to the public shortly.

Thank you for your continued cooperation and assistance in this matter.
Sincerely,

Ty f oo

Rob Portman
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INTERNATIONAL TRADE
COMMISSION

[Investigation No. TA—2104-20]
U.S.-Peru Trade Promotion
Agreement:

Potential Economy-Wide and
Selected

Sectoral Effects

AGENCY: United States International
Trade Commission.

ACTION: Institution of investigation
and scheduling of public hearing.
EFFECTIVE DATE: February 3, 2006.
SUMMARY: Following receipt of a
request from the United States Trade
Representative (USTR) on January 13,
2006, the Commission instituted
investigation No. TA-2104-20, U.S.-
Peru Trade Promotion Agreement:
Potential Economy-wide and Selected
Sectoral Effects, under section 2104(f)
of the Trade Act of 2002 (19 U.S.C.
3804(f)), for the purpose of assessing
the likely impact of the U.S. Trade
Promotion Agreement with Peru on the
United States economy as a whole and
on specific industry sectors and the
interests of U.S. consumers.

FOR FURTHER INFORMATION
CONTACT:

Project Leaders Nannette Christ, Office
of Economics (202-205-3263;
nannette.christ@usitc. gov) or Laura
Polly, Office of Industries (202—205—
3408,; Iaura.po]])/@u:itc.gov). For
information on legal aspects, contact
William Gearhart of the Office of the
General Counsel (202-205-3091;
WiIIiam.gearhan@usitc.gov). The media
should contact Margaret O’Laughlin,
Office of External Relations (202—-205—
1819; margaret. ulaughlin@usitc.gov).
Background: As requested by the

USTR, the Commission will prepare a
report as specified in section
2104(f)(2)—(3) of the Trade Act of 2002
assessing the likely impact of the U.S.
Trade Promotion Agreement with Peru
on the U.S. economy as a whole and on
specific industry sectors, including the
impact the agreement will have on the
gross domestic product, exports and
imports, aggregate employment and
employment opportunities, the
production, employment, and
competitive position of industries likely
to be significantly affected by the
agreement, and the interests of U.S.

consumers.

In preparing its assessment, the
Commission will review available
economic assessments regarding the
agreement, including literature
concerning any substantially equivalent
proposed agreement, and will provide
in its assessment a description of the
analyses used and conclusions drawn in
such literature, and a discussion of areas
of consensus and divergence between
the various analyses and conclusions,
including those of the Commission
regarding the agreement.

Section 2104(f)(2) requires that the
Commission submit its report to the
President and the Congress not later
than 90 days after the President enters
into the agreement, which he can do 90
days after he notifies the Congress of his
intent to do so. On January 6, 2006, the
President notified the Congress of his
intent to enter into a TPA with Peru.
The USTR requested that the
Commission provide the report as soon
as possible.

Public Hearing: A public hearing in
connection with the investigation is
scheduled to begin at 9:30 a.m. on
March 15, 2006, at the U.S.
International Trade Commission
Building, 500 E Street SW.,
Washington, DC. All persons

shall have the right to appear, by
counsel or in person, to present
information and to be heard. Requests
to appear at the public hearing should be
filed with the Secretary, United States
International Trade Commission, 500 E
Street SW., Washington, DC 20436,
no later than 5:15 p.m., February 27,
2006.

Any prehearing briefs (original and 14
copies) should be filed no later than
5:15 p.m., March 1, 2006; the deadline
for filing posthearing briefs or
statements is 5:15 p.m., March 29,
2006.

In the event that, as of the close of
business on February 27, 2006, no
witnesses are scheduled to appear at the
hearing, the hearing will be canceled.
Any person interested in attending the
hearing as an observer or nonparticipant
may call the Secretary to the
Commission (202—205-2000) after
February 27, 2006, for information
concerning whether the hearing will be

held.

Written Submissions: In lieu of or in
addition to participating in the hearing,
interested parties are invited to submit
written statements concerning the
matters to be addressed by the
Commission in its report on this
investigation. Submissions should be
addressed to the Secretary, United
States International Trade Commission,
500 E Street SW., Washington, DC
20436. To be assured of consideration
by the Commission, written statements
related to the Commission’s report
should be submitted to the Commission
at the carliest practical date and should
be received no later than 5:15 p.m.,
March 29, 2006. All written
submissions must conform with the
provisions of section 201.8 of the
Commission’s Rules of Practice and
Procedure (19 CFR 201.8). Section
201.8 of the rules requires that a signed
original (or copy designated as an
original) and fourteen (14) copies of
each document be filed.

In the event that confidential treatment
of the document is requested, at least
four (4) additional copies must be filed,
in which the confidential business
information must be deleted (see the
following paragraph for further
information regarding confidential
business information). The
Commission’s rules do not authorize
filing submissions with the Secretary by
facsimile or electronic means, except to
the extent permitted by section 201.8
of the rules (see Handbook for
Electronic Filing Procedures,

ftp:/ / ftp.usitc.qov/pub/reports/ electronic

filing_handbook.pdf).

Persons with questions regarding

electronic filing should contact the
Secretary (202-205-2000 or
edis@usitc.gov) .

Any submissions that contain
confidential business information must
also conform with the requirements of
section 201.6 of the Commission’s
Rules of Practice and Procedure (19
CFR 201.6). Section 201.6 of the rules
requires that the cover of the document
and the individual pages be clearly
marked as to whether they are the

I

confidential’’ or ‘‘nonconfidential’’
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version, and that the confidential
business information be clearly
identified by means of brackets. All
written submissions, except for
confidential business information, will
be made available in the Office of the
Secretary to the Commission for
inspection by interested parties.

The Commission intends to prepare
only a public report in this
investigation. The report that the
Commission sends to the President and
the Congress and makes available to the
public will not contain confidential
business information. Any confidential
business information received by the
Commission in this investigation and
used in preparing the report will not be
published in a manner that would
reveal the operations of the firm
supplying the information.

The public record for this

investigation may be viewed on the
Commission’s electronic docket (EDIS)
http: / /edis. usitc. gov. Hearing impaired
individuals may obtain information on
this matter by contacting the
Commission’s TDD terminal on 202—
205-1810. Persons with mobility
impairments who will need special
assistance in gaining access to the
Commission should contact the Office
of the Secretary at 202—205-2000.
Issued: February 6, 2006.

By order of the Commission.

Marilyn R. Abbott,

Secretary to the Commission.

[FR Doc. E6—-1884 Filed 2-9-06; 8:45 am]
BILLING CODE 7020-02—-P
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CALENDAR OF PUBLIC HEARING

Those listed below appeared as witnesses at the United States International Trade
Commission’s hearing:

Subject: U.S.-Peru Trade Promotion Agreement: Potential Economy-wide
and Selected Sectoral Effects

Inv. No.: TA-2104-20

Dateand Time: March 15, 2006 - 9:30 am.

Sessions were held in connection with thisinvestigation in the Main Hearing Room (room
101), 500 E Street, SW., Washington, D.C.

EMBASSY APPEARANCE:

Embassy of Peru
Washington, D.C.

His Excellency Eduardo Ferrero, Ambassador to the United States of America,
Embassy of Peru

ORGANIZATION AND WITNESS:

U.S.-Peru Trade Coalition

U.S. Chamber of Commerce

Association of American Chambers of Commerce
in Latin America (AACCLA)

Tom Gales, Vice President, Latin America Division,
Caterpillar, Inc.

Council of the Americas
Eric P. Farnsworth, Vice President
Schmeltzer, Aptaker & Shepard, P.C.
Washington, D.C.
on behalf of
The Peruvian Asparagus Importers Association (PAIA)

John-Campbell Barmmer, Vice Chairman, PAIA;
and Director of Marketing, Chestnut Hill Farms

Carlos Mateo Paz-Soldan )
)—OF COUNSEL
Jeffrey Levin )






APPENDIX D
TECHNICAL APPENDI X






The GTAP Mode

The discussion that follows focuses on the quantitative analysis incorporated in this
report—the CGE analysis presented in chapter 2. This appendix details the procedures used
to adapt the standard GTAP model in order to assessthelikely effectsof the U.S.-Peru TPA.
Inthefirst section, the basic features of the static GTAP model areintroduced. In the second
section, the adjustments made to the standard database are discussed. The third and fourth
sections present various aspects of the baseline construction and model solution techniques.
The fifth section discusses the estimation of the likely economic effects of the U.S.-Peru
TPA and model limitations.

The Standard GTAP Model*

The GTAP project consists of a documented global database on international trade,
economy-wide interindustry relationships, and national income accounts (the GTAP
database), and a standard modeling framework to organize and analyze the data (the GTAP
model). It allowsfor comparisons of the global economy intwo environments: oneinwhich
the basevaluesof policy instrumentssuch astariffsor export restrictionsare unchanged, and
one inwhich these measures are changed, or “shocked,” to reflect the policiesthat are being
studied. A changein policy makesitself felt throughout the economiesdepicted inthemodel .
The static model by design does not produce information about the speed with which
changes occur or about what happens to various dimensions of the economies in the
meantime.

Resultsfromthe GTAP model are based on established global trade patterns. Thismeansthat
the model is unable to estimate changes in trade in commodities that historically have not
been traded. That isto say, if aparticular commodity is not traded between two economies,
the model will assume that there will always be no trade in that commodity. Furthermore,
patterns of trade may exist for such reasons as the distance between countries or cultural
preferences, which are imperfectly captured by the model. The GTAP model does not
directly account for historical or cultural factorsasdeterminantsof trade patterns. Themaodel
assumes that these factors are unaffected by the trade policy change.

In the GTAP model, domestic products and imports are consumed by firms, governments,
and households. Product markets are assumed to be perfectly competitive (implying zero
economic profit for the firm), with imports as imperfect substitutes for domestic products
(i.e., consumers are aware of the source of the products and may distinguish between them
based on the foreign or domestic origin), and sectoral production determined by global
demand and supply of the output.

! For further information, see Hertel, ed., Global Trade Analysis.
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Updating the GT AP Database

The current version of the GTAP database (release 6.1) coverstrade in 56 commodity and
service aggregates, or GTAP sectors, among 92 economies.? For the purpose of the present
analysis, the database has been aggregated into 8 economies, leaving al 56 sectors
disaggregated (table D-1).

In addition to the data on bilateral trade in each of the sectors in the model, data are
incorporated on the domestic production and use of each sector (including use in the
production of other commoditiesand services); the supply and use of land, labor, and capital;
population; and GDP. The database also contains information on tariffs, some nontariff
barriers, and other taxes. An additional component of the datais a set of parameters which,
inthe context of the model’ s equations, determine economic behavior. Theseare principally
aset of elasticity valuesthat determine, among other things, the extent to which importsand
domestically produced goods are substitutes for one another.

Thestandard GTAP dataare based ontheyear 2001—i.e., tradeflowsand barriersand other
datarefer to the world in that year. For the purpose of the present study, the standard data
were projected to reflect 2007; the benchmark update incorporates actual increasesin U.S.
and Peruvian trade flows, aswell asU.S. trade flows with theworld at large, through 2005,
and projections of regional and global GDP growth through 2007.* Data are from the U.S.
Department of Commerce (U.S. imports and exports, aswell as U.S.-Peru bilatera trade),
and the World Bank (GDP projections). The trade protection data were also adjusted to
reflect policy measuresratified under the Uruguay Round and the Agreement on Textilesand
Clothing (ATC), ATPA as amended by ATPDEA, full implementation of NAFTA, tariff
liberalization in the metals sector stemming from the U.S.-Chile FTA, and preferences on
sugar importsgranted to membersof the U.S. FTA with Central Americaand the Dominican
Republic. Other recent bilateral FTAs between the United States and Australia, Bahrain,
Morocco, and Singapore are reflected only in the updated U.S. import and export flows.
Trade with these countriesis aggregated into larger groups (the rest of the Americas and the
rest of the world), in which their contribution to average tariff ratesis small.

2 The previously published version of GTAP, version 6.0, includes 87 economies. Among those additional
economiesin version 6.1 is Ecuador.

3 Compiled from official statistics of the U.S. Department of Commerce. The years over which the model
was updated span a period of tremendous growth in certain commodity prices, particularly oil, in 2005. Asa
consequence, it was not possible to fully update trade flows in this product. Note, however, that arelatively
small amount of oil is traded between Peru and the United States.

4 USDA, ERS, “Real Projected Gross Domestic Product.”
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Table D-1 GTAP commodity and regional aggregation

Commodities and Services Regions

Paddy (unprocessed) rice Leather products United States
Wheat Wood products Peru

Cereal grains n.e.c. Paper products, publishing Colombia
Vegetables, fruit, nuts Petroleum and coal products Ecuador

Oil seeds Chemical, rubber, plastic products Bolivia

Sugar cane, sugar beet Mineral products n.e.c. Rest of NAFTA
Plant-based fibers Ferrous metals Rest of the Americas
Crops n.e.c. Metals n.e.c. Rest of the world

Bovine cattle, sheep and goats, horses
Animal products n.e.c.

Raw milk

Wool, silk-worm cocoons
Forestry

Fishing

Coal

oil

Gas

Minerals n.e.c.

Bovine meat products

Meat products n.e.c.

Vegetable oils and fats

Dairy products

Processed rice

Sugar

Food products n.e.c.

Beverages and tobacco products
Textiles

Wearing apparel

Metal products

Motor vehicles and parts
Transport equipment n.e.c.
Electronic equipment
Machinery and equipment n.e.c.
Manufactures n.e.c.

Electricity

Gas manufacture and distribution
Water

Construction

Trade

Transport n.e.c.

Water transport

Air transport

Communication

Financial services n.e.c.
Insurance

Business services n.e.c.
Recreational and other services

Public administration, defense, education,
health

Note: The abbreviation “n.e.c.” stands for “not elsewhere classified.”



Key Assumptions

The Commission’s simulation liberalizes trade completely in al goods subject to
liberalization under the U.S.-Peru TPA. Thereisno implicit or explicit time elapsing in the
model, and no adjustment costs are considered. This assumption means, first, that all
provisions of the TPA are assumed to be fully phased in immediately on January 1, 2007,
rather than staged in over aperiod of upto 17 years per the TPA. The assumption al so means
that the modeled results are long-run effects of a fully implemented TPA in an economy
otherwise identical to the benchmark 2007 economy—i.e., an economy with the same
resources, population, and other characteristics as the 2007 economy.

A full list of the initial measured trade barriers in the model is shown in table D-2. These
barriers essentially constitute price gaps, or wedges, between world prices and domestic
pricesin theimporting country. The differences are accounted for principally by tariffsand
other barriers.®> As tabulated, they consist of tariffs and price premiums due to TRQs,
measured in the GTAP database as AVES.® The sectors listed in table D-2, and their
corresponding import tariff equivalent measures, are highly aggregated. For example, the
“other crops’ category includes commodities such as coffee, tea, cut flowers, cotton, spices,
and tobacco. As a result, the listed import tariff equivalent measures are trade-weighted
averages of the measures faced by the individual commodities composing the aggregates.
Thetariff equivalentslisted hereincludethe effects of TRQsimposed on certain agricultural
products. As shown in table D-2, the tariffs on Peru’ simports from the United States (i.e.,
U.S. exports) aresignificantly higher than thetariffson U.S. importsfrom Peru. Servicesare
restricted by nontariff barriers but these barriers are not measured in the GTAP data,
precluding a quantitative assessment of the TPA on this sector. In addition, the Commission
did not explicitly model the impact of rules of origin, but the simulation performed is
consistent with the existence of such rules. In the simulation, it is assumed that traded
commodities are differentiated by country of origin, which implies a limit to the
substitutability of imports sourced from athird country.

Solution Technique

The analysis employs a comparative static framework in which a benchmark equilibrium
depiction of the U.S. economy, as of January 1, 2007, is derived through a set of balanced
accounts of trade, production, consumption, and taxes. Once this benchmark has been
created, policy shocks are imposed on the balanced model. A policy shock simply means a
change in policy imposed on the model to measure its effect. In this anaysis the policy
shocks consist of the reduction or elimination of tariffs and measurable TRQs agreed toin
the TPA shown in table D-2.

® A price gap summarizes the price impact of several border measures: ad valorem duties, specific duties,
and variable levies (such as the price-band support systemsin Peru) that insulate domestic prices from short-
term fluctuations in world markets. These price gaps are modeled as constant ad valorem gaps between
domestic and world prices.

®Version 6.1 of the GTAP data has not been published or publicly released at the time of thiswriting.
Version 6 has been released and is documented online at
https://www.gtap.agecon.purdue.edu/databases/v6/v6_doco.asp. Version 5 is described in Dimaranan and
McDougall (2002). Version 6.1 includes additional information, including data for Ecuador.
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Table D-2 U.S.-Peru TPA: Bilateral benchmark tariffs, GTAP sector estimates for 2007 (percent)

Tariffs on U.S. imports  Tariffs on Peruvian imports

GTAP sector from Peru from the United States
Paddy (unprocessed) rice 0.00 23.63
Wheat 0.00 17.52
Cereal grains n.e.c. 0.00 14.49
Vegetables, fruit, nuts 0.00 24.98
Oil seeds 0.00 12.00
Sugar cane, sugar beet 0.00 0.00
Plant-based fibers 0.00 12.00
Crops n.e.c. 0.01 12.02
Bovine cattle, sheep and goats, horses 0.00 12.00
Animal products n.e.c. 0.00 12.04
Raw milk 0.00 0.00
Wool, silk-worm cocoons 0.00 0.00
Forestry 0.00 12.00
Fishing 0.00 12.00
Coal 0.00 12.00
oil 0.00 0.00
Gas 0.00 0.00
Minerals n.e.c. 0.00 12.00
Bovine meat products 1.90 13.50
Meat products n.e.c. 0.00 27.54
Vegetable oils and fats 0.00 12.00
Dairy products 0.00 24.23
Processed rice 0.00 25.00
Sugar 46.31 14.49
Food products n.e.c. 0.00 16.00
Beverages and tobacco products 0.00 15.60
Textiles 0.40 15.30
Wearing apparel 0.30 19.39
Leather products 2.80 16.64
Wood products 0.00 12.00
Paper products, publishing 0.01 12.00
Petroleum and coal products 0.00 12.00
Chemical, rubber, plastic products 0.00 12.01
Mineral products n.e.c. 0.00 12.00
Ferrous metals 0.00 12.00
Metals n.e.c. 0.41 12.00
Metal products 0.00 12.00
Motor vehicles and parts 0.00 12.00
Transport equipment n.e.c. 0.00 12.00
Electronic equipment 0.00 12.00
Machinery and equipment n.e.c. 0.00 12.17
Manufactures n.e.c. 0.00 12.15
Services NA NA

Note: The abbreviation “n.e.c.” stands for “not elsewhere classified.” Benchmark tariffs include tariff equivalents of
agricultural TRQs facing both U.S. and Peruvian imports. Sugar imports to the United States are subject to tariff-rate
quotas. The TPA will initially increase these quotas for Peru by about 20 percent of Peru's 2005 exports, and up to
another 5 percent over the first 10 years of the agreement.



To estimate the marginal effect of the TPA, the trade policies (tariffs and TRQs) shown in
table 2-3 are replaced with new levels (generally zero) to represent the new, post-TPA
economic state. The model is rebalanced, and new values for trade flows, outputs,
employment, welfare, and GDParegenerated. Thedifference between thebenchmark values
of these variables and their new values is the estimated marginal effect of the removal of
tariffsand measurable TRQsunder the TPA. It isexpected that sectorsfacing relatively high
trade barrierswill show relatively larger effectsasaresult of theimplementation of the TPA.

For sugar, the rate reported is the gap between the world price of sugar and its pricein the
United States, resulting from dutiesand TRQs. Thistariff equivalentisnot directly changed,
but sugar imports from Peru are moved up to a higher quota level, as provided for in the
TPA. The assumption in this simulation is that over 10 years, imports of sugar from Peru
increase by 24 percent, which would represent the proportional value of theinitial increase
of 9,000 MT in the quota for Peru, plus an incremental 180 MT per year applied over
9 years, on a base quota of 43,000 MT.

As is typical of experiments conducted in the standard GTAP framework, this analysis
measures the long-term effects of a one-time, full implementation of an agreement.” The
model assumesthat sufficient timeisallowed tolet thefull effect of the agreement work its
way through the economy. Reported figures show the marginal effects of a trade policy
shock as it would have appeared in the base year of the data. Said differently, effects are
expressed in terms of proportional effectsrelative to the projected 2007 economy, although
those effects would take several years to be actually felt.

Measuring the I mpacts of the TPA and Model
Limitations

The probable effects of the U.S.-Peru TPA reported are simply the deviations of therelevant
variables from their levelsin the projected baseline at any given solution point. Reported
deviationsin economic variables, such as production, trade, and income, indicate the likely
degreetowhichthe policy causesthe model ed economiesto deviatefromthebaselinelevels.
As stated, changes in the variables of interest are calculated as percentage deviations from
the baseline, and are quite stable with respect to changesin the baseline. That isto say, if the
actual levels of trade in 2007 differ from the values projected in this analysis (as they are
likely to do), themarginal percent change effects of the TPA on trade flows estimated by the
model will still likely be similar to those presented here, relative to the new baseline.

Economic models capture the most important factors for the question under consideration.
They arelimited in their ability to reflect the degree of complexity evident in thereal world,
however;® thus, a number of caveats are in order regarding this modeling framework. One
source of bias, found in virtually any quantitative analysis of economic data, arisesfromthe
processof dataaggregation. In particular, international trade occursin thousandsof different

7 See, for example, USITC, The Impact on the U.S. Economy; or USITC, Overview and Analysis of the
Economic Impact of U.S Sanctions.

8 Examples of real world complexities that are difficult to reflect in the model include the changing
relative growth of different economies; politically motivated, export-oriented investment; relationships
between multinational subsidiaries that influence trade patterns; and such things as catastrophic weather or
violence that are inherently unpredictable (at least in their details).
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products and services. The United States collects trade data under about 17,000 stetistical
categories and some 10,000-plus tariff rate lines. For most general equilibrium analyses,
these groupings represent far too much detail to be tractable computationally. Furthermore,
analysis and comparison of data collected from different economies require that data be
aggregated into categoriesthat are generally comparabl e from one economy to another. This
aggregation process introduces two general types of bias into a modeling exercise.

Onetypeinvolvesthe calculation of tariffsfor aggregated product categories. In this study,
trade-weighted averagetariffswere calculated. Thevalueof tradein atariff line providesthe
weight for the tariff in that line. This procedure tends to mask the importance of those
products within the aggregate that have particularly high tariffs, and that therefore present
agreater barrier to imports than would be the case if all goods within the aggregation had
the same average tariff. As aresult, the analysis may understate the effect of reducing the
tariff of a high-tariff component of the aggregate.

Another type of aggregation bias is the likelihood that goods within an aggregate may not
be close substitutes for one another. Imported goods of a particular category may be quite
dissimilar to an economy’s domestic product in that category. However, when the price of
animport falls, for example, the model may indicate acertain amount of substitution of that
import for the domestic product when, in fact, they are not close substitutes. In this case, the
model would overstate the effect of a given average tariff reduction.®

Despite these limitations, the simulations performed here can be quite useful in providing
insights on the effects of an FTA, stemming solely from the implementation of the FTA’s
tariff and TRQ liberalization, on a number of economic measures. The model presents a
unified framework in which to assess the likely effects of the policy.

® Thistype of biasis reduced in empirical trade models, like the GTAP model, that apply the Armington
assumption, which treats products produced in different economies as imperfect substitutes.
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General Effects of Trade Agreements

Studying the economic impact of an FTA entails investigating static effects such as trade
creation and trade diversion, aswell astermsof trade (i.e., the price of exportsrelativeto the
price of imports). In addition, issues related to scal e effects and less tangibl e effects have to
be considered. These issues are discussed below.

Static Effects: Trade Creation and Trade Diversion

Trade liberdization can in genera be undertaken in two different manners. First, trade
liberalization can be based on the MFN principle, where better market accessis granted to
all trading partnersequally. Theclassical “ gainsfromtrade” argument assertsthat suchtrade
liberalization will offer consumersaccessto moregoodsat lower prices, and producersmore
sources for their inputs and more markets for their products (for which they may receive
higher prices). Second, trade liberalization can be done in a preferential way, with better
market access granted to one partner but not to others. It should be noted that better market
access can result not only from bilateral tariff removal but also from other negotiated
provisions in the areas of cross-border trade in services, telecommunications, electronic
commerce, and government procurement, all of which are not readily quantifiable. An FTA
such as the one between the United States and Peru is an agreement in which preferentia
liberalization is undertaken reciprocally between participating countries.

Totheextentthat FTAsaredesignedtoliberalizetrade, they arelikely to engender economic
gainssimilar to those of an MFN liberalization. However, given their discriminatory nature,
studying the economic impact of FTAsinvolves additional issuesthat are not present in an
MFN liberaization. The traditional way to study an FTA isto categorize the FTA-induced
trade expansion into trade creation or trade diversion.? Trade creation improves net welfare
and occurs when partner-country production displaces higher cost domestic production.
Trade diversion reduces net welfare and occurs when partner- country production displaces
lower cost imports from the rest of the world. The combined effect of an FTA on intrabloc
trade will then reflect trade creation as well as trade diversion. Whether the trade creation
(welfare-enhancing) or the trade diversion (welfare-reducing) effects dominate depends on
avariety of factors, including external trade barriers, cost differences, relative supply and
demand responses, and other domestic policies. Thus, the overall welfareimpact of an FTA
can be empirically determined.

LIt should be noted that, although negotiated bilaterally, some FTA provisions such as those related to
customs administration, labor, or environment tend to be applied in a nondiscriminatory manner and are
closer to the MFN principle.

2 The seminal works on thisissue are Viner, The Customs Union Issue; and Meade, The Theory of
Customs Union.

3 Losses from trade diversion occur when lost tariff revenue associated with changes in the pattern of
trade exceeds efficiency gains from the decline of the prices paid by consumers. These losses will be larger
the higher the FTA’s margin of preferences (i.e., the trade barriers facing nonmembers relative to intra-FTA
barriers).
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Static Effects: Termsof Trade

Theimpact of an FTA aso can be studied from a“terms-of-trade” (i.e., the price of exports
relative to the price of imports) viewpoint. If the participating countries are large enough to
beableto affect world import and export pricesby their actions, the establishment of an FTA
islikely to affect theterms of trade of agiven FTA member principally in three ways. First,
by increasing the demand for its partner’s products, the country’s own preferentia trade
liberalization may increase the (pretariff) price of its imports from the partner country,
leading to a deterioration in its terms of trade. Second, tariff reductions by the partner
country can increase the demand (and the price) for the FTA member’ sexportsand improve
its terms of trade. Third, the decreased demand for imports originating from nonmember
countries tends to decrease their price and improve the FTA members terms of trade.
Therefore, the impact on economic welfare will depend on whether the terms of trade have
improved or deteriorated for a given partner country.

Nonquantifiable Effects

In addition to the generally more easily quantifiable effects discussed so far, regional
integration can provide other potential benefits that are more difficult to evaluate because
of datalimitations. A World Bank publication discusses a variety of additional effects (or
classes of effects) that may result from regional integration agreements.* One such effect is
enhanced security (either against nonmembers or between members).”> Another potential
benefit is that by forming a unit and pooling their bargaining power, FTA members can
negotiate more efficiently in international forums. Regional integration can also be useful
in“lockingin” domestic (trade or other policy) reformsby raising the cost of policy reversal.
Another potential gain is the increased possibilities for cooperation in environmental or
technol ogical assistanceprojects. Effectsstemming fromthese nontariff-related FT A aspects
assessed in the Commission’s report pertaining to the U.S.-Peru FTA are associated with
market access provisionsrelated to cross-border trade in services, telecommunications, and
government procurement; tradefacilitation provisionsrel ated to customs administration and
technical barriers; and regulatory environment provisionsrelated to investment, intell ectual
property rights, trade remedies, and labor and environment.®

4 The World Bank, Trade Blocs, 66.

® For additional information, see Schiff and Winters, “Regional Integration as Diplomacy,” 271-96. As
has been mentioned above, the data estimating potential impact of negotiated commitments of an FTA
related to, for example, intellectual property rights and customs administration and services, are not readily
available.

® Qualitative assessments of the impact of the U.S.-Peru TPA on these negotiated objectives are provided
in chaps. 4 through 6 of this report.
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APPENDIX F
GTAP TABLES






Four Andean countries (Bolivia, Colombia, Ecuador, and Peru) are beneficiaries of ATPA,
asamended by ATPDEA. Asthisunilateral trade preferences programis set to expire at the
end of 2006, two policy scenarios are assessed in this report with regard to market access
provisions. The first policy simulation, analyzed in chapter 2 and referred to as “ATPA
preferences remain,” assumes implementation of a U.S.-Peru TPA and that ATPA
preferences for Bolivia, Colombia, and Ecuador continue in force after implementation of
the TPA. The second policy simulation, referred to as“ ATPA preferences expire,” assumes
implementation of theU.S.-Peru TPA and the simultaneous expiration of ATPA preferences
for Balivia, Colombia, and Ecuador. Asthere are many model sectors that exhibit minimal
changes, expanded version of tables 2-5 through 2-7 are provided in this appendix (tables
F-1through F-3). In addition, although the two simul ations are described in chapter 2, given
the minimal difference between theresults of thetwo scenariosfor most economicindicators
and sectors, tables associated with the second simulation (representing the results of the
economy-wide analysis for the “ATPA preferences expire” scenario) are provided in this
appendix (tables F-5 through F-8). These tables correspond to the abbreviated tables in
chapter 2 for the “ATPA preferences remain” scenario (and three of them also correspond
to expanded tables F-1 through F-3).
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Table F-1 U.S.-Peru TPA: Simulated effect on U.S.-Peru bilateral trade (landed, duty paid) from a projected 2007 baseline

GTAP sector

U.S. imports from Peru

Peruvian imports from United States

Base before TPA

Change after TPA

Base before TPA

Change after TPA

Paddy (unprocessed) rice
Wheat

Cereal grains n.e.c.
Vegetables, fruit, nuts

Oil seeds

Sugar cane, sugar beet
Plant-based fibers

Crops n.e.c.

Bovine cattle, sheep and goats, horses
Animal products n.e.c.

Raw milk

Wool, silk-worm cocoons
Forestry

Fishing

Coal

oil

Gas

Minerals n.e.c.

Bovine meat products

Meat products n.e.c.
Vegetable oils and fats

Dairy products

Processed rice

Sugar

Food products n.e.c.
Beverages and tobacco products
Textiles

Wearing apparel

Leather products

Wood products

Paper products, publishing
Petroleum and coal products
Chemical, rubber, plastic products
Mineral products n.e.c.

Million dollars

0.001
0.037
1.241
497.531
0.627
0.006
0.000
116.360
0.196
3.376
0.041
0.000
0.329
9.002
0.000
20.623
0.000
133.454
0.593
3.846
184.405
0.205
0.163
15.756
126.291
8.298
266.973
524.495
2.241
78.435
22.495
352.391
117.695
107.982

0.000
0.007
0.026
11.984
0.030
0.000
0.000
7.901
0.007
0.066
0.003
0.000
0.017
0.136
0.000
0.991
0.000
1.110
0.138
0.397
12.610
0.017
0.014
3.014
5.251
0.125
29.359
49.298
0.730
5.022
1.391
5.813
10.427
5.494

Percent
12.50
18.93

2.07
241
4.83
5.07
0.00
6.79
3.80
1.97
8.46
0.00
5.01
151
4.76
4.81
0.00
0.83
23.29
10.32
6.84
8.46
8.51
19.13
4.16
151
11.00
9.40
32.56
6.40
6.18
1.65
8.86
5.09

Million dollars

0.031
116.893
27.378
8.471
0.084
0.000
50.008
12.397
0.111
7.050
0.001
0.000
1.730
0.583
1.340
0.028
0.000
2.510
12.242
0.967
12.862
8.071
16.508
0.002
32.663
2.289
33.280
11.930
2.037
10.281
85.007
176.727
494.979
30.403

0.154
111.355
4.467
5.538
0.044
0.000
6.519
4.209
0.026
0.423
-0.000
0.000
0.592
0.095
0.943
-0.000
0.000
0.263
3.858
3.461
8.656
14.987
6.451
0.002
14.843
0.409
34.994
12.681
3.340
7.266
41.549
57.825
223.037
15.139

Percent
495.84
95.26
16.32
65.38
51.68
0.00
13.04
33.95
23.52
6.00
-5.56
0.00
34.22
16.29
70.32
-1.39
0.00
10.50
31.52
357.99
67.30
185.69
39.08
75.31
45.44
17.87
105.15
106.30
163.99
70.68
48.88
32.72
45.06
49.79
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Table F-1-Continued U.S.-Peru TPA: Simulated effect on U.S.-Peru bilateral trade (landed, duty paid) from a projected 2007 baseline
U.S. imports from Peru Peruvian imports from United States
Base before TPA Change after TPA Base before TPA Change after TPA

GTAP sector

Million dollars Percent Million dollars Percent

Ferrous metals 0.347 0.021 6.00 19.543 11.694 59.84
Metals n.e.c. 2,297.791 260.742 11.35 0.667 0.786 117.88
Metal products 23.405 2.047 8.75 87.869 25.097 28.56
Motor vehicles and parts 1.303 0.075 5.78 87.170 38.780 44.49
Transport equipment n.e.c. 6.229 0.677 10.88 37.343 15.158 40.59
Electronic equipment 4.915 0.624 12.69 267.986 133.779 49.92
Machinery and equipment n.e.c. 100.220 9.467 9.45 655.561 337.871 51.54
Manufactures n.e.c. 121.863 9.980 8.19 62.933 36.143 57.43
Electricity 0.000 0.000 0.00 0.000 0.000 0.00
Gas manufacture and distribution 0.000 0.000 0.00 0.005 -0.000 -3.03
Water 0.007 0.000 5.11 3.227 -0.042 -1.30
Construction 0.093 0.003 3.39 1.492 -0.030 -2.04
Trade 7.198 0.236 3.27 101.380 -2.112 -2.08
Transport n.e.c. 29.639 0.940 3.17 49.256 -0.782 -1.59
Water transport 1.308 0.039 3.01 9.422 -0.158 -1.68
Air transport 20.439 0.694 3.40 252.587 -4.530 -1.79
Communication 6.216 0.198 3.18 106.603 -2.119 -1.99
Financial services n.e.c. 0.427 0.013 2.96 76.089 -0.944 -1.24
Insurance 5.372 0.154 2.87 107.965 -1.527 -1.41
Business services n.e.c. 9.657 0.322 3.33 686.941 -9.156 -1.33
Recreational and other services 6.649 0.233 3.51 135.352 -2.738 -2.02
Public administration, defense, education, health 31.069 0.958 3.08 613.248 -12.626 -2.06
Total 5,269.236 438.806 8.33 4,521.502 1,145.669 25.34

Source: Commission calculations and GTAP version 6.1.
Notes: The abbreviation “n.e.c.” stands for “not elsewhere classified.” Expanded version of table 2-5. Zero values represent rounded numbers.
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Table F-2 U.S.-Peru TPA: Simulated effect on U.S. global trade from a projected 2007 baseline

U.S. imports from the world (landed, duty-paid) U.S. exports to the world (f.0.b.)

GTAP sector Base before TPA Change after TPA Base before TPA Change after TPA

Million dollars Percent Million dollars Percent
Paddy (unprocessed) rice 45.365 0.152 0.33 524.311 -1.198 -0.23
Wheat 188.975 2.040 1.08 4,876.625 82.812 1.70
Cereal grains n.e.c. 411.027 0.364 0.09 5,854.666 4,989 0.09
Vegetables, fruit, nuts 10,524.808 10.250 0.10 8,189.847 -2.088 -0.03
Oil seeds 348.961 0.492 0.14 6,638.230 -5.953 -0.09
Sugar cane, sugar beet 0.709 0.002 0.22 0.060 -0.000 -0.15
Plant-based fibers 197.829 0.306 0.15 3,905.917 5.599 0.14
Crops n.e.c. 9,128.844 20.663 0.23 3,201.863 -3.651 -0.11
Bovine cattle, sheep and goats, horses 1,492.262 1.483 0.10 490.072 -0.388 -0.08
Animal products n.e.c. 1,907.795 0.793 0.04 3,078.735 0.271 0.01
Raw milk 32.234 0.057 0.18 0.417 -0.001 -0.34
Wool, silk-worm cocoons 28.522 0.015 0.05 39.524 -0.052 -0.13
Forestry 480.786 0.168 0.03 1,544.488 0.127 0.01
Fishing 1,487.789 0.008 0.00 306.184 0.057 0.02
Coal 1,293.039 0.710 0.05 2,899.693 -0.505 -0.02
Qil 153,418.547 58.250 0.04 5.507 -0.006 -0.10
Gas 19,308.973 4.484 0.02 280.783 -0.270 -0.10
Minerals n.e.c. 4,014,577 -0.514 -0.01 2,627.429 -2.021 -0.08
Bovine meat products 4,897.194 4,962 0.10 1,960.432 3.017 0.15
Meat products n.e.c. 2,375.468 2.618 0.11 5,492.470 -1.749 -0.03
Vegetable oils and fats 1,973.913 5.948 0.30 1,057.888 7.992 0.76
Dairy products 1,990.421 1.932 0.10 1,346.258 13.738 1.02
Processed rice 378.814 0.232 0.06 842.336 7.226 0.86
Sugar 1,667.781 2.005 0.12 531.900 -0.368 -0.07
Food products n.e.c. 25,801.658 10.404 0.04 16,809.439 8.635 0.05
Beverages and tobacco products 14,936.767 2.727 0.02 3,696.756 0.030 0.00
Textiles 46,384.617 24.969 0.05 13,525.035 27.145 0.20
Wearing apparel 72,649.461 34.391 0.05 4,323.503 10.931 0.25
Leather products 33,202.898 7.031 0.02 2,392.141 1.423 0.06
Wood products 64,269.664 25.164 0.04 9,142.157 2411 0.03
Paper products, publishing 30,392.398 13.727 0.05 22,374.684 33.842 0.15
Petroleum and coal products 33,727.254 4.414 0.01 14,798.519 70.221 0.47
Chemical, rubber, plastic products 170,172.844 74.641 0.04 126,709.227 184.836 0.15
Mineral products n.e.c. 30,190.404 12.391 0.04 15,213.836 9.342 0.06
Ferrous metals 31,373.049 12.098 0.04 11,708.529 7.196 0.06
Metals n.e.c. 33,324.480 58.273 0.17 13,791.521 -3.135 -0.02
Metal products 38,284.410 15.398 0.04 17,925.385 23.244 0.13

Motor vehicles and parts 196,769.797 48.609 0.02 79,066.625 28.609 0.04
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Table F-2—Continued U.S.-Peru TPA:

Simulated effect on U.S. global trade from a projected 2007 baseline

U.S. imports from the world (landed, duty-paid)

U.S. exports to the world (f.0.b.)

GTAP sector Base before TPA Change after TPA Base before TPA Change after TPA
Million dollars Percent Million dollars Percent
Transport equipment n.e.c. 38,944.953 18.395 0.05 59,780.758 -11.488 -0.02
Electronic equipment 231,362.281 74.891 0.03 105,021.000 103.086 0.10
Machinery and equipment n.e.c. 304,697.844 119.406 0.04 200,889.953 286.594 0.14
Manufactures n.e.c. 80,287.102 20.703 0.03 22,393.809 28.631 0.13
Electricity 708.703 0.308 0.04 3,942.181 -3.517 -0.09
Gas manufacture and distribution 8.945 0.004 0.05 1,746.334 -0.980 -0.06
Water 130.374 0.062 0.05 2,005.073 -0.972 -0.05
Construction 504.248 0.170 0.03 10,616.718 -3.853 -0.04
Trade 16,597.162 5.291 0.03 64,411.566 -28.695 -0.04
Transport n.e.c. 26,794.475 7.016 0.03 63,560.871 -20.938 -0.03
Water transport 1,722.730 0.476 0.03 5,937.692 -2.278 -0.04
Air transport 26,943.029 5.863 0.02 54,666.730 -20.500 -0.04
Communication 4,677.190 1.376 0.03 26,501.377 -11.180 -0.04
Financial services n.e.c. 4,498.936 1.441 0.03 41,830.926 -13.832 -0.03
Insurance 3,522.869 1.144 0.03 22,547.582 -10.066 -0.04
Business services n.e.c. 31,907.016 9.736 0.03 229,649.891 -82.500 -0.04
Recreational and other services 7,777.023 2.579 0.03 80,835.805 -27.578 -0.03
Public administration, defense, education, health 17,706.961 6.129 0.03 151,816.734 -52.109 -0.03
Total 1,837,866.174 736.745 0.04 1,555,327.991 640.134 0.04

Source: Commission calculations and GTAP version 6.1.
Notes: The abbreviation “n.e.c.” stands for “not elsewhere classified.” Expanded version of table 2-6. Zero values represent rounded numbers.



Table F-3 U.S.-Peru TPA: Simulated effects on U.S. output and employment from a projected 2007 baseline

(percent changes)

Output Labor guantity
GTAP sector Quantity Revenue Skilled Unskilled
Paddy (unprocessed) rice -0.14 -0.07 -0.12 -0.12
Wheat 0.93 1.16 1.01 1.01
Cereal grains n.e.c. 0.00 0.07 0.02 0.02
Vegetables, fruit, nuts -0.09 -0.01 -0.06 -0.06
Oil seeds -0.10 -0.02 -0.08 -0.08
Sugar cane, sugar beet -0.02 0.07 0.01 0.01
Plant-based fibers 0.01 0.10 0.04 0.04
Crops n.e.c. -0.11 -0.02 -0.09 -0.09
Bovine cattle, sheep and goats, horses -0.02 0.04 0.01 0.01
Animal products n.e.c. -0.02 0.03 0.01 0.01
Raw milk 0.01 0.06 0.03 0.03
Wool, silk-worm cocoons -0.05 -0.03 -0.02 -0.02
Forestry -0.01 0.01 -0.01 -0.01
Fishing 0.00 0.00 -0.01 -0.01
Coal -0.01 0.00 -0.01 -0.01
oil -0.01 -0.00 -0.01 -0.01
Gas -0.01 -0.01 -0.01 -0.01
Minerals n.e.c. -0.03 -0.01 -0.03 -0.03
Bovine meat products -0.01 0.02 -0.01 -0.01
Meat products n.e.c. -0.01 0.01 -0.01 -0.01
Vegetable oils and fats 0.00 0.03 0.00 0.00
Dairy products 0.01 0.04 0.01 0.01
Processed rice 0.28 0.31 0.28 0.28
Sugar -0.02 0.00 -0.02 -0.02
Food products n.e.c. 0.00 0.01 0.00 0.00
Beverages and tobacco products 0.00 0.02 0.00 0.00
Textiles 0.00 0.01 0.00 0.00
Wearing apparel -0.02 -0.01 -0.02 -0.02
Leather products -0.02 -0.01 -0.02 -0.02
Wood products -0.01 0.00 -0.01 -0.01
Paper products, publishing 0.01 0.02 0.01 0.01
Petroleum and coal products 0.03 0.03 0.03 0.03
Chemical, rubber, plastic products 0.02 0.04 0.02 0.02
Mineral products n.e.c. 0.00 0.01 0.00 0.00
Ferrous metals 0.00 0.02 0.00 0.00
Metals n.e.c. -0.16 -0.16 -0.16 -0.16
Metal products 0.01 0.02 0.01 0.01
Motor vehicles and parts 0.00 0.01 0.00 0.00
Transport equipment n.e.c. -0.01 -0.00 -0.01 -0.02
Electronic equipment 0.02 0.03 0.02 0.02
Machinery and equipment n.e.c. 0.03 0.04 0.03 0.03
Manufactures n.e.c. 0.02 0.03 0.02 0.02
Electricity 0.00 0.01 0.00 0.00
Gas manufacture and distribution 0.00 0.01 0.00 0.00
Water 0.00 0.01 0.00 0.00
Construction 0.00 0.02 0.00 0.00
Trade 0.00 0.02 0.00 0.00
Transport n.e.c. -0.01 0.01 -0.01 -0.01
Water transport 0.00 0.01 0.00 0.00
Air transport -0.01 -0.00 -0.01 -0.01
Communication 0.00 0.01 0.00 0.00
Financial services n.e.c. 0.00 0.02 0.00 0.00
Insurance 0.00 0.01 0.00 0.00
Business services n.e.c. -0.01 0.01 -0.01 -0.01
Recreational and other services 0.00 0.01 0.00 0.00
Public administration, defense, education, health 0.00 0.01 0.00 0.00

Source: Commission calculations and GTAP version 6.1.

Notes: The abbreviation “n.e.c.” stands for “not elsewhere classified.” Expanded version of table 2-7. Zero values

represent rounded numbers.
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Table F-4 Estimated increase in duties on U.S. imports from selected Andean partner countries, ATPA assumed to

expire (percent)

Duty on imports from

GTAP sector Colombia Ecuador Bolivia

Paddy (unprocessed) rice 0.00 0.00 0.00
Wheat 0.00 0.00 0.00
Cereal grains n.e.c. 0.00 0.17 0.94
Vegetables, fruit, nuts 0.05 0.00 0.01
Oil seeds 0.00 0.00 0.00
Sugar cane, sugar beet 0.00 0.00 0.00
Plant-based fibers 0.00 0.00 0.00
Crops n.e.c. 2.63 2.38 0.00
Bovine cattle, sheep and goats, horses 0.00 0.00 0.00
Animal products n.e.c. 0.00 0.00 0.00
Raw milk 0.00 0.00 0.00
Wool, silk-worm cocoons 0.00 0.00 0.00
Forestry 0.00 0.00 0.00
Fishing 0.00 0.00 0.00
Coal 0.00 0.00 0.00
oil 0.17 0.11 0.21
Gas 0.00 0.00 0.00
Minerals n.e.c. 0.00 0.00 0.55
Bovine meat products 0.00 0.00 0.00
Meat products n.e.c. 0.02 3.27 0.00
Vegetable oils and fats 0.13 0.00 1.90
Dairy products 3.68 13.36 0.00
Processed rice 0.00 0.00 0.00
Sugar 0.00 0.24 0.00
Food products n.e.c. 0.36 1.66 0.54
Beverages and tobacco products 10.74 0.00 0.00
Textiles 11.26 13.58 15.70
Wearing apparel 13.79 13.62 18.20
Leather products 6.96 6.36 4.54
Wood products 0.00 0.00 0.00
Paper products, publishing 0.00 0.00 0.00
Petroleum and coal products 0.11 0.08 0.00
Chemical, rubber, plastic products 0.01 0.03 0.00
Mineral products n.e.c. 0.96 1.17 1.50
Ferrous metals 0.00 0.00 0.00
Metals n.e.c. 0.02 0.08 0.00
Metal products 0.05 0.00 0.00
Motor vehicles and parts 0.00 0.00 0.00
Transport equipment n.e.c. 0.29 0.00 0.00
Electronic equipment 0.00 0.00 0.00
Machinery and equipment n.e.c. 0.00 0.00 0.00
Manufactures n.e.c. 0.00 0.00 0.00
Services NA NA NA

Source: Commission calculations and GTAP version 6.1.

Notes: The abbreviation “n.e.c.” stands for “not elsewhere classified.” Benchmark tariffs include tariff equivalents of
agricultural TRQs facing both U.S. and Peruvian imports. Sugar imports to the United States are subject to tariff-rate
quotas. The TPA will initially increase these quotas for Peru by about 20 percent of Peru's 2005 exports, and up to



Table F-5 U.S.-Peru TPA: Simulated effects of trade liberalization and ATPA expiration on U.S. welfare, GDP, and

payments to factors (relative to projected 2007 baseline)

Indicator Million dollars Percent
Welfare 440.22 0.00
Efficiency -6.70 -0.00
Terms of trade 446.92 0.00
GDP 2,824.00 0.02
Payments to factors
Land 108.31 0.47
Unskilled labor 954.00 0.02
Skilled labor 665.50 0.02
Capital 970.50 0.02
Natural resources -13.83 -0.12

Source: Commission calculations and GTAP version 6.1.

Note: Zero values represent rounded numbers.
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Table F-6 U.S.-Peru TPA: Simulated effect on U.S.-Peru bilateral trade (landed, duty paid) from a projected 2007 baseline, ATPA assumed to expire

U.S. imports from Peru Peruvian imports from United States
GTAP sector Base before TPA Change after TPA Base before TPA Change after TPA
Million dollars Percent Million dollars Percent

Paddy (unprocessed) rice 0.001 0.000 12.50 0.031 0.154 495.68
Wheat 0.037 0.007 18.90 116.893 111.368 95.27
Cereal grains n.e.c. 1.241 0.026 2.08 27.378 4.462 16.30
Vegetables, fruit, nuts 497.531 11.572 2.33 8.471 5.536 65.35
Oil seeds 0.627 0.030 4.85 0.084 0.043 50.53
Sugar cane, sugar beet 0.006 0.000 5.07 0.000 0.000 0.00
Plant-based fibers 0.000 0.000 0.00 50.008 6.493 12.98
Crops n.e.c. 116.360 9.214 7.92 12.397 4,195 33.84
Bovine cattle, sheep and goats, horses 0.196 0.007 3.81 0.111 0.026 23.44
Animal products n.e.c. 3.376 0.066 1.95 7.050 0.423 6.00
Raw milk 0.041 0.003 8.46 0.001 -0.000 -5.56
Wool, silk-worm cocoons 0.000 0.000 0.00 0.000 0.000 0.00
Forestry 0.329 0.017 5.02 1.730 0.592 34.21
Fishing 9.002 0.133 1.48 0.583 0.095 16.28
Coal 0.000 0.000 4,76 1.340 0.894 66.72
(o] 20.623 1.020 4.95 0.028 -0.001 -1.89
Gas 0.000 0.000 0.00 0.000 0.000 0.00
Minerals n.e.c. 133.454 1.111 0.83 2.510 0.262 10.42
Bovine meat products 0.593 0.138 23.31 12.242 3.857 31.51
Meat products n.e.c. 3.846 0.394 10.25 0.967 3.457 357.63
Vegetable oils and fats 184.405 12.608 6.84 12.862 8.635 67.14
Dairy products 0.205 0.019 9.03 8.071 14.969 185.47
Processed rice 0.163 0.014 8.53 16.508 6.451 39.08
Sugar 15.756 3.015 19.14 0.002 0.002 74.07
Food products n.e.c. 126.291 5.337 4.23 32.663 14.745 45.14
Beverages and tobacco products 8.298 0.130 1.57 2.289 0.407 17.80
Textiles 266.973 29.879 11.19 33.280 34.839 104.68
Wearing apparel 524.495 51.866 9.89 11.930 12.662 106.14
Leather products 2.241 0.732 32.67 2.037 3.333 163.66
Wood products 78.435 5.025 6.41 10.281 7.221 70.24
Paper products, publishing 22.495 1.395 6.20 85.007 41.103 48.35
Petroleum and coal products 352.391 6.072 1.72 176.727 57.574 32.58
Chemical, rubber, plastic products 117.695 10.477 8.90 494.979 221.623 4477

Mineral products n.e.c. 107.982 5.525 5.12 30.403 15.042 49.48
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Table F-6—Continued U.S.-Peru TPA: Simulated effect on U.S.-Peru bilateral trade (landed, duty paid) from a projected 2007 baseline, ATPA assumed to

expire

GTAP sector

U.S. imports from Peru

Peruvian imports from United States

Base before TPA

Change after TPA

Base before TPA

Change after TPA

Million dollars Percent Million dollars Percent

Ferrous metals 0.347 0.021 6.03 19.543 11.663 59.68
Metals n.e.c. 2,297.791 259.374 11.29 0.667 0.775 116.21
Metal products 23.405 2.056 8.78 87.869 25.020 28.47
Motor vehicles and parts 1.303 0.075 5.79 87.170 38.780 44.49
Transport equipment n.e.c. 6.229 0.678 10.89 37.343 15.156 40.58
Electronic equipment 4915 0.625 12.72 267.986 133.757 49.91
Machinery and equipment n.e.c. 100.220 9.479 9.46 655.561 337.420 51.47
Manufactures n.e.c. 121.863 9.994 8.20 62.933 36.104 57.37
Electricity 0.000 0.000 0.00 0.000 0.000 0.00
Gas manufacture and distribution 0.000 0.000 0.00 0.005 -0.000 -3.03
Water 0.007 0.000 5.11 3.227 -0.042 -1.31
Construction 0.093 0.003 3.40 1.492 -0.030 -2.04
Trade 7.198 0.236 3.28 101.380 -2.110 -2.08
Transport n.e.c. 29.639 0.942 3.18 49.256 -0.786 -1.60
Water transport 1.308 0.039 3.02 9.422 -0.159 -1.68
Air transport 20.439 0.695 3.40 252.587 -4.532 -1.79
Communication 6.216 0.197 3.17 106.603 -2.122 -1.99
Financial services n.e.c. 0.427 0.013 2.97 76.089 -0.942 -1.24
Insurance 5.372 0.155 2.88 107.965 -1.522 -1.41
Business services n.e.c. 9.657 0.323 3.34 686.941 -9.121 -1.33
Recreational and other services 6.649 0.234 3.52 135.352 -2.734 -2.02
Public administration, defense, education, health 31.069 0.959 3.09 613.248 -12.611 -2.06

Total 5,269.236 441.931 8.39 4,521.502 1,142.424 25.27

Source: Commission calculations and GTAP version 6.1.

Note: The abbreviation “n.e.c.” stands for “not elsewhere classified.” Zero values represent rounded numbers.
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Table F-7 U.S.-Peru TPA: Simulated effect on U.S. global trade from a projected 2007 baseline, ATPA assumed to expire

GTAP sector

U.S. imports from the world (landed, duty-paid)

U.S. exports to the world (f.0.b.)

Base before TPA

Change after TPA

Base before TPA

Change after TPA

Paddy (unprocessed) rice
Wheat

Cereal grains n.e.c.
Vegetables, fruit, nuts

Oil seeds

Sugar cane, sugar beet
Plant-based fibers

Crops n.e.c.

Bovine cattle, sheep and goats, horses
Animal products n.e.c.

Raw milk

Wool, silk-worm cocoons
Forestry

Fishing

Coal

oil

Gas

Minerals n.e.c.

Bovine meat products

Meat products n.e.c.
Vegetable oils and fats

Dairy products

Processed rice

Sugar

Food products n.e.c.
Beverages and tobacco products
Textiles

Wearing apparel

Leather products

Wood products

Paper products, publishing
Petroleum and coal products
Chemical, rubber, plastic products
Mineral products n.e.c.
Ferrous metals

Million dollars

45.365
188.975
411.027

10,524.808
348.961
0.709
197.829
9,128.844
1,492.262
1,907.795

32.234

28.522
480.786

1,487.789
1,293.039
153,418.547
19,308.973
4,014.577
4,897.194
2,375.468
1,973.913
1,990.421
378.814
1,667.781
25,801.658
14,936.767
46,384.617
72,649.461
33,202.898
64,269.664
30,392.398
33,727.254
170,172.844
30,190.404
31,373.049

0.156
2.039
0.411
12.053
0.520
0.002
0.345
-2.792
1.636
0.968
0.070
0.017
0.214
-0.037
4.932
49.938
4.225
-0.575
5.410
4.142
6.312
-4.566
0.254
2.123
6.293
3.530
18.098
-29.828
8.895
30.328
16.854
2.664
81.891
12.820
14.273

Percent

0.34
1.08
0.10
0.11
0.15
0.26
0.17
-0.03
0.11
0.05
0.22
0.06
0.04
-0.00
0.38
0.03
0.02
-0.01
0.11
0.17
0.32
-0.23
0.07
0.13
0.02
0.02
0.04
-0.04
0.03
0.05
0.06
0.01
0.05
0.04
0.05

Million dollars

524.311
4,876.625
5,854.666
8,189.847
6,638.230
0.060
3,905.917
3,201.863
490.072
3,078.735
0.417
39.524
1,544.488

306.184

2,899.693
5.507

280.783
2,627.429
1,960.432
5,492.470
1,057.888
1,346.258

842.336

531.900

16,809.439
3,696.756
13,525.035
4,323.503
2,392.141
9,142.157
22,374.684
14,798.519
126,709.227
15,213.836
11,708.529

-1.461
78.981
2.800
-5.094
-6.659
-0.000
4.651
-8.942
-0.372
0.236
-0.002
-0.079
0.150
0.077
-2.004
-0.007
-0.345
-2.199
2.860
-2.324
7.281
13.438
7.256
-0.965
3.748
0.012
15.885
8.087
0.656
1.912
26.646
65.809
139.781
5.712
5.873

Percent

-0.28
1.62
0.05

-0.06

-0.10

-0.40
0.12

-0.28

-0.08
0.01

-0.39

-0.20
0.01
0.03

-0.07

-0.12

-0.12

-0.08
0.15

-0.04
0.69
1.00
0.86

-0.18
0.02
0.00
0.12
0.19
0.03
0.02
0.12
0.44
0.11
0.04
0.05
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Table F-7—Continued U.S.-Peru TPA: Simulated effect on U.S. global trade from a projected 2007 baseline, ATPA assumed to expire

GTAP sector

U.S. imports from the world (landed, duty-paid)

U.S. exports to the world (f.0.b.)

Base before TPA

Change after TPA

Base before TPA

Change after TPA

Metals n.e.c.

Metal products

Motor vehicles and parts
Transport equipment n.e.c.
Electronic equipment
Machinery and equipment n.e.c.
Manufactures n.e.c.

Electricity

Gas manufacture and distribution
Water

Construction

Trade

Transport n.e.c.

Water transport

Air transport

Communication

Financial services n.e.c.
Insurance

Business services n.e.c.
Recreational and other services

Public administration, defense, education, health

Total

Million dollars Million dollars Percent
33,324.480 62.809 0.19 13,791.521 -4.428 -0.03
38,284.410 18.547 0.05 17,925.385 21.457 0.12

196,769.797 58.531 0.03 79,066.625 25.531 0.03
38,944.953 20.848 0.05 59,780.758 -18.859 -0.03
231,362.281 82.812 0.04 105,021.000 90.312 0.09
304,697.844 132.281 0.04 200,889.953 253.391 0.13
80,287.102 27.164 0.03 22,393.809 25.260 0.11
708.703 0.309 0.04 3,942.181 -3.433 -0.09
8.945 0.005 0.05 1,746.334 -0.876 -0.05
130.374 0.086 0.07 2,005.073 -1.380 -0.07
504.248 0.199 0.04 10,616.718 -3.252 -0.03
16,597.162 6.443 0.04 64,411.566 -31.875 -0.05
26,794.475 8.422 0.03 63,560.871 -25.734 -0.04
1,722.730 0.572 0.03 5,937.692 -2.909 -0.05
26,943.029 7.297 0.03 54,666.730 -25.047 -0.05
4,677.190 1.855 0.04 26,501.377 -15.361 -0.06
4,498.936 1.691 0.04 41,830.926 -16.109 -0.04
3,522.869 1.354 0.04 22,547.582 -11.625 -0.05
31,907.016 11.348 0.04 229,649.891 -76.719 -0.03
7,777.023 3.114 0.04 80,835.805 -31.617 -0.04
17,706.961 7.748 0.04 151,816.734 -59.750 -0.04
1,837,866.174 707.046 0.04 1,555,327.991 448.376 0.03

Source: Commission calculations and GTAP version 6.1.

Note: The abbreviation “n.e.c.” stands for “not elsewhere classified.” Zero values represent rounded numbers.



Table F-8 U.S.-Peru TPA: Simulated effects on U.S. output and employment from a projected 2007 baseline, ATPA

assumed to expire (percent changes)

Output Labor quantity

GTAP sector Quantity Revenue Skilled Unskilled

Paddy (unprocessed) rice -0.17 -0.09 -0.15 -0.15
Wheat 0.88 111 0.96 0.96
Cereal grains n.e.c. -0.01 0.07 0.01 0.01
Vegetables, fruit, nuts -0.12 -0.04 -0.09 -0.09
Oil seeds -0.11 -0.03 -0.09 -0.09
Sugar cane, sugar beet -0.02 0.08 0.01 0.01
Plant-based fibers 0.00 0.10 0.03 0.03
Crops n.e.c. 0.03 0.15 0.06 0.06
Bovine cattle, sheep and goats, horses -0.02 0.05 0.01 0.01
Animal products n.e.c. -0.02 0.03 0.01 0.01
Raw milk 0.02 0.08 0.04 0.04
Wool, silk-worm cocoons -0.07 -0.04 -0.03 -0.03
Forestry -0.01 0.02 -0.01 -0.01
Fishing 0.00 0.00 -0.01 -0.01
Coal -0.05 -0.06 -0.06 -0.06
oil -0.02 -0.01 -0.02 -0.02
Gas -0.01 -0.01 -0.02 -0.02
Minerals n.e.c. -0.03 -0.02 -0.03 -0.03
Bovine meat products -0.01 0.02 -0.01 -0.01
Meat products n.e.c. -0.02 0.02 -0.01 -0.02
Vegetable oils and fats -0.01 0.03 -0.01 -0.01
Dairy products 0.02 0.06 0.02 0.02
Processed rice 0.28 0.31 0.28 0.28
Sugar -0.02 0.01 -0.02 -0.02
Food products n.e.c. 0.00 0.02 0.00 0.00
Beverages and tobacco products 0.00 0.03 0.00 0.00
Textiles 0.03 0.05 0.03 0.03
Wearing apparel 0.07 0.10 0.07 0.07
Leather products -0.01 0.01 -0.01 -0.01
Wood products -0.01 0.01 -0.01 -0.01
Paper products, publishing 0.00 0.02 0.00 0.00
Petroleum and coal products 0.03 0.03 0.03 0.03
Chemical, rubber, plastic products 0.01 0.03 0.01 0.01
Mineral products n.e.c. -0.01 0.01 -0.01 -0.01
Ferrous metals -0.01 0.01 -0.01 -0.01
Metals n.e.c. -0.18 -0.18 -0.18 -0.18
Metal products 0.00 0.02 0.01 0.00
Motor vehicles and parts 0.00 0.02 0.00 0.00
Transport equipment n.e.c. -0.02 -0.00 -0.02 -0.02
Electronic equipment 0.01 0.03 0.01 0.01
Machinery and equipment n.e.c. 0.02 0.04 0.02 0.02
Manufactures n.e.c. 0.01 0.03 0.01 0.01
Electricity 0.00 0.01 0.00 0.00
Gas manufacture and distribution 0.00 0.02 0.00 0.00
Water 0.00 0.02 0.00 0.00
Construction 0.00 0.02 0.01 0.00
Trade 0.00 0.02 0.00 0.00
Transport n.e.c. -0.01 0.01 -0.01 -0.01
Water transport -0.01 0.01 -0.01 -0.01
Air transport -0.01 -0.00 -0.01 -0.01
Communication 0.00 0.02 0.00 0.00
Financial services n.e.c. 0.00 0.02 0.00 0.00
Insurance 0.00 0.02 0.00 0.00
Business services n.e.c. -0.01 0.02 0.00 -0.01
Recreational and other services 0.00 0.02 0.00 -0.01
Public administration, defense, education, health 0.00 0.02 0.00 0.00

Source: Commission calculations and GTAP version 6.1.

Note: The abbreviation “n.e.c.” stands for “not elsewhere classified.” Zero values represent rounded numbers.






APPENDIX G
U.S.-PERU TPA: CHAPTER-BY-CHAPTER
SUMMARY






TPA Chapter 1—Initial Provisions and General
Definitions

The text states that the parties agree to set up the TPA in away that is consistent with the
1994 General Agreement on Tariffs and Trade (GATT), and that reaffirms the existing
application of bilateral rights and obligations continue to apply. The text also states that
nothing in the TPA isto beread as altering any legal obligation under another international
pact. Among the general definitions in the TPA, the term "territory” is defined by both
parties to cover the "land, maritime, and air space under its sovereignty and the exclusive
economic zone and the continental shelf within which it exercises sovereign rights and
jurisdiction in accordance with international law and its domestic law" without any mention
of free trade zones or other areas.

TPA Chapter 2—National Treatment and Market Access
for Goods

The commitments on national trestment and market access are similar in form to the
corresponding provisions of the GATT 1994. Under this chapter, the parties agree to
eliminate their customs duties on originating goods under the attached schedules, and to
refrain from increasing any duty rate, imposing a new rate, or imposing or expanding
performance requirements to obtain a TPA benefit. Further, they can agreeto accelerate the
elimination of any duty. Duty-level ceilingsare provided in the event that aconcession must
be withdrawn; a party can impose a duty authorized by the WTO Dispute Settlement Body
or return to a higher TPA scheduled rate after a unilateral duty reduction.

Other provisionsin this chapter are similar to those of other FTAs and deal with temporary
importations, re-entry of repaired or altered goods, and other customs procedures. Article X
of GATT 1994 controls whether a specific measure is allowed under the TPA. Legitimate
prohibitions or restrictions on trade with nonparties are to be alowed and are recognized
under this article. Import licensing must comply with the WTO agreement on that subject,
and the partners are barred from restricting or banning imports from another party on the
grounds of alleged violations of local law. Still other provisions ban consular transactions
and the U.S. merchandise processing fee (the so-called "customs user fee") and would
reguire other fees and charges that are not duties or their equivalent to be directly related to
administrative services being rendered. All fees and charges on trade in goods are required
to be published on the Internet. The parties are required to recognize Bourbon Whiskey and
Tennessee Whiskey as distinctive U.S. products; they can request that the TPA Committee
on Trade in Goods offer amendments to the agreement to recognize a good as a distinctive
product. The agreement establishes a Committee on Trade in Goods to consider matters
arising under Chapter 4—Rules of Origin Procedures and Chapter 5—Customs
Administration and Trade Facilitation.

The Agricultural Market Access Text (section G) deals with the implementation and
administration of TRQs, agricultural export subsidies and export state trading enterprises,
agricultural safeguard measures, a sugar compensation mechanism, and consultations on
trade in chickens, and establishes a Committee on Agricultural Trade. Thereisan annex on
agricultural safeguard measuresfor beef, bone-in chickenlegs, rice, milk powder, butter and
dairy spreads, and cheese. This section also includes the agricultural tariff schedules and
appendixes for both parties, as well as both parties industrial and textile tariff schedules.
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There is also a side letter in which Peru acknowledges its commitment to become a full
participant in the WTO Information Technology Agreement (ITA) no later than
December 31, 2007.

TPA Chapter 3—Textilesand Appar el

TheTPA will immediately eliminateall tariffson U.S. tradewith Peru in textilesand apparel
that meet the TPA rulesof origin (* originating goods”), thereby making permanent the duty-
free benefits currently available under ATPA for amost all U.S. imports of Peruvian
apparel. The TPA will grant duty-freetreatment for thefirst timeto U.S. imports of textiles
from Peru and to U.S. exports of textiles and apparel to Peru. The rules of origin under the
TPA for textiles and apparel will generally be based on the “yarn-forward rule” found in
most other U.S. FTAS, which requires that imports of such goods from the TPA party be
made in the United States or Peru from the yarn stage forward to qualify for duty-free
benefits.? Although ATPA also generally requires apparel to be made in beneficiary
countriesfrom the yarn stage forward to qualify for duty-free preferences, the TPA contains
provisions relating to allowable foreign content and application of the rules of origin that
will likely provide the parties more flexibility than ATPA in using third-country inputs.
However, the TPA does not contain certain provisionsfound in other recent U.S. FTAsthat
expand opportunities for parties to use third-country inputs, such astariff preference levels
(TPLs) and cumulation provisions (discussed below).

The TPA rules of origin for textiles and apparel (annex 3.2 to TPA chapter 3) are based on
changesin tariff classification from third-country inputsto goods processed or madein one
or both parties. The rules will generally apply only to the component that determines the
tariff classification of the garment, rather than to all fabric components of the garment, asis
the case under ATPA. For example, a garment subject to the yarn-forward rule will be
eligiblefor TPA preferencesif the component that determinesthetariff classification of the
good is made of originating yarns and fabrics, without regard to the source of any collar,
cuffs, or most other components incorporated into the garment.® Apparel components that
must be originating include certain visible linings,* narrow elastic fabrics,®> sewing thread,
and pocketing fabrics.

In addition, the de minimis foreign content rule under the TPA will, like in CAFTA-DR,
permit up to 10 percent of the total weight of the component that determines the tariff
classification of the good to consist of third-country fibers or yarns, except for elastomeric

1 U.S. imports of textiles and apparel from Peru totaled $821 million in 2005 and consisted almost entirely
of apparel (data are from the U.S. Department of Commerce, Office of Textiles and Apparel). Apparel and a
few textile articles (textile luggage and handloomed, handmade, and folklore articles) are eligible for special
tariff benefits under ATPA, as amended by ATPDEA, as provided for in subchapter XX1 of chap. 98 of the
HTS (subheadings 9821.11.01 through 9821.11.25).

2 A "fiber-forward rule’ appliesto alimited number of articles (mainly yarns and knit fabrics).

3 ATPA alows originating garments to contain findings, trimmings, and interlinings of foreign origin if
the value of these items (e.q., zippers, buttons, and lace trim) does not exceed 25 percent of the cost of the
components of the assembled article.

4 Applies only to the visible lining fabric in the main body of certain suits, sport coats, skirts, and coats
(excluding sleeves), which covers the largest surface area; it does not apply to removable linings. The fabrics
include woven fabrics of wool, cotton, and manmade fibers (except certain artificial-filament-yarn fabric),
and certain pile, warp, and other knitted fabrics.

® Appliesto narrow fabrics of HTS subheading 5806.20 (woven) or heading 6002 (knitted), of awidth not
exceeding 30 centimeters, containing by weight 5 percent or more of elastomeric yarn or rubber thread.
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yarns, which must be made in a TPA party. By contrast, the ATPA de minimis foreign
content rule permits third-country yarns to account for not more than 7 percent of the total
weight of the garment. Unlike ATPA, the TPA will grant duty-free benefits to garments
made in Peru from U.S. fabricsthat are dyed, printed, and finished in Peru and to unlimited
quantities of garments made in Peru from Peruvian fabrics of U.S. or Peruvian yarns.®

Notwithstanding these enhancements of ATPA, the TPA doesnot contain certain provisions
found in other recent U.S. FTAs that permit the parties to use third-country inputs in
originating goods.” For example, the TPA does not include any TPLs that would provide
duty preferencesto specified quantities of U.S. imports of specific apparel articlesmadein
Peru from third-country inputs. It also does not contain a single-transformation rule that
permits certain garmentsto be made of third-country fabricsaslong asthefabricsare cut and
sewn in an agreement party.® With respect to cumulation provisions, which permit the use
of inputs from other FTA partner countriesin originating goods, the TPA containsasingle,
limited specific rule (introduced in ATPA) that allows the use of nylon filament yarn only
from pre-1995 FTA partner countries (Canada, Mexico, and Isragl) in originating apparel
(article 3.3(11)).

TPA chapter 3 also sets out the general lega principles on origin (article 3.3), including a
consultation provision for the parties to consider whether to revise the rules of origin after
the agreement has been implemented to address issues of availability of fibers, yarns, or
fabrics. Article 3.3 aso provides an expedited process to add to the “short supply list” a
fiber, yarn, or fabric in an unrestricted or restricted quantity, if the United States determines
that such input is not availablein commercial quantitiesin atimely manner in any party, or
if nointerested entity objectsto the request.’ TPA chapter 3 also includes authority to apply
bilateral textilesafeguard measures(article 3.1), under which either party may reinstate MFN
tariffsif imports from the other party cause serious damage or threat of serious damage to
the domestic industry. It has detailed customs enforcement and cooperation provisions to
ensure the accuracy of claims of origin, to prevent circumvention of the agreement, and to
enforce measures affecting textiles and apparel (article 3.2).

® ATPA grants duty-free treatment to U.S. imports of apparel made in Andean countries from fabrics
formed in the Andean region of U.S. or Andean yarns, subject to an annual cap (the cap for the 12-month
period ending Sept. 30, 2005, had afill rate of just 3.5 percent).

" The tighter regime under the TPA, compared with other recent U.S. FTAsS, likely reflects the fact that
Peru has an integrated textile and apparel sector with the capacity to produce fibers, yarns, and fabrics.

8 CAFTA-DR contains a single-transformation rule for certain boxer shorts, pajamas, and girls' dresses of
woven fabrics; umbrellas; and textile luggage.

® The United States may, within 6 months after adding a restricted quantity of afiber, yarn, or fabric to the
list, modify or eliminate the restriction. A total of 20 yarns and fabrics are included in the short supply list in
annex 3.3to TPA chap. 3.
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TPA Chapter 4—Rulesof Origin Procedures

The TPA's tariff benefits would apply to "originating goods" unless otherwise provided.
Such goodsfall into two categories—namely, those comprising inputsonly fromthe parties,
and those complying with rules of origin based largely on stated changes in tariff
classification from foreign inputs to finished goods or containing allowable de minimis
foreign content. Eligibility for somegoodscontaining third-party inputsare covered by value
content or other specified requirements. Goods containing de minimis foreign content that
do not undergo the requisite tariff shifts (limited in the aggregate for al such materialsto 10
percent of the adjusted value of the good, with the component-based formula applicable to
textile and apparel products) can also qualify as originating, though their value will still be
counted as "nonoriginating” when aregional value content test applies. A limited number
of products—all in the agricultural sector and primarily sensitive commodities covered by
U.S. TRQs—cannot use the de minimis rule to become originating goods. In general, the
principles used parallel the rulesin NAFTA and in FTAswith Singapore and Chile.

The provisions of this chapter are similar to that in recent FTAs. An originating material of
one party that is used in another party to make a good will be considered to originate in the
latter party; agood involving production in multiple parties or by multiple firmswithin the
region will be considered to originate if it meets the specific tests of this chapter. Rules and
formulas for computing regional value content are provided, with two types of
computations—the build-down method and the build-up method—designed to take into
account al nonoriginating content. As is true under existing U.S. FTAs and preference
programs, direct shipment isrequired, and agood that undergoes subsequent production or
other operations outside the parties (not counting minor preservation or loading operations)
will not be considered originating. Rulesfor goods classified as sets pursuant to Harmoni zed
System (HS) genera interpretive rule 3 are provided and are quite technical in nature.

Other provisionsof the chapter deal with consultationsamong the partiesand theverification
and documentation of origin needed under the TPA. Benefits are to be given unless the
parties|earn that particular goods do not qualify and make a"factual or legal determination
that the claim isinvalid.” Importers who make errors are not to be punished if they act in
good faith or correct the entry documents and pay necessary dutieswithin 1 year or alonger
period set by a party. Written or electronic certifications of origin can be required and are
valid for 4 years from the date of issuance; records must be kept for 5 years after entry to
establish the origin of goods. The parties are to publish agreed "common guidelinesfor the
interpretation, application, and administration” of the rules, preferably before the date of
entry into force of the agreement.

TPA Chapter 5—Customs Administration and Trade
Facilitation

This chapter is structured similarly to corresponding sections of CAFTA-DR and supports
many of the GATT goalsin the areas of fees and formalities (article VII1) and publication
and administration of trade regulations (article X) (table 5-1). The TPA will facilitate the
goods clearance process through greater use of information technology to enhance
automation, establish procedures for resolving disputes, and improve risk management and
cooperation among parties. The parties will commit to immediate cooperation in the areas
of information exchange, technica advice and assistance for trade facilitation, and
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enforcement of customs rules and regulations. They will aso continue to explore other
means of cooperation.’® Additionally, chapter 5 calls for the immediate implementation of
articles that provide for customs automation,** the use of risk maintenance systems,*? the
advanced publication of Peruvian customs regulations®® confidential information
guidelines,™ review and appeal of customs matters,*® and penaltiesfor customs violations.*

The express shipments section,*” which will be subject to a2-year deferment,*® includestwo
notabl e provisions not incorporated in CAFTA-DR that will further liberalize such activity.
Such shipments will not be limited by a maximum weight or customs value, and under
normal circumstances, express shipments valued at $200 or less will not be assessed duties
or taxes and will not require any formal entry documents, except when expressly identified
by each party’ slaws and regulations. Like CAFTA-DR, the TPA will require each party to
adopt separate customs administration measuresfor express shipments. These measureswill
facilitate express shipment processing to allow (1) electronic submission of documents,
(2) prearrival processing of information, and (3) submission of a single manifest covering
al goodsinan express shipment, aswell as minimizerel ease documentation, where possible.
Chapter 5 requires release of express shipments within 6 hours.

Staggered implementation schedul es comparabl e to those incorporated in CAFTA-DR will
aso defer the entry into force of other provisions. Simplified release procedures will be
deferred for 1 year,™ and Internet accessto Peruvian customsinformation and assistancewill
be subject to a 2-year deferment.? The requirement that importers be able to obtain binding
advanced rulings will not apply to Peru until 3 years after the date of entry into force of the
TPA.?! The United States already has a system in place allowing requests for advance
rulings.

TPA Chapter 6—Sanitary and Phytosanitary Measures

This chapter covers the protection of human, animal, or plant life or health in the parties
territories, insofar as they directly or indirectly affect trade between them, and the
enhancement of the WTO Agreement on the Application of Sanitary and Phytosanitary
Measures (SPS agreement). The United States and Peru agree to establish a Standing
Committee on Sanitary and Phytosanitary M attersto coordinate administration of the chapter
(article 6.3). The Standing Committee shall provide for consultation and cooperation
regarding implementation of the SPS agreement and provide a forum for resolving future
bilateral animal and plant health matters with a view to facilitate trade and engage in
scientific and technical cooperation regarding animal and plant health matters that affect

0U.S-Peru TPA, article 5.5.

1 U.S-Peru TPA, article 5.3.

2U.S-Peru TPA, article 5.4.

1B U.S-Peru TPA, article 5.1.3.

14 U.S-Peru TPA, article 5.6.

15 U.S-Peru TPA, article 5.8.

16 U.S-Peru TPA, article 5.9.

U.S-Peru TPA, article 5.7.

18 Deferral of certain provisions has been provided to allow parties to devel op the necessary technical
capacity to implement these requirements.

1 U.S-Peru TPA, article 5.2.

2 U.S-Peru TPA, article5.1.1-5.1.2.

2L U.S-Peru TPA, article 5.10.



trade.?? The chapter further outlinesthe process by which the standing committeewill review
issues of interest to either the United States or Peru. The chapter specifiesthat no party has
recourse to dispute settlement under the TPA for any matter arising under the chapter. Any
SPS issue that requires formal dispute resolution would be resolved through the formal
process established under the WTO SPS Agreement.

The TPA includes letters of exchange on SPS/TBT issues from both the United States and
Peru. The letters from the governments of Peru and the United States (1) confirm that Peru
will continue to recognize the U.S. meat and poultry inspection system as equivalent to its
own; (2) confirm that the certification statements from the U.S. inspection system, attached
in annexes 1 and 2, meet Peru’ simport requirements; (3) recognize that measures taken by
the United States regarding BSE % and avian influenza meet WTO guidelines; and
(4) confirm that Peru has taken stepsto eliminate restrictions on U.S. rice exportsto Peru.?*
These letters of exchange further recognize the TPA’s annexes 1 and 2 that provide
certification statements for certain livestock and poultry products.®

TPA Chapter 7—Technical Barriersto Trade

The objectives of the TBT chapter are to affirm and improve on the implementation of the
WTO TBT agreement rather than to substantively expand it. The chapter requires both
parties to intensify efforts to improve transparency, enhance bilateral cooperation on
standards-related issues, increase mutual acceptance of one another’s regulations and
procedures, and reduce or eliminate unnecessary technical trade barriers.® To improve
transparency, each party is to allow persons from the other party to participate in the
development of its standards, technical regulations, and conformity assessment procedures,
transmit proposals for new technical regulations and conformity assessment procedures
electronically to the other party at the same time they are transmitted to the WTO pursuant
tothe TBT agreement; allow the other party at | east 60 daysto review and comment on such
proposals; and publish or otherwise make available to the public its responses to significant
comments no later than the date it publishes the final technical regulation or conformity
assessment procedure.”” The chapter encourages each party to consider a broad range of
aternatives for accepting the results of the other’s conformity assessment procedures and
technical regulations, and when thisis not possible, to explain why.? Finally, the chapter
establishesa Committee on Technical Barriersto Trade, comprising representatives of each
party, to monitor the implementation and administration of the chapter and address any
issues arising from the other’ s standards, technical regulations, or conformity assessment
procedures.”

2 U.S. government trade officials, interviews by Commission staff, Washington, DC, Feb. 9, 2006. The
U.S.-Australia FTA also provided for the establishment of a bilateral SPS working group; however, that
group is directed to resolve specific bilateral animal and plant health matters.

2 See chap. 3 of thisreport for additional sector-specific information.

2 peru’s Council of Ministers, “Letter Exchange on SPS/TBT Issues’; and USTR, “ Letter Exchange on
SPS/TBT issues.”

% Annex 1 Certification Statements: (1) matured, partially cooked (scalded) or cooked pork ham; (2)
edible offal products from refrigerated or frozen porcine species; and (3) de-boned meat, refrigerated or
frozen meat, channels, half channels and cuts of porcine species. Annex 2 Certification Statements:
fresh/frozen poultry meat.

% U.S-Peru TPA, articles 7.1-7.3.

21 U.S-Peru TPA, article 7.6.

B U.S-Peru TPA, articles 7.4-7.5.

2 U.S-Peru TPA, articles 7.7-7.8.

G-8



TPA Chapter 8—Trade Remedies

Chapter 8 of the U.S.-Peru TPA providesthe legal framework to alow bilateral safeguards
on originating goods under the TPA, under terms similar to corresponding provisions of
existing FTAs with other countries. A party must notify the other party when an
investigationisinitiated and consult beforetaking any action under the safeguard provisions.
A bilateral TPA safeguard measure can be taken only if a party determines that, as a result
of thereduction or elimination of duty under the TPA, an articleis being imported from the
other party in such increased quantities (in absolutetermsor rel ative to domestic production)
as to be a substantial cause of serious injury or threat thereof to a domestic industry
producing alikeor directly competitive good. The measureimposed can taketheformof (1)
asuspension of the further reduction of the TPA duty rate on such goods, or (2) an increase
in that duty to alevel not exceeding the lower of the MFN duty rate at thetimethe actionis
taken or the applied MFN rate on the day before the date of entry into force of the TPA.
Such a safeguard is aimed at remedying serious injury and facilitating adjustment. A party
may not invoke a safeguard after the transition period (10 years after entry into force of the
TPA). During the transition period, a safeguard cannot be imposed for a period extending
longer than 2 years, unlessan additional 2-year extension isdeemed necessary by the proper
authorities. Measures continuing longer than 1 year must be progressively liberalized, and
the party invoking a TPA safeguard cannot subsequently impose another such measure on
a particular originating good.

Therate of duty to be applied when the saf eguard measure terminates may be no higher than
the TPA rate that would have been in effect 1 year after application of the safeguard. Under
the chapter, the parties agree to try to provide compensation that will be mutually accepted
and will liberalize trade. Concerning antidumping and countervailing measures, the TPA
provisionssimply state that each party retainsitsrightsand obligations under theWTO, and
that the TPA does not impose any rights or obligations on the United States or Peru with
respect to antidumping or countervailing measures.

TPA Chapter 9—Gover nment Procur ement

Chapter 9 of the U.S.-Peru TPA applies to covered government procurement of goods and
services by any contractual means where the value concerned exceeds thresholds set out in
an annex to the chapter. The thresholds will be adjusted every 2 years, with the first
adjustment taking place on January 1, 2008, according to aformulaset out intheannex. The
chapter sets out definitions, general principles such as national treatment and
nondiscrimination, criteria on the rules of origin used in the normal course of trade, and
restrictions on the use of offsets. The chapter’s provisions aso set forth advance notice
requirements for intended procurements, time frames for the tendering process,
documentation requirements, rules on the declaration of technical specifications, conditions
for participation, criteriafor awarding contracts, requirements concerning the publication of
information on selected tenders, and amechanismfor the review of supplier challenges. The
chapter al so setsforth proceduresand conditionspertaining to sel ectivetendering and limited
tendering, and establishesthat aCommittee on Procurement of representatives of each party
will handle matters related to implementation of the government procurement provisions.
The annex to the chapter lists covered entities, covered purchases, and exclusions, and
establishes the threshold amounts for purchases of goods and services by covered entities.
Theannex a so containsthe threshold adjustment formula. Overall, most goods and services
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are covered by the agreement; however, both the United States and Peru exclude certain
purchases and service sectors. In the case of Peru, for example, excluded procurements
includeclothingfor thearmedforces, architectural services, engineering and design services,
engineering services during construction and installation, accounting and auditing services,
and arbitration and conciliating services, among others. In the case of the United States,
excluded procurements include certain procurements by the Departments of Agriculture,
Commerce, Defense, Energy, and Homeland Security; research and development services,
and operation services for government-owned facilities.

TPA Chapter 10—Investment

The two principal objectives of the TPA investment chapter are to create a welcoming
environment for investors from each party by outlining the rights of investors and the rules
that govern new cross-border investment, and to provide aclear outline of theinvestor-state
dispute settlement process. Section A of the chapter outlines the rules governing new
investments and setsforth thetypes of investmentsto which theserules apply.* Specifically,
the TPA requires each party to give national and MFN treatment to investors and covered
investments of the other party. The treatment of investors under the TPA must

comply with customary international law. Other provisions are as follows:

» Expropriation will be only for a public purpose; it must be nondiscriminatory and
accompanied by payment of prompt, adequate compensation in accordance with due
process of law.

» All financia transfers relating to covered investments, including, but not limited to,
contributions to capital, payment of interest, and payments under contracts, may cover
the full value of the investment and may be made freely and without delay.

»  Neither party will impose performance requirements as a condition of investment.*

» Neither party will require that senior management or boards of directors be of any
particular nationality.

The benefits of this chapter may be denied only in limited, delineated instances, as outlined
in the TPA annexes. This section of the chapter also deals with nhonconforming measures,
special formalities, and information requirements, and provides for consultation and
negotiation of disputes.

Section B of this chapter provides detail ed information and procedures on the investor-state
dispute settlement process, including submission of claims to arbitration, selection of
arbitrators, conduct of the arbitration, transparency of the arbitral proceedings, governing
law, and awards of monetary damages (not including punitivedamages) or restitution. Under
the terms of the provisions of section B, each party will consent to claims being submitted
according to the process outlined in the TPA. The awards made by any arbitration tribunal
will have binding force only between the disputants and with regard to the particular case.

% Investment related to financial servicesis covered separately in the financial services chapter (TPA
chap. 12).

31 Such provisions may include requirements to export a given level or percentage of goods or services, to
purchase goods produced in a party’ s territory, or to transfer a certain technology or other proprietary
information.
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The chapter also contains definitions of terms and relevant conventions for use in the
resolution of investment disputes. An annex defines “customary international law” for
purposes of the chapter, while another deal swith expropriation (direct and indirect) in some
detail. To be considered expropriation, a party’s action or series of actions must interfere
“with atangible or intangible property right or property interest in an investment” based on
clear transfers of title or outright seizure. Other annexes deal with the service of documents
in such matters and the establishment of a possible future appellate body.

The investment chapter incorporates four annexes that have not been included in previous
FTAs. All four of these annexes safeguard the rights of the Peruvian or U.S. government in
the case of adispute resolved through the investor-state process. Annex 10-E applies specia
dispute settlement provisions to the TPA, requiring that investors wait a minimum of
12 months before sending a claim to arbitration, and ensuring that investors have the
opportunity to invest returns from investments in cases where they are not permitted to
transfer funds outside of Peru. Annex 10-F removes claims related to the rescheduling of
sovereign debt from arbitration under the investor-state dispute settlement process, unless
there is a claim that the rescheduling agreement violates national treatment or MFN
treatment. Annex 10-G requires a U.S. investor to choose to pursue an investment claim
either in the Peruvian court system or under the TPA'’s investor-state dispute settlement
process. This provision states that once the dispute has been submitted to a Peruvian court,
the U.S. investor may no longer initiate the investor-state process. Under annex 10-H, the
Peruvian government may conclude a“ stability agreement” with aforeign investor, under
which the investor makes certain guarantees regarding the investment in exchange for a
guarantee of tax treatment and other legal treatment over a certain period of time. Under the
annex, a breach of a stability agreement does not constitute a breach of an investment
agreement unless the stability agreement is one of severa components of an investment
agreement.

Nonconforming Measures Related to I nvestment. Provisionsfor the treatment of existing or
future measures that are inconsistent with the agreement’s investment disciplines are
included in annexes |, 11, and I11 of the TPA. Annex | lists exemptions for existing laws or
regulations, maintained at the central or regional government level, that violate the
provisions of the agreement. Nonconforming measures at the local government level are
exempted without requiring any notation in an annex.* Annex |1 listsreservationsto ensure
that a party maintains flexibility to impose future measures that may be inconsistent with
TPA disciplines. The actual content of the reservations in annexes | and Il varies widely.
Some reservations are horizontal in nature, meaning that they address general policy
provisions that affect all investment, whereas others apply only to specific industry
segments. Annex |11 lists nonconforming measures specific to financial services that apply
to both existing and potential laws and regulations.

2 U.S-Peru TPA, article 10.13(1)(a)(iii).
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Peru’'s only investment-related horizontal reservation under annex | states that foreign
nationals may not own land or water within 50 km of the Peruvian border, without a special
exception authorized through a Supreme Decree of the Council of Ministers. Thisrestriction
appliesto mines, forest lands, and energy sources, and to Peruvian companies owned wholly
or partialy by foreign nationals. There is one horizontal reservation listed by Peru under
annex Il. The measure accords differential treatment to countries that have signed
international agreements with Peru before the entry into force of the U.S.-Peru TPA,
specifically including agreements involving aviation, fisheries, or maritime matters.

Horizontal reservationstaken by the United States under annex | addressthe programsof the
Overseas Private Investment Corporation and the registration of public offerings of
securities, aswell as existing nonconforming measures at the statelevel. Under annex 11, the
first horizontal reservation listed by the United States appearsto ensurethat U.S. obligations
under the TPA concerning the cross-border services trade or establishment of a service
enterpriseareequivalent tothoseundertakeninthe GATS. The second horizontal reservation
taken by the United States mirrorsthe reservation taken by Peru, which accords differential
treatment to countries under international agreementsthat were signed beforethe U.S.-Peru
TPA.

The specific sectorsfor which investment-related reservations are listed in annexes | and |1
are presented in table 6-1.% In several cases, the reservation indicates a potential constraint
on foreign investment that may not have a significant effect on investors activities or
business results. Consequently, the inclusion of asector in an annex does not mean that the
entire sector has been exempted from coverage under the investment disciplinesof the TPA.

TPA Chapter 11—Cross-Border Tradein Services

Chapter 11 coversservicesother thanfinancial servicesand air transport services.* The TPA
will guarantee national and MFN treatment for providers of the covered services. Loca
presence is not required, and regul ation of services and qualification requirements may not
be unduly burdensome. There are transparency requirements in addition to those set out in
TPA chapter 19 on transparency. The parties are permitted but not required to recognize
education, experience, licenses, or certifications obtained in particular nonparty countries.

Thepartiesmust permit unfettered transfersand paymentsrel ating to the cross-border supply
of services and must allow such transactions to occur in a freely usable currency at the
prevailing exchange rate on the date of transfer, subject to explicit exceptions. The benefits
of this chapter may be denied under limited circumstances if the service supplier is
controlled by persons of a nonparty. Chapter 11 includes specific language on express
delivery services, which defines the scope of coverage, confirms the desire to maintain
market access no less favorabl e than that in effect when the TPA was signed, and delineates
the relationship between covered services and each party’ s postal monopoly (annex 11-D)

In annex 11-A, the parties agree that if a party establishes or maintains afund to promote a
particular service within its territory, discriminatory disbursement of such funds will be

3 Investment-related reservations related to financial services, including insurance, are listed in annex 111,
and are presented in table 4-2 of this report.

3 The covered measures include those adopted or maintained by central, regional, or local governments
and authorities and by nongovernmental bodies exercising powers delegated by such governments and
authorities.
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alowed under the TPA, even when thefund isadministered in part or wholly by aprivately-
owned entity. In annex 11-B, the parties agree to encourage relevant bodies to develop
mutually acceptable standards and criteria for licensing and certification of professional
service suppliers. This annex permits the parties, by mutual agreement, to encourage the
relevant bodies in their respective territories to develop procedures for the temporary
licensing of one another’ s professionals. Moreover, thisannex establishesaWorking Group
on Professional Services, including representatives of each party, to facilitate the activities
listed previously, with priority consideration given to engineering, architecture, and
accounting services. At its first meeting, the working group shall consider establishing
proceduresfor the temporary licensing of engineers. Annex 11-C will allow Peru to reserve
the right to maintain certain limitations regarding labor mobility, except to the extent that
these limitations restrict the ability of enterprises to employ professionals and specialty
personnel of other parties on atemporary basis. Finally, the TPA includes U.S. side letters
concerning the review of selected state permanent residency and citizenship requirements
and the maintenance of certain Peruvian measures relating to costs associated with
archaeological research projects, the granting of monetary prizes to Peruvian
cinematographic works, and tax credits and refunds for publishing activitiesin Peru.

TPA Chapter 12—Financial Services

Chapter 12 will generally require each party to allow cross-border tradein financial services,
accord national treatment and MFN treatment to investors of the other party, and provide
market access for financial institutions without limitations on the number of financia
ingtitutions, value of transactions, number of service operations, or number of persons
employed. As in previous bilateral U.S. FTAS, cross-border trade is limited to certain
segments of the financial services industry. For insurance, TPA coverage of cross-border
trade is limited to marine, aviation, and transit insurance; reinsurance; and insurance
intermediation services such as brokerage and agency services. For banking and securities,
TPA coverage of cross-border trade is limited to the provision and transfer of financial
information and financial data processing, advisory, and other auxiliary financial services
asdefinedinthetext of the chapter. Cross-border intermediation services(i.e., deposit-taking
and lending) are prohibited. Under the TPA, securities firms may not establish branches,
whereas banks may do so, though the operations of bank branchesarelimited by the amount
of capital they hold in Peru. However, the two parties confirm that they will permit financial
institutions to offer portfolio management services from one party to another on a cross-
border basis.

Each party will berequired to permit afinancial institution of the other party to provide new
financial services similar to those that it permits its own domestic institutions to provide,
without additional legidlative action. The chapter will not require either party to furnish or
allow access to information related to individual customers or confidential information, the
disclosure of which would impede law enforcement, be contrary to the public interest, or
prejudice legitimate commercial concerns.

Under chapter 12, a party could not require financial institutions of the other party to hire
individuals of a particular nationality as senior managers or other essential personnel, and
could not require more than a simple mgjority of the board of directors to be nationals or
residents of the party. The parties agree that transparent regulations and policies are
important, commit to publishing in advance all regul ations of general application, and agree
to maintain or establish mechanismsto respond to inquiries from interested persons. Where
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aparty requires membership in aself-regulatory organization, the chapter providesthat such
organi zations are subject to the national treatment and MFN obligations of this chapter. The
two partiesstate that they recognizetheimportance of maintaining and devel oping expedited
procedures for offering insurance services.

TheTPA will establish afinancial servicescommitteetoimplement the provisionsof chapter
12. Chapter 12 also provides for consultations and dispute resolution, and includes cross-
referencesto the provisions covering dispute settlement procedures. Under the TPA, parties
may retain specific financial services measuresthat do not conformtothe TPA by including
the measures in annex |11 of the agreement.

TPA Chapter 13—Competition Policy

Chapter 13 addresses competition policy, designated monopolies, and state enterpriseswith
aview to implementing economically sound policies and proscribing behaviors subject to
this chapter that would restrict bilateral trade and investment. The chapter commits the
United States and Peru to maintain competition laws that prohibit anticompetitive business
conduct and competition agenciesto enforce the laws, and to ensure national treatment, due
process, and a nondiscriminatory application of these laws. The parties agree to cooperate
in the area of competition policy and establish aworking group.

Thechapter also requiresthe partiesto ensurethat any private or public monopoliesthat they
designate, and any state enterprises, are subject to disciplines designed to eliminate abuses
of their special statusand that they will not operatein amanner that creates obstaclesto trade
and investment. There are provisions covering transparency, information requests,
consultations, and definitionsof terms. Neither party will have recourseto dispute settlement
under the provisionsof thischapter pertaining to national competition laws, cooperation, the
working group, or consultations.

TPA Chapter 14—Telecommunications

Chapter 14 will commit each party to ensure a high degree of openness, transparency, and
nondiscriminationin providing both basi c and val ue-added tel ecommuni cations services. For
example, it will require each party to ensure that enterprises of the other party have access
to, and use of, any public telecommunications service offered in its territory on reasonable
and nondiscriminatory terms and conditions. The chapter imposes obligations on
telecommuni cationsservice providersrel ated tointerconnection, number portability, dialing
parity, and resale services.® In addition, major suppliers® of one party are also required to
offer telecommunications services to entities of the other party on terms no less favorable
than those accorded to their own subsidiaries, affiliates, and nonaffiliated partners,®

% Paragraph 2 (resal€e), paragraph 3 (number portability), and paragraph 4 (dialing parity) of article 14.3
(Obligations Relating to Suppliers of Public Telecommunications Services) do not apply to suppliers of
commercial mobile services.

% TPA chap. 13 defines “major supplier” as asupplier of public telecommunication services that has the
ability to materially affect the terms of participation in the relevant market due to its market position and
control over essential facilities.

57 Each party is required to maintain measures preventing major suppliers from engaging in
anticompetitive practices. Such practices include, inter alia, cross-subsidization, using information obtained
from competitors with anticompetitive results, and not making relevant technical and commercial
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particularly regarding the availability, provisioning, rates, and technical quality of such
services. Major suppliersalso face additional obligationsrelated to network unbundling, co-
location, interconnection, leased circuits, resal e services, and accessto pol es, ducts, conduits,
rights-of-way, and submarine cable systems.®

Chapter 14 will require the governments of the United States and Peru to make all
regulations and measures publicly available, ensure the independence of the national
telecommuni cationsregul ator, maintain disputeresol ution procedures, and bestow competent
regulatory entities with the authority to enforce compliance with TPA obligations. The
chapter also contains commitments and obligations related to universal service, licensing,
and the all ocation/use of scarce resources. Chapter 14 will also allow each party to exercise
|atituderegarding the application of regul ationsto public telecommunicationsservices, if the
telecommuni cationsregul atory body determinesthat enforcement isnot necessary to protect
consumers, promote competition, or prevent discriminatory practices. Two annexes to
chapter 14 establish exemptions, in both the United States® and Peru,® to provide
telecommunications servicesin rural aress.

TPA Chapter 15—Electronic Commerce

Broadly, the parties have committed to nondiscriminatory treatment of digital products,
agreed not to impose customs duties on such products, and agreed to cooperate in numerous
policy areas pertaining to e-commerce.** The e-commerce chapter in the U.S.-Peru TPA
recognizes the importance of avoiding economic, regulatory, and technical barriers to
e-commerce, and the applicability of WTO rulesto e-commerce. Chapter 15 also affirmsthe
importance of maintaining and adopting transparent and effective measures to protect
consumers from fraudulent and deceptive commercial practices. The TPA alows for
nondiscriminatory treatment of digital products, providing broad national treatment and
MFN provisions. A party may not apply customs duties, fees, or other charges on or in
connection with the import or export of digital products by electronic transmission. The
customs value of imported carrier mediathat includes adigital product must be determined
by the cost of the medium alone, without regard to the value of the digital products stored

information available to suppliers on atimely basis.

% Paragraph 1 (treatment by major suppliers), subparagraph (2)(b)(iii) (availability of technical
information), paragraph 3 (resale), paragraph 4 (unbundling), paragraph 5 (interconnection), paragraph 6
(leased circuits), paragraph 7 (co-location), and paragraph 8 (access to poles, ducts, conduits, and rights-of-
way) of article 14.4 (Additional Obligations Relating to Major Suppliers of Public Telecommunications
Services) do not apply to major suppliers of mobile services.

% In the United States, a state regulatory authority may exempt rural local exchange carriers from
obligations contained in article 13.4 and paragraph 2 (resale), paragraph 3 (number portability), and
paragraph 4 (dialing parity) of article 14.3 (Obligations Relating to Suppliers of Public Telecommunications
Services).

“0 |n Peru, rural telephone companies may be exempted from obligations contained in paragraph 2
(resale), paragraph 3 (number portability), and paragraph 4 (dialing parity) of article 14.3 (Obligations
Relating to Suppliers of Public Telecommunications Services) and the obligationsin article 14.4 (Additional
Obligations Relating to Major Suppliers of Public Telecommunications Services). In addition, for 10 years,
Peru may exempt service suppliersthat supply public telecommunications servicesin rural areas from the
obligations contained in paragraph 2 (resale), paragraph 3 (number portability), and paragraph 4 (dialing
parity) of article 14.3 (Obligations Relating to Suppliers of Public Telecommunications Services) and from
the obligations contained in paragraph 3 (resale), paragraph 4 (unbundling), and paragraph 7 (co-location) of
article 14.4 (Additional Obligations Relating to Major Suppliers of Public Telecommunications Services).

“ USTR, “U.S. Peru Trade Promotion Agreement Policy Brief.”
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on the carrier medium.** A party may not accord less favorable treatment to some digital
productsthanit accordsto other likedigital productson the groundsthat thedigital products
werecreated, stored, transmitted, published, or first made commercially availableoutsideits
territory or on the basis of the nationality of the author, performer, producer, developer, or
distributor of such digital products. However, the chapter does not prevent any party from
imposing internal taxes, charges, or other fees on the domestic sale of such products,
provided they are imposed in a manner consistent with the TPA.

TPA Chapter 16—Intellectual Property Rights

The chapter on IPR reportedly provides for improved standards for protection and
enforcement that are consistent with both U.S. standards and emerging international
standards.® Suchimprovementsinclude state-of -the-art protectionsfor digital productssuch
as U.S. software, music, text, and videos; stronger protection for U.S. patents, trademarks
and test data, including an el ectronic system to register and maintain trademarks; and further
deterrence of piracy and counterfeiting by criminalizing end-user piracy.*

Trademarks, Geographical Indications, Domain Names. The TPA clarifies what can be
registered as atrademark, allowing for the possibility of registering sound and scent marks;
requirestheprotection of collectiveand certification marks,; enhancesthe protection for well-
known marks, whether registered or not; and eliminates the requirement that trademarks be
registered to be protected. It stipulates the concept of “first-in-time, first-in-right” for
trademarks and clarifies the relationship between trademarks and Gls, prohibiting the
protection or recognition of aGl that isconfusingly similar to apreviously used, applied for,
or registered trademark.*

Thisisimportant because of the differences between the U.S. and the EU approachesto the
protection of trademarks and Gls. The United States protects Gls through the trademark
system, with no hierarchy between the two. The EU, on the other hand, has a separate, sui
generis, system for Gls that gives preference to Gls. Regarding domain names, articles
16.4.1 and 16.4.2 combineto combat the problemsof copyright and trademark cyber-piracy.
U.S. industry prefers a direct reference to the “Whois’ databases*®—something included
only, to date, in the Singapore FTA .+

Copyrightsand Related Rights. Besidestheinclusion of the WIPO Copyright Treaty (WCT)
and WIPO Performances and Phonograms Treaty (WPPT) (box 6-3) in the genera
provisions, the copyright and related rights sections contain detailed provisionsthat require
implementation of the new obligations provided in the WCT and WPPT in a manner
consistent with the Digital Millennium Copyright Act. Theseinclude provisionsspecifically
regarding Technological Protection Measures and Rights Management Information. Peru
agreed to extend its terms of protection to life of the author plus 70 years for most
copyrighted works—a major advance and significant TRIPS-plus provision. The text also
contains some provisions that were originally included in NAFTA regarding “ contractual

“2 Currently, countries use different methods to apply customs duties.

4 USTR, Peru TPA Facts. Brief Summary, 1.

“1bid.

% |bid., 4.

4 “Whois’ databases are the master directories for domain name registrations, providing a mechanism for
finding contact and other registration information.

4T ITAC 15, Report on the U.S-Peru TPA, 10.
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rights,” and protection against thetheft of encrypted satellite signalsand the manufacture of
and trafficking in, tools to steal those signals.”® The copyright section does not contain a
provision regarding parallel imports of copyrighted works.*® The Morocco FTA isthe only
agreement to date to address the treatment of parallel imports of copyrighted works.

Patents. The patent section of the TPA provides a number of clarifications and
improvementsto the TRIPS agreement that generally reflect U.S. law and practice, although
U.S. industry has expressed concern over several provisions.® Peru agreed to accede to the
Patent Cooperation Treaty and ratify or accede to the International Convention for the
Protection of New Varieties of Plants (also known as the Union for the Protection of New
Varieties of Plants Convention) by January 1, 2008. Peru also agreed to provide patent
protection for transgenic® plants that meet the three-step test,> as prescribed in the TRIPS
agreement, but did not agree to provide protection for transgenic animals.>® Peru agreed to
place restrictions on how athird party may use apatented invention to generate data needed
for the marketing approval of generic pharmaceutical products. Article 16.9.6 compensates
for delaysin patent approval at the patent office of either country. The patent section does
not contain restrictions on compulsory licensing, parallel imports, and pre-grant opposition,
nor does it require the protection of “second-use” patents.>

Measures Related to Certain Regulated Products. The provisions of the TPA clarify the
obligationsin TRIPS article 39.3 with respect to data exclusivity and provide for additional
protection with respect to pharmaceutical products subject to a patent.>® Of particular
importance, article 16.10.1(a) imposes an obligation of “non-reliance” on either the
originator’ s approval or the originator’ s data package itself for a period of at least 5 years
from the date of approval for a pharmaceutical product, and 10 years from the date of
approval for an agricultural chemical product. The TRIPS agreement does not specify atime
period for protection of confidential test data. Thislack of clarity hasled many countriesto
alow third partiesto “rely” on the confidential test datato get marketing approval for their
copy pharmaceuticals, which may be in violation of an innovator company’s patent. Like
CAFTA-DR, the TPA includes a 5-year cap for seeking marketing approval. This cap was
included to aleviate Peru’'s—and previoudy Central America’'s and the Dominican
Republic’ s—concerns that U.S. pharmaceutical companies would attempt to extend their
period of exclusivity indefinitely by delaying seeking marketing approval in different
countries.

In tandem with the patent section, this section does not include additional periods of
nonreliance for new clinical information related to the new use of a previously approved
chemical component. Article 16.10.2 clarifies that the period of protection for confidential
test data submitted for marketing approval is independent from the period of protection
granted for a patent. Article 16.10.3 requires Peru to implement measures in its marketing

“ U.S-Peru TPA, articles 16.7.3 and 16.8.

“® The United States does not provide border enforcement protection for parallel importations of
copyrighted works.

% |TAC 15, Report on the U.S-Peru TPA, 15.

% The term “transgenic” describes an organism that has had genes from another organism put into its
genome through recombinant DNA techniques.

%2 The “three-step test” refersto TRIPS article 27.1, which states, “Patents shall be available for any
inventions, whether products or processes, in all fields of technology, provided that they are new, involve an
inventive step, and are capable of industrial application.”

% U.S-Peru TPA, article 16.9.2; and ITAC 15, Report on the U.S-Peru TPA, 16.

> 1bid.

%5 U.S-Peru TPA, article 16.10.
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approval process to prevent generic drug approvals during the term of the patent covering
the pharmaceutical product (i.e., “linkage”) and requires the mandatory disclosure of the
identity of the generic applicant that seeks marketing approval to enter the market during the
patent term.

Enforcement. Thefull and effective implementation of the enforcement provisionsiskey to
the success of this chapter. The updated protections afforded in this agreement will be of
limited value to U.S. companies without the capability and willingness of the Peruvian
government to enforce those standards. The enforcement obligationsgo well beyond TRIPS
in scope and specificity, covering transparency and the dissemination of information, civil
and administrative procedures and remedies, provisional measures, special requirements
related to border measures, criminal procedures and remedies, and Internet service provider
(ISP) liahility. Of particular importanceisarticle 16.11.23 that authorizes customs officials
to seize suspect items, ex officio, without the requirement of a court order.

Sde Letters and Understandings. The IPR chapter includes severa side letters or
“understandings.” The ISP Side Letter details the specific administrative requirements for
the notification to an ISP from a copyright holder who believes that infringing material is
being posted by one of the | SP' s subscribers and counternotification from a subscriber who
believes that removal or disabling of hisor her material was a mistake or misidentification.

The Retransmission Side L etter allowsfor consultations, at any time after the agreement has
been in force for 2 years, to determine the continued applicability of the obligation set out
in article 16.7.9 and whether, in light of technological and other relevant developments, it
should be modified. The Understanding Regarding Certain Public Health Measuresclarifies
that the obligations in the IPR chapter do not adversely affect a country’s ability to take
necessary measures to protect public health by promoting access to medicines for all. Nor
doesit prevent the effective use of the TRIPS/health solution.

In addition to containing the Understanding, the TPA contains a side letter in which the
United States confirmsto Peruitsview that thereferencesto chapter 16 inthe understanding
include article 10 on Measures Related to Certain Regulated Products.® Although thisisa
highly unusual inclusion in an FTA, the letter serves only to clarify the understanding and
doesnot impose any additional obligationsbeyond those already foundinthe understanding.

Understanding Regarding Biodiversity and Traditional Knowledge. The understanding
encouragesthe sharing of information regarding genetic resourcesand traditional knowledge
and the benefitsderived from that information through mutually agreed contracts. Thisisthe
first time any language regarding biodiversity and traditional knowledge has been included
inan FTA. While the understanding does not obligate either country, it creates a precedent
for future FTAs and for the continuing discussion in WIPO. The United States has
maintai ned that, because of the difficulty of defining and regulating these subjects, they are
best addressed within the context of WIPO. Conversely, the inclusion of these subjects was
of particular importance to the Andean countries.

% U.S-Peru TPA, Letter Regarding Certain Regulated Products.
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TPA Chapter 17—L abor

Inthe TPA, the United States and Peru each agreesto effectively enforceitsrespectivelabor
lawswhile providing for reasonabl e exercise of discretion regarding such enforcement. This
requirement is the only provision in chapter 17 that is enforceable through the dispute
settlement provisions outlined in chapter 21 of the agreement. In addition, the parties
recognizetheir respectiveright to create and modify domestic labor laws, and acknowledge
that it is not appropriate to encourage trade or investment by weakening or reducing the
protection afforded in those laws. The parties also reaffirm their obligations as members of
the International Labour Organization (ILO), seek to make their domestic laws provide for
standards consistent with internationally recognized worker rights, and strive to improve
those standards.

Each party agrees to provide domestic tribunal proceedings, allowing persons with a
recognized interest under itslaw in aparticular matter to seek enforcement of itslabor laws.
Such proceedings must befair, equitable, and transparent; adhere to due process of the law;
and provide an opportunity for persons involved in such proceedings to support or defend
their positions. Each party agreesto ensure independent review of tribunal actions, provide
legal remediesto ensure enforcement, and promote public awareness of its labor laws. The
TPA defines labor laws as statutes or regulations that directly relate to internationally
recognized labor rights, including the right of association, the right to organize and bargain
collectively, aban onforced or compulsory labor, the protection of children and other young
laborers, and standards on conditions of work, including minimum wages, hours of work,
and occupational health and safety. The establishment of minimum wage standards and
levelsis specificaly excluded from the definition of labor laws, as specified in this chapter.

TheTPA establishesal abor AffairsCouncil that will overseetheimplementation of chapter
17 provisions, prepare public reports on the implementation of the chapter, develop
guidelinesfor the consideration of input from personsof aparty, and striveto resolve matters
related to cooperative labor consultations. Each party is required to designate an office
within its labor ministry to serve as a contact with the other party and the public. The TPA
alows each party to establish or consult existing national |abor advisory committees, which
may include members of the public and representatives of businessand labor. The TPA also
creates alabor cooperation and capacity-building mechanism to further advance common
commitmentson labor matters, including thelL O Declaration of Fundamental Principlesand
Rightsat Work and Its Follow-up and ILO Convention No. 182 Concerning the Prohibition
and Immediate Action for the Elimination of the Worst Forms of Child Labour, and to
enhance opportunities to improve labor standards.

A party can request consultations with another party on matters under this chapter with a
view toward finding a mutually acceptable resolution. Failing to find amutually acceptable
resolution, a party can call upon the Labor Affairs Council to consider the matter, but TPA
dispute settlement actions will not be allowed except for matters regarding a party’ sfailure
to enforceits own labor laws. A separate mechanism on disputes dealing with the failureto
enforce labor laws (contained in chapter 21) can result in an annual assessment of up to
$15 million payable into a fund set up and administered by the Free Trade Commission
(established under chapter 20) for appropriate labor initiatives.
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TPA Chapter 18—Environment

Under the U.S.-Peru TPA, each party must ensure that its environmental protection laws
provide for high levels of protection and strive to improve those laws, provide appropriate
and effectiveremediesand sanctionsfor viol ationsof environmental protectionlaws, provide
opportunities for public participation, and promote public awareness of its environmental
laws. The parties agree that trade or investment should not be encouraged by weakening or
reducing domestic legal protections. To that end, the parties agree to ensure that domestic
judicial, quasijudicial, or administrative proceedings should be available to sanction or
remedy violations of environmental laws. Such proceedings must be fair, open, and
equitable; comply with due process of law; and provide access to persons with a
recognizable legal interest.

The parties agree to establish an Environmental Affairs Council that will meet to consider
the implementation of the environmental provisions and the separate Environmental
Cooperation Agreement (ECA), and to strive to resolve any controversies that may arise
regarding the environmental provisions. There is a draft text of a memorandum of
understanding between the parties concerning environmental cooperation, including
exchanges of experts or students and ajoint forum of government officials that will meet
regularly to arrange and administer the various shared activities.

The parties agree to pursue cooperative environmental activities and provide for
environmental consultations, but neither party will have recourse to dispute settlement for
any matter arising under this chapter except for each party’s commitment to enforce its
respective domestic laws. A separate mechanism on disputes dealing with environmental
claimscould result in an annual assessment of up to $15 million, payableinto afund jointly
administered by thetwo governmentsfor “ appropriate environmental initiatives.” The parties
recognizetheimportance of conservation and sustainable use of biological diversity, andthe
preservation of traditional knowledge and practices that contribute to this objective. The
parties also commit to working in multilateral forumsto enhance the mutual supportiveness
of multilateral environmental and trade agreements.

TPA Chapter 19—Transparency

Chapter 19 of the U.S.-Peru TPA enhances and ensures communication and disclosure
between parties. For example, the chapter requires each party to make publicly available all
laws, regul ations, and proceduresregarding any matter covered by theagreement. Each party
isto establish or maintain proceduresto providereview and appeal capabilitiestotheentities
that will be directly affected by actions, rulings, measures, or procedures under the TPA.
Such tribunals are to be impartial and independent, and empowered to correct the final
administrative actions of the TPA. Generally, such rights already exist under U.S. law. The
chapter also includesanticorruption provisionsthat seek to improvetrading environment by
requiring each party to establish criminal prosecution and penalty proceduresfor bribery and
corruption. Specific commitmentsobligate public officialsof each party to protect informers
and to work in other international forumsto aid and support anticorruption provisions. Each
government will also be required to establish transparent procedures for registering
trademarks, including Gls.
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TPA Chapter 20—Administration of the Agreement and
Trade Capacity Building

This chapter sets up a Free Trade Commission of cabinet-level representativesto supervise
theimplementation of the TPA, consider all types of mattersraised under it, resolve disputes
that may ariseregarding theinterpretation or application of thisagreement, establish and task
working groups, and fulfill other similar duties. The Free Trade Commission comprisesthe
USTR and the Peruvian Ministro de Comercio Exterior y Turismo. Under this chapter, each
party shall also designateaTPA coordinator to preparefor Free Trade Commission meetings
andfollow up onitsdecisions. The chapter al soincludesprovisionson administering dispute
settlement proceedings.

In recognition that trade capacity building is a catalyst for the reforms and investments
needed to foster trade-driven economic growth and reduce poverty, section B of thischapter
establishes a Committee on Trade Capacity Building. Thiscommittee will seek to prioritize
trade capacity-building projects and invite the participation of international donor
organizations, private-sector entities, and nongovernmental organi zationsto encouragetrade
and reform. The committee also will provide oversight to a working group on customs
administration and trade facilitation created under the provisions of this chapter, but tasked
to implement the provisions of Chapter 5—Customs Administration and Trade Facilitation.

TPA Chapter 21—Dispute Settlement

Under this chapter, although the parties commit to consult and cooperate on TPA matters,
one party can invoke dispute settlement if it believes the other has a TPA-inconsistent
measure, hasfailed to carry out aTPA obligation, or that abenefit it reasonably expected has
not been given. Partiescan refer issuesto the Free Trade Commission (established in chapter
20) for resolution or arbitration; matters can aso be referred to the WTO or other forums
available to both parties. Once a panel constituted under the chapter has supplied its final
report, the report will be made public and the parties will be obliged to agree on the
resolution of the dispute in question in a manner “which normally shall conform with the
determinations and recommendations, if any, of thepanel.” Absent agreement to resolvethe
issues, compensation can be negotiated. If nonimplementation of the agreed outcome is
evident, the complainant can advise the other party that it intends to suspend benefits of
equivalent effect. Certain matters—such aslabor laws and environmental laws—aretreated
separately. In such situations, “an annual monetary assessment” set in U.S. dollars (not to
exceed $15 million annually, adjusted for inflation, paid into afund relating to the pertinent
area at issue) can be imposed on the violating party. These assessments will be spent, as
directed by the Free Trade Commission, on appropriate labor or environmental initiatives.

Thischapter also containsprovisionsdirecting compliancereviewsand 5-year reviewsunder
the TPA. Mattersunder the TPA can bereferred to the Free Trade Commission fromjudicial
or administrative proceedings of a party. Also, “no Party may provide for aright of action
under itsdomestic law against any other Party on the ground that ameasure of another Party
isinconsistent with this Agreement.” The chapter also states that partieswill encourage the
useof alternate disputeresol utionto settleinternational commercial disputesbetween private
parties in the free trade area and authorizes the commission to establish an advisory panel
on private commercial disputes. Actions relating to excepted matters cannot be taken. The
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chapter contains administrative procedures for requesting a panel, establishing a roster of
panelists, selecting panelists, and issuing reports.

TPA Chapter 22—EXxceptions

This chapter discusses general exceptions to various chapters of the TPA and mentions
specific provisions of various WTO agreements, which are incorporated by reference. This
chapter also exempts the disclosure of essential security, taxation, or other information,
which would impede law enforcement or be contrary to the public interest.

TPA Chapter 23—Final Provisions

This chapter contains the mechanisms for acceding to the TPA and putting it into force as
well as an article on the legal significance of annexes. The parties must consult on any
changes made to provisions of the WTO agreement incorporated in thistext to determineif
the same principle will apply herein. If the parties agree, any country or group of countries
may accede to the TPA. The TPA will enter into force on or after the exchange of written
notifications by the United States and Peru that each has compl eted its respective domestic
legal procedures. “The English and Spanish texts of the Agreement are to be equally
authentic.”>” Any withdrawal from the TPA will take effect 6 months after written notice.

5 U.S-Peru TPA, article 23.7.
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